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DANFOSS SCOTLAND LIMITED
STRATEGIC REPORT
~FOR THE YEAR ENDED 31 DECEMBER 2020

The diractors present the strategic report for the year ended 31 December 2020.

Fair review of the business

The company is a wholly owned subsidiary of Danfoss AJS, a company registered in Denmark. For the year ended
31 December-2020 the company's principal activities are the manufacture and sale of digital hydraulic pumps for
the off highway and industrial markets. Additional revenue comes from the sale of ‘engineering services to apply
these products in specific customer applications and demonstrate the benefits to onglnal equipment manufacturers
and their end users.

As shown-in the company's statement of comprehensive income, the company‘s tumover for the. year was £384k
. (2019: £42K). The loss before taxation for the company in 2020 was £11,703k (2019: £6,477k). As shown in the
*. company's balance sheet, the company’s net'assets at 31 December 2020 were £3,913k (2019: £14,728k).

We intend ta leverage the steady growth of our-sales opportunity pipeline to increase revenue from sales of -
products to OEM customers. We will continue to develop the current portfolio and also launch new. products based
on Digital Displacement® technology tc open new markets. for Danfoss. Through optimization and standardization
of processes we will improve our operational efficiency and |mprove our cost structures. ‘This will enable us to
" harvest the investment being made in this new business in the comlng years.

Risk management

The central firance depariment of. the Danfoss Group is responsible for the overall monitoring and control of
financial and operational risk management. Strategic/opérational risk covers- the following areas; supplier
management, contract management, company acquisition and integration and illegal copying of Danfoss products.
Financial risk covers the following areas; currency exposure interest rate risk, liquidity risk, credit risk, other
hedging and pension obligations risk.

The company's activities expose it to various types of risk in the normal course of business. -The followmg is not
- intended as a comprehensive summary of all risks.

Forelgn currency risk

The company is exposed to foreign’ currency risk on its transactions that are denominated in currencies other than
Great British Pounds. It is therefore exposed to the movement in exchange rates:

Interest rate and credit risk

Interest rate risk is negligible as the company does not maintain any external debt, Exposure takes the form of
.customers who may not meet their obligation to agreed terms; the maximum exposure to credit risk is represented
by the carrying amount of each ﬁnancnal asset in the balance sheet.

Fmancnal Key Performance Indicators

. The company's key financial performance mdlcators are set by the Group to assess performance, |nclud|ng product .
sales and fixed expenses. It is not valuable to comment on these at this stage in the company's life cycle.




DANFOSS SCOTLAND LIMITED
STRATEGIC REPORT (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

lmpact of Cov:d-19 .

The coronavirus outbreak pandemic has developed rapidly and resulted in the UK and other govemments
“introducing emergency measures to restrict the spread of the disease. These measures have caused a material
" disruption to global business markets and an economic slowdown in the UK whrch could negatively impact on the
Company's financial performance.

The impact on-the Company‘s financial performance depends on a number factors such as the strength of the
_economy's recovery, severity of the pandemic and the Government’s resulting policies. These factors .are expected
to have an impact on the Companys performance and demand for the Company s products and are not possible to
accurately predict.

The scope and direction of the pandemic is rapidly changing and additional impacts may arise. A sustamed or -
prolonged outbreak could exacerbate the impact on the Company’s performance

Events after the End of the Repomng Period :
In January 2021, the company acquired the remaining shares of its subsidiary, Artemls lntelllgent Power. Limited,
bringing its ownership to 100% .

Director

Date: ﬁﬁﬂge/‘ﬂ )....erh




DANFOSS SCOTLAND LIMITED
DIRECTORS' REPORT -
" FOR THE YEAR ENDED 31 DECEMBER 2020

The directors present their annual report and audited financial statements for the year ended.‘?;1 Decemoer 2020.

Directors’

The directors who held office during the year and up to the date of S|gnature of the financial. statements were as
- follows:

A Stahlschmidt

T Christensen

E D Bretey - . . -
N Wanless v . ~ (Appointed 1 August 2020)

Quatifying third party lndemnity provnsnons :
Directors and officers of the company benefit from a dlrectors and officers' llablllty insurance pqu:y which pnowdes
. appropriate cover in respect of legal actions brought against its directors

Research and development

‘The company's business includes scientific and techmcal research and development. The potentlal for commercial
success of its technology has enabled the company to continue to attract funding.

Financial risk management and future devetopments
The management of financial risk facing the company and future developments are: dxscussed in the Strategic .
Report included in these f nanclal statements. :

Going Concern

The Company's business activities and factors likely to affect its future development and financial posmon are set
out in the strateglc report. .

As part of the Directors’ going concern review the 2021 year to date financial performance of the Compariy has
been analysed. In addition, the financial position and performance of the Danfoss Group has also been revrewed in
light of the Covid-19, pandemlc and the impact that it has had to date on the Company.

The company will continue to beé dependent on funding from its ultimate parent company, Danfoss A/S, for a period
of at least 12 months from the date of signing these financial statements. The ultimate parent company has
" confirmed-that it is aware of the Company's present financial situation, that it has full confidence in the management
of the company, that its current policy is to support the Company commercially and financially, and has placed an
intercompany credit facility of a maximum amiount of £15m at disposal on the Company’s bank account. The policy
is not legally binding and the credit facilityis uncommitted, and-the Directors have therefore concluded this resuits in
a material uncertainty that may cast significant doubt about the Company's abillty to continue as a going concern.
The financial statements do ‘not include the adjustments that would result if the Company was unable to continue as
a going concern. .

