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HCS Control Systems Group Limited

Strategic report

The directors present.their strategic report for the year ended 31 December 2019. HCS Control Systems Group Limited
(“the Company”) was incorporated on 4 July 2012. On 14 June 2013, the Company acquired 100% of the issued share
capital of HCS Controls Systems (Holdings) Limited. Prior to this date the Company did not trade.

Principal activities
The principal activity of HCS Control Systems Group Limited is a holding company.

The principal activity of the Company and its subsidiaries (“the Group™) is that they specialise in the design, in-house
“manufacture, assembly and test and servicing of equipment for the subsea oil and gas industry worldwide.

Results and business review and key performance indicators

These financial statements have been prepared in accordance with Financial Reporting Standard 102 (“FRS 102”)
including comparatives.

The directors consider turnover, operating and net profit to be key performance indicators in their ability to monitor the
Group’s strategic and operational effectiveness. The Board are pleased to note that turnover increased by more than
45% over 2018 and EBITDA increased by over 36%to £1.1m, :

The loss for the year before taxation was £416,797 (2018: loss £1,662,548).
Principal risks and uncertainties

The Group faces the economic risks associated with the oil sector, particularly the oil price and level of offshore
exploration. The price of oil was relatively stable in 2019 and that increased the level of activity in the mdustry and
allowed the Group to significantly increase its turnover.

Future developments

The market improvement in 2019 allowed the Group to move back into profitable trading at the EBITDA level. 2020
has thrown new challenges at us with the Covid19 pandemic and the effects on crude oil prices and the activity levels
in the industry. That said, the Board has been encouraged by the resilience of the Group’s businesses in 2020 as they
have maintained profitability and cash generation throughout 2020 and we remain hopeful this will continue.

Brexit

Brexit, and the outcome of the negotlatlons between the UK and the EU, is clearly an uncertainty that will affect the
Group’s businesses throughout 2020 and beyond. The majority of our equipment sales are either to UK based clients,

or to clients further afield than the EU. Similarly, our manpower is focussed on the North Sea, the Gulf of Mexico and
the Far East. We conclude therefore that Brexit does not represent a significant risk to the Group’s activities, and our
planning, together with the planning of our supply chain, means we will be able to trade effectively after the end of the
transition period.

Going concern

The Covidl9 situation has placed greater focus than ever on the adoption of the going concern conce;it for the
preparation of Group’s accounts. In line with the recommendations of the Financial Reporting Council, a board paper
was presented to our August 2020 Group board meeting detailing the work carried out by each of our companies in
terms of financial projections, scenario planning and cost mitigations in light of the market downtumn. Our scenario
planning included losing significant levels of turnover, individual large clients and debtor days increasing significantly.

The Group prepared a reforecast for 2020 and an outline budget for 2021 including profit and loss account, cash flow
and balance sheet projections. The Group updates these reforecasts regularly throughout the remainder of the year. At
31 December 2019 the Company has net current liabilities of £1,773,430 (2018: £1,171,613) including £2 ,597,978
(2018:£1,987,378) of accrued interest costs (note 16). .

The Group continues to maintain an absolute focus on working capital management and in particular debtor
recoverability. Additionally, the Group benefits from a supportive shareholders who continues to support the business
with increasing levels of finance.

The projections for Group for 2020 and beyond give confidence to the board that the Group will be able to meet its
liabilities as they fall due from its existing facilities.



"~ HCS Control Systems Group Limited

Strategic i'eport (continued) , ‘

Financial risk management objectives and ‘policies

The Group’s activities expose it to a number of financial risks mc]udmg foreign currency exposure, credit risk and
liquidity risk.

‘Foreign currency risk .

. We minimise our foreign currency exposure by billing the vast majority of our clients in Sterling thereby eliminating
the exposure to currency fluctuation. The cost base of the Group is almost exclusively in Sterling.

Credit risk

The Group’s principal credit risk is in trade debtors. The Group’s clients tend to be large multi-nationals with high
credit ratings. At times there is a concentration risk where debts are due from a small number of large customers. An
appropriate provision is made in the accounts where the Group believe there is a question over the recoverability of the
debt. '

Liquidity risk
The Group forecasts future cashflows to ensure sufficient facilities are available to support on-going operations.

Liquidity risk can increase if a large customer delays any payment. The Group maintains vigilance in credit control
and reforecast regularly, to ensure projections remain up to date.

Approved by the Board and signed on its behalf by:

'.\
M M QLW \
N McGuinness

Director
26 November 2020




HCS Control Systems Group Limited

Directors’ responsibilities statement '

The directors present their annual report with the consolidated financial statements of the Group for the year ended
31 December 2019. ’

" Directors
The directors who served during the year and to the date of this report were:

K Balfour
N McGuinness
G Welsh’

Dividends : | o
No dividends were paid or declared in the year (2018: £nil).

- Future developments, going concern, financial risk objectives and policies and events after the balance sheet
date -

Details of future developments, going concern, financial risk objecﬁves and policies and events that have occurred after
the balance sheet date can be found in the Strategic Report on pages 2-3 and form part of this report by cross-reference.

Disclosure of information to the auditor ]
Each of the persons who is a director at the date of approval of this report confirms that:

o so far as the director is aware, there is no relevant audit information of which the Company’s auditor is unaware;
and ) :

e the director has taken all the steps that he ought to have taken as a director in order to make himself aware of any
relevant-audit information and to establish that the Company’s auditor’s area aware of that information.

This confirmation is given and should be interpreted in accordance with the provisions of s418 of the Companies
Act 2006.

