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Strategic Report
For the Year Ended 31 December 2017

The Directors present their strategic report for Gemalto UK Limited, (“the Company”), for the year
ended 31 December 2017.

Principal Activity

The Company personalises and distributes smart cards and magnetic stripe cards to the banking
and telecoms industries.

Review of the Business

Turnover for 2017 was £112.2 million compared to £99.4 million achieved in the prior year. The
business recorded a profit before taxation of £5.5 million (2016: £5.1 million profit).

The fast and efficient integration of 3M's Identity Management business’ Cogent range of Biometric
technology contributed to the performance during the year by contributing £4.9m of revenue.

The deficit on the defined benefit pension scheme increased to £14.79m at 31 December 2017 from
£13.95m at the start of the year.

The average number of staff employed during the year was 329 compared to 324 during 2016.
The Directors consider the financial position of the company at the year-end to be satisfactory.
Future Developments

The Directors expect the business to continue at a similar level for the foreseeable future.
Financial Risk Management

The Company's operations expose it to a variety of financial and non-financial risks that include the
effects of credit risk, liquidity risk, currency risk and price risk. The board reviews and agrees policies
for managing these risks. The policies have remained unchanged throughout the year and are
summarized below.

The risk factors mentioned below are those material risk factors of which the Company’s Directors
are aware. However, these should not be regarded as a complete and comprehensive statement of
all potential risks and uncertainties facing the Company.

Credit risk

The Company is exposed to credit related losses in the event of non-payment by its customers. The
Company mitigates this exposure by ensuring adequate background on credit risk is known prior to
contracting with customers and through selection of customers with suitable credit ratings.

Liquidity risk

The Company's exposure to external liquidity risk is not significant as long-term and short-term
finance for the Company is provided by other Group companies to ensure the Company has
sufficient available funds for operations. However, a liquidity problem at the Gemalto Group level
could impact the Company.

Currency risk

The Company has transactional currency exposures. Such exposures arise from sales and
purchases in currencies other than the Company’s functional currency. However, given the size of
the Company’s operations, the costs of managing exposure to currency risk are considered to
exceed any potential benefits and therefore the Company does not engage in any hedging in respect
of currency risks, any hedging being managed elsewhere in the Gemalto group as part of a cash
pooling arrangement to settle intercompany balances between entities. The Directors will revisit the
appropriateness of this policy should the Company's operations change in size or nature.
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Strategic Report
For the Year Ended 31 December 2017 (continued)

Financial Risk Management (continued)

Price risk

The Company is exposed to commodity and other price risk as a result of its operations. However,
given the size of the Company’s operations and that the majority of purchases are made from other
Group companies, the costs of managing exposure to commodity price risk are considered to exceed
any potential benefits. The Directors will revisit the appropriateness of this policy should the
Company'’s operations change in size or nature.

Key Performance Indicators

The Directors of the ultimate parent undertaking, Gemalto NV, manage the Group’s operations on a
divisional basis. For this reason, the Company's Directors believe that analysis using key
performance indicators at the Company level (financial and non-financial) is not necessary or
appropriate for an understanding of the development, performance or position of the business of the
Company.

Principal Business Risks

The risk factors mentioned below are those material risk factors of which the Company’s Directors
are aware. However, these should not be regarded as a complete and comprehensive statement of
all potential risks and uncertainties facing the Company. :

Technological advances

Card manufacturing and personalisation technology is constantly evolving and therefore it is
necessary to keep up to date with developments and ensure that cards produced will work with the
new and different technologies.

UK pension scheme

The Company is the participating employer of the Gemplus Limited Staff Pension Scheme, which
closed to new members in August 2004 and to all other future accrual in March 2007. The
independent pension scheme trustees calculated a deficit for the UK scheme in the 1 January 2013
valuation and a recovery plan was put in place. A schedule of contributions to be paid by the
Company was signed in March 2014, the details of which can be found in Note 20.

Employees

The Company seeks to ensure that it operates sound and progressive employment policies to the
mutual benefit of employees and the Company.

Consultation with employees or their representatives has continued at all levels, with the aim of
ensuring that their views are taken into account when decisions are made that are likely to affect
their interests and that all employees are aware of the financial and economic performance of their
business units and of the Company as a whole. Communication with all employees continues
through the intranet (internal website), newsletters and staff meetings.

Applications for employment by disabled persons are always fully considered, bearing in mind the
respective aptitudes and abilities of the applicant concerned. In the event of members of staff
becoming disabled every effort is made to ensure that their employment with the Company continues
and the appropriate training is arranged. It is the policy of the Company that the training, career
development and promotion of a disabled person should, as far as possible, be identical to that of a
person who does not suffer from a disability.

%)ider of the board

L Smith
Director RS May 2018
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Directors’ Report
For the Year Ended 31 December 2017

The Directors present their report and audited financial statements for the Company for the year
ended 31 December 2017.

Results and Dividends

The Company's results before taxation amounted to a profit of £5.5 million (2016: £5.1 million profit).
No dividends were paid in the year (2016: £nil). The Directors do not propose a dividend for the year
(2016: £nil).

Directors

The following Directors held office during the year and up to the date of signing the financial
statements.

H Berg
L Smith
S Francis
C Ruegg

Political contributions

Neither the Company nor any of its subsidiaries made any political donations or incurred any political
expenditure during the year (2016: £nil). -

Disclosure of information to auditor

The directors who held office at the date of approval of this directors’ report confirm that, so far as
they are each aware, there is no relevant audit information of which the company’'s auditor is
unaware, and each director has taken all the steps that he/ she ought to have taken as a director to
make himself/ herself aware of any relevant audit information and to establish that the company’s
auditor is aware of that information. ;

Other information

An indication of likely future developments in the business and particulars of significant events which
have occurred since the end of the financial year have been included in the Strategic Report on page
3.

Auditor

Pursuant to Section 487 of the Companies Act 2006, the auditor will be deemed to be reappointed
and KPMG LLP will therefore continue in office.