Although the ultimate parent company’s suppott is not Iegally‘btnding, the directors and management team have a
reasonable expectation that the company has adequate resources to continue in operational existence for the

foreseeable future, and continue to adopt the going concem basis in prepanng the annual report and financial

.statements

Auditor

PricewaterhouseCoopers LLP were appointed as auditors to the company and in.accordance with section 485 .of
the Companles Act 2006 a resolution proposmg that they be re-appointed will be put at a General Meeting.

Statement of disclosure to auditor

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

.;}-




DANFOSS SCOTLAND LIMITED
DIRECTORS' REPORT (CONTINUED)
: FOR THE YEAR ENDED 31 DECEMBER 2020 .

Small companies exemption
This report has been prepared in accordance with the provisions apphcable to companies entitled to the small
companies exemption. .

Director

Date: ’2q @ML@‘ 20’2’ ’




DANFOSS SCOTLAND LIMITED
DIRECTORS' RESPONSIBILITIES STATEM ENT
FOR THE YEAR ENDED 31 DECEMBER 2020

The directors are responsible for preparing the Annual ‘Report and Financial Statements and the fi nanc»al
statements in accordance with appltcable law and regulation. .

Company law requires the directors to prepare ﬁnanaal statements for each fi nanmal year. Under that law the.
‘directors have prepared the financial. statements in accordance with United Kingdom Generally Accepted
Accounting Practice (United Kingdom Accounting Standards, comprising FRS 102 “The Financial Reporting
Standard applicable in the UK and Republic of Ireland”, and applicable law).

Under cbmpany law, directors must not approve the fi nancial statements' unless they are satisfied that they give a
true and fair view of the state of affairs of the company and of the profit or loss of the company for that period. in
preparing the financial statements, the directors are required to: )

. select suitable accounting policies and then apply them consnstently.

. state whether appiicable Uniteéd Kingdom Accounting Standards, comprising FRS 102 have been followed,
subject to any material departures disclosed and explained in the financial statements;

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

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

The dirsctors are responsible for safeguarding the assets of the company and hence for taking reasonable steps
for the prevention and detection of fraud and other irregularities.

The directors are also 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

Director




Independent audltors report to the
embers of Danfoss Scotland lelted

Report on the audlt of the ﬁnanmal statements

Opinion

In our opinion, Danfoss Sc'otjand Limited's financial statements;

e give a true and fair view of the state of the company's affairs as at 31 December 2020 and of its loss for the year then ended;

o have been praperly prepared in accordance with United Kingdom Generally Accepted Accounting Practice (United Kingdom
Accounting Standards, comprising FRS 102-“The Financial Reporting Standard apphcabte in the UK and Republic of Ireland”,
and applicable law), and

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

We have audited the financial statements, included within the Annual Report and Financial Statements (the “Annual Report”),
which comprise: the balance-sheet as at 31 December 2020, the statement of comprehensive income and the statement of
changes in equity for the.year then ended and the notes to the financial s!atements which include a description of the sngmﬁcant
accounting pollcres

Basis for opinion

We conducted our audit'in accordance wuth International Standards on Auditing (UK) (“ISAs (UK)" ) and appilcable law. Our
responsubllrhes under 1SAs (UK) are further described in the Auditors' responsibilities for the audit of the financial statements
section of our repart. We believe that the audit evidence we have obtained i is suff ctent and appropriate to provtde a basis for our
opinion. .

Independence ; i ‘ .

We remained independent of the company in accordance with the ethical requirements that are relevant to our audit of the
ﬁnanmal statements in the UK, whlch includes the FRC's Ethical Standard and we have fulfilled our other ethical responsibilities
in accordance with these requirements. :

Matenal uncertainty related to going concern

In forming our opinion on the financial statements, which is.not modlf ied, we have considered the adequacy of the disclosure
* made in note 1.2 to the financial statements conceming the company's abll(ty to continue as a going concern. The company will
- -continue to be dependent on funding from its ultimate parent company over the next 12 months. However, the ultimate parent
company has not made a legal commitment to continue that support. These conditions, along with the other matters explained in .
note 1.2 to the financial statéments, Indicate the existence of a material uncertainty which may cast significant doubt about the
company's ability to continue as a going concern. The financial statements do not include the adjustments that would result if the
company were unable to continue as a going concern.

ln auditing the financial 'statements. we nave concluded that the directors’ use of the going concern basis of accounting in the
preparation of the financial statements is appropriate.

Our responsibilities and the responsxbmtses of the directors with respect to going concern are descnbed in the relevant sections
of this report.




