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JCB Heavy Products Limited
Strategic report for the year ended 31 December 2018

The directors present their strategic report on the company for the year ended 31 December 2018.

Principal activities
The principal activity of JCB Heavy Products Ltd is the design and manufacture of earthmoving equipment.

Review of business and future developments

In 2018 the global construction equipment market grew by 18% compared to 2017 (Source: ISTAT). This growth was
more evenly spread compared to the prior year with India exhibiting the strongest growth at 34%, with other regions as
follows: China 33%, Russia & CIS 28%, Asia Pacific 22%, Latin America 20%, North America 16%, Europe 15%, and
the UK & Ireland 8%. The markets of Middle East & Turkey, Africa and Japan & Korea all declined by 22%, 5%, and 4%
respectively. For 2019, markets are expected to remain stable, although heightened geopolitical uncertainties make
forecasting more challenging than usual.

This market growth, along with the launch of new products, has enabled the company to increase turnover by 17% from
£241.3m in 2017 to £282.9m in 2018. Tight cost control has resulted in a reduced operating loss of £3.6m (2017: £7.6m
loss). The company had a balance sheet with net assets of £12.4m (2017: £19.3m).

Results in the early part of 2019 are in line with expectations. The global construction market is expected to grow in 2019,
and the group’s share of this market is also expected to grow. However, the rate of growth of individual markets will vary
considerably, dependent upon local economic and geopolitical conditions. The group remains confident about its longer-
term prospects and will continue to invest in its manufacturing and distribution base, and in new product development,
throughout 2019 and beyond.

Principal risks and uncertainties

The principal risk facing JCB Heavy Products Ltd is the cyclical nature of the industry as a whole which, in broad terms,
tracks the global economic cycle. To manage this risk, JCB Heavy Products Ltd addresses a spectrum of regional markets
and product sectors, and operates an organisation and capital structure which is flexible and fast reacting to market
conditions. Over its history, the company has grown in the good years and weathered the downturns, increasing the size of
the business as each cycle progresses.

Other key risks monitored by the executive management team are the competitive environment, protection of intellectual
property, availability of raw materials, cyber security and regulation. Executive management monitors these on a regular
basis and has plans in place to mitigate the risks.

Financial risk management

The company’s operations expose it to a variety of risks that include credit risk, liquidity risk and exchange rate risk. The
company has in place a risk management programme that seeks to limit the adverse effects on the financial performance of
the company.

Credit risk

JCB Heavy Products Ltd’s principal financial assets are trade receivables, group receivables and other receivables. The
credit risk is primarily attributable to its trade receivables with potential recoverability issues mitigated by credit insurance.
JCB Heavy Products Ltd has no significant concentration of external credit risk, with exposure spread over a number of
counterparties.

Liquidity risk

In order to maintain liquidity to ensure that sufficient funds are available for ongoing operations and future developments,
JCB Heavy Products Ltd uses a mixture of short term facilities and JCB Service group funding if required. Adequate
facilities are available to support the company’s business for at least 12 months beyond the date of this report.

Exchange rate risk

The exchange rate risk is mitigated by the JCB Service group’s hedging arrangements. The group hedges exchange rate
exposure on foreign currency transactions, mainly those relating to sales, where a significant proportion thereof is
invoiced in foreign currencies. It is the group's policy to reduce this exposure through the use of forward currency
contracts.
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JCB Heavy Products Limited
Strategic report for the year ended 31 December 2018 (continued)

Regulatory Landscape

The change in the regulatory landscape brought about by the UK's exit from the European Union presents very few
concerns to JCB Heavy Products Limited. The Company has previously had a lot of experience buying components from
and selling finished goods to countries outside the EU, on different terms to the Single Market, so adapting to any
foreseeable change in regulatory landscape will, as anticipated, prove to be relatively straightforward and this is expected
to remain the case for the rest of this financial year and beyond.

Key performance indicators (KPIs)
JCB Heavy Products Ltd uses a range of financial and non-financial indicators to monitor performance.