By order of the board .
Gemalto UK Limited
Concorde Way,
Segensworth North
Fareham, Hampshire
PO15 5RX

L Smith

Director U May 2018
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES IN RESPECT OF THE STRATEGIC
REPORT, THE DIRECTORS’ REPORT AND THE FINANCIAL STATEMENTS

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

Company law requires the directors to prepare financial statements for each financial year. Under that
law they have elected to prepare the financial statements in accordance with UK accounting standards
and applicable law (UK Generally Accepted Accounting Practice), 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 period. In preparing these financial statements, the directors are required to:

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

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

e assess the company’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern.

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 responsible for such internal control as they determine is necessary
to enable the preparation of financial statements that are free from material misstatement, whether
due to fraud or error, and have general responsibility for taking such steps as are reasonably open to
them to safeguard the assets of the company and to prevent and detect fraud and other irregularities.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF GEMALTO UK
LIMITED

Opinion

We have audited the financial statements of Gemalto UK Limited (“the company”) for the year ended
31 December 2017 which comprise the Profit and Loss Account and Other Comprehensive
Income/(loss), Balance sheet, Statement of changes in equity and related notes, including the
accounting policies in note 1.

In our opinion the financial statements:

e give a true and fair view of the state of the company’s affairs as at 31 December 2017 and of its
profit for the year then ended,;

e have been properly prepared in accordance with UK accounting standards, FRS 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.
Basis for opinion A

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

Going concern

We are required to report to you if we have concluded that the use of the going concern basis of
accounting is inappropriate or there is an undisclosed material uncertainty that may cast significant
doubt over the use of that basis for a period of at least twelve months from the date of approval of the
financial statements. We have nothing to report in these respects.

Strategic report and directors’ report

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

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

¢ we have not identified material misstatements in the strategic report and the directors’ report;

¢ in our opinion the information given in those reports for the financial year is consistent with the
financial statements; and

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

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

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

¢ the financial statements are not in agreement with the accounting records and returns; or
¢ certain disclosures of directors’ remuneration specified by law are not made; or

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

We have nothing to report in these respects.
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Directors’ responsibilities

As explained more fully in their statement set out on page 6, the directors are responsible for: the
preparation of the financiai statements and for being satisfied that they give a true and fair view; such
internal control as they determine is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error; assessing the company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern; and using
the going concern basis of accounting unless they either intend to liquidate the company or to cease
operations, or have no realistic alternative but to do so.

Auditor’s responsibilities

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue our opinion in an
auditor’s report. Reasonable assurance is a high level of assurance, but does not 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
aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of the financial statements.

A fuller description of our responsibilties is provided on the FRC's website at
www.frc.org.uk/auditorsresponsibilities.

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

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

Jbealu!

Julie Breakell (Senior Statutory Auditor)
for and on behalf of KPMG LLP, Statutory Auditor

Chartered Accountants
KPMG LLP

Gateway House,
Toligate,

Chandlers Ford,
Hampshire,

S053 3TG

}5 May 2018
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Profit and Loss Account and Other Comprehensive Income
for the year ended 31 December 2017

Note 2017 2016
£000 £'000
Turnover ‘ 2 112,157 99,376
Cost of sales (98,534) (86,230)
Gross profit 13,623 13,146
Distribution costs (7,415) (7,713)
Administrative expenses (3,365) (2,471)
Operating profit 3 : 2,843 2,962
Income from other fixed asset investments 10 - 605
Income from shares in group undertakings 10 3,000 1,800
Intérest receivable and similar income 5 48 52
Interest payable and similar charges 6 (377) (289)
Profit before taxation 5,514 5,130
Tax on profit 7 (488) (639)
Profit for the financial year 5,026 4,491
Other comprehensive Income/(loss):
Actuarial loss on pension scheme 20 (2,530) (7,860)
Movement in current tax on pension scheme 326 278
Movement in deferred tax on pension scheme 142 1,029
Other comprehensive loss for the year, net of tax (2,062) (6,553)
Total comprehensive Income/(loss) for the year 2,964 (2,062)

The items deait with in the above Statement of comprehensive income relate to continuing operations.

The notes on pages 12 to 34 form part of these financial statements.
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Gemalto UK Limited
Registered Number 1278148

Balance Sheet
at 31 December 2017

Note 2017 2016
£'000 £000
Fixed Assets
Intangible assets 8 4,517 1,085
Tangible assets 9 4,107 4,973
Investments in subsidiaries 10 - -
8,624 6,058
Current assets
Stocks 11 6,671 7,397
Debtors 12 45,656 38,356
Cash at bank and in hand 150 142
52,477 45,895
Creditors:
Amounts falling due within one year 13 {19,729) (14,710)
Net current assets 32,748 31,185
Total assets less current liabilities 41,372 37,243
Creditors:
Amounts falling due after more than one year - -
Post-retirement benefits 20 (14,789) (13,951)
Provisions for liabilities 14 (1,814) (1,814)
Net Assets 24,769 21,478
Capital and reserves
Called up share capital 17 54,656 54,656
Other Reserves (7,410) (7,410)
Accumulated Losses (22,477) (25,768)
Total shareholders’ Funds 24,769 21,478

The financial statements on pages 9 to 34 were approved by the board of Directors on
UMay 2018 and were signed on its behalf by: :

\yk

L Smith
Director

The notes on pages 12 to 34 form part of these financial statements.
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Gemalto UK Limited
Registered Number 1278148

Statement of changes in equity

For the year ended 31 December 2017

Called up Total
share Accumulated Other ghareholder
Note capital losses Reserves funds
£000 £000 £000 £000
Balance as at 1 January 2016 17 54,656 (23,820) (7,410) 23,426
Profit for the financial year - 4,491 - 4,491
Other comprehensive income:
Actuarial loss on pension scheme 20 - (7,860) - (7,860)
Current tax relating to pension liability - 278 - 278
Deferred tax relating to pension liability - 1,029 - 1,029
Other comprehensive income for the year,
net of tax - (6,553) - (6,553)
Total comprehensive income for the year - (2,062) - (2,062)
Adjustment in respect of employee share
option schemes - 114 - 114
Total transactions with owners, recognised _
directly in equity - 114 114
Balance as at 31 December 2016 17 54,656 (25,768) (7,410) 21,478
Profit for the financial year - 5,026 - 5,026
Other comprehensive income:
Actuarial loss on pension scheme 20 - (2,530) - (2,530)
Current tax relating to pension liability - 326 - 326
Deferred tax relating to pension liability - 142 - 142
Other comprehensive expense for the year,
net of tax - (2,062) - (2,062)
Total comprehensive expense for the year - 2,964 - 2,964
Adjustment in respect of employee share
option schemes - 327 - 327
Total transactions with owners, recognised
directly in equity - 327 - 327
Balance as at 31 December 2017 17 54,656 (22,477) (7.410) 24,769

The Other reserve is a merger reserve of £7,410,000 (2016: £7,410,000) was created under merger
accounting principles following the acquisition of the net assets of £3,590,000 of Gemplus Limited on

1 April 2007 for consideration of £11,000,000.
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Gemalto UK Limited
Notes to the financial statements
For the year ended 31 December 2017

1 Accounting Policies

General information

Gemalto UK Limited is a private company incorporated, domiciled and registered in England in the UK.
The registered number is 01278148 and the registered address is Concorde Way, Segensworth North,
Fareham, Hampshire. PO15 5RX.