-Reportlng on other mformatlon

The other information comprises all of the information in the Annual Report other than the financial statements and our auditors’
report thereon. The directors are responsible for. the other information. Our opmlon on the financial statements does not cover
the other information and, accordingly, we do not express an audit opmlon or, except to the extent otherw:se explicitly stated in’
this report, any form of assurance 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 an apparent material inconsistency or material misstatement,

we are required to perform procedures to conclude whether there is a material misstatement of 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 based on these
, responsibilities. :

With respect to the Strategic report and Dlrectors report, we also’ considered whether the dlsclosures required by the UK.
" Companies Act 2006 have been included. : . -

Based on our work undertaken in the course of the audit, the Compames Act 2006 requires us also to report certain opinions and
matters as descnbed below. :

Strategic report and Directors’ report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic report and Directors’
'report for the year ended 31 December 2020 is consustent with the financial statements and has been prepared in accordance
wuth applicable Iegal requnrements

In light of the knowledge and understanding ot the company and its environment obtained in the course of the audit, we did not
identify any material misstatements in the Strategic report and Directors’ report. )

Reéponsibiiities for the financial statements and the audit

Responsibilities of the directors for the financial statements

As explained more fully in the Directors' responsibilities statement, the directors are responsible for the preparation of the
financial statements in accordance with the applicable framework and for being satisfied thai they give a true and fair view. The
directors are also responsible for such internal control as they determine is necessary to enab|e the preparation .of fi nancnal
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 cornpany‘s ability to continue as. a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accountlng unless the'
dlrectors either intend to liquidate lhe company or to cease operations, or have no reallstnc alternative but to do so.

Auditors’ responsibilities for the audit of the flnanual 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 auditors' 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 ai'iae 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.




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

Based on our understandlng of the company and industry. we identified that the princlpa! risks of non-compliance with laws and
regulations related to UK tax legislation and Health and Safety regulations, and we considered the extent to which non-

' compliance might have a material effect on the financial statements. We also considered those laws and regulations that have a

direct impact on the financial statemients such as the Companies Act 2006. We evaluated management's incentives and
apportunities for fraudutent manipulation of the financial statements (including the risk of override of controls), and determined

- that the pnncrpal risks were related to the posting of inappropriate journal entries and bias in accountmg estimates. Audit
. procedures performed by the engagemenl team included:

.« Enquiries of management -around known or suspected rnstances of non-comphance with laws and regulations, claims and

litigation, and instances of fraud;

« Reviewing board minutes to identify potential instances of non comphance with laws and regulations, claims and lmgatlon
and instances of fraud;

« Understanding of management's controls designed to pravent and detect iregularities;

. »Challenging management on assumptions and judgements made in their significant accounting estimates; and

e Identifying and lesling journal entries to assess whether any of the journals appeared unusual, in particular any unexpected
account combmatrons .

There are inherent limitations in the audit procedures described apove. We are less likely to become aware of instances of non-
compliance with laws and regulations that are not closely related to events and transactions reflected in the financial statements.
Also, the risk of not detecting a material misstatement due to fraud is higher than the risk of not detecting one resulting from’
error, as fraud may involve delxberate concealment by, for example, forgery or intentional mnsrepresentahons. or through
collusion.

A further description of our responsibilities’ fcr the audit of the financial statements is located on the FRC's website at:
wwwrfrc.org.uk/auditorsresponsibililies. This description forms part of our audit_ors’ report.

Use of this report

This report, including the opinions, has been prepared for and only for the company’s members as a bady in accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in giving these opinions, accept or
assume responsibility for any other purpose or to any other person to whom this report is shown or into'whose hands it may
come save where expressly agreed by our prior consent in wntmg '

Other required réporting

Companies Act 2006 exception reporting
Under the Companies Act 2006 we are required to report to yoa if, in our cpinion:

« . we have not obtained all the information and explanations we require for our audit; or ’

-« adequate accounting records have not been’ kept by the company, or returns adequate for our audit have not been received -

from branches not visited by us; or
+ cenrtain disclosures of directors’ remuneration specified by law are not made; or
» the financial statements are not in agreement with the accounting records and retums.

We have no exceptions to report arising from this responsibility.




Entitiement to exemptions A _

Under the Compahies Act 2006 we are required.to report to you if, in_our opinion, the dirgi:toré' were not enlitled to: prepare

- ‘financial statements in accardance with the small companies regime; and take advantage of the small companies exemption in_
preparing the D?rectors' Report. We have no exceptions to report arising from this responsibility. .

Aith

Matthew Kaye (Senior Statutory Auditor)

for and on behalf of Pricewaté_rhouseCoopers e
Chartered Accountants and Statutory Auditors '
Edinburgh Co :

29 September 2021




- DANFOSS SCOTLAND LIMITED

STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2020

Tumover
Cost of sales

. Gross profit/(loss)

Administrative expenses
Other operating income

.Operating loss

Interest receivable and similar income
- Interest payable and similar expenses
Amounts written off investments

Loss before taxation

Tax on loss

Loss and total comprehensive expense-for the

year / period

Notes

Year
ended
31 December

2020
£

384,356

. (319,999)

64,357

(5,622,413) *
936,806

(4,621,250)
1,421
(48,829)
(7,033,985)
(11,702,643)

861,072

(10,841,571)

~ Period from 1
August 2018 to
" .31 December

2019
£

41,945
(46,858)

(4.913)

. (7,595,511)
1,338,952

. (6,261,472)
6,203
(221,539)

(6,476,808)

1,204,858

(5.271,950)

The profit and loss account has been prepared on the basis that all operations are continuing operations.

There are no items of other comprehensive income in either the current year or comparative period.