Financial measures are turnover and operating profit:

2018 2017

£000 £000

Tumover 282,863 | 241,331
Operating loss (6,266) (7,620)

Non-financial indicators include operational statistics, health and safety measures and environmental factors.

Approved on behalf of the board

AL

G A Macdonald
Director

i SWG’EK 2019



JCB Heavy Products Limited
Directors’ report for the year ended 31 December 2018

The directors present their report and the audited financial statements for the year ended 31 December 2018.

Future developments _
Details of anticipated future developments in the company’s business have been provided in the strategic report; see pages
2 and 3 for further information.

Dividends
The directors do not propose the payment of a dividend (2017: £nil).

Research and development
The company continues to invest in product research and development with expenditure during the year of £11.3 million

(2017: £12.5 million).

Statutory Records
The company is a privately held company, limited by shares, and incorporated in England. Its company registration
number is 02517503.

Directors
The directors who held office during the year and up to the date of approving the financial statements are given below:

G A Macdonald

M W Turner

B Atwal (Resigned 5 January 2018)

G W Robinson (Appointed 1 January 2018, resigned 1 January 2019)
A JGorton (Appointed 1 January 2019)

Directors Indemnity Insurance

The company purchases liability insurance cover for directors and officers of the company which gives appropriate cover
for any legal action brought against them in their capacity as directors or officers. The company also provides indemnity
for its directors (to the extent permitted by law) in respect of liabilities which could occur as a result of their office. This
indemnity does not provide cover should a director be proved to have acted fraudulently or dishonestly. This indemnity
was in place throughout the financial year, and at the date of approval.

Employees

The directors acknowledge the need to encourage employee involvement in the improvement of the company’s
performance by supplying information on matters of importance through regular consultation with employees.
Information is provided by various means, including audio-visual presentations, company newspapers and information
bulletins. There is also an annual review of the company’s performance, which is presented to all employees. Employees
are encouraged to participate in local schemes designed to improve performance in the areas in which they work.

The company discharges, equitably, its statutory and social duties in respect of the Sex Discrimination Act 1975, the Race
Relations Act 1976, the Disability Discrimination Act 1995 and the Employment Equality Regulations on sexual
orientation, religion, belief or age. An equal opportunities policy is in operation. For those employees becoming disabled
during the course of their employment, every effort is made, whether through training or redeployment, to provide an
opportunity for them to remain with the company.

Matters disclosed elsewhere within the financial statements

Required disclosures in relation to the company's principal activity, key performance indicators, business review,
principal risks and uncertainties and financial risk management have been included within the company's Strategic Report
on pages 2 and 3 of these financial statements.



JCB Heavy Products Limited

Directors’ report for the year ended 31 December 2018 (continued)

Statement of directors' responsibilities in respect of the financial statements
The directors are responsible for preparing the Annual Report and the 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 profit or loss of
the company for that period. In preparing the financial statements, the directors are required to:

e select suitable accounting policies and then apply them consistently;

e 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;

e 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.

Directors’ confirmations
In the case of each director in office at the date the Directors’ Report is approved:

e 5o far as the director is aware, there is no relevant audit information of which the company’s auditors are

unaware; and

o 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 auditors, PricewaterhouseCoopers LLP, have indicated their willingness to continue in office. Elective resolutions are
currently in force to dispense with holding annual general meetings, the laying of financial statements before the Company
in general meetings and the appointment of auditors annually. Pursuant to section 487 of the Companies Act 2006, the
auditors will be deemed to be reappointed and PricewaterhouseCoopers LLP will therefore continue in office.

Approved on behalf of the board

'A Macdonald
irector

19 SEPTEHBER 2019



JCB Heavy Products Ltd
Independent auditors’ report to the members of JCB Heavy Products Ltd

Report on the audit of the financial statements

Opinion
In our opinion, JCB Heavy Products Ltd’s financial statements:

e give a true and fair view of the state of the company’s affairs as at 31 December 2018 and of its loss for the year
then ended;

e 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 Ireland”, and applicable law); and

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

We have audited the financial statements, included within the Directors' Report and Financial Statements (the “Annual
Report”), which comprise: the Balance sheet as at 31 December 2018; the Profit and loss account 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) (“ISAs (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 fulfilled our other ethical
responsibilities in accordance with these requirements.

