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BORGWARNER LIMITED

STRATEGIC REPORT
For the year ended 31 December 2020

The directors present their strategic report on the Company for the financial year ended 31 December 2020.

Principal activities
The principal activity of the Company is the manufacture and sale of turbochargers and components.

Review of the business

The profit for the financial year is £5,831,000 (2019: £8,788,000). No dividend was paid in December 2020
(2019: £30,248,000).

As indicated in the income statement, the Company's sales have decreased by 22.1% (2019: increase
10.8%) compared to the financial year ended 31 December 2019, with the Company’s profitability lower by
£2,957,000 to £5,831,000. The decrease in turnover was due to COVID-19, affecting both sectors of the
Market. The plant suffered a period of closure of 4 weeks for the CV sector and 8 weeks for the PC market.
Additionally some contracts have come to a natural conclusion. The profitability has decreased due mainly
to the COVID-19 period of closure.

The balance sheet shows that the Company's financial position of net assets at the year-end has improved,
and includes cash balances of £2,004,000 (2019: £1,481,000). The improvement in the balance sheet is a
result of increased current assets and a reduction in current liabilities. BorgWarner Limited has continued
to fund some of the working capital of BorgWarner Gateshead Limited with an Intercompany interest
bearing loan of £28,478,000. BorgWarner Limited has no investment in BorgWarner Gateshead Limited.

The Trustees of the defined benefit pension plan entered into a buy-in policy with Just Retirement Limited
("Just”) on 26 April 2019. The policy covers all pensioner and dependant members as at 10 October
2018. The premium paid on 26 April 2019 was £81.4 million.

For the purpose of FRS102, the buy-in policy at 31 December 2020 has been valued by Willis Towers
Watson using the FRS102 assumptions (with the exclusion of a reserve to allow for the future liabilities
arising from GMP equalization, as these are not presently insured under the policy). This has resulted in a
valuation of £74.1 million. The difference relative to the price paid for the policy has been recognised as
an asset loss in “Other Comprehensive Income”.

Non-financial risks

Competitive world pressures in the automotive industry is a continuing risk, which the Company manages
by providing a high quality cost competitive product while maintaining strong relationships with its
customers’ technical functions. Electrification, which has affected the Passenger Car Market, has not yet
had an impact on the Commercial Vehicle Market.

“Brexit” will potentially provide a major challenge to the company with the anticipated decline in the value
of Sterling, together with the potential custom tariffs, making the Company’'s imports more expensive.
Several possible scenarios have been prepared, including a worst-case model. However, as the final
position remains unknown it is not possible to quantify the risk further.

Future developments

The directors consider that the Company is well positioned in the market and has a strong customer order
book. The Company is engaged in development activities on significant new customer projects and feels
positive that these will provide profitable future turnover.

S$172 statement

The directors consider that they have acted in the way they consider, in good faith, would be most likely
to promote the success of the Company for the benefit of its members as a whole and having due regard
to the requirements of section 172 of the Companies Act 2006, in the decisions taken during the period
ended 31 December 2020. In doing so, the directors have regard (amongst other matters) to the likely
consequences of any decision in the long term; the interests of employees; the need to foster
relationships with suppliers, customers and others; the impact of its operations on the community and the
environment; the maintaining of a reputation for high standards of business conduct; and the need to act
fairly as between members of the Company.



BORGWARNER LIMITED

STRATEGIC REPORT
For the year ended 31 December 2020

Key performance indicators ("KPIs")

The Company'’s strategy is one of growth with improved profitability. The directors monitor progress against
this strategy by reference to a number of KPls.

Performance for the year, together with comparative data for the previous year is set out in the table below:

2020

2019

Definition, method of calculation and analysis

Growth in sales

(22.1)%

10.8%

Year on year sales (decline)/growth expressed as a
percentage. The year on year decrease results from the
period of closure due to COVID-19. The PC market was
affected to a greater extent than the CV market.

Return on sales

7.8%

7.9%

' Return on sales is the ratio of profit on ordinary activities

before taxation to sales expressed as a percenlage.
Return on sales has slightly decreased despite the
COVID-19 pandemic. Intercompany charges have
reduced.

Working capital turns

4.2

4.2

Working capital turns is the ratio of sales to stocks plus
trade debtors less trade creditors. There is no change
in the ratio due to the reduction in debtors compared to
sales. There were no unusual sales transactions
towards the end of the year. The PC market recovered
significantly after the COVID-19 shutdown.