Events after the balance sheet date

The Covid19 pandemic has been the most significant event of 2020. However, the Group has continued to trade
profitably to date at operational level, and the board are confident we will continue to do so. There remains uncertainty
surrounding the full effects of the second wave of Covid, any reintroduced national lockdown and the ongoing
restrictions on international travel. The financial impact of these uncertainties is difficult to predict with any degree of
certainty. No adjustments have been made in the 2019 accounts.

Auditor

Deloitte LLP has indicated their willingness to be reappointed for another term and appropriate arrangements are being
made for them to be deemed reappointed auditors in the absence of an Annual General Meeting.

Approved by the Board and signed on its behalf by:

N McGuinness
Director -

26 November 2020



HCS Control Systems Group Limited

Directors’ responsibilities statement

The directors are responsible for preparmg the Annual Report and the financial statements in accordance with applicable
law and regulations. . '

Company law requires the directors to prepare financial statements for each financial year. Under that law the directors
have elected to prepare the financial statements in accordance with United Kingdom Generally Accepted Accounting
Practice (United Kingdom Accounting Standards and applicable faw), including FRS 102 “The Financial Reporting
Standard applicable in the UK and Republic of Ireland”. Under company law the directors must not approve the
financial statements-unless they are satisfied that they give a true and fair view of the state of affairs of the company
and of the profit or loss of the company for that peried. In preparing these financial statements, the directors are required
to:

. o select suitable accounting policies and then apply them consistently;
e  make judgments and accounting estimates that are reasonable and prudent;

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

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

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company’s transactions and disclose with reasonable accuracy at any time the financial position of the Company and
enable them to ensure that the financial statements comply with the Companies Act 2006. They are also responsible
for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and detection of
fraud and other u-regulantles



Independent auditor’s report to the members of
HCS Control Systems Group Limited

Report on the audit of the financial statements
Opinion _ .
In our opinion the financial statements:

e 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 loss for the year then ended;
¢ have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice including
Financial Reporting Standard 102 “The Financial Reporting Standard applicable in.the UK and Republic of Ireland”;
and :
e have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements of HCS Control Systems Group Limited (the ‘parent company’) and its subsidiaries
(the ‘group’) which.comprise:

the consolidated profit and loss account and statement of comprehenswe loss;
the consolidated and parent company balance sheets;

the consolidated and parent company statements of changes in equnty,

the consolidated-cash flow statement; and

the related notes | to 22,

The financial reporting framework that has been applied in their preparation is applicable law and United Kingdom
Accounting Standards, including Financial Reporting Standard 102 “The Financial Reporting Standard applicable in the UK
and Republic of [reland” (United Kingdom Generally Accepted Accounting Practice).

Basis for opinion

We conducted our audit in aécordance with Internationai 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 the 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 SUfﬁCICDt
and appropriate to provide a basis for our opinion.

'

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

e the directors’ usé of the going concern basis of accounting in preparation of the financial statements is not

. - appropriate; or

o the directors have not disclosed in the ﬁnanc:al statements any identified material uncertainties that may cast
significant doubt about the group’s or the parent Company’s ability to continue to adopt the going concern basis of
accounting for a period of at least twelve months from the date when the financial statements are authorised for issue.

We have nothing to report in respect of these matters.

Other information

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



- Independent auditor’s report to the members of
HCS Control Systems Group Limited (continued)

Other information (continued)

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 respect of these matters.
Résponsibilities of directors

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

In preparing the financial statements, the directors are responsible for assessing the group’s and the parent company’s ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis
of accounting unless the directors either intend to hquxdate 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 economic 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: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor’s report..

Report on other legal and regulatory requiremeilts
Opinions on other matters prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:

- o 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
¢ - the strategic report and the directors’ report have been prepared in accordance with applicable legal requirements.

In the light of the knowledge and understanding of the group and of the parent company and their environment obtained in
the course of the audit, we have not identified any material misstatements in the strategic report or the directors’ report.



Independent auditor’s report to the memibers of
HCS Control Systems Group Limited (continued)

Matters on which we are required to report by exception )
- Under the Companies Act 2006 we are required to report in respect of the following miatters if, in our opinion:

e adequate accounting records have not been kept by the parent company, or retums 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 spécified by law are not made; or
we have not received all the information and explanations we require for our audit.

’

We have nothing to report in respect of these matters

Use of our report

This report is made solely to the Company’s members, as a body, in acocordance with Chapter 3 of Part 16 of the Comnpanies
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 oplmons we have formed

L,Com/

Lyn Cowie, CA (Senior Statutory Auditor) -
For and on behalf of Deloitte LLP : ) .
Statutory Auditor :
. Aberdeen, United Kingdom
30 November 2020



HCS Control Systems Grdup Limited

“Consolidated profit and loss account and statement of comprehensnve loss
For the year ended 31 December 2019 '

. 2019 2018
Note £ _ £
Turnover o 3 15,597,343 10,711,095
Cost of sales : | (12,136,099) (8,052,981)
Gross profit . 3,461,244 2,658,114
Administrative expenses - recurring ’ . {2,903,411) (3,045,921)
557,833 (387,807)
Other operating income
3,848 1,310
Operatiag income / (loss) : 561,681 - (386,497)
Interest payable and similar charges 4 (978,478) (1,276,051)
Loss on ordinary activities before taxation ‘ 5 ' T (416,797) (1,662,548)
Tax ;:harge on loss on ordinary activities 8 - (59,226)
Loss for the financial year ' L (416,797) (1,721,774)
Other comprehensive income / Gossj . .
Foreign currency translation 376 (841)
Total other comprehensive income/(loss) . , X 376 (841)
Total comprehensive loés for the year : (416;42'1) (1,722,615)
Total comprehensive loss for the year attnbutable to: , .
Non-controlling .interest . © o (13,541)  (130,443)
Equity shareholders of the Company . . ’ (402,880) (1,592,172)

(416,421) (1,722,615)

All of the results for the current year and prior year are derived from continuing operations.