The Company personalises and distributes smart cards and magnetic stripe cards to the banking and
telecoms industries.

Statement of compliance

These financial statements were prepared in accordance with Financial Reporting Standard 102, The
Financial Reporting Standard applicable in the United Kingdom and the Republic of Ireland (“FRS 102")
as issued in August 2014. The amendments issued in July 2015 have been applied. The presentation
and functional currency of these financial statements is sterling. All amounts in the financial statements
have been rounded to the nearest £1,000.

The Company’s ultimate parent undertaking, Gemalto NV, includes the Company in its consolidated
financial statements. The consolidated financial statements of Gemalto NV are prepared in accordance
with International Financial Reporting Standards as adopted by the EU and are available to the public
and may be obtained from Barbara Strozzilaan 382, 1083 HN, Amsterdam, The Netherlands. In these
financial statements, the company is considered to be a qualifying entity (for the purposes of this FRS)
and has applied the exemptions available under FRS 102 in respect of the following disclosures:

¢ Reconciliation of the number of shares outstanding from the beginning to the end of the period,;
e Cash Flow Statement and related notes; and
o Key Management Personnel compensation.

As the consolidated financial statements of Gemalto NV include the disclosures equivalent to those
required by FRS 102, the Company has also taken the exemptions available in respect of the following
disclosures:

o Certain disclosures required by FRS 102.26 Share Based Payments; and
Certain disclosures required by FRS 102.11 Basic Financial instruments and FRS 102.12 Other
financial instrument Issues in respect of financial instruments not falling within the fair value
accounting rules of Paragraph 36(4) of Schedule 1.

Group accounts not prepared

The financial statements contain information about Gemailto UK Limited as an individual Company and
do not contain consolidated financial information as the parent of the group. The Company is exempt
under section 400 of the Companies Act 2006 from the requirement to prepare consolidated financial
statements as it and its subsidiaries are included by full consolidation in the consolidated financial
statements of Gemaito NV, the Company’s ultimate parent undertaking registered in the Netherlands.
Summary of significant accounting policies

The principal accounting policies applied in the preparation of these financial statements are set out
below. These policies have been consistently applied to all the years presented, unless otherwise stated.
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Gemalto UK Limited

Notes to the financial statements
For the year ended 31 December 2017

2 Accounting Policies (continued)

a) Measurement convention

These financial statements are prepared on the going concern basis, under the historical cost convention,
and in accordance with the Companies Act 2006 and applicable accounting standards in the United
Kingdom.

b) Going concern

On the basis of their assessment of the Company's financial position and resources, the directors believe
that the Company is well placed to manage its business risks. Therefore the directors have a reasonable
expectation that the Company has adequate resources to continue in operational existence for the
foreseeable future. Thus they continue to adopt the going concern basis of accounting in preparing the
annual financial statements.

The company has a group cash pooling arrangement, on a regular basis, the funds are transferred to
the group under this cash pooling intercompany arrangement since the costs of managing exposure to
currency risk at the UK level, are considered to exceed any potential benefits.

c) Foreign Currency

Functional and presentation currency
The Company's functional and presentational currency is the pound sterling.

Transactions and balances
Foreign currency transactions are translated into the functional currency using the spot exchange rates
at the dates of the transactions.

At each period end foreign currency monetary items are translated using the closing rate. Non-monetary
items measured at historical cost are translated using the exchange rate at the date of the transaction
and non-monetary items measured at fair value are measured using the exchange rate when fair value
was determined.

Foreign exchange gains and losses resulting from the settiement of transactions and from the translation
at period-end exchange rates of monetary assets and liabilities denominated in foreign currencies are
recognised in the statement of comprehensive income.

d) Turnover

Turnover represents amounts receivable (excluding VAT) for sales of products and for the supply of
related services. Turnover is recognised upon delivery of products and services to customers and when
the appropriate terms and conditions of sale have been met. Where sales invoices have been presented,
but the Company still holds the related products under instruction from the customer (“bill and hold
sales”) revenue is only recognised where evidence is held that the risk and full reward of ownership has
transferred to the customer.

Certain revenues are recognised using the percentage of completion method as services are provided

(according to criteria applied on a consistent basis). These services include the provision of specific
software platforms. Under the percentage of completion method, the extent of progress towards

Page 13



Gemalto UK Limited

Notes to the financial statements
For the year ended 31 December 2017

2 Accounting Policies (continued)

d) Turnover (continued)

completion is measured based on actual costs incurred to total estimated costs. Losses on contracts
are recognised during the period in which the loss first becomes probable and can be reasonably
estimated.

Where the sales price of a contract includes an element of maintenance and support, an amount equal
to the average selling price of the maintenance and support is attributed to this element of the turnover
and deferred over the relevant period. Income deferred in this way is classified as deferred income,
which is a deferral of profit, not a financial liability.

For software contracts the Company recognises revenue on the elements when there is persuasive
evidence of an arrangement with customers with a fixed fee that is collectable and when delivery has
occurred. The total revenue from such contracts is allocated to the elements of the arrangement based
upon the relative fair value of each element. If a fair value method does not exist for all delivered
elements, all revenue from the arrangement is further deferred until all elements of the arrangement
have been delivered.

e) Employee benefits

The Company provides a range of benefits to employees, including annual bonus arrangements, paid
holiday arrangements and defined benefit and defined contribution pension plans.