-10-



DANFOSS SCOTLAND LIMITED

BALANCE SHEET
AS AT 31 DECEMBER 2020
2020 - - 2019
Notes ) £ £ . . £ £
Fixed assets . . . CoL
Tangible assets. : ’ .10 ) 2,069,592 . 1,950,175
Investments | - 1 13,586,771 o 10,620,756
, 5,656,363 12,570,931 -
Current assets _ ) : i
_ Stocks : 13 622,437 . 266,542
Debtors ’ 14 3,329,572 - 4,037,725
3,952,009 : " 4,304,267
Creditors: amounts falling due within . oo .
one year C 15 (5.721,893) (2,147,148) -
. Net current (liabilities)/assets S (1,769,884) 2,157,119
. Total assets less current liabilities o : 3,886,479 v 14,728,050
Capital and reserves . o . .
Called up share capital 19 - 20,000,000 . 20,000,000
Profit and loss reserves . o [(16,113,521) o (5,271,950)
Total equity ' : - .. 3886479 14,728,050

These financial statements have been brepared'in accordance with the, provisions applicable to companies subject
to the small companies regime.

- L e
The financial statements were appyoved by the board of directors and authorised for issue onz‘i&fl')‘)z( and
’ igpét on its b ; ' : <

Wanless
Director

Company Registration No. SC591445

-11-




DANFOSS SCOTLAND LIMITED
STATEM'ENT OF CHANGES IN EQUITY -

' FOR THE YEAR ENDED 31 DECEMBER 2020

 Balance at 1 August 2018
Period ended 31 December 2019:
Loss and total comprehensive expense for the period’
Issue of share capital ) : )

Balance at 31 December-2019

Year ended 31 December 2020:
Loss and total comprehensive expense for the year

Balance at 31 December 2020

Share
capital

.‘ Notes . s

10,000

19 19,990,000

Profitand Total

loss
. reserves
£ £
- 10,000

(5.271,950) (5,271,950)
- 19,990,000

20,000,000

(5,271,950) .14,728,050

(10,841,571).(10,841,571)

.20,000,000

{16;113,521) 3,886,479

Z12-




- DANFOSS SCOTLAND LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2020

1.1

1.2

Accounting policies

-Company information -

Danfoss Scotland Limited is a private company Ilmlted by shares ‘incorporated in Scotland The registered -

office is 50 Lothian Road, Festival Square, Edinburgh, Scotland, EH3 9WJ.

Accounting convention

These financial statements have been prepared in accordance with FRS 102 “The Financial Reporting
Standard appllcable in the UK and Repubhc of Ireland” (‘FRS 102") and the requ[rements of the Companies .
Act 2006.

The financial statements are prepared in sterlmg, which is the functaonal currency of the company Monetary.
amounts in these ﬁnancnal ‘statemenits are rounded to the nearest £.

The financial statements have been prepared under the historical cost convention. The principal accountmg

- policies adopted are set out below

This company is a qualifying entity for the purposes of FRS 102, being a member of a group where the parent

of that group prepares publicly available consolidated financial statements, including this. company, which are
intended to give a true and fair view of the assets, liabllities, financial position and profit or loss of the group.
The company-has therefore take'n advantage of exemptions from the following‘disclosure requlrements:

s  Section7 'Statement of Cash Flows': Presentation of a statement of cash flow and related notes and -
disclosures; .

¢  Section 11 ‘Basic Financtal Instruments and Section 12 ‘Other Financial instrument Issues’: Carrying
amounts, interest income/expense and net gains/losses for each category of financial instrument;

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

The financial statements of the company are consolidated in the financial statements of Danfoss A/S. These
consolidated financial statements are available from its registered office, 6430 Nordborg, Denmark.

Going concern

The Company’s business activities and factors likely to affect its future development and financial position are
set out in the strategic report.

As pait of the Directors’ going concem review the 2021 year to date fi nanmal performance of the Company
has been analysed. In addition, the financial position and performance of the Danfoss Group has also been
reviewed in light of the Covid-19 pandemic and the impact that it has had to date on the Company.

The company will continue to be dependent on funding from its uitimate parent company, Danfoss A/S, for a
period of at least 12 months from.the date of signing these financial statements. The ultimate parent company
has ‘confirmed that it is aware of the Company's present fi ‘financial situation, that'it has full confidence in the
management of the company, that its current policy is to support the Company commercially and financially,:
and has placed an intercompany credit facility of a maximum amount of £15m at disposal on the Company’'s
bank accoéunt. The policy Is not legally binding and the credit facility is uncommitted, and the Directors have
therefore concluded this results in a material uncertainty that may cast significant doubt about the Company's -
ability to continue as a going concern. The financial statements do not mclude the adjustments that would
result if the Company was unable to continue as a going concem. .

Although the ultimate parent company'’s support is not Iegally bmdung. the directors and management team
have a reasonable -expectation that the company has adequate resources to continue in operational
existence for the foreseeable future, and contlnue to adopt the going-concern basis in preparing the annua1
report-and financial statements.

-13 -



DANFOSS SCOTLAND LIMITED
NOTAES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2020

1.3

-Accounting policies

Turnover : N

Turnover is measured at the fair value of the consideration received or receivable for the sale of goods and
the rendering of services in the normal course of business, and is shown net of discounts and VAT.

Sale of goods
Revenue arises from the sale of digital displace pumps. Revenue is recognised when the customer accepts
delivery of the goods.