HCS Control Systems Group Limited

Consolidated balance sheet
As at 31 December 2019

Fixed assets
Intangible assets
Tangible assets

Current assets

Stocks

Debtors

Cash at bank and in hand

Creditors: amounts falling due within one year
Net current liabilities

“Total assets less curreat liabilities

Creditors: amounts falling due after more than one year
Net liabilities
_Capital and reserves

Called-up share capital

Share premium account

Foreign currency translation reserve

Profit and loss account

Shareholders’ deficit

Non-controlling interest

Total capital employed

Notes

10
11

13
14

15

16

17
17
17
17

2019 2018
£ £

1,008,621 699,643

1,008,621 - 699,643

344,657 601,103
6,133,128 3,322,923
117,484 18,041

6595260 3,942,067

(7,374,587)  (4,280,561)

(779,318) . (338,494)

229,303 361,149

(13,405,604) (13,121,029)

(13,176,301) (12,759,880)

22,504 22,504
1,061,002 1,061,002 -
(9,618) (9,994)
(14,145,405) (13,742,149) -

(13,071,517) (12,668,637)

(104,784) (91,243)

(13,176,301) (12,759,880)

The financial statements of HCS Control Systems Group Limited (registered number SC427652) were approved by the
Board of Directors and authorised for issue on 26 November2020. They were signed on behalf of the Board by:

\ , }
< M {
’ AN\
N McGuinness
Director

‘,‘10



HCS Control Systems Group Limited

‘Company balance sheét
As at 31 December 2019 .

Fixéd assets
Investments

Current assets

. Debtors

Cash at bank and in hand

Creditors: amounts falling due within one year

Net current liabilities

Total assets less current liabilities

Creditors: amounts falling due after more than one year
Net liabilities

Capital and reserves

Called-up share capital

Share premium account

Profit and loss account

Shareholders’ deficit

Notes

12

14

17
17
17

2019 2018
£ £
4,000,000 4,000,000

848,003 819,071
755 664

848758 819735

(2,622,188) (1,991,343)

(1,773,430) (1,171,613)

2,226,570 2,828,387

(13,405,604) (13,112,128)

(11,179,034) (10,283,741)

22,504 22,504
1,061,002 1,061,002
(12,262,540) (11,367,247)

(11,179,034) (10,283,741)

The loss for the financial year included in the financial statements of the parent company was £895,293 (2018:
£1,215,028). As permitted by section 408 of the Companies Act 2006, no separate profit and loss account or statement
of comprehenswe income is presented in respect of the parent company.

"The financial statements of HCS Control Systems Group Limited (registered number $C4276 52) were approved by the
Board of Directors and authorised for issue on 26 November 2020. They were signed on behalf of the Board by:

M%’"‘”““

N McGuinness
Director

11



HCS Control Systems Group Limited

Consolidated statement of changes in equity
For the year ended 31 December 2019

- Equity attributable to equity shareholders of the Group

Foreign
Called-up Share currency Profit Non-
share  premium translation and loss - | controlling
capital account reserve account Total interest Total
£ £ £ £ £ £ £
At 31 December 2017 22,504 1,061,002 (9,153) (12,150,818) (I 1,076,465) - Q1 I,076,465)
Loss for the financial year - - - (1,591,331) (1,591,331) (130,443) (1,721 ,774)
Other comprehensive loss - - (841) - (841) - (841)
. L |
Associate share capital - - - - - - 39,200 39,200
Total comprehensive loss - - (841) (1,591,331) (1,592,172)  (130,443) (1,722,615)
At 31 December 2018 22,504 1,061,002 -(9,994) (13,742,149) (12,668,637)  (91,243) (12,759,880)
Loss for the fmapcia] year . - - - (403,256)  (403,256) (13,541)  (416,797)
Other comprehensive . . -
income - - 376 - 376 - 376
Associate share capital - - - - - - -
Total comprehensive loss - - 376 (403,256)  (402,880) (13,541)  (416,421)

At 31 December 2019 22,504 1,061,002 (9,618) (14,145,405) (13,071,517) (104,784) (13,176,301)

12



HCS Control Systems Group Limited

Company statement of changes in equity
For the year ended 31 December 2019

Equity attributable to equity shareholders of the Company

Share Profit
premium and loss
account account . Total
: £ . £ £

1,061,002 (10,152,219) (9,068,713)

- (1,215,028) (1,215,028)

- (1,215,028) (1,215,028)

1,061,002 (11,367,247) (10,283,741)

- (895,293)  (895,293)

, ' - Called-up

o . share

capital

£

At 31 December 2017 - . 22,504
Loss for the financial year -
Total comprehensive loss -
At 31 December 2018 o 22,504
Loss for the financial year ' -
Total comprehensive loss . . -

- (895293)  (895,293)

At 31 December 2019 22,504

1,061,002 (12,262,540) (11,179,034)

13



HCS Control Systems Group Limited

Conso.lidated cash flow statement
For the year ended 31 December 2019

Net cash flows from operating activities
Cash flews from investing activities
Purchase of tangible assets

Issue of new shares .

- Net cash flows used in investing activities
Cash flows frOm:ﬁnancing activities
Interest paid - '

Net movement in bank overdrafts and loans
Repayment of obligations under finance lease
Net cash flows used in financing activities
Net increase/(decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

" Cash and cash equivalents at end of year

Reconciliation to cash and cash equivalents

Cash at bank and in hand

2019 2018
Note £ £
T - 359,469  (280,356)
(743301)  (263,175)
- 40,800
(743301)  (222,375)
(74,027)  (62,049)
‘ 570,653 :
(13351)  (9,737).