Current Ratio

3.51

2.52

The current ratio is a financial ratio that compares a
firm's current assets to its current liabilities. The ratio
has increased for the BorgWarner Gateshead loan
position, lower receivables and lower creditors.

On behalf of the board

D Sidiow
Director
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BORGWARNER LIMITED

DIRECTORS’ REPORT
For the year ended 31 December 2020

The directors present their annual report and the audited financial statements of the Company for the
financial year ended 31 December 2020.

Future developments

An indication of the likely future developments of the business is included in the Strategic Report on page
2,

Political donations

There were no political donations during the financial year (2019: £nil).

Dividends

An interim dividend of £Nil was paid during the year (2019: £30,248,000). The directors do not recommend the
payment of a final dividend (2019: £Nil).

Financial risk management

The UK business is exposed to metal commodity price risks, which are managed through a progressive
cost reduction strategy and contractual arrangements with the customer base.

A moderate proportion of the Company’s European sales are made in Euros and there are therefore risks
associated with the Euro to Pound exchange rates. The treasury function actively manages these risks
through forward exchange contracts and other mechanisms.

As a subsidiary of BorgWarner Europe GmbH, further details of Company policies in relation to external
financial risks can be found in the Annual Report and Financial Statements of BorgWarner Europe GmbH.
Copies of its financial statements can be obtained from Augustaanlage 54-56, 68165 Mannheim, Germany.

The Company actively monitors the performance and financial strength of its customers and suppliers and
has procedures in place to minimise risks associated with adverse information as it may arise.

Directors

The directors of the Company who were in office during the year and up to the date of signing the financial
statements were:

B Koester

A McMaken

D Sidlow

M Turke

M Uhrig

T McGill - resigned 29/07/2020

Directors’' indemnities

The Company maintained throughout the year, and at the date of approval of the financial statements,
liability insurance for its directors and officers. This is a qualifying provision for the purposes of the
Companies Act 2006.



BORGWARNER LIMITED

DIRECTORS’ REPORT (CONTINUED)
For the year ended 31 December 2020

Research and Development

The Company is engaged in Research and Development activities and is committed to innovation and
technological developments for future business awards.

Disabled employees

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 disabled persons should, as far as possible, be identical with that of other employees.

Employee consultation

The Company places considerable value on the invalvement of its employees and has continued its
previous practice of keeping them informed on matters affecting them as employees and on the various
factors affecting the performance of the Company. This is achieved through circulation of information to
employees via notice boards, production of a quarterly newsletter and monthly staff committee meetings.

The Company consults employees on a regular basis so that the views of employees can be taken into
account in making decisions that are likely to affect their interests. The Company encourages the
involvement of employees in the Company's performance through bonuses linked to performance metrics.

Going concern

After making enquiries, the directors have a reasonable expectation that the Company has adequate
resources to continue in operational existence for the foreseeable [ulure. Accordingly, lhey continue to
adopt the going concern basis in preparing the financial statements.

Statement of directors’ responsibilities

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

Company law requires the directors to prepare financial statements for each financial 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 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 protit 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 consistently;

+ state whether applicable United 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

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

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

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.




BORGWARNER LIMITED

DIRECTORS’ REPORT (CONTINUED)
For the year ended 31 December 2020

"Disclosure of information to auditors
In the case of each director in office at the date the Directors' Report is approved:

¢ so far as the director is aware, there is no relevant audit information of which the company's
auditors are unaware; and

+ they have taken all the steps that they ought to have taken as a director in order to make
themselves aware of any relevant audit information and to establish that the company’s auditors
are aware of that information.

Independent auditors

The independent auditors, PricewaterhouseCoopers LLP, have indicated their willingness to continue in
office and a resolution concerning their reappointment will be proposed at the Annual General Meeting.

On behalf of the board '

D Sidlow ]3’57,21
Director

Registered number: 2346109 Roydsdale Way, Bradford, BD4 6SE



BORGWARNER LIMITED

Independent auditors’ report to the
members of BorgWarner Limited

Report on the audit of the financial statements

Opinion

In our opinion, BorgWarner 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 profit for the year then
ended;

« have been properly prepared 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 lreland”, 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 income statement, the
statement of comprehensive income and the statement of changes in equity for the year then ended; and the notes to
the financial statements, which Include a description of the significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“1SAs (UK)") and applicable law. Our
responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the financial statements
section of our report. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinion.