Revenue from the sale of goods:is recognised when the significant risks and rewards of ownership of the
goods have passed to the buyer (usually on delivery of the goods), the amaount of revenue can be measured
reliably, it is probable that the economic benefits associated with the transaction will flow to the entity and the

. costs incurred or to be incurred in respect of the transaction can be measured reliably.

1.4

1.5

- 1.6

© 1.7

Research and development expenditure

Research expendlture is written off against profits in the year in which it is incurred. Identlﬁable development
expenditure is capitalised to the extent that the techmcal commercial and financiaf feasibility can be
demonstrated . )

Tangible fixed assets.

Tangible fixed assets are initially measured at cost and subsequently measured at cost or valuation, net of
depreciation and any |mpalrment losses.

Assets in the course of construction are stated at cost. These assets are not deprecnated until they are
available for use. .

Deprectation is recogmsed $O as to write off the cost or valuation of assets less their residual values over their
useful hves on the fo(lowmg bases

Leasehold improvements = - : giver the life of tﬁe lease
Plant and equipment ’ 8.years
Fixtures and fittings ' 3years

The gain or loss arising on the disposal of an asset is deterrnined' as the difference between the sale
proceeds and the carrying value of the asset, and is credited or charged to profit or loss.

Fixed asset investments - :

Interests in subsidiaries, associates and jointly controlled entities are initially measured at cost and
subsequently measured at cost less any accumulated impairment lossés. The investments are assessed for’
impairment at each reporting date and any -impairment losses or reversals of impairment |osses are

_recognised immediately in profit or loss.

‘A subsidiary is an entity controilled by the company. Control is the power to gavern the financial and operating
policies of the entity so as to obtain benefits from its activities:

Impairment of fixed assets

At each reporting period end date, the company reviews the carrying -amounts of its' tangible assets to
determine whether there is.any indication that those assets have suffered an impairment loss. If any such
indication exists, the recoverable amount of the asset is estrmated in order to determme the extent of the
impairment loss (if any).

14 -




| DANFOSS SCOTLAND LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2020

1.8

19

1.10

Accounting policies

Stocks : :
Stocks are recognised as an expense in the penod in which the related .revenue is recognised. Cost is

~determined on the first-in, first-out (FIFO) method.

At eéch reporting date, an assessment is made for impairment. Any excess of the carrying amount of stocks
over its estimated selling price less costs to complete and sell is recognised as.an impairment loss in profit or
loss. Reversals of impairment losses are also recognised in profit or loss. . .

Cash at bank and in hand

Cash and cash equivalents includes cash in hand, deposits held at call with banks, other short-term highly
liquid investments with original maturities of three months or less and bank overdrafts Bank overdrafts, when
applicable,-are shown within borrowings in current liabilities.

Financial instruments -

The company has electéd to apply the provisions of Section 11 "Basnc Flnanmal lnstruments to all of its
financial instruments. . .

Financial mstruments are recognised in the company’s balance sheet when the company becomes party to
the contractual provisions of the mstrument

Basic financial assets .

Short term debtors are measured at transaction price less any provision for 1mpa|rment Loans receivable aré
measured initially at fair value, net of transaction costs-and are subsequently carried at amortised costs using -
the effective interest method, less. any provision for impairment.

*Basic fi nanc:al habtlltles

Short term creditors are measured at transactnon price. Other financial liabilities, mcludmg bank Ioans and

" other loans, are measured initially at fair vaiue, net of transaction costs and are subsequently carried at

112

" amortised costs using the effective interest method.

.

Equu!y instruments :
Ordinary shares are classified as equity. Incremental costs dlrectly attributable to the issue of new ordlnary
shares are shown in equity as a deductlon net of tax, from the proceeds

Taxation
The tax expense represents the sum of the’ tax currenﬂy payable. and deferred tax.

* Currént tax :
" The tax cufrently, payable is based on taxable profit for the year. Taxable profit differs from net profit as

reported in the prof t and loss account because it excludes items of income or expense that are taxable or
deductible in othér years and it further exc!udes items that are never taxable or deductible. The company's
liability for current tax is calculated usmg tax rates that have been enacted or substantlvely enacted by the

- reporting end date.
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DANFOSS SCOTLAND LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2020

Accounting policies

Deferred tax ) . : .
Deferred tax liabilities are ‘generally recognised for all timing differences -and deferred tax assets are
recognised to the extent that it is probable. that they will be recovered against the reversal -of deferred tax
liabilities or other future taxable profits. ' '

. The carrymg amount of deferred tax assets is reviewed at each reporting end date and reduced to the extent

143

114

1.15

1.16

147

1.18

that it is no longer probable that sufficient taxable profits will be available to allow all or pait of the asset to be

recovered. Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability
is settled or the asset is realised. Deferred tax is charged or credited in the profit and loss account.

Provisions . .

Provisions are récognised whien the Company has a present legal or constructive obligation as a result of
past events; it is probable that an outflow of resources will be required to settle the ‘obligation; and the amount
of the obligation can be estimated reliably.

Provisions are measured at the pfesent value of the expenditures expected to be required. to settle the
obligation using a pre-tax rate that reflects current market assessments of the time value of money and the
risks specific to the obligation. The increase in.the provusnon due to passage of time is racogmsed as a
finance cost. :

Employee benefits

The costs of short-term employee benefits are recogmsed as a liability and an expense unless those costs
are required to be recognised as part of the cost of stock or fixed assets

Amounts not paid are shown in accruals in the balance sheet The assets of the-plan are held separately from
the group in mdependenﬂy administered funds.