Conclusions relating to going concern
ISAs (UK) require us to report to you when:
o the directors’ use of the going concern basis of accounting in the preparation of the financial statements is not
appropriate; or

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

We have nothing to report in respect of the above matters.

However, because not all future events or conditions can be predicted, this statement is not a guarantee as to the company’s
ability to continue as a going concern. For example, the terms on which the United Kingdom may withdraw from the
European Union are not clear, and it is difficult to evaluate all of the potential implications on the company’s trade,
customers, suppliers and the wider economy.

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 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 the responsibilities described above and our work undertaken in the course of the audit, ISAs (UK) require us also
to report certain opinions and matters as described below.



JCB Heavy Products Ltd
Independent auditors’ report to the members of JCB Heavy Products Ltd (continued)

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 2018 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 material 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 in respect of the financial statements, 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

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs (UK) will
always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of users
taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website at:
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ 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 consent in 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 received all the information and explanations we require for our audit; or

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

We have no exceptions to report arising from this responsibility.

Graham Parsons (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Manchester

(2 Segprembe 2019



JCB Heavy Products Ltd
Profit and loss account for the year ended 31 December 2018

-Note 2018 2017

£000 £000

Turnover 5 282,863 241,331
Cost of sales (275,823) (233,030)
Gross profit 7,040 8,301
Distribution costs (18,224) (16,555)
Administrative expenses (5,708) (6,944)
Other operating income 6 10,626 7,578
Operating loss 7 (6,266) (7,620)
Interest payable and similar expenses 10 (976) (631)
Loss before taxation (7,242) (8,251)
Tax on loss 11 349 950
Loss for the financial year (6,893) (7,301)

All activities are derived from continuing operations.

The company has no other comprehensive income or expense for the year and prior year other than the results above and

therefore no separate statement of comprehensive income has been presented.
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JCB Heavy Products Ltd
Balance Sheet as at 31 December 2018

Note 2018 2017
£°000 £000
Fixed assets
Tangible assets 12 28,428 29,611
Current assets
Stock 13 25,734 17,798
Debtors 14 77,077 52,041
Cash at bank and in hand 2,526 -
105,337 69,839
Creditors: amounts falling due within one year 15 (114,100) (75,568)
Net current liabilities (8,763) (5,729)
Total assets less current liabilities 19,665 23,882
Provisions for liabilities 17 (7,246) (4,570)
Net assets 12,419 19,312
Capital and reserves
Called up share capital 19 4,500 4,500
Retained earnings 20 7,919 14,812
Total shareholder’s funds 12,419 19,312

The financial statements on pages 8 to 23 were approved by the board of directors on (stwbﬁ and were

signed on its behalf by:

WLy

A Macdonald
Director

Registered Number: 02517503



JCB Heavy Products Ltd

Statement of changes in equity for the year ended 31 December 2018

Total

Called-up Retained  shareholder’s

share capital earnings funds

£000 £°000 £000

Balance as at 1 January 2017 4,500 22,113 26,613
Loss for the financial year - (7,301) (7,301)
Total comprehensive expense for the year - (7,301) (7,301)
Balance as at 31 December 2017 4,500 14,812 19,312
Loss for the financial year - (6,893) (6,893)
Total comprehensive expense for the year - (6,893) (6,893)
Balance as at 31 December 2018 4,500 7,919 12,419




JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018
1. General information

The principal activity of JCB Heavy Products Ltd is the design and manufacture of earthmoving equipment.

The company is a limited company incorporated and domiciled in England, UK. The address of its registered office is
Lakeside Works, Rocester, Uttoxeter, Staffs, ST14 SJP.

2. Statement of compliance

The financial statements of JCB Heavy Products Ltd 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, under the provision of the Large and
Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008 (SI 2008/410).