Independence

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

Conclusions relating to going concern

Based on the work we have performed, we have not identified any material uncertainties relating to events or conditions that,
individually or collectively, may cast significant doubt on the company's ability to continue as a going concern for a period of
at least twelve months from when the financial statements are autharised for issue.

In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of accounting in
the preparation of the financial statements is appropriate.

However, because not all future events or conditions can be predicted, this conclusion is not a guarantee as to the company's
ability to continue as a going concern. :

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

Reporting on other information

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 opinion on the financial statements does not cover

7



BORGWARNER LIMITED

the other information and, accordingly, we do not express an audit opinion or, except to the extent otherwise 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 Directors' report, we also considered whether the disclosures required by the UK
Companies Act 2006 have been included.

Based on our work undertaken in the course of the audit, the Companies Act 2006 requires us also to report certain opinions
and matters as described 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 consistent with the financial statements and has been prepared in
accordance with applicable legal requirements.

In light of the knowledge and understanding of the company and its environment obtained in the course of the audit, we did
not identify any materia! misstatements in the Strategic report and Directors' report.

Responsibilities for the financial statements and the audit

Responsibilities of the directors for the financial statements

As explained more fully in the Statement of directors' responsibilities, the directors are responsible for the preparation of the
financial statements in accordance with the applicable framework and for being satisfied that they give a true and fair view.
The directors are also 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.

In preparing the financial statements, the directors are responsible for assessing the company's ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless
the directors either intend to liquidate the company or to cease operations, or have no realistic alternative but to do so.

Auditors’ responsibilities for the audit of the financial statements

QOur 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 arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of
these financial statements.

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

Based on our understanding of the company and industry, we identified that the principal risks of non-compliance with laws
and regulations related to the Companies Act 2006, Pensions legislation, UK tax legislation, health and safety legislation and
employment law, and we considered the extent to which non-compliance might have a material effect on the financial
statements. We also considered those laws and regqulations that have a direct impact on the financial statements such as the
Companies Act 2006. We evaluated management's incentives and opportunities for fraudulent manipulation of the financial
statements (including the risk of override of controls), and determined that the principal risks were related to posting



BORGWARNER LIMITED

inappropriate journal entries and management bias included within accounting judgements and estimates to
manipulate financial reporting in order to present better financial results. Audit procedures performed included:

¢ evaluation of management's controls designed to prevent and detect fraudulent financial reporting;
« |dentifying and testing journal entries, in particular any journal entries posted with unusual account combinations; and
* assessing management's significant judgements and estimates.

There are inherent limitations in the audit procedures described above. 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 ervor, as fraud may involve deliberate concealment by, for example, forgery or intentional misrepresentations,
or through collusion.

A further description of our respansibilities for the audit of the financial statements is located on the FRC's website at:
www_frc.org.ult/auditorarcaponaibilitica. Thia deacription forms part of our suditors’ report.

Use of this report

This report, including the opinions, has been prepared for and only for the company's members as a body 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 consentin writing.

Other required reporting

Companies Act 2006 exception reporting

Under the Companies Act 2006 we are required to report to you if, in our opinion:

e 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

e certain disclosures of directors' remuneration specified by law are not made; or

« the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

Dino Blackburn (Senior Statutary Auditor)
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

Leeds
13 August 2021



BORGWARNER LIMITED

INCOME STATEMENT
For the year ended 31 December 2020

2020 2019
Note £'000 £'000
Turnover 4 108,936 139,850
Cost of Sales (87,385) (105,343)
GROSS PROFIT . 21,551 34,507
Selling costs (1,480) (2,211)
Distribution costs (931 ) (1 '41 4)
Administrative expenses (11,339) (18,131)
Other Income 5 '
808 -
Impairment of fixed assets 9 (381) -
Loss on 'sale of investment 10 - (1,912)
OPERATING PROFIT 5 ' 8,228 10,839
Interest receivable and similar income 7 248 248
PROFIT BEFORE TAXATION 8,476 11,087
Tax on profit 8 (2,645) (2,299)
PROFIT FOR THE FINANCIAL YEAR 5,831 8,788

All results derive from continuing operations.

