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Fender Musical Instruments Furope Limited
Annual report and financial statemients

Strategic Report

The directors present their annual report and audited ﬁnancial statements ‘for the 53-week period ended 3 January
2021. The comparative period was the 52-week period ended 29 December2019.

Principal activities

The principal activity of thé company throughout the period was the provision of sales and marketing support
services to Fender International Corporation for the sale of musical instruments.

Objectives

The company’s long-term objective is to increase its profitability and net worth as a contribution to the ultimate
parent.company, Fender Musical Instruments Corporation..

Business Strategies

The company’s business strategies in achieving its long-term objective remained the same as in 2019:
- Elevate and éxtend our brands,
- Connect with consumers to build a broad-based Fender community,

- Drive operational efticiencies and improvements with a view to increasing the profit of the company and its
partners.

Key Performance Indicators

The company identified the following financial key performance indicators for 2020 to meet its Business Strategies:
- Achieve targeted profit for the-financial period,
- Minimise cash balance held at the balance sheet date.

In comparing 2020 to 2019, the company made a profit after tax of £1,507k compared to a profit after tax of
£4,074k.

Cash balances decreased at the end of the period in line with the target of minimising cash balances held. This was
achieved by maximising payments to affiliated companies before the end of the accounting period.

Business review

In 2020 the ¢company recorded a growth in its turnover of 22% compared to 2019. The entry level product portfolio,
the “Squier by Fender” range, grew by 55%, with the Classis Vibe series performing exceptionally well. The
Acoustic range grew ovcrall by 77% in comparison to the prior ycar, driven mainly by strong demand for the Classic
Design series:.

The Fender electric guitar range grew by 13%, benefitting from both the launch of new niodels-such as; American
Ultra and the American Pro Il range, alongside continuing growth in the Mexican Player series. The brands within
the Amplifier range grew 16% following the new launches of Mustang GTX and Tonemaster ranges. All brands
within the Specialty range, especially Gretsch and Jackson; continued to perform well with growth of 20% on 2019.

Administrative expenses were higher compared to 2019, although once the prior year partial release of the provision
relating to the penalty awarded by the UK Competition & Markets Authority (“CMA”) is considered, the expenses
were lower. The reduction in these costs was driven by reduced employee travel due to the Covid-19 pandemic and
lower legal fees.

The Other Income represents income related to the provision of sales and marketing support services to Fender
International Corporation and income from Covid-19 related government grants as described in noté 6. ‘This income
from support services was lower compared with 2019, due to reduced employee travel due to the Covid-19
pandemic and lower legal fees.
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The Interest receivable relates to amounts charged on interest bearing loans owed by group undertakings, as
described in note 7.

Cash balances decreased at the end of the périod in line with the target of minimising cash balances held. This was
achieved by maximising paymerits to affiliated companies before the end of the accounting period.

The value of stock includes finished goods and the cost of products not yet delivered within the financial period. In
2020 the value of stock was lower, primarily due to sales being earlier in Decembér compared to 2019.

The Debtors amount is primarily made up of two components; Trade Debtors and Amounts owed by group
undertakings. The Trade Debtor balance was lower, due to sales being earlier in December compared to 2019.

The Creditors balance increased overall in comparison to 2019. This was primarily due.to the Company utilising the
cashflow benefit of the UK government’s decision to allow companies to delay VAT payments for the first quarter
of the year through to April 2021, as a result of the Covid-19 pandemic.

The Provision for Liabilities in 2019 is related to the CMA investigation. The penalty was settled in March 2020.
Employees

The company recognises its unique position .of employing staff who have a high level of loyalty and affiliation to
Fender and its related brands and therefore ultimately to the company. The company has personnel policies and
programs o appraise, train and promote employees based on their ability, skill, and aptitude and on the requirements
of their job. The company has implemented regular benchmarking reviews of staff compensation plans to ensure
that salary levels are competitive and key staff are on performance driven salary packages.

Environmental factors

The company takes its responsibility towards the environment seriously. The company recycles damaged products
in an environmentally efficient manner as well as énsuring the office waste is recycled as much as possible. The.
company has complied with the existing legislation including WEEE legislation (Waste Electrical and Electronic
Equipment Directive) and Producer Responsibility Obligations (Packaging Waste and Waste Batteries) to ensure
that all products are compliant with the relevant regulations.