Retirement benefits :
Payments to defined contribution retirement benefit schemes are charged as an expense as they fall due.

Leases

Rentals payable under operating leases, mclud\ng any lease mcentwes received, are charged.to proﬂt or loss
on a straight line basis over the term of the relevant lease except where another more systematic basis is
more representative of the time pattern in which economic benefits from'the leases asset are consumed.

Government grants
Grant income is accounted for on an accruals basis. |ncome is recorded in the same penod in whnch the -

‘eligible expenditure upon which the grant claum is based is mcurred

Government grants are recognised at the fair value of the asset received or receivable when there is
reasonable assurance that the grant conditions will be met and the grants will be recelved

Foreign exchange : :
Transactions in currencies other than pounds sterling are recorded at the rates of exchange prevailing at the
dates of the transactions. At each reporting. end date, monetary assets and liabilities that are denominated in
foreign currencies are retransiated at the rates prevailing on the reporting end date. Gains and losses arising
on translation in the period are included in profit or loss.
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DANFOSS SCOTLAND LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2020

1.19

Accounting policies

Related party transactions

- The Company discloses transactions with related parties wh|ch are-not wholly owned within the same Group.

Where appropriate, transactions of a similar nature are aggregated unless, in the opihion of the directors,

- separate disclosure ls necessary to understand the effect of the transactions on the Company financial

statements.
Judgements and key sources of estimation uncertainty

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

* The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting

estimates are recognised in the period in which the estimate is revised where the revision affects only that
period, or in the period of the revision and future periods where the revision affects both current and future .

_ periods.

Key sources of estimation uncertainty

The eslimates and assumptions which have a significant risk of causing a matenal adjustment to the carrying
amount of assets and liabilities are as follows.

Investment in subsidlaries
Determining whether the investment in subsudianes is impaired required an aestimation of the value in use.

The value in use could not be: reliably estimated due to the technology under development by the subsidiary

being in an early phase of its life cycle, and future cash inflows being uncertain. The impairment assessment
has instead been based on fair value less costs to sell, which relies on estimation of the net asset value. Fair
values of shares not available in ‘an open market are inherently difficult to determine, but a subsequent
transaction to acquire the net assets of the subs:dlary in questlon allowed a reasonable estimation of the fair
vaiue to be determined .

The carrying‘amount of fixed asset investments at the reporting end date was £3,586,771 after an impairment
loss of £7.033,985 was recognised during 2020. Details of the impairment loss are set out in notes 9 and 11.

Deferred tax asset

The company currently recognises a deferred tax asset ansmg from accumulated taxable losses from which
the company expects to derive future benefits. The exact timing of this benefit cannot reliably be forecast but
the directors are confident that the losses can be fully utilised in future years. As the timing of loss utilisation
cannot be reliably estimated, the applicable tax rate used to calculate the deferred tax asset also cannot be
reliably estimated. The directors have made a provision for the deferred {ax asset using their best estimates
of the timing and tax rates based on the information available to them regarding future cash flows,

ﬁe carrying amount of the deferred tax asset at the reporting end date was £2,120,125 after a movement of
£886,448 was recognised during-2020. Details of the deferred tax asset are set out in notes 8 and 16.
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DANFOSS SCOTLAND LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2020

3 Turnover and other operating income - T
) ’ - 2020 2019

. £ £
Turnover analysed by class of. busmess . . - o . :
Sale of goods - ) . 384,356 41,945
S 2020 " 2019
. Notes CLE 4 . £
Other operating income . : )
Grants received o 16 ' 936,806 - . 1,338,952
2020 . 2019
£ £
Turnover analysed by geographucal market -
United States , 187,494 - 41,945
' Europe . ' : N ’ 187,800 -
Asia _ R . g 109,062 -
384,356 41,945
4  Operating loss ‘ . : i
’ ) . . Notes . 2020 - 2019
Operating loss for the year is stated after (crediting)/charging: : . £ £
Exchange differences . I T (148) - (2,012)
Research and development costs : o . 2,400,992 2,880,676
Govemmient grants (936,806) (1,338,952)
Fees-payable to the company's auditor for the audit of the company s financial : ]
statements . 29,000. 22,290
" Depreciation of owned tangible ﬁxed assets o . 273,410 73,413
Cost of stocks recognised as an expense - s - 319,999 " 46,858
Operating lease charges .~ . » : ' . 85777 32,929

5 .Employe'e's

The average monthiy number of persons (including directors) employed‘by"the company during the year was:

.2020 2019

‘Number Number

19 - - 18
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' DANFOSS SCOTLAND LIMITED |
~ NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
 FOR THE YEAR ENDED 31 DECEMBER 2020 |

§  Employees

. Their aggregate remuneration compriséd: ‘ ’ .
’ : : - 2020 - . 2019

£ £
Wages and salaries . . : o ' © 8g5114 1,085,604
Social security costs , L ) : 100,083 204,017