Short term benefits
Short term benefits, including holiday pay and other similar non-monetary beneflts are recognised as
an expense in the period in which the service is received.

Defined contribution pension plans and other long term employee benefits

The Company operates a defined contribution plan for its employees. A defined contribution plan is a
post-employment benefit plan under which the Company pays fixed contributions into a separate entity
and will have no legal or constructive obligation to pay further amounts. Obligations for contributions to
defined contribution pension plans are recognised as an expense in the profit and loss account in the
periods during which services are rendered by employees.

Defined benefit pension plans

Gemalto UK Limited operates a defined benefit pension scheme covering certain ex-Gemplus Limited
employees, which was transferred in April 2007 as part of the merger with Gemplus Limited. The defined
benefit scheme was closed to new entrants in August 2004 and closed to future benefit accruals in March
2007. Current employees were transferred to a defined contribution scheme from April 2007.

A defined benefit plan is a post-employment benefit plan other than a defined contribution plan. The
Company’s net obligation in respect of defined benefit plans and other long term employee benefits is
calculated by estimating the amount of future benefit that employees have earned in return for their
service in the current and prior periods; that benefit is discounted to determine its present value. The fair
value of any plan assets is deducted. The Company determines the net interest expense on the net
defined benefit liability for the period by applying the discount rate as determined at the beginning of the
annual period to the net defined benefit liability taking account of changes arising as a result of
contributions and benefit payments.

The discount rate is the yield at the balance sheet date on AA credit rated bonds denominated in the
currency of, and having maturity dates approximating to the terms of the Company’s obligations. A
valuation is performed annually by a qualified actuary using the projected unit credit method.
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Gemalto UK Limited
Notes to the financial statements
For the year ended 31 December 2017

2 Accounting Policies (continued)

e) Employee benefits (continued)

The Company recognises net defined benefit plan assets to the extent that it is able to recover the surplus
either through reduced contributions in the future or through refunds from the plan.

Changes in the net defined benefit liability arising from employee service rendered during the period, net
interest on net defined benefit liability, and the cost of plan introductions, benefit changes, curtailments
and settlements during the period are recognised in profit or loss.

Remeasurement of the net defined benefit liability/asset is recognised in other comprehensive income in
the period in which it occurs.

Share-based payments

Where the Company participates in a share-based payment arrangement established by a fellow Group
company the Company takes advantage of the alternative treatment allowed under Section 26 of FRS
102. The company recognises the share-based payment expense based on an allocation of its share of
the group’s total expense, calculated in proportion to the number of participating employees. The
corresponding credit is recognised in retained earnings as a component of equity. Where the Company
is charged for the cost of share-based payments arrangements the amounts are treated as a reduction
in the capital contribution. If the amount charged is in excess of the share-based payment charge the
Company treats the excess as a notional distribution and charges this to retained earnings.

The Company has taken advantage of the transition exemption under paragraph 35.10(b) of FRS 102 to
continue to value the equity instruments that were granted before the date of transition to FRS 102 using
the previous framework and not to apply Section 26 of FRS 102 at the date of transition.

f) Taxation

Tax on the profit or loss for the year comprises current and deferred tax. Tax is recognised in the profit
or loss account except to the extent that it relates to items recognised directly in equity or other
comprehensive income, in which case it is also recognised directly in equity or other comprehensive
income.

Current tax is the expected tax payable or receivable on the taxable income or loss for the year, using
tax rates enacted or substantively enacted at the balance sheet date, and any adjustments to tax payable
in respect of previous years.

Deferred tax is provided on timing differences which arise from the inclusion of income and expenses in
tax assessments in periods different from those in which they are recognised in financial statements.

Deferred tax is recognised on all timing differences at the reporting date except for certain exceptions.
Unrelieved tax losses and other deferred tax assets are only recognised when it is probable that they will
be recovered against the reversal of deferred tax liabilities or other future taxable profits.

Deferred tax is measured at the tax rate that is expected to apply to the reversal of the related difference,
using tax rates enacted or substantively enacted at the balance sheet date.
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Gemalto UK Limited
Notes to the financial statements
For the year ended 31 December 2017

2 Accounting Policies (continued)

g) Intangible fixed assets
Goodwill, representing the excess of the purchase consideration over the fair value of the net separable

assets acquired, is capitalised and amortised through the statement of comprehensive income over 20
years(Historic Goodwill), and 10 years (New Goodwill)which is the period over which the Directors
estimate that the value of the underlying businesses are expected to exceed the value of underlying
assets. Where the Group is unable to make a reliable estimate of useful life, goodwill is amortised over a
period not exceeding 5 years. Goodwill is assessed for impairment when there are indicators of
impairment and any impairment is charged to the income statement. Reversals of impairment are
recognised when the reasons for the impairment no longer apply.

The Company has taken advantage of the exemptions under paragraph 35.10(a) of FRS 102 and have
elected not to apply Section 14 Business Combinations and Goodwill to business combinations that were
completed before the date of transition.

Customer Relationships have a definite useful life and are carried at cost less accumulated amortisation,
except for intangible assets acquired through a business combination. The fair value of these assets,
when acquired upon business combinations, is determined by discounting estimated future net cash flows
generated by the asset. The use of different assumptions for the expected future cash flows and the
discounting rate used would materially change the valuation of the asset.

Amortisation is calculated using the straight-line method to allocate the cost of customer relationships
over their estimated useful lives of between § and 9 years.

h) Tangible fixed assets

Tangible fixed assets are stated at their purchase cost, together with any incidental costs of acquisition,
less accumulated depreciation and accumulated impairment losses. Depreciation is provided for on a
straight line basis over the expected useful lives of each category of tangible fixed assets at the following
rates:

Office equipment - 20% per annum on cost

Fixtures and fittings - 20% per annum on cost

Plant and machinery - 10% to 33% per annum on cost

Short Leasehold improvements - 7-10% per annum on cost or over the life of the leasehold if
shorter

Computer equipment - 33% per annum on cost

Where second hand assets are acquired, the depreciation is calculated so as to write off the cost over
their remaining economic life. Assets in the course of construction are not depreciated until brought into
operational use.

The assets’ useful lives are reviewed, and adjusted, if appropriate, at the end of each reporting period.
The effect of any change is accounted for prospectively.