483,275 (71,786)
99.443  (574,517)
18,041 592,558

117,488 18,041
117,484 18,041

14



HCS Control Systems G‘,roup Limited

Notes to the financial statements
For the year ended 31 December 2019

1. Significant accounting policies

The principal accounting policies are summarised below. They have all been apphed consistently throughout the
current and prior year.

a. ‘General information and basis of accounting

HCS Control Systems Group Limited is a company limited by shares incorporated in Scotland under the Companies
Act 2006. The address of the registered office is given on page 1. The nature of the Group’s operations and its principal
activities are set out in the strategic report on page 2. N

The financial statements have been prepared under the historical cost convention and in accordance w1tb Financial
Reporting Standard 102 (FRS 102) issued by the Financial Reporting Council.

The functional currency of HCS Control Systems Group Limited is considered to be pounds sterling because that is the
currency of the primary economic environment in which the Compa.ny operates. The consolidated fmancxal statements
are presented in pounds sterling.

HCS Control Systems Group Limited meets the definition of a quahfymg entity under FRS 102 and has therefore taken .

advantage of the disclosure exemptions available to it in respect of its separate financial statements, which are presented

alongside the consolidated financial statements. Exemptions have been taken in relation to financial msimments related
party transactions within the group and preparation of a separate cash flow statement.

b. Basis of consoh(_iatlon

The Group financial statements consolidate the financial statements of the Company and its subsidiary undertakings
drawn up to 31 December each year. The results of subsidiaries acquired or sold are consolidated for the periods from
or to the date on which contro! passed.

c Going concern

As explained in strategic report, the Covid19 situation has placed greater focus than ever on the adoption of the going
concern concept for the preparation of Group’s accounts. In line with the recommendations of the Financial Reporting
Council, a board paper was presented to our August 2020 Group board meeting detailing the work carried out by each
of our companies in terms of financial projections, scenario planning and cost mitigations in light of the market
downturn. Our scenario planning included losing significant levels of turnover, mdrvndual large clients and debtor days
increasing mgmﬁcantly

The Group prepared a reforecast for 2020 and an outline budget for 2021 including profit and’ loss account, cash flow
and balance sheet projections, The Group updates these reforecasts regularly throughout the remainder of the year. At
* 31 December 2019 the Company has net current liabilities of £1,773,430 (2018: £1,171,613) including £2,597,978
(2018:£1,987,378) of accrued interest costs (note 16).

The Group continues to maintain an absolute focus on working capital management and in particular debtor
recoverability. Additionally, the Group benefits from a supportive shareholders who continues to support the business
with increasing levels of finance. The projections for Group for 2020 and beyond give confidence to the board that the
Group will be able to meet its liabilities as they fall due from its existing facilities..

d. Stocks

' Raw materials are valued at the lower of cost.and net realisable value, after making due allowance for obsolete and
slow moving stock. Accounting of work in progress is covered under long term contracts (paragraph k below).

e. Intangible assets — goodwill

Goodwill arising on the acquisition of subsidiary undertakings and businesses, representing any excess of the fair value
of the consideration given over the fair value of the identifiable assets and liabilities acquired, is capitalised and written -
off on a straiglit line basis over its useful economic life of 5 years. Provision is made for any impairment.

15



HCS Control Systems Group Limited

Notes to the financial statements (continue.d)' ‘
For the year ended 31 December 2019

1 Significant accounting policies (continued)
f. Intangible assets — patents and trademarks

"Patents and trademarks are included at cost and depreciated in equal annual instalments over a period of up to five years \
which is their estimated useful economic life. Provision is made for any impairment.

. Development costs

Development expenditure .is written off, except where the directors are satisfied as to the technical, commercial and
financial viability of individual projects. In such cases, the identifiable expenditure is capitalised as an intangible asset

. and amortised over the period dufing which the Group is expected to benefit. This period is between three and five
years. Provision is made for any impairment.

h. Tangible fixed assets

Tangible fixed assets are stated at cost, net of depreciation and any provision for impairment. Depreciation is provided
on all tangible fixed assets, at rates calculated to write off the cost or valuatxon less estimated residual value, of each
asset over its expected useful life, as follows:

Leasehold improvements over period of lease

Plant and machinery 25% on reducing balance

Office equipment . 25% on reducing balance

Motor vehicles 25% on reducing balance
i. Taxation

Current tax, including UK corporation tax and foreign tax, is provided at amounts expected to be pald (or recovered)
using the tax rates and laws that have been enacted or substantively enacted by the balance sheet date.

~ Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the balance sheet
date where transactions or events that result in an obligation to pay more tax in the future or a right to pay less tax in
the future have occurred at the balance sheet date. Timing differences are differences between the Group's taxable
profits and its results as stated in the financial statements that arise from the inclusion of gains and losses in tax
assessments in periods different from those in which they are recognised in-the financial statements.

i Turnover ' N

.

Turnover represents the value of goods and services provided in the normal course of business, net of Value Added
Taxes and discounts. Turnover is recognised when goods are sold, being the point at which risks and rewards of
ownership are transferred to the customer. Turnover is recogmsed on long-term contracts as set out in the respective
accounting pohcy below.

k. Long—term contracts

Turnover is calculated by reference of the value of work performed to date as a proportion of the total contract value.
If the final outcome can be assessed with reasonable certainty, profit is recognised on long-term contracts by including
it in the profit and loss account turnover and related costs, as contract activity progresses.