The company is a wholly-owned subsidiary of JCB Service and is included in the consolidated financial statements of
JCB Service, which are publicly available. Consequently, the company has taken advantage of the exemption from
preparing a cash flow statement under the terms of FRS 102. The company is also exempt under the terms of FRS 102
from disclosing related party transactions with entities that are part of the JCB Service group or investees of the JCB
Service group. The company has taken advantage of the exemption from disclosing total compensation to key
management personnel under paragraph 33.7 of FRS 102. The company has also taken the exemption in respect of
certain financial instrument disclosures as allowed by FRS 102. For details of other related party transactions see note 22.

3. 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.

Principal accounting policies

The financial statements have been prepared under the historical cost convention, on the going concemn basis, and in
accordance with the Companies Act 2006 as modified by certain financial assets and liabilities measured at fair value
through profit or loss.

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 note 4.

(a) Turnover recognition

Turmover is measured at the fair value of the consideration received or receivable and represents the amount receivable for
goods supplied or services rendered to customers outside of the company, excluding VAT and sales taxes and net of sales
incentives.

The company recognises turnover from sales of products when significant risk and rewards have been transferred to
external parties, normally upon shipment. Turnover from the provision of services is recognised in the accounting period
in which the services are rendered when the outcome of contract can be estimated reliably.

Royalty income is recognised on an accruals basis and is credited to other operating income.

Interest income is recognised using the effective interest rate method.



JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018 (continued)

3. Summary of significant accounting policies (continued)

(b) Sales incentives

Provisions are made for sales incentives where a legal or constructive obligation exists as at the balance sheet date.
Provisions are recognised based on the directors’ best estimate of amounts to be paid, taking into account specific
customer agreements, historical trends and market factors in the geographies in which the company operates. Provisions
are included within accruals and deferred income and are offset against revenue in the profit and loss account.

(¢) Foreign currency

The company’s functional and presentational currency is the pound sterling. Therefore these financial statements are
presented in pound sterling and have been rounded to the nearest thousand pounds.

Monetary assets and liabilities denominated in foreign currencies are translated at the rate of exchange ruling at the
balance sheet date. Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction. All
differences on exchange are taken to the profit and loss account.

(d) Employee benefits

Post employment benefits for eligible employees are primarily provided by two defined benefit schemes which are funded
by contributions from the company and employees into separately administered trust funds. The company is unable to
identify its share of the underlying assets and liabilities of these schemes. As a result, the company accounts for
contributions to the schemes as if they were defined contribution schemes by charging them to the profit and loss account
as incurred. Full details of the defined benefit scheme can be found in the financial statements of JCB Service which are
publicly available.

The defined benefit schemes are closed to new entrants and have been replaced by a stakeholder scheme which is a defined
contribution scheme. Post employment costs relating to defined contribution arrangements are charged to the profit and
loss account as incurred. The assets of the scheme are held in an independently administered fund.

(e) Taxation

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.

Deferred taxation is recognised in respect of all timing differences that have originated but not reversed at the balance
sheet date, where transactions or events that result in an obligation to pay more tax in the future or a right to pay less tax in
the future have occurred.

Deferred tax assets are regarded as recoverable and recognised in the financial statements when, on the basis of available
evidence, it is more likely than not that there will be suitable taxable profits from which the future reversal of the timing

differences can be deducted.

Deferred tax is measured at the average tax rates that are expected to apply in the periods in which the timing differences
are expected to reverse based on tax rates that have been enacted or substantially enacted at the balance sheet date.

The deferred tax assets and liabilities are not discounted.



JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018 (continued)

3. Summary of significant accounting policies (continued)

(f) Tangible fixed assets
The cost of tangible fixed assets is their purchase cost, together with any incidental costs of acquisition. Depreciation is
calculated so as to write off the original cost by equal annual instalments over the expected useful economic lives of the

assets concerned, other than freehold land and assets in the course of construction which are not depreciated.

The principal rates used are:

Freehold buildings 2%
Plant and machinery 10% - 25%
Fixtures, fittings and equipment 10% - 33.33%

Additional depreciation is provided where, in the opinion of the directors, there has been a permanent diminution in the
value of the fixed asset.