Repairs, maintenance and minor inspection costs are expensed as incurred.
Tangible fixed assets are derecognised on disposal or when no future economic benefits are expected.

On disposal, the difference between the net disposal proceeds and the carrying amount is recognised in
the statement of comprehensive income.
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Gemalto UK Limited
Notes to the financial statements
For the year ended 31 December 2017

2 Accounting Policies (continued)

i) Business combinations

Business combinatibns are accounted for using the purchase method as at the acquisition date, which is
the date on which control is transferred to the company.

e Atthe acquisition date, the company recognises goodwill at the acquisition date as:
e The fair value of the consideration transferred; plus
o directly attributable transaction costs; less

¢ The net recognised amount of the identifiable assets acquired and liabilities and contingent
liabilities assumed.

i) Leased assets

At inception the Company assesses agreements that transfer the right to use assets. The assessment
considers whether the arrangement is, or contains, a lease based on the substance of the arrangement.

Operating lease

Payments (excluding costs for services and insurance) made under operating leases are recognised in
the profit and loss account on a straight-line basis over the term of the lease unless the payments to the
lessor are structured to increase in line with expected general inflation; in which case the payments
related to the structured increases are recognised as incurred. Lease incentives received are recognised
in the profit and loss over the term of the lease as an integral part of the total lease expense.

k) Impairment of non-financial assets

At each reporting date non-financial assets not carried at fair value are assessed to determine whether
there is an indication that the asset may be impaired. If there is such an indication the recoverable amount
of the asset is compared to the carrying amount of the asset.

The recoverable amount of the asset is the higher of the fair value less costs to sell and value in use.
Value in use is defined as the present value of the future pre-tax and interest cash flows obtainable as a
result of the asset’s continued use. The pre-tax and interest cash flows are discounted using a pre-tax
discount rate that represents the current market risk-free rate and the risks inherent in the asset.

If the recoverable amount of the asset (or asset's cash generating unit) is estimated to be lower than the
carrying amount, the carrying amount is reduced to its recoverable amount. An impairment loss is
recognised in profit or loss, unless the asset has been revalued when the amount is recognised in other
comprehensive income to the extent of any previously recognised revaluation. Thereafter any excess is
recognised in profit or loss.

If an impairment loss is subsequently reversed, the carrying amount of the asset (or asset's cash
generating unit) is increased to the revised estimate of its recoverable amount, but only to the extent that
the revised carrying amount does not exceed the carrying amount that would have been determined (net
of depreciation) had no impairment loss been recognised in prior periods. A reversal of an impairment
loss is recognised in profit or loss.
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Gemalto UK Limited

Notes to the financial statements
For the year ended 31 December 2017

2 Accounting Policies (continued)

1) Interest receivable and Interest payable

Interest income and interest payable are recognised in the profit and loss account as they accrue, using
the effective interest method. Dividend income is recognised in the profit and loss account on the date
the Company’s right to receive payment is established. Foreign currency gains and losses are reported
on a net basis.

m) Investments in subsidiaries
Investment in subsidiary company is held at cost less accumulated impairment losses.
n) Stocks

Stocks are valued at the lower of cost and estimated selling price less cost to complete and sell. Cost is
based on the weighted average principal and includes expenditure incurred in acquiring the stocks,
production or conversion costs and other costs in bringing them to their existing location and condition.
In case of manufactured stocks and work in progress, cost includes an appropriate share of overheads
based on normal operating capacity. Inventories are recognised as an expense in the period in which the
related revenue is recognised.

Standard costs which approximate to actual costs are used to value stocks. Cost includes all relevant
inward freight costs, import duty charges and labour where applicable. '

At the end of each reporting period inventories are assessed for impairment. If an item of inventory is
impaired, the identified inventory is reduced to its selling price less costs to complete and sell and an
impairment charge is recognised in the profit or loss. Where a reversal of the impairment is recognised
the impairment charge is reversed, up to the original impairment loss, and is recognised as a credit in the
profit or loss.

0) Cash and cash equivalents

Cash and cash equivalents includes cash in hand, other short-term highly liquid investments with original
maturities of three months or less and bank overdrafts.

p) Provisions

Provisions are recognised when the Company has a present legal or constructive obligation as a result
of a past event, it is probable that a transfer of economic benefits will be required to settle the obligation,
and a reliable estimate can be made.

q) Financial instruments

The Company has chosen to adopt the Sections 11 and 12 of FRS 102 in respect of financial instruments.
i) Financial assets

Basic financial assets, including trade and other debtors, cash and bank balances and loans to fellow
group companies, are initially recognised at transaction price, unless the arrangement constitutes a
financing transaction, where the transaction is measured at the present value of the future receipts

discounted at a market rate of interest.

Such assets are subsequently carried at amortised cost using the effective interest method.
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Gemalto UK Limited

Notes to the financial statements
For the year ended 31 December 2017

2 Accounting Policies (continued)

q) Financial instruments (continued)

At the end of each reporting period financial assets measured at amortised cost are assessed for
objective evidence of impairment. If an asset is impaired the impairment loss is the difference between
the carrying amount and the present value of the estimated cash flows discounted at the asset’s original
effective interest rate. The impairment loss is recognised in profit or loss.

if there is decrease in the impairment loss arising from an event occurring after the impairment was
recognised the impairment is reversed. The reversal is such that the current carrying amount does not
exceed what the carrying amount would have been had the impairment not previously been recognised.
The impairment reversal is recognised in profit or loss.

Financial assets are derecognised when (a) the contractual rights to the cash flows from the asset expire
or are settled, or (b) substantially all the risks and rewards of the ownership of the asset are transferred
to another party or (¢) despite have retained some significant risks and rewards of ownership, control of
the asset has been transferred to another party who has the practical ability to unilaterally sell the asset
to an unrelated third party without imposing additional restrictions.

ii)  Financial liabilities

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

Debt instruments are subsequently carried at amortised cost, using the effective interest rate method.
Trade creditors are obligations to pay for goods or services that have been acquired in the ordinary
course of business from suppliers. Trade creditors are classified as current liabilities if payment is due
within one year or less. If not, they are presented as non-current liabilities. Trade creditors are recognised
initially at transaction price and subsequently measured at amortised cost using the effective interest
method.