10



BORGWARNER LIMITED

STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2020

Profit for the financial year

Contributions received from BorgWarner Gateshead
Limited in excess of service costs

Deferred tax on contributions received from BorgWarner
Gateshead Limited in excess of service costs

Actuarial loss on defined benefit pension scheme
Deferred tax movement on net defined bensfit asset

Qther comprehensive expense for the year, net of tax

Total.comprehensive.income.for the.year

Note

18
18

2020 2019
£000 £000
5,831 8,788
1,299 1,100
(247) (187)
(1.850) (3,570)
352 607
(446) (2,050)
5;385 6,738

1



BORGWARNER LIMITED

BALANCE SHEET
As at 31 December 2020

FIXED ASSETS

Tangible assets
Investments

CURRENT ASSETS

Stocks

Debtors

(amounts falling due after more than one year:
£1,755k (2019: £2,212k))

Cash at bank and in hand

CREDITORS: amounts falling due within one year

NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT LIABILITIES

CREDITORS : amounts falling due after more than one year
PROVISIONS FOR LIABILITIES

Pension liability

NET ASSETS

CAPITAL AND RESERVES
Called up share capital
Retained earnings

TOTAL EQUITY

Note

1

12

13

14
15

18

16

2020 2019
£000 £000
26,597 34,543
3577 3,577
30,174 38,120
17,829 15,485

- 59,385 55,014
2,004 1,481
79,218 71,980
(22,598) (28,618)
56,620 43,362
86,794 81,482
(12,930) (12,930)
(2,812) (3,165)
(910) (630)
70,142 64,757
10,190 10,190
59,952 54,567
64,757

70,142

The financial statements on pages 9 to 33 were approved by the Board of Directors on 13 August 2021

and were signed on its behalif by:

D Sidlow
Director
BorgWarner Limited

Company Registration number 2346109

12



BORGWARNER LIMITED

STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2020

Called up

share Retained
capital earnings Total
£'000 £'000 £'000
Balance as at 1 January 2019 10,190 78,077 . 88,267
Profit for the financial year - 8,788 8,788
Other comprehensive expense for the year - (2,050) (2,050)
Total comprehensive income for the year ' - 6,738 6,738
Interim dividend paid - (30,248) (30,248)
Balance as at 31 December 2019 © 10190 | 54567 64,757
Balance as at 1 January 2020 10,190 54,567 64,757
Profit for the financial year - 5,831 5,831
Other comprehensive expense for the year ] - (446) (446)
Total comprehensive income for the year - 5,385 6,386
Balance as at 31 December 2020 10,190 59,952 70,142
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2020

GENERAL INFORMATION

BorgWarner Limited is a private company limited by shares and is incorporated and domiciled in
England. The address of its registered office is Roydsdale way, Euroway Industrial Estate,
Bradford, West Yorkshire, BD4 6SE.

The principal activity of the Company is the manufacture and sale of turbochargers and
components.

STATEMENT OF COMPLIANCE

The Company and individual financial statements of BorgWarner Limited have been prepared in
compliance with United Kingdom Accounting Standards, including Financial Reporting Standard
102, "The Financial Reporting Standard applicable in the United Kingdom and the Republic of
Ireland” (“FRS 102") and the Companies Act 2006.

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.

Basis of preparation

The financial statements are prepared on a going concern basis, under the historical cost
convention, and in accordance with the Companies Act 2006 and applicable accounting standards
in the United Kingdom. These are the first financial statements prepared following the adoption of
the triennial review amendments to FRS 102, as a result of which certain disclosure requirements
were amended, but no measurement differences arose in relation to assets and liabilities reported
in the balance sheet, or items included within total comprehensive income.

The preparation of financial statements in conformity with FRS 102 requires the use of certain
critical accounting estimates. It also requires management to exercise its judgement in the process
of applying the Company's accounting policies. The areas involving a higher degree of judgement
or complexity, or areas where assumptions and estimates are significant to the financial
statements are disclosed in the later sections of accounting policies.

Going concern

After making enquiries, the directors have a reasonable expectation that the Company has
adequate resources to continue in operational existence for the foreseeable future. Accordingly,
they continue to adopt the going concern basis in preparing the financial statements. In arriving
at that position, the management have considered cash flows, including severe yet plausible
downside scenarios and consider it appropriate for the company to be a going concern.

Exemptions for qualifying entities under FRS 102

FRS 102 allows a qualifying entity certain disclosure exemptions. A qualifying entity is defined as
a member of a group where the parent of that group prepares publicly available consolidated
financial statements which are intended to give a true and fair view, and that member is included
in the consolidation. The Company is a qualifying entity as its results are consolidated into the
consolidated financial statements of BorgWarner Inc. which are publicly available.