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

(g) Impairment of non-financial assets

At each balance sheet date non-financial assets not carried at fair value are assessed to determine whether there is an
indication that the asset (or asset’s cash generating unit) may be impaired. If there is such an indication the recoverable
amount of the asset (or asset’s cash generating unit) is compared to the carrying amount of the asset (or asset’s cash
generating unit).

The recoverable amount of the asset (or asset’s cash generating unit) 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 cash flows before interest and tax obtainable as a
result of the asset’s (or asset’s cash generating unit) continued use. These 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 the profit and loss account,
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 or amortisation) had no impairment loss
been recognised in prior periods. A reversal of an impairment loss is recognised in the profit and loss account.

(h) Stocks and work in progress

Stocks are stated at the lower of historical cost and estimated selling price less costs to complete and sell. Stock is
recognised as an expense in the period in which the related revenue is recognised. Cost is determined on the first-in, first-
out (FIFO) method and includes direct materials, labour and appropriate works overhead.

At the end of each reporting period stock is 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 profit and loss
account. 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 and loss account.

(i) Warranty provision

Provision is made for the company’s estimated liability on all machines still under warranty, including claims already
received. The provision is charged against trading profits and is included in provisions for liabilities, with amounts
recoverable from suppliers included within other debtors. Deferred income in relation to warranty contracts is included
within the warranty provision and released over the life of the policy net of the costs incurred.

13



JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018 (continued)

3. Summary of significant accounting policies (continued)

(j) Research and development

Expenditure on research and development is incurred continuously and is expensed as incurred.
(k) Repairs and renewals

All repairs and renewals are expensed as incurred.

() Debtors

Trade debtors are recorded net of amounts discounted without recourse, less any provision for bad or doubtful debts. Initial
recognition is at transaction price, subsequently measured at amortised cost.

(m) Operating leases

Costs in respect of operating leases are charged to the profit and loss account on a straight line basis over the lease term.

(n) Government grants

Regional development grants and other investment grants are accounted for using the performance model, recognising the
entire amount of the grant when performance conditions are met. Where all performance conditions are not met at the year
end, the grant is taken to deferred income and released to the profit and loss account when the remaining performance
conditions are met.

(o) Dividends

Dividends and other distributions to the company’s shareholders are recognised as a liability in the financial statements in
the period in which the dividends and other distributions are approved by the shareholders. These amounts are recognised
in the statement of changes in equity.

(p) Financial instruments

The company has chosen to adopt 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, 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 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 (c) 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.

14



JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018 (continued)

3. Summary of significant accounting policies (continued)

(p) Financial instruments (continued)

(i) Financial liabilities

Basic financial liabilities, including trade and other creditors, bank and other loans, loans from fellow company companies
and preference shares, 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.

Fees paid on the establishment of loan facilities are recognised as transaction costs of the loan to the extent that it is
probable that some or all of the facility will be drawn down. In this case, the fee is deferred until the draw-down occurs. To
the extent there is no evidence that it is probable that some or all of the facility will be drawn down, the fee is capitalised
as a pre-payment for liquidity services and amortised over the period of the facility to which it relates.

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 currently apply hedge accounting for interest rate and foreign exchange derivatives.

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.



JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018 (continued)
4. Critical accounting judgements and estimation uncertainty

Estimates and judgements are continually evaluated and are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances.

Critical accounting estimates and assumptions

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

(a) Useful economic life of tangible assets

The annual depreciation charge for tangible assets is sensitive to changes in the estimated useful economic lives and
residual values of the assets. The useful economic lives and residual values are re-assessed annually. They are amended
when necessary to reflect current estimates, based on technological advancement, future investments, economic utilisation
and the physical condition of the assets. See note 12 for the carrying amount of the tangible assets, and note 3 for the
useful economic lives for each class of assets.

(b) Stock provisioning

The company designs, manufactures and sells construction equipment and is subject to market demands and regulatory
requirements. As a result it is necessary to consider the recoverability of the cost of stock and the associated provision
required. When calculating the stock provision, management considers the nature and condition of its stock, as well as
applying assumptions around anticipated saleability of finished goods and future usage of raw materials. See note 13 for
the net carrying amount of the stock and associated provision.