The Company does not hold or issue derivative financial instruments.

Financial liabilities are derecognised when the liability is extinguished, that is when the contractual
obligation is discharged, cancelled or expires.

iii) Offsetting

Financial assets and liabilities are offset and the net amounts presented in the financial statements when

there is an enforceable right to set off the recognised amounts and there is an intention to settle on a net
basis or to realise the asset and settle to liability simultaneously.

r) Related party disclosures

The Company has taken advantage of exemptions under paragraph 33.1A of FRS 102 as a wholly owned
subsidiary of Gemalto NV not to disclose transactions with other 100% owned Group entities.
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Gemalto UK Limited

Notes to the financial statements
For the year ended 31 December 2017

2 Accounting Policies (continued)

s) Accounting estimates and judgements and key sources of estimation uncertainty

iy Key sources of estimation uncertainty

The preparation of the financial statements requires management to make judgements, estimates and
assumptions that affect the application of the accounting policies and the reported amounts of assets and
liabilities, revenue and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are continually evaluated and are based on historical experience
and other factors, including expectations of future events that are reasonable under the circumstances.
Revisions to accounting estimates are recognised in the period in which the estimates are revised and in
any future periods affected.

The estimates and assumption that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year are addressed below.

Defined benefit pension scheme

The Company has an obligation to pay pension benefits to certain employees. The cost of these benefits
and the present value of the obligation depend on a number of factors, including; life expectancy, salary
increases, asset valuations and the discount rate on corporate bonds. Management estimates these
factors in determining the net pension obligation in the balance sheet. The assumptions reflect historical
experience and current trends. See note 19 for the disclosures relating to the defined benefit pension
scheme.
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Gemalto UK Limited

Notes to the financial statements
For the year ended 31 December 2017

2 Turnover

Analysis of turnover by destination:

2017 2016
£000 £000
United Kingdom 106,929 92,362
Europe 4,013 4,767
Rest of World 1,215 2,247
Total 112,157 99,376

All turnover relates to the sale of goods and services with all sales originating in the United Kingdom,
principally for the personalisation and distribution of smart cards and magnetic stripe cards to the banking
and telecoms industries.

3 Expenses and auditor’s remuneration

Operating profit is stated after charging/(crediting) the following items:

2017 2016

£000 £000
Staff costs (note 4) 17,494 16,153
Amortisation of intangible fixed assets 475 210
Depreciation of tangible fixed assets 1,668 1,585
Operating lease rentals 663 736
Exchange gain (57) (387)
Gain on the disposal of tangible fixed assets (") (38)
Auditor's remuneration for audit service 57 54
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Gemalto UK Limited
Notes to the financial statements

For the year ended 31 December 2017

4 Information regarding employees and Directors

2017 2016

£'000 £000

Wages and salaries 14,634 13,719
Social security costs 1,602 1,464
Other pension costs (see note 20) 931 856
Share award costs 327 114
17,494 16,153

The average monthly number of persons (including Directors) employed by the Company during the year

was:

2017 2016
By Activity Number Number
Production 189 195
Selling and distribution 96 80
Administration 44 49
329 324

Directors’ emoluments
2017 2016
£'000 £'000
Aggregate emoluments 701 494
Pension contributions paid during the year 32 45
733 539

Retirement benefits were accrued for 4 (2016: 4) Directors under a defined contribution scheme during
2017 and no Directors under a defined benefit scheme (2016: None). Number of directors who exercised

share options in the year were nil (2016: 2).

Emoluments of the highest paid Director

2017 2016
£'000 £'000
Aggregate emoluments 388 181
Pension contributions paid during the year 9 12
397 193
The highest paid director is accruing benefits under a defined contribution pension scheme.
5 Interest receivable and similar income
2017 2016
£°000 £000
Interest receivable on amounts due from fellow Group undertakings 48 52
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Gemalto UK Limited
Notes to the financial statements
For the year ended 31 December 2017

6 Interest payable and similar charges
2017 2016
£'000 £000
Interest payable on amounts due to fellow Group undertakings - 5
Net interest expense on post-employment benefits (Note 20) 377 284
377 289
7 Tax expense
a) Tax expense included in profit or loss
2017 2016
£000 £000
Analysis of the charge in the year:
UK corporation tax at 19.25% (2016: 20.00%) 569 703
Adjustments in respect of prior years (208) -
Current Tax charge 361 703
Deferred taxation charge/(credit) current year (note 12) 127 (64)
Deferred taxation
Tax on profit 488 639

The current tax assessed for the year is lower than (2016: lower than) the standard rate of corporation

tax in the UK of 19.25% (2016: 20.00%).

The differences are explained below:

2017 2016
£000 £000
Profit before taxation 5,514 5,130
Tax on profit at standard UK corporation tax rate of 19.25% (2016: 20.00%) 1,061 1,026
Effects of:
Expenses not deductible for tax 175 480
Income not deductible for tax (578) (704)
Tax rate changes (16) 60
Share options 54 (103)
Adjustments to tax charge in respect of the prior year (208) -
Non-taxable accounting gain on liquidation of Gemalto Terminals Limited - (120)
Total tax charge for the year 488 639
b) Tax credit included in other comprehensive income
2017 2016
£000 £000
Current tax
- Current tax credit in OCI for the year (326) (278)
Deferred tax
- Deferred tax credit in OCI for the year (142) (1,029)
Total tax credit included in other comprehensive income (468) (1,307)
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Gemalto UK Limited

Notes to the financial statements
For the year ended 31 December 2017

7 Tax expense (continued)

c) Deferred tax

Deferred tax charge 2017 2016

£'000 £000
Origination and reversal of timing differences 172 (124)
Adjustments in respect or prior years (1) -
Effect of changes in tax rates (44) 60
Total deferred tax charge/(credit) 127 (64)

d) Tax réte changes

Reductions in the UK corporation tax rate from 20% to 19% (effective from 1 April 2017) and to 18% (effective
1 April 2020) were substantively enacted on 26 October 2015, and an additional reduction to 17% (effective
1 April 2020) was substantively enacted on 6 September 2016. This will reduce the company's future current
tax charge accordingly. The recognised deferred tax asset has been calculated using the rate of 17% (2016:
17%) as this was the rate enacted at the balance sheet date.