As a qualifying entity, the Company has taken advantage of the exemptions:

i) from the requirement to disclose the key management personnel compensation in total as
required by paragraph 33.7 of FRS 102;

i) from preparing a cash flow statement, on the basis that the consolidated statement of cash
flows, included in BorgWarner Holdings Limited's financial statements, includes the
company's cash flows.

14



BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2020 (continued)
3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Foreign currency
i) Functional and presentation currency !

The Company financial statements are presented in Pound Sterling and rounded to thousands.
The Company's functional and presentation currency is the Pound Sterling.
ii) 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 fairvalue 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-income-statement-:

Turnover )

Turnover comprises the sale (excluding value added tax and trade discounts) of turbochargers to
the automotive industry in the normal course of business. Turnover is recognised at the point of
shipment or at the point of withdrawl from consignment stock.

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

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

ii) Defined contribution pension plans
The Company operates a defined contribution retirement benefit scheme for all qualifying )
employees. Associated pension costs are expensed in the income statement when incurred. .

iii) Defined benefit pension plan

The Company operates a defined benefit plan for certain employees. A defined benefit plan
defines the pension benefit that the employee will receive on retirement, usually dependent upon
several factors including age, length of service and remuneration. A defined benefit plan is a
pension plan that is not a defined contribution plan.

The asset recognised in the balance sheet in respect of the defined benefit plan is the present
value of the defined benefit obligation at the reporting date less the fair value of the plan assets at
the reporting date.

The defined benefit obligation is calculated using the projected unit credit method. Once in three
years, the Company engages independent actuaries to calculate the obligation. The present value
is determined by discounting the estimated future payments using market yields on high quality
corporate bonds that are denominated in sterling and that have terms approximating the estimated
period of the future payments (‘discount rate’). :

15
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2020 (continued)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Employee benefits (continued)
The fair value of plan assets is measured in accordance with the FRS 102 fair value hierarchy and
in accordance with the Company’s policy for similarly held assets. This includes the use of
appropriate valuation techniques.

Actuarial gains and losses arising from experience adjustments and changes in actuarial
assumptions are charged or credited to other comprehensive income. These amounts together
with the return on plan assets, less amounts included in net interest, are disclosed as
‘Remeasurement of net defined benefit liability’.

The cost of the defined benefit plan recognised in profit or loss as employee costs comprises:

(a) the increase in pension benefit liability arising from employee service during the period; and
(b) the cost of plan.introductions, benefit changes, curtailments and settlements.

The net interest cost is calculated by applying the discount rate to the net balance of the defined
benefit obligation and the fair value of plan assets. This cost is recognised in profit or loss as
‘Finance expense’.

Past service cost is recegnised immediately in profit or loss in the period in which it occurs,,

iv) Share-based payments

The Company provides share-based payment arrangements to certain employees and directors
under which it grants aptions over shares of ultimate parent “BorgWarner Inc.".

Equity-settled arrangements are measured at fair value (excluding the effect on non-market based
vesting conditions) at the date of the grant. The fair value is expensed on a straight-line basis over
the vesting period. The amount recognised as an expense is adjusted to reflect the actual number
of shares or options that will vest.

Where equity-settled arrangements are modified, and are of benefit to the employee, the
incremental fair value is recognised over the period from the date of modification to date of vesting.
Where a madification is not beneficial to the employee there is no change to the charge for share-
based payment. Settliements and cancellations are treated as an acceleration of vesting and the
unvested amount is recognised immediately in the income statement.

The Company has no cash-settled arrangements.

Taxation

Taxation expense for the pericd comprises current and deferred tax recognised in the reporting
period. Tax is recognised in the income statement, except to the extent that it relates to items
recognised in other comprehensive income or directly in equity. In this case tax is also recognised
in other comprehensive income or directly in equity respectively.

Current or deferred taxation assets and liabilities are not discounted..
i) Current tax :
Current tax is the amount of income tax payable in respect of the taxable profit for the year or prior

years. Tax is calculated on the basis of tax rates and laws that have been enacted or substantively
enacted by the period end.
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2020 (continued)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Taxation (continued)

ii) Deferred tax

Deferred tax arises from timing differences that are differences between taxable profits and total
comprehensive income as stated in the financial statements. These timing differences 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 using tax rates and laws that have been enacted or substantively
enacted by the period end and that are expected to apply to the reversal of the timing difference.