. Pension costs S o : _ 74252 84,361

T 1,089,449 1373982

.6 . Interest receivable and similar income. : . S
: . o ’ 2020 .. 2019 -
‘ £ i 3
Interest income _ L : , ' C
"Interest receivable from group companies Co o : 1,421 6,203
7 Interest payable and similar expenses . - .
: N ) 2020 . 2019
. . . , . » £ £
Interest payable to group undertakings - _ © 48,762 220,458
- Other interest on financial liabilities ‘ o N Y4 1,081
48,829 . 221,539
8 Taxation
2020 - 2019
S-S £
- Current tax . : C
" UK corporation tax on profits for the current period ‘ ] 25,376 - 28,819
- Deferred tax ’ ; ' :
Origination and reversal of timing differences . . . (886,448) (1,233,677)
Total tax credit 7 . ' (861,072) = (1,204,858)
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ADANFOSS SCOTLAND LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED) -
FOR THE YEAR ENDED 31 DECEMBER 2020

8  Taxation

The actual credlk for the year can be reconciled to the expected credit for the year based on-the profit or loss '
and the .standard rate of- tax as follows

2020 - 2019
£ £
Loss before taxation - o o _ (11,702,643)  (6,476,808)
Expected tax credit based on the stand-ard rate of corporation tax in the UK of .
19.00% (2019: 19.00%) . . (2,223,502)  (1,230,594)
Tax effect of expenses that are not deducuble in determmmg taxable- proﬁt © - 1,337,054 8,581
- Depreciation on assets not qualrfymg for tax allowances . : - 2,640 -
Research and. development tax credit ‘ . ; ' © 25,376 28,819
Other permanent differences. - - _ . - (14,304)
Taxation credit for the year ' : A (861,072) - (1,204,858)

[ Impairments

' lmpalrment tests have been carried out where appropnate and the following |mpa|rment losses have been
recognised in profit or loss: .

. : _ ‘ 2020 - 2019
: Notes o £ £
In respect of: . . . : ’ -
Fixed asset investments ) 11 7,033,985 - -
Recognised in: :
" Amounts written off investments I ' 7,033,985 - -

Further details of the impairinent review giving rise to the above impairment loss can be found in note 11.
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DANFOSS SCOTLAND LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTI.NUED) '

FOR THE YEAR ENDED 31 DECEMBER 2020

_ 10 Tangible assets

11

V Cost

At 1 January 2020
Additions
Disposals
Transfers

At 31 December 2020

Accumulated depreciation
At 1 January 2020

Depreciation charged in the year

At 31 December- 2020

Cafrying amount
At 31 December 2020

At 31 December 2019

Fixed asset investments

" Investments in subsidiaries

Assets under  Plantand

Leasehold Fixtures and Total
improvements construction  equipment . . fittings .
£ £ R > £ £
149,000 408;421 1,311,748 - 154,419 2.023,588
- . 263,835 125,246 6,255 395_,336

- (2,509) - .- - - (2,509)

- (369,181) .369,181 - Co-
149,006 300,566 1,806,175 ' 160,674 2,416,415
16,932 - 38367 18,114 73,413
- - 220,999 52,411 ‘27:_3..410
16.9;.52 . - 259,366 70,525 346,823
132,083' 300,566 . 1,546,809 90,149 2,069,592
132,068 408,421 1,273,381 136,305 1,950,175

. 2020 2019

Notes - B

12 3,586,771 10,620.756 A

£

Power Limited conducts research and development in digital displacement technology

* On 21 February 2019, Danfoss Scotland Limited acquired control of Artemis Intelligent Power Limited through
the purchase of 74.9% of the share capital for a pufchase consideration of £10,620,756. Artemls Inte|llgent )

As a result of the acquisition, Danfoss Scotland Limited expects to make sales of products developed by

‘Artemis Intelhgent Power Limited to the market through the wider Danfoss group.

At the reporting date, the investment was assessed for indicators of impairment, and the recoverable amount

was ‘estimated. Its ‘value in use' could not be determined reliably, due to the technology being In an eary '

phase of its lifecycle, and future cash inflows being uncertain, It was, therefore, impaired to its ‘fair value less
costs'to sell’, which was deemed to be £3,586,771, the amount that Danfoss Scotland Limited paid to acquire
Artemls Inteiligent Power Limited's net assets in a subsequent transaction in March 2021.
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11 Fixed asset ihve'stments

Moveéments in fixéd asset investments

Cost or valuation
- At 1 January 2020 & 31 December 2020

" Impairment
At 1 January 2020
Impairment losses

At 31 December 2020

Carrying amount
At 31 December 2020

At 31 December 2019 -

12  Subsidiaries

Details of the-company's subsidiaries at 31 December 2020 ére as follows:

Name of.ﬁndenaklng Registered office . Nature of business
Artemis Intelligent Power Unit 3 Edgeﬁeld Industrial Estate, Research and
Limited . Loanhead, Scotland, EH20 8TB - development

13 Stocks

Raw materials and consumables
Work in progress :
Finished goods and goods for resale

Shares in

‘subsidiaries

£
10,620,756 °

7,033,985

7,033,985

3,586,771

) 10,620,756

Class of % Held

- shares held Direct
Ordinary ‘ 74.90
2020 - 2019

i £ R 3
.572,510 250,225
36,939 . -
12,988 16,317.

- 622,437 266,542
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14 Debtors .