Risks and uncertainties

The company is exposed to trading risk in the highly competitive retail sector. The company is susceptible to a
possible downturn in consumer spénding, influenced by factors such as a reduction in disposable income, increases
in interest rates and reduced popularity in the brands. Although the company’s exposure to direct exchange rate risk
is limited, it will be indirectly affected by competitors’ responses to exchange rate movements. Such exchange rate
movements will have an effect on some competitor’s purchase prices, whilst on others it will have an impact on the
affected sterling sale price. The company feels that the strength of the brands and the longevity of the products sold
will maintain its financial performance during periods of downturn and wiil limit the effect of large exchange rate
fluctuations. The company’s ultimate parent has a hedging policy that provides a certainty on purchase’prices for the
period ahead.

The company is also exposed to operational risks. These are inherent in all businesses and result mainly from a
potential breakdown in the company’s control of its human, physical and operating resources. The potential effect
on the financial performance and reputation arising from failures in internal controls, flaws or malfunctions in
computer systems, poor product design and delivery could have a significant adverse effect 6n the company
performance. The company has attempled to reduce the risk by putting in resources, procedures and internal controls
as follows:
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¢  Quality inspection processes and regular checks for products before they are delivered to customers.
e The employment of experienced staff dedicated to repairing damaged and defective products.
s  Regular feedback to suppliers for quality issues on products to reduce avoidable failures in the future.

e Segregation of duties between the order entry, logistics function, finance function and IT function.
Furthermore, the logistics function is totally outsourced to a third-party logistics provider complete with its
own bonded warehouse, therefore offering. increased segregation of duties.

e Production and review of daily, monthly, and annual information on the performance against budgets,
forecasts, and prior period.

¢ _An annual budgeting process with regular re-forecasts of results.
¢ Regular reporting to the board on ‘matters of safety, insurance, and treasury management.
e Regular reviews of the company’s internal control procedures by the Corporate Finance department.

The directors are responsible for establishing and maintaining the company’s system of internal controls and for
reviewing its effectiveness. Internal controls are designed to manage rather than eliminate the risk of misstatement
or.material loss and can only provide reasonable rather than absolute assurance that this happens.

The economic and political instability created by Brexit is difficult to predict. The company anticipates that there
will be impacts on mariy areas such as, but not limited to, exchange rate volatility, employment of staff, importation
of products and adherence to new UK legislation. Despite these challenges the directors consider that the stréngth
of its brands, quality of Customer Sales and Support and the company’s robust operation will provide stability that
should allow the company to respond appropriately.

Future Developments

Thus far in 2021 the company has seen its turnover increase compared to 2020. The growth in Fender electric guitar
range has come from the launch of new ranges, such as the American Professional II, Ultra Luxe and Player Plus.
The. performance of “Squier by Fender” range is. forecasted to benefit from the full year effect of the Squier
Paranormal range, which was launched in 2020, and further growth.in the Classic Vibe and Squier Affinity rariges.
Both the Acoustic and amplifier ranges are anticipated to be bolstered by the strong performance of the
Acoustasonic range. Finally, the Specialty range has seen growth with the Gretsch Streamliner & Electromatic
ranges compared to 2020.

The Covid-19 pandemic and the Company’s actions taken in response to it had varying effects on its 2020 results of
operations. Higher global net sales reflected increased demand ranging from beginner to expert players, particularly
as people stayed at home, partially offset by increased costs and supply chain constraints. The duration of the impact
to the Company’s business activity cannot currently be estimated with any degree of certainty. The Company
continues to monitor its operations and applicable government recommendations, and it has made modifications to
its normal operations because of the Covid-19 pandemic. The Company is requiring most of its employees to work
remotely, while ensuring essential staffing levels in our operations remain in place, including maintaining-personnel
in our office and warehousing facilities. Remote working arrangements could impact employees’ productivity and
morale. The Company may incur increased costs and experience delays in sales, purchases, deliveries, and other
business activities associated with the Covid-19 pandemic.

22N ¢ M Leo House
(;M Ve Lz Birches Industrial Estate

East Grinstead

G A McAuley West Sussex
RHI19 1QZ