(c) Impairment of debtors

The company makes an estimate of the recoverable value of trade and other debtors. When assessing impairment of trade
and other debtors, management considers factors including the current credit rating of the debtor, the ageing profile of
debtors and historical experience. See note 14 for the net carrying amount of the debtors and associated impairment
provision.

(d) Warranty provision

The company designs, manufactures and sells construction equipment with certain products having a warranty period
associated with their sale. As a result the company considers the future cost of warranty claims and the provision arising.
When calculating the provision required, management considers its obligation to make good eligible issues within the
relevant warranty period for those product lines having warranty conditions attached, and takes into account historical
data and known performance issues. See note 17 for the warranty movement and year end provision.

(e) Sales incentive provision

Under certain conditions the company offers sales incentives in order to maintain its competitiveness in its respective
markets. The provision is calculated by considering economic indicators across geographic regions and market segments.
Provisions are made with reference to agreed terms with customers or based on historical experience where formal
agreements are not in place.



JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018 (continued)
5. Turnover

An analysis of turnover by geographical market is given below:

2018 2017

£°000 £000

United Kingdom ' 66,084 57,505
Europe 113,602 97,996
North America 18,532 11,618
Middle East 8,705 7,777
Far East 37,355 28,357
Africa 21,316 18,422
Latin America 15,574 17,576
India 1,695 2,080
' 282,863 241,331

JCB Heavy Products Limited is engaged in a single class of business: the design, manufacture, marketing and sale of a

range of excavating machines.

6. Other operating income

2018 2017
£000 £000
Royalties receivable 10,626 7,578
7. Operating loss
Operating loss is stated after charging/(crediting):
2018 2017
£000 £000
Hire of machinery and equipment 540 553
Services provided by the company’s auditors:

Fees payable for the audit 21 20
Foreign currency losses/(gains) 1,138 2,287
Depreciation of tangible fixed assets 2,748 2,609
Research and development expenditure 11,285 12,459

8. Particulars of employees

The average monthly number of persons employed by the company (including directors) during the year, analysed by

category, was as follows:

2018 2017
Number Number
Directors 4 4
Administration and service 133 131
Production 298 275
435 410

The aggregate payroll costs of these persons were as follows:
2018 2017
£°000 £000
Wages and salaries 22,201 16,872
Social security costs 1,892 1,933
Other pension costs 1,692 1,338
25,785 20,143




JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018 (continued)
9. Directors’ emoluments

The directors’ emoluments for the year were as follows:

2018 2017

£°000 £000

Directors’ emoluments - 767
Defined benefit pension cost - 28
- 795

During the year the number of directors who were accruing benefits under company pension schemes was as follows:

2018 2017
Number Number
Defined benefit - 2

The aggregate emoluments of the highest paid director (excluding pension contributions) were £nil (2017: £506,000).

Emoluments of the directors are borne by other group companies.

10. Interest payable and similar expenses

2018 2017
‘ £°000 £000
Group interest 311 108
Group discounting charges 619 485
Other interest 46 38
976 631
11. Tax on loss

Analysis of credit in the year 2018 2017
£°000 £°000

Current tax
UK corporation tax credit on loss for the year (1,318) (1,727)
Adjustment in respect of prior year (24) 494
UK corporation tax (1,342) (1,233)
Foreign tax charge for the year 1,116 829
Total current tax (226) (404)

Deferred tax
Origination and reversal of timing differences (131) 40
Adjustments in respect of prior year 8 (586)
Total deferred tax (123) (546)

Total tax on loss (349) (950)




JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018 (continued)

11. Tax on loss (continued)

Factors affecting current year tax charge

The tax assessed on the loss for the year is higher than (2017: higher than) the standard rate of corporation tax in the

UK of 19% (2017: 19.25%).