- ’ ‘. ’
Where the invoiced value of work performed on a long-term contract is less than the actual value of work performed,
the difference is recorded as amounts recoverable on long-term contracts and included within debtors due within one
year. ' )

Where invoices issued to customers exceed the value of the work performed on a long-term contract the excess amounts
are recorded as amounts payable under long-term contracts and included within creditors falling due within one year.

. . \ . . . v, T
‘Where actual cost spent as at year end is greater than cost estimated as a proportion of the total contract value, work in
progress (“WIP™) balance and accrued costs are recognised within inventory and creditors falling due within one year
correspondingly.

When it is probable that total contract costs will exceed total contract revenue, the expected loss is recognised as an
expense immediately.

16



HCS Control Systems Group Limited

"Notes to the financial statements (continued)
For the year ended 31 December.2019

1. Significant nccounting policies (continued)
L Employee benefits

The group operates a defined contribution pension scheme: Contributions payable to the pension scheme are charged
to the profit and loss account in the period to which they relate. Differences between contributions payable in the year
and contributions actually paid are included as a creditor and paid in arrears.

m.  Foreign currency

Transactions in foreign currencies are recorded at the rate of exchange at the date of the transaction. Monetary assets
and liabilities denominated in foreign currencies at the balance sheet date are reported at the rates of exchange prevailing
at that date.

n, Leases

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards of
ownership to the Group. All other leases are classified as operating leases. Rentals under operating leases are charged
on a straight-line basis over the lease term, even if the payments are not made on such a basis.

Assets held by the Group under finance leases are recognized as assets of the Group at their fair value at the date of
acquisition or, if lower,.at the present value of the minimum lease payments. The corresponding liability to the lessor
is included in the consolidated statement of financial position as a finance lease obligation. Lease payments are
apportioned between finance charges and a reduction of the lease obligation so as to achieve a constant rate of interest
on the remaining balance of the liability. Finance expenses are recognised directly to the statement of comprehenswe
income and are classified as finance costs :

0. Financial instruments

Financial assets and financial liabilities are recognised when the Group becomes a party to the contractual provisions
of the instrument. Financial assets and financial liabilities of the Group are represented by cash and cash equivalents,
account receivables, borrowings, account payables and other financial liabilities.

When a financial asset or financial liability is recognised initially, it is measured at transaction price unless the
arrangement constitutes, in-effect, a financing transaction. 1f an arrangement constitutes a financing transaction, the
financial asset or financial liability is initially measured at the present value of the future payments discounted at a
market rate of interest for a similar debt instrument.

The Group has no financial instruments that upon their initial recognition are designated as at fair value through profit
or loss. Therefore, subsequent to initial recognition financial asset and liabilities of the Group are measured at amortised
cost using the effective interest method, unless they are classified as payable or receivable within one year on initial
recognition, in which case they are measured at the undiscounted amount of the cash or other consideration expected.
to be paid or received, net of impairment.

The effective interest method is a methad of calculating the amortised cost of a debt instrument and of allocating interest
income over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash
receipts (including all fees and points paid or received that form an integral part of the effective interest rate, transaction
costs and other premiums or discounts) through the expected life of the debt instrument, or, where appropriate, a shorter
period, to the net carrying amount on initial recognition.

Financial assets are derecognised when and only when a) the contractual rights to the ¢ash flows from the financial
asset expire or are settled, b) the Group transfers to another party substantially all of the risks and rewards of ownershlp
of the financial asset, or c) the Group, despite having retained some, but not all, significant risks and rewards of
ownership, has transferred control of the asset to another party.

Financial liabilities’ are derecognised only when the obligation specified in the contract is discharged, cancelled or
expires. .

The accounting policies for key financial instruments held by the Group are s'et.out below in this Note.

17



'HCS Control Systems Group Limited

Notes to the financial statements (continued)
For the year ended 31 December 2019 : :

1. Significant accbunting policies (continued)
Accounts receivable

Accounts receivable held by the Group, are non-interest bearing and current, and are stated at transaction price, which
-approximate their fair value at initial recognition Appropriate allowances for estimated irrecoverable amounts are
recognised subsequent to initial recogmtxon in the profit and loss statement when there is objective evidence that the
asset is impaired.

Cash and cash‘equival'ems

Cash and cash equivalents include cash on hand, cash with banks, and deposits with an original maturity of less than
three months.

Bank loans, loan notes and preference shares (“Borrowings")

Borrowings are initially measured at the present value of the future payments discounted at a market rate of interest for
a similar debt instrument which is normally approximated by the amount of net proceeds received, and are subsequently
measured at amortised cost using the effective interest rate method. Any. difference between the proceeds and the
settlément or redemption amount is recognised over the term of the borrowings and recorded as finance costs.

Trade and other accounts payable

Accounts payable are short term and are measured at the undiscounted amount of the cash or other con51derat|on‘
expected to be pald which normally constitute a transaction price.

. p- lnvestments -

Investments in subsidiaries are valued at cost less provision for impairment.

2. Critical accounting judgements and key sources of estimation uncertainty

In the application of the Group’s accounting policies, which are described in note 1, the directors are required to make
judgements, estimates and assumptions about the carrying amounts of assets and liabilities that are not readily apparent
from other sources. The estimates and associated assumptions are based on historical experience and other factors that ’
are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ‘ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised if the revision affects only that period, or in the period of the
revision and future periods if the revision affects both current and future periods. There were no critical judgements,

_apart from those mvolvmg estimations (that are dealt with separately below) that the directors made in the process of
applying the group’s accounting policies.