8 Intangible assets and goodwill
Customer
Relationships Goodwill . Total
£,000 - __£'000 £000

Cost
At 1 January 2017 - 23,281 23,281
Acquisitions through business combination 1,213 2,694 3,907
At 31 December 2017 1,213 25,975 27,188

Accumulated amortisation
At 1 January 2017 - 22,196 22,196

Amortisation for the period 99 376 475
At 31 December 2017 99 22,572 22,67
Net book value

At 31 December 2017 1,114 3,403 4,517
At 31 December 20&6 - 1,085 1,085

The opening Goodwill relates to the purchase/combination of another card manufacturing business in 2002,
and is being amortised over its useful life (20 years). The remaining useful economic life is 5 years. The
acquired customer relationships and goodwill relate to a business acquisition in 2017 and are to be
amortised over a period of between 5 and 9 years (Customer Relationships) and 10 years (Goodwill). The
amortisation is recognised under ‘Administration expenses’ in the profit and loss and other comprehensive

income.
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Gemalto UK Limited
Notes to the financial statements
For the year ended 31 December 2017

Tangible fixed assets

Fixtures, Short Plant
fittings and Leasehold and  Computer
office equipment improvements machinery Equipment Total
£'000 £'000 £'000 £000 £000
Cost
At 1 January 2017 659 9,625 9,865 1,022 21,071
Acquisition through business combination - 50 87 10 147
Additions 23 185 314 134 656
Disposals - - (188) M (189)
Reclassification (37) 21 44 (28) -
At 31 December 2017 . 545 9,881 10,122 1,137 21,685
Accumulated depreciation
At 1 January 2017 405 8,069 6,816 808 16,098
Charge for the year 41 593 838 196 1,668
Disposals - - (187) Q) (188)
Reclassification (6) () 111 (104) -
At 31 December 2017 440 8,661 7,578 899 17,578
Net book value at
" 31 December 2017 105 1,220 2,544 238 4,107
At 31 December 2016 154 1,556 3,049 214 4,973
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10

* Indirectly held investments

Investments

Subsidiary Undertakings

Multos Limited

Maosco Limited*

Registered
office
address

Gps House,
1st Floor, 215
Great Portland

Street,

London. W1W
5PN

Gps Hbuse.

1st Floor, 215
Great Portland
Street,
London. W1W
5PN

Income from fixed asset investments

The Company has the following investments in subsidiaries:

Class of
shares
Held

Ordinary
shares

Ordinary
Shares

Ownership
2017
%

100

100

Ownership
2016
%

100

100

2017
£000

Dividend Income on financial assets

3,000

Dividends of £3.0 million were received during the year from Muitos Limited (2016: £3.5 million).
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Notes to the financial statements
For the year ended 31 December 2017

1 Stocks
2017 2016
£000 £000
Raw materials 670 253
Work in progress 4,696 6,265
Finished goods 1,305 879
6,671 7,397

The amount of stocks recognised as an expense during the year was £65,313,867 (2016: £53,756,437).
There is no material difference between the carrying amount of inventory and the replacement cost. Inventory
provisions at year end amounted to £54,575 (2016: £40,798)

12 Debtors

2017 2016

£'000 £000
Amounts falling due within one year
Trade debtors 23,739 16,447
Amounts owed by Group undertakings 14,936 15,342
Other debtors 80 101
Corporation tax 19 -
Prepayments 487 560
Accrued income 3,481 2,801
Sub total 42,742 35,251
Amounts due after one year
Deferred tax asset (see below) 2,914 3,105
Total debtors 45,656 38,356

Amounts owed by Group undertakings are unsecured, interest free and repayable on demand.
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12 Debtors (continued)
Deferred tax
Deferred
Taxation
£000
At 1 January 2017 3,105
Deferred tax charge in relation to other timing differences (127)
Deferred tax credit in relation to pension deficit 142
Deferred tax in relation to acquisition of business (206)
At 31 December 2017 2,914
Deferred taxation is comprised as follows:
2017 2016
£000 £000
Capital allowances in advance of depreciation 2 144
Other timing differences 600 585
Deferred tax asset on pension deficit 2,518 2,376
Deferred tax asset on business acquisition (206) -
Total deferred tax asset 2,914 3,105
Deferred tax asset recognised 2,914 3,105
Deferred tax asset unrecognised 866 866
Deferred tax asset relating to pension deficit
£000
At 1 January 2017 2,376
Deferred tax credit in statement of other comprehensive income 142
2,518

At 31 December 2017

The deferred tax asset is recognised to the extent that there is persuasive and reliable evidence that it can be
realised. Operating budgets are used for deferred tax asset recognition purposes. The net deferred tax asset
expected to reverse in 2018 is £2,000. This primarily relates to the reversal of other timing differences and

capital allowances.
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13 Creditors: amounts falling due within one year

2017 2016

£'000 £'000

Trade creditors 591 512
Amounts owed to Group undertakings 11,807 8,652
Corporation Tax - 404
Other taxation and social security . 639 88
Other creditors 2,842 2,089
Accruals . 2,427 2,300
Deferred income 1,423 665
19,729 14,710

Amounts owed by Group undertakings are unsecured trading balances. These loans are interest free and
repayable on demand. There were no long term creditor amounts falling due after more than one year.

14 Provisions for liabilities
Dilapidations
£'000
At 1 January 2017 1,814
Additions during the year -
Utilised during the year -
At 31 December 2017 . ' ‘ 1,814

Dilapidations
The dilapidation provision relates to the Company’s leased premises at Fareham, and the Nest site in Havant.

The provision for Fareham and Nest sites are for future dilapidation and refurbishment costs that will be
incurred at the end of the respective leases when the buildings have to be returned to their original condition.
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15 Acquisition of business
Acquisitions in the current period

On 1 May 2017, the Company acquired the 3M’s Identity Management Businesses including its Cogent
range of biometric technology. The business contributed revenue of £4.9m to the revenue of the year.