The differences are explained below: 2018 2017

£°000 £°000
Loss before taxation (7,242) (8,251)
Loss multiplied by the standard rate of corporation tax in the UK of 19% (2017: 19.25%) (1,376) (1,588)
Permanent differences 1,043 730
Adjustment in respect of prior year (16) (92)
Total tax for the year (349) (950)

The standard rate of corporation tax in the UK changed from 20% to 19% with effect from 1 April 2017. Accordingly, the
company’s profits for this accounting year are taxed at an effective rate of 19%.

Deferred tax liabilities have not been discounted.

Future tax changes

Changes to the UK corporation tax rates were announced on 16 March 2016. These changes were substantively enacted as
part of the Finance Bill 2016 on 6 September 2016 and include reductions to the main rate to 17% from 1 April 2020. This
change has been reflected in these financial statements.

12. Tangible fixed assets

Freehold Land Plant and Fixtures, Fittings Total
and Machinery and Equipment
Buildings
£°000 £°000 £°000 £°000
Cost
As at 1 January 2018 29,773 22,309 2,448 54,530
Additions - 1,067 529 1,596
Disposals - 44) - (44)
As at 31 December 2018 29,773 23,332 2,977 56,082
Accumulated depreciation
As at 1 January 2018 5,268 18,010 1,641 24919
Charge for the year 562 1,922 264 2,748
Disposals - (13) - (13)
As at 31 December 2018 5,830 19,919 1,905 27,654
Net book value at 31 December 2018 23,943 3,413 1,072 28,428
Net book value at 31 December 2017 24,505 4,299 807 29,611

Freehold industrial land of £1,509,000 (2017: £1,509,000) has not been depreciated.

Depreciation is charged to cost of sales.



JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018 (continued)

13. Stocks
2018 2017
£°000 £000
Raw materials 14,286 10,578
Work in progress 10,172 4,903
Finished goods 1,276 2,317
25,734 17,798
During the year stock recognised as an expense in cost of sales was £134,932,000 (2017: £188,492,000).
Stocks are stated after provisions for impairment of £1,367,000 (2017: £1,045,000).
The value of stock in the balance sheet is not materially different from the replacement cost.
14. Debtors
2018 2017
£000 £°000
Trade debtors 454 524
Amounts owed by group undertakings 63,952 38,988
Amounts owed by related parties outside the JCB Service group 733 854
Other Taxation and social security 282 2,133
Corporation tax 332 1,232
Deferred tax 538 415
Other debtors 3,796 2,439
Prepayments and accrued income 6,990 5,456
77,077 52,041
An impairment loss of £nil (2017: £nil) was recognised against trade debtors.
Deferred tax
The movement in the net deferred tax asset/(liability) during the year was:
2018 2017
£°000 £000
As at 1 January 415 (131)
Deferred tax credited to the profit and loss account 123 546
As at 31 December 538 415
The net deferred tax asset consists of the tax effect of timing differences in respect of:
2018 2017
£000 £000
Difference between capital allowances over depreciation on fixed assets 538 415

The net reversal of deferred tax expected to occur next year is £100,000 relating to the

differences on tangible fixed assets.

reversal of existing timing
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JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018 (continued)

15. Creditors: amounts falling due within one year

2018 2017

£000 £000

Bank loans and overdrafts - 18,505
Trade creditors 19,576 13,982
Amounts owed to group undertakings 71,416 26,915
Amounts owed to other related parties outside JCB Service group 10,904 6,467
Taxation and social security 691 591
Accruals and deferred income 11,513 9,108
114,100 75,568

16. Pension schemes

The company is a participating employer in two defined benefit schemes: J C Bamford Lifeplan and J C Bamford
Excavators Limited Senior Directors and Executives Retirement Benefit scheme. These schemes have a combined deficit
of £250.1 million (2017: £271.8 million) calculated in accordance with FRS102. Details of these schemes are disclosed in
the financial statements of JCB Service.