Key source of estimation uncertainty

Impairment of investment in subsidiary

Determining whether investments are impaired requires an estimations of the investments’ value in use. The value in
use calculation requires the entity to estimate the future cash flows expected to arise from the investments and suitable
discount rates in order to calculate the present values. The carrying amount of the investment in HCS Control Systems
(Holdmgs) Limited at the balance sheet date was £4,000,000. ’ .

- Percentage of completion of long term contracts
As described in note 1 the directors of the Company estimate the percentage stage of compleuon of long term contracts
to determine revenue, amounts recoverable on contract, WIP as well as cost accrued on these contracts during the year.
In making their judgement on the percentage of a contract completion, directors assess costs to complete as the
proportion of the total costs budgeted as well as time patterns of a contract executxon

3. Turnover

Turnover represents amounts derived from the contracts for provision of goods which fall within the Group’s prmmpa]
activity, excluding Value Added Taxes.



HCS Control Systems Group Limited

Notes to the financial statements (co_ntinued)
For the year ended 31 December 2019

No analysis of turnover is provided ais the directors believe this would be prejudicial to the best interests of the Group.

4. Interest payable and similar charges

. 2019 - 2018
A £ £
10% Secured loan notes 2022 interest . ) 610,600 610,600
10% Unsecured loan notes 2022 interest : . 97,075 97,075
10% C and E shares yield . . 196,400 196,400
10% Secured loan notes premium - 263,424
Amortisation of deal fees : - 5,000 46,502
Bank interest and similar charges. . 66,831 56,814
Hire purchase interest ' : 2,572 3215
Shareholder loan interest 1 - - 2,021
978,478 1,276,051
S. Loss on ordinary activities before taxation

Loss on ordinary activities before taxation is spated after charging:
2019 2018
{ ) : : £ £
- Amortisation of goodwill (note 10) ) - 634,903
Depreciation of tangible fixed assets (note 11) - BN . 377436 306,688
. Operating lease rentals 142,500 236,382
Loss on disposal of fixed assets . ‘ 56,887 362
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- HCS Control Systems Group Limited

r

'Notes to the financial statements (continued)
For the year ended 31 December 2019

5. Loss on ordinary activities before taxation (continued)

The analysis of the auditor’s remuneration is as follows: . -

\

Fees payable to the Company’s auditor and its associates for the audit of the
- Group’s annual accounts '

Fees payable to the Company's auditor and its associates for other services to the Group
tax services

Total fees

2019 2018 -
£ £
26,500 22,000
10,500 14,000
37,000 36,000

The fees above are the total fees paid for the audit of the entire group. In the opinion of the directors, lt is not practxca]

to apportion audit or tax fees between group companies.

6. Staff numbers and costs

" The average monthly number of employees (including executive directors) was:

Directors
Management and administration staff
Workshop staff

v -

Their aggregate remuneration including directors comprised:

Wages and salaries
Social security costs
Pension costs

2019 . 2018
Number Number
3 3

30 31

46 27

79 61

2019 2018

£ £
3,828,012 2,504,432
431,746 281,683
144,162 71,573
4,403,920 2,857,688
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HCS Control Systems Group Limited

Notes to the financial statements (continiled)
For the year ended 31 December 2019

A Directors’ remuneration and transactions

' 2019 2018
. -£ £ N
Directors’ remuneration . . : . T
Emoluments . . ‘ i 218,000 158,000

218,000 158,000

2019 2018

- ) £ £
Remuneration of the highest paid director: . ) .

Emoluments N , . i 128,000 158,000

128,000 158,000

8. Tax on loss on ordinary activities '
The tax credit comprises: N
‘ 2019 2018
. . £ £
Current tax on loss on ordinary activities o :
Adjustment in respect of prior périods . : - 974)
Foreign tax suffered . . . . - 60,200
~ Total current tax - - 59,226
Total deferred tax - o i - -
Total tax credit on loss on ordinary activities - ' - 59,226

Finance Bill 2016 enacted provisions to reduce the main rate of UK corporation tax to 17% from 1 April 2020. However, -
in the March 2020 Budget it was announced that the reduction in the UK rate to 17% will now not occur and. the
Corporation Tax Rate will be held at 19%. As substantive enactment is after the balance sheet date, deferred tax balances
as at 31 December 2019 continue to be measured at a rate of 17%. If the amended tax rate had been used; the deferred
tax impact would be lmmaterlal
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HCS Control Systems Group Limited

Notes to the financial statements (continued)
_For the year ended 31 December 2019 - .

8. Tax on loss on ordinary activities (continued)

The differences between the total tax charge shown above and the amount calculated by applying the standard rate of
UK corporatlon tax to the loss before tax is as follows:

2019 2018
£ £
Group loss on ordinary activities before tax ' (416,797) (1,662,548)
Tax on Group loss on ordinary activities at standard
UK corporation tax rate of 19% per cent (2018: 19.00%) , (79,191). (315,884)
. Effects of: . .
- Income not taxable - -
- Expenses not deductible for tax purposes ‘ . ' 131,335 399,951
- Adjustments to tax charge in respect of prior perlods - 974)
- Effects of overseas tax rates - 48,762
- Deferred tax not provided ' ) (52,144) (72,629)
" Group total tax charge/(credit) for year - ' ' 4 ‘ _ - . 59226

In addition there is an unrecognised deferred tax asset of £ 510,638 (2018: £ 241,789) relating to losses £ 239,014
(2018: £ 151,775), fixed asset timing differences £ 13,955 (2018: £ 87,987) and short term timing differences £ 2,350
(2018: £2,027). The deferred tax asset is unrecognised due to the uncertainty over timing of mmre proﬁts against Whlch
- to relieve the assets.