Effect of acquisition

The acquisition had the following effect on the Company's assets and liabilities.
. Recognised values
on acquisition

£000
Acquiree’s net assets at the acquisition date:
Tangible fixed assets 147
Intangible assets, Customer relationships 1,213
Deferred tax liability (206)
Net identifiable assets and liabilities . 1,154
Total cost of business combination:
Consideration paid: 3,848
Goodwill on acquisition 2,694

The expected useful life of assets stemming from this acquisition is:

Goodwill - 10years
Customer relationships -  5to 9 years
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16 Leasing commitments

The Company had the following future minimum lease payments under non-cancellable operating leases for
each of the following periods:

A 2017 2016

Payments due £'000 £000

Not later than one year 944 843

Later than one year and not later than five years 1,915 2,551

Later than five years - -

2,859 3,394

17 Called up share capital

2017 2016

£000 £000

Allotted, called up, issued and fully paid
54,656,227 ordinary shares of £1 each (2016: 54,656,227 shares) 54,656 54,656

There is a single class of ordinary shares. The holders of ordinary shares are entitled to receive dividends as
disclosed from time to time and are entitled to one vote per share at meetings of the Company.

18 Ultimate parent undertaking
As at the balance sheet date, the immediate and ultimate parent company and controlling company was
Gemalto NV, a company registered in The Netherlands which owns 100% of the issued share capital of the
Company. Gemalto NV is the smallest and largest group to consolidate these results.

Copies of the consolidated financial statements of Gemalto NV can be obtained from Barbara Strozzilaan
382, 1083 HN, Amsterdam, The Netherlands.
19 Capital commitments

The Company had capital commitments at 31 December 2017 of £0.1 million (2016: £0.2 million).

20 Pension costs

Defined contribution scheme

Gemalto UK Limited operates a defined contribution scheme. The amount of contributions payable to the
defined contribution pension scheme in respect of the accounting year and charged to the statement of
comprehensive income was £931,113 (2016: £855,878). Accrued pensions not yet paid amounted to
£136,677 (2016: £110,662) as at the balance sheet date.
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20 Pension Costs (continued)

Defined benefit scheme
On 1 April 2007 Gemalto UK Limited acquired the assets and liabilities of Gemplus Limited which included a
liability for a defined benefit pension scheme.

The defined benefit pension scheme provides benefits based on final pensionable pay. The assets of the scheme
are held in a separate trust fund and administered by professional investment managers. Contributions to the
scheme are charged to the statement of comprehensive income so as to spread the cost of pensions over
employees’ working lives with the Company. Contributions are determined by a qualified actuary on the basis of
triennial valuations using the projected unit method.

The most recent valuation was at 1 January 2016. The deficit as at 1 January 2016 was £12,033,000 and
incremental contributions have been agreed for the period January 2016 to December 2022 as follows: (2016:
£1,470,000, 2017: £1,820,000, 2018: £1,750,000, 2019: £1,870,000, 2020: £1,758,000, 2021: £1,758,000, 2022:
~ £1,758,000). The scheme was closed to new members in August 2004 and closed to future benefit accrual on
March 31 2007. Current employees were transferred to a defined contribution scheme from April 2007.

Section 28 of FRS 102

The present value of the scheme as at 31 December 2017 has been measured by the scheme actuary in
accordance with the requirements of section 28 of FRS 102.

Net pension liability:

2017 2016
£'000 £'000
Defined benefit obligation : (54,216) (51,347)
Plan assets 39,427 37,396
Net pension liability (14,789) (13,951)
Analysis of the amount charged to other finance income:
2017 2016
£000 £000
Interest expense (Note 6) 377 284
Analysis of amount recognised in the other comprehensive income:
2017 2016
£'000 £000
Actual retum less interest income for pension scheme assets 137 2,406
Actuarial loss relating to the pension scheme (2,667) (10,266)
(2,530) (7,860)

Actuarial loss recognised in other comprehensive income
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20 Pension costs (continued)

Reconciliation of the net deficit in the scheme: 2017 2016
£000 £000
Deficit in scheme at start of year (13,951) (7.482)
Movement in year:
Contributions 2,069 1,675
Other finance expense (377) (284)
Actuarial loss (2,530) (7,860)
Deficit in scheme at year end (14,789) (13,951)
Movement in fair value of plan assets 2017 2016
£000 £'000
Assets at beginning of year 37,396 33,314
Employer contributions 2,069 1,675
Benefits paid (1,184) (1,265)
Expected return on Plan Assets 1,009 1,266
Actual losses 137 2,406
Assets at end of year 39,427 37,396
The actual return on scheme assets was £1,146,881 (2016: £3,671,474)
Movement in present value of defined benefit 2017 2016
obligation £000 £000
Liabilities at beginning of year 51,347 40,796
Interest expenses 1,386 1,550
Benefits paid (1,184) (1,265)
Actuarial gains 2,667 10,266
Liabilities at end of year 54,216 - 51,347
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20 Pension costs (continued)

The assets in the scheme:

Market value Market value
31 December 31 December
2017 2016
£000 £'000
Equmes 12,731 12,190
Absolute return funds 16,863 16,444
Govemment gilts 9,059 8,549
Corporate bonds - -
Cash 774 213
Total market value of assets 39,427 37,396
Present value of scheme
N (54,216) (61,347)
liabilities
Deficit in the scheme (14,789) (13,951)

The major assumptions used by the actuary in measuring the present value of the scheme liabilities were:

2017 2016
Rate of Increase in salaries n/a n/a
Increases for pensions in payment
- Accrued prior to 6 April 1997 3.00% 3.00%
. 3.30% 0
- Accrued prior to 1 July 2005 3.35%
- Accrued on or after 1 July 2005 2.30% 2.30%
Liability discount rate 2.50% 2.70%
Inflation assumption - RPI 3.40% 3.45%
-CPI 2.40% 2.45%
Revaluation of deferred pensions 2.40% 2.45%
Cash commutation 80% take max cash 100% commute 25%

In valuing the liabilities of the pension fund at 31 December 2017 mortality assumptions have been made
as indicated below:

The assumptions relating to longevity underlying the pension liabilities at the balance sheet date are
based on standard actuarial mortality tables and include an allowance for future improvements in
longevity. The assumptions are equivalent to expecting a 65 year old to live for number of years as
follows:

o Current pensioner aged 65: 22.7 years (male), 24.3 years (female)
e Future retiree upon reaching 65: 24.1 years (male), 25.9 years (female)
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