. , ) 2020 2019

‘Amounts falling due within one year: _ ) o : £ £

' Trade debtors . o . = 115,456 622

Grants receivable . ’ ’ 559,410 753,794

* Amounts owed by group undertakmgs ) . - 3,815 1,515,088

. Other debtors o - * 530,766 534,544
1,209,447 2,804,048

. . : 2020 2019

Amounts falling due after more than one year: ) ) i B 3

Deferred tax asset (note 16) ' i 2,120,125 ' 1,233,677

Total debtors R ‘ : 3329672 4,037,725

15

Amounts owed by group undertakings are unsecured, interest free, have no fixed date of repa'ynient and are
repayable on demand. Included within this balance is cash of £nil (2019: £1,476;161) held by Danfoss A/S on

- behalf of the company.

The directors believe that the Deferred Tax Asset will be recoverable against future profits from the trade of

- Digital Displacement® technology. or-against eligible taxable profits of companies elsewhere |n the Danfoss

UK group.
Creditors: amounts falling dute within one year .
. ) 2020 - 2019
Notes - i £ £
Trade creditors . ] 603,623 311,218
Amounts owed to group undertaklngs ’ ’ ' ) 4,578,843 1,024,736
Government grants : C o 17 : 431,900 431,900
Other creditors - o ‘ ’ 9,824 9,518 .
Accruals and deferred income _ 97,703 369,775
5721,893 2,147,148

Amounts owed by group undertakings are unsecured, interest free, have no fixed date of repayment and areA
repayable on demand. included within this balance is an-overdraft of £4,578,843 (2019: £nil) held by Danfoss

‘A/S on behalf of the company.
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16

17

18

Deferred taxation

The following are the major deferred tax liabilities and assets recogmsed by the company -and movements )

thereon

Assets Assets

‘ , 2020 2019

Balances: . o e - £ (E.

Accelerated capital allowances . _ ‘ (185.475).  (113,746)

Tax losses _ ‘ . . . 2,304,304 1,345,615

- Retirement benefit obligations . ; ' S 1,296 1,808

12,120,125 1,233,677

. . ) '2020°

Movements in the year: . _ o : . - £
Asset at 1 January 2020 : - o : (1,233,677) .
Credit to profit or loss . . (886,448)
Asset at 31 December 2020 - ‘ . - (2.120,125) .

Deferred grants’ . ,

2020 L 2019

£ B

Arising f(dm government grants ' . o 431,900 " 431,900

Government grants are receivable from Innovate UK for the research and development work related to high
efficiency dlg:tal hydraulrc motors for renewable. power and off-road vehicles. . .

There are ne unfulfilled condrhons or contingencies attached to the grants, Included in the, profit and loss is

grant income of £936,806 (2019 £1,338,952). Included in the balarice sheet is accrued i income of £659,410
(2019 - £753 794) and deferred income of £431 ,800 (2019 - £431,900). ‘ : . . .

Retirement benéfit schemes

. . o o 2020 2018
Defined contribution schemes : L - - . £ . £
. Charge to profit or loss in respect of defined contribution schemes - 74,252 84;36'1

.The company operates a defined contribution pension scheme for all qualifying employees, The assets of the
scheme are held separately from those of the company in an independently administered fund.
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19

20

Share capital

Ordinary share capital
issued and fully paid
20,000,000 Ordinary shares of £1 each -

Related party transactidns

Transactlons with related pames

During the year the company entered |nt0 the followmg transactions with related partles

Artemis Intelligent Power Limited -
Danfoss A/S o

Danfoss A/S Global Services

Danfoss Editron Oy

Danfoss Limited

Danfoss Power Solutions AB

Danfoss Power Solutions A/S

Danfoss Power Solutions a.s.

Danfoss Power Solutions GmbH & Co OHG

. Danfoss Power Solutions Limited
*. 'Danfoss Power Solutions Trading (Shanghal).

Danfoss Power Solutlons (US})

Amounts due to related parties

Artemis Intelligent Power Limited -

- Danfoss A/S

Danfoss A/S Global Services
Danfoss Editron Oy

Danfoss Limited C.
Danfoss Power Solutions Limited

Amounts due from related parﬁes

Danfoss Power Solutions A/S
Danfoss Power Solutions (US)
Danfoss Power Solutions AB
Danfoss A/S

The following amounts were outstanding at the reporting end date:

2020 2019
£ g
20,000,000 . 20,000,000
Sales . . Purchases .
2020 2019 2020 2019
£ B £ £
- . - 2,308,485 3,363,853
- - . 476,668 -
- . 124,791 275,783
- - . 9,223
- : - 19,119 -
4982 - B - -
- - 3,273 8,281
- .- 38,486 -
68,197 - - _ - S
- - 803217 2,203,298
7,139 - . -
108,738 38,344 - -
2020 . 2019,
£ £
351,509 960,430
46,329 .
- 54,773 -
- . 9,223
10,272 :
- . 310 .
2020 2019
e £
- © 583
- 138,344
3,815 V.
1,476,161

3819
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21

22 -

Events after the reporﬁng date

-In January 2021, the company acquired the remaining shares of its subsidiary, Artemls Intelligent Power

Limited, bringing its ownership to 100%.

Uitimate controlling party
The company is a subsidiary undertaking of Danfoss AIS which is the immediate and ultimate parent and
controlling company incorporated in Denmark. .

The largest and smallest ‘group in which the fesults of the company are’ consolidated is that headed by
Danfoss A/S. The consolidated financial statements of this group are available to the -public and may be
obtained from Danfoss A/S, 6430 Nordborg, Denmark. -
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