Tangible assets and depreciation

Tangible assets are stated at cost less accumulated depreciation and accumulated impairment
losses. Cost includes the original purchase price of the asset and the costs attributable to bringing
the asset to its working condition for its intended use.

Depreciation-is-provided-at-rates -calculated-to.write..off_the_cost. of .each-asset.on. a.straight-line.. .. . _. —

basis over its estimated useful life as follows:

Freehold land and bulidings 25 years
v Plant and machinery 3to 12 years
There is no depreciation on freehold land.

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

Tangible 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 profit or loss.

Leases

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.

Leases that do not transfer all the risks and rewards of ownership are classified as operating
leases. Payments under operating leases and lease incentives received are charged on a straight-
line basis to the income statement over the term of the lease.

Impairment of non-financial assets }
At each quarter end 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.
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2020 (continued)

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Impairment of non-financial assets (continued)

If the recoverable amount of the asset is estimated to be lower than the carrying amount, the
carrying amount is reduced to its recoverable amount. An impairment loss is recognised in the
income statement, 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 the income statement.

If an impairment loss is subsequently reversed, the carrying amount of the asset 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 the income statement.

Stocks

Stocks are stated at the lower of cost and estimated selling price less costs to sell (net realisable
value). Stocks are recognised as an expense in the period in which the related revenue is
recognised.

Cost is determined on the weighted average price method, some of which represent the most
recent purchase price. Cost includes the purchase price, including taxes and duties and transport
and handling directly attributable to bringing the stocks to their present location and condition.

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

Cash and Cash equivalents

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.

Provisions

Provisions are recognised when 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.

Where there are a number of similar obligations, the likelihood that an outflow will be required in
settlement is determined by considering the class of obligations as a whole. A provision is
recognised even if the likelihood of an outflow with respect to any one item included in the same
class of obligations might be small.

Provisions are recorded for restructuring, retirements, onerous contracts, and other obligations.

Restructuring provisions are recognised when the Company has a detailed, formal plan for the
restructuring and has raised a valid expectation in those affected by either starting to implement
the plan or announcing its main features to those affected and therefore has a legal or constructive
obligation to carry out the restructuring.

Provisions are measured at the present 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 provision due to passage of
time is recognised as a finance cost.
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2020 (continued)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Financial instruments

i) Financial assets

Basic financial assets, including trade and other receivables and cash and bank balances, 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.

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
betwaen the carrying amount and the present value of the estimated cash flows discounted at the
asset’s ariginal effective interest rate. The impairment loss is recognised in the income statement.
If there is a decrease in the impairment loss arising from an event occurring after the impairment

was-recegnised-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 the income statement.

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 (c) despite having 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 unrefated third party without imposing additional
restrictions.

ii) Financial liabilities

Baslc financial liabilities, including lrade and olher payables, bank loans and loans from 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. Accounts payable 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.

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

Critical judgements and estimates in applying the accounting policies

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

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2020 (continued)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

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

- Useful economic lives of tangible assets

The annual depreciation charge for tangible assets is sensitive to changes in the estimated useful
economic lives and residual values of assets. The useful economic lives and residual values are
assessed annually. They are amended when necessary to reflect current estimates, based on
technological advancements, future investments, economic utilisation and the physical condition
of the assets. See note 9 for the carrying amount of tangible assets and note 3 above for the useful
economic lives for each class of asset.

4. TURNOVER

Turnover, which relates entirely to the supply of turbochargers, comprised:

2020 2019

£'000 £'000

Sales to third parties ' 98,134 126,632
Sales to Group Companies 10,802 13,218

' 108,936 139,850

Contributions to turnover by geographical destination 2020 2019

were as follows: £'000 £000

United Kingdom 48,688 63,042

Rest of Europe 48,912 63,518

Rest of the World 11,336 13,290
108,936 139,850

All turnover originates in the United Kingdom.
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2020 (continued)

5. OPERATING PROFIT

Note 2020 2019
' £'000 £000 .
Operating profit is stated after charging/(crediting) : i
Coronavirus Job Retention Scheme income (808) -
Depreciation of tangible assets (owned) 9 2,854 3,702
Impairment of fixed assets 9 381 22
Gain of sale of fixed assets g (18) -
Operating lease charges ) 154 152
Research and development costs 3,534 3,578
Net foreign currency losses 1,951 894
2020 2019