17. Provisions for liabilities

2018 2017
£°000 £000
Deferred tax (see note 14) - -
Warranty provision 7,205 4,570
Other provisions 41 -
7,246 4,570

Warranty provision
2018 2017
£000 £000
As at 1 January 4,570 4,163
Charged to the profit and loss account 3,241 6,097
Amounts utilised during the year (606) (5,690)
As at 31 December 7,205 4,570

It is expected that most warranty expenditure will be incurred in the next financial year, and nearly all will be incurred
within two years of the balance sheet date. Included in other debtors (note 14) is an amount totalling £3,779,000 (2017:
£2,404,000) representing amounts recoverable from suppliers.
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JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018 (continued)

18. Financial instruments

Note 2018 2018 2017 2017
£000 £000 £000 £000
Financial assets constituting debt instruments measured at
amortised cost
- Trade debtors 14 454 524
- Amounts owed by group undertakings 14 63,952 38,988
- Amounts owed by related parties outside the JCB group 14 733 854
- Other debtors 14 3,796 2,439
68,935 42,805
Financial liabilities measured at amortised cost
- Bank loans and overdrafts 15 - 18,505
- Trade creditors 15 19,576 13,982
- Amounts owed to group undertakings 15 71,416 26,915
- Amounts owed to related parties outside JCB Service group 15 10,904 6,467
- Accruals 15 11,513 9,108
113,409 74,977
19. Called up share capital
2018 2017
£000 £°000
Allotted, called up and fully paid up
4,500,000 Ordinary shares of £1 each (2017: 4,500,000 Ordinary shares of £1 each) 4,500 4,500

Each share is entitled to one vote in any circumstances. Each share is entitled pari passu to dividend payments or any
other distribution. Each share is entitled pari passu to participate in a distribution arising from winding up of the

company. The shares are non-redeemable.

20. Reserves

Called up share capital — represents the nominal value of shares that have been issued.

Retained earnings — includes all current year and prior year retained profits and losses.
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JCB Heavy Products Ltd

Notes to the financial statements for the year ended 31 December 2018 (continued)
21. Contingent liabilities

The company is pért of the JCB Service group cash pooling facility which includes the funds and overdrafts of all trading
JCB Service subsidiaries in the United Kingdom for cash management purposes. The facility is jointly and severally
liable and contains a cross-guarantee structure.

22. Related party transactions

The company has taken advantage of the exemption allowed under FRS 102 paragraph 33.1A, available to wholly-owned
subsidiary companies, whose results are included in the consolidated financial statements that are made publicly
available, not to disclose details of transactions with entities that are part of the JCB Service group or investees of the
group qualifying as related parties. '

The company traded machines and parts to and from JCB Construction Equipment (Shanghai) Limited, a company
ultimately controlled by Bamford family interests. The total value of these sales was £696,000 (2017: £519,000) and the
total value of these purchases was £55,587,000 (2017: £42,828,000). The net amount owed by the company at 31
December 2018 to JCB Construction Equipment (Shanghai) Limited was £8,454,000 (2017: £4,912,000).

The company has also acquired parts from JCB Hong Kong Limited, a company that is ultimately controlled by Bamford
family interests. The total value of these purchases was £18,917,000 (2017: £15,097,000). The net amount due to JCB
Hong Kong Limited at 31 December 2018 was £1,685,000 (2017: £600,000).

The company subcontracts some of its research and development projects to JCB Research, a company in which Lord
Bamford is the sole shareholder. The total value of services purchased by the company during the year was £560,000
(2017: £833,000). The net amount owed by the company to JCB Research at 31 December 2018 was £32,000 (2017:
£101,000).

23. Ultimate controlling party

The company is a wholly-owned subsidiary of JCB Service, an unlimited liability company incorporated in England and
Wales. JCB Service is the smallest company to consolidate the results of the company. The largest company to
consolidate the financial statements of JCB Service is Transmissions and Engineering Services Netherlands BV, a
company incorporated in the Netherlands. Transmissions and Engineering Services Netherlands BV is ultimately
controlled by Bamford family interests. Financial statements for Transmissions and Engineering Services Netherlands BV
can be obtained from the Chamber of Commerce, Blaak 40, 3011 TA, Rotterdam and JCB Service financial statements are
available from Companies House.
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