9, Loss attributable to the Company’

The loss for the financial included with in the financial statements of the parent Company was £ 895,293 (2018: £
1,215,028). As permitted by Section 408 of the Companies Act 2006, no separate profit and loss account or statement
of comprehensive income is presented in respect of the parent Company.
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HCS Control Systems Group Limited

Notes to the financial statements (coutinued)
For the year ended 31 December 2019

10. Intangible fixed assets

Development
costs Goodwill Total
Group £ £ £
Cost . ’ : _ :
At 1 January 2019 | 246,039 6,926,056 7,172,095
At 31 December 2019 )
Accumulated amortisation
At 1 January 2019 246,039 6,926,056 7,172,095
_ 246,039 6,926,056 7,172,095
Net book value :
At 31 December 2019 - - -
At 31 December 2018 - - -
Amortisation of intangible fixed assets is included in administrative expenses.
11.  Tangible fixed assets
) Leasehold Plant and- Office Motor
Group - . _ improvements machinery equipment vehicles Total
£ £ ) £ £ £
. Cost
At 1 January 2019 284,019 1,750,154 . 300,284 . 38,613 2,373,070
Additions , 69,726 604,834 58,746 9,995 743,301
Disposals - (673,258) - - (673,258)
At 31 December 2019 353,745 1,681,730 359,030 48,608 - 2,443,113
Accumulated depreciation
At 1 January 2019 _ 179,702 1,290,217 190,800 12,708 1,673,427
Charge for the year . 52,561 279407 = 36,700 8,768 377,436
Disposals . - (616,37 _1) - - (616,371)
At 31 December 2019 ' 232,263 953,253 227,500 21,476 1,434,492
Net book value A : . :
At 31 December 2019 : 121,482 728,477 131,530 27,132 1,008,621
" At 31 December 2018 104,317 459,937 109,484 25;905 699,643
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HCS Control Systems Group Limited

Notes to the ﬁnanci?l‘statements (continued)
For the year ended 31 December 2019

11.  Tangible fixed assets (continued)

Leased assets included above:

«

Group

Net book value
At 31 December 2019

At 31 December 2018

12." Fixed asset investments

Cost
At | January and 31 December

Provision for ilhpalrment
At 1 January and 31 December

Net book value
At 31 December 2019

Principal Company’s investments

Leasehold , Plant and Office Motor
improvements machinery equipment vehicles Total
i £ £ i £ £
7,889 36,515 - 22,398 - 66,802
19,722 - - 19,593 39,315

2019
£
8,117,777

4,117,777

4,000,000

The company has investments in the following subsidiary undertakings which principally affected the profits. or net

assets of the Group.

Subsidiary ﬁndertakings

HCS Control Systems (Holdings) Limited +

-HCS Control Systems Limited
HCS Control Systems LLC

. HCS Aber'degn Limited +

+ Held by HCS Controt Systems Limited.

Country of
incorporation
or principal
business
address

Scotland
Scotland
USA

Scotland

Principal activity

Holding Company
Equipment design, -
manufacturing and testing
Equipment design,
manufacturing and testing
Equipment design,

~ manufacturing and testing ’

. " Holding
Holding %
Ordinary
shares 100
Ordinary :
shares 100
Ordinary
shares 100
Ordinary

shares 51

_The registered address of HCS Control Systems (Holdmgs) Limited, HCS Contrgl Systems Limited and HCS Aberdeen
Limited is Unit V2 Viewfield Road, Viewfield [ndustrial Estate, Glenrothes, KY6 2QX.

The registered address of HCS Control Systems LLC is 1675 South State St, Suite B, Dover, Delaware 19901.
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HCS Control Systems Group Limited

Notes to the financial statements (continued)
For the year ended 31 December 2019

13.  Stocks
Group
*Raw materials and consumables
Work in progress
14.  Debtors
: ' Group
‘ 2019 2018
£ £
Trade debtors o 2,597,825 - 1,910,000
Amounts owed by Group undertakings ’ ) - -
Amounts recoverable on contracts in progress . 3,124,898 1,006,843
Prepayments . 85,301 66,445
" Accrued income : 62,500 15,800
Othet taxation ' . 244,135 323,835
Other debtors 18,451 -

2019 - 2018
£ i

131,036 143,693
213,621 457,410

344,657 601,103

Company

2019 2018
£ £

824,520 808,953

23,483 10,118

6,133,128 3,322,923

848,003 819,071

Amounts owed to group undertakings are interest free and repayable on demand.

15.  Creditors: amounts falling due within one year

Company
2019 . 2018
£ £

2,597,978 1,987,378
20,287 -
3,923 -

- 3,970

Group
2019 2018
£ £
Bank loans and overdrafts 1,073,982 503,329
Hire purchase contracts {note 16) 8,902 13,353
10% Secured loan notes 2022 interest (note 16) 2,597,978 1,987,378
Trade creditors o 1,396,312 944,654
Social security and other taxes : 224,601 154,861
Other creditors 20,991 78,105
Accruals ' 1,679,033 598,881
Amounts owed to related party 372,788 . -
o 7,374,587 4,280,561

2,622,188 1,991,348
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HCS Control Systems Group Limited

- Notes to the financial statements (continued)
For the year ended 31 December 2019

16.  Creditors: amounts falling due after one year

N Group : Company
2019 2018 2019 2018
£ £ £ R -
10% Secured loan notes 2022 . 6,106,000 6,106,000 6,106,000 6,106,000
10% Secured loan notes 2022 premium . 2442400 . 2,442400 2,442,400 2,442,400
10% Unsecured loan notes ' 970,745 970,745 970,745 970,745
10% Unsecured loan notes 2022 accrued interest 635,905 538,830 635,905 538,830
10% C and E shares 1,964,000 1,964,000 1,964,000 1,964,000
10% C and E shares yield 1,286,554 1,090,154 1,286,554 1,090,154

Hire purchase contracts - 8,900 - -

13,405,604 13,121,029 1.3,405‘,604 13,112,128

Borrowings are repayable as follows:

Group - Company

2019 2018 2019 2018
- . £ £ £
Borrowings '
Within one year (Note 15) . 3,680,862 2,504,060 2,597,978 1,987,378
Between two and five years 13,405,604 13,121,029 13,405,604 13,158,631
: 17,086,466 15,625,089 16,003,582 15,146,009
Unamortised deal fees - - - (46,502)

17,086,466 15,625,089 16,003,582 15,099,507

The bank overdraﬁ is secured by a floating charge over all assets of the subsidiary company which ranks above the
bond and floating charge for the 10% Secured loan notes 2022. The facility charges interest at a rate of 4.50% above
LIBOR. -

The 10% Secured loan notes 2022 bear interest at 10% and are repayable on 31 March 2022 along with accrued premium
and any unpaid interest. Accrued interest is payable on 30 June and 31 December each year if the group has sufficient
funds to make the payments. The premium accrues to 40% of the principal value of secured loan notes and is repayable
upon redemption. The loan notes are secured by cross-guaranteces between the subsidiaries of the group and the parent
company with bonds and floating charges over all the assets of the subsidiary companies. -

The 10% Unsecured loan notes 2022 bear interest at 10% and are repayable at the earlier of an exit or 31 March 2022
along with accrued interest. Interest is payable upon redemption.

The C and E shares carry a fixed annual yield of 10% which does not compound. The C and E shares are due for
redemption at par upon exit.
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Notes to the financial statements (continued) .
For the year ended 31 December 2019

17.  Called-up share capital and reserves

2019 . . 2018
£ £

Allotted, called-up and fully-paid ; S
22,416,700 Ordinary A shares of £0.001 each 22,417 22417
73,008,800 Ordinary B shares of £0.000001 each 73 73
4,574,500 Ordinary D shares of £0.000001 each : 4 , 4
7,502,000 Ordinary F shares of £0.000001 each . 8 8
.2,000,000 Ordinary G shares of £0.000001 each 2 2
22,504 22,504

" The redeemable C and E shares are presented as a liability ('see note 16)and accordingly are excluded from called-up
share capital in the balance sheet.

The Ordinary A, B, and D classes of Ordinary Shares rank pari passu in terms of entitlement to dividend and return of
~ capital. ) .

The Ordinary A, B, D and F shares carry equal voting rights, The Ordinary G shares carry no voting rights.

The share premium reserve contains the premium arising on issue of equity shares, net of issue expenses.

The foreign currency translation reserve contains the foreign currency revaluation on consolidation. '

.18,  Cash flow statement ‘ .

Reconciliation of operating loss to cash generated / (utilised) by operations:

2019 2018
o . £ £
Operating profit/(loss) . : . - 561,681 (386,497
- Adjustment for: . ' : -
Amortisation of intangible fixed assets : - 634,903
Depreciation of tangible fixed assets . ( 377,436 306,688
Loss on salée of fixed assets 56,887 362
Foreign exchange difference : - (2,445)
Operating cash flow before movement in working capital 996,004 553,011
Decrease/(increase) in stocks o ' . 256,446  (396,501)
Increase in debtors ‘ . ) (2,810,205) (994,608)
Increase in creditors . 1,917,224 544,701
Movement in taxation - 13,041
_ Cash generated / (utilised) by operations o 359,469 (280,356)
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Notes to the financial statements (conﬁnued)
For the year ended 31 December 2019

19. Financial éommitments

Total future minimum lease payments under non-cancellable operating leases are as follows:

Land and buildings

2019 2018

~ Group £ £
- within one year : ' : 142,500 142,500

- between one and five years : ‘ 285;000 427,500

427,500 570,000

20.  Related party transactions

Maven Capital Partners UK LLP and Simmons Parallel Private LP, shareholders of the Company, each charged
monitoring fees of £44,087 (2018: £36,023). During the year, interest on loan notes and C shares held by the parties
each.accrued £388,496 (2018: £520,208). At the year-end £6,950,133 (2018: £6,561,638) remained outstanding to each
party.

" During 2019, the Group had fees payable of £56,000 (2018: £87 ,496) to The McGuinness Family Company Limited,
of which one of the group directors is a shareholder.

During the year HCS Control Systems Limited made sales of £64,663 (2018: £10,720), purchases of £39,556 (2018:
£117,904) and interest charged of £44,108 (2018: £g,066) from HCS Aberdeen Limited.

During the year loan interest of £13,967 (2018: £2,021) was charged by Oak Tree (Aberdeen) Limited, a shareholder of
_ the HCS Aberdeen Limited. At the 31 December 2019, £372,788 (2018: £60,821) was due to Oak Tree (Aberdeen)
Limited. (note 15)

The Company has taken advantage of the exemption available under Financial Reporting Standard 102 with regard to
non-disclosure of transactions between wholly owned group companies.

21.  Events after the balance sheet date

The Covidl9 pandemic has been the most significant event of 2020. However, the Group has continued to trade
profitably to date at operational level, and the board is confident it will continue to do so. There remains uncertainty
surrounding the full effects of the second wave of Covid, any reintroduced national lockdown and the ongoing
restrictions on international travel. The financial impact of these uncertainties is difficult to predict with any degree of
certainty. No adjustments have been made in the 2019 accounts.

22.  Controlling party

No individu'al shareholder is gonsidered to have overall control.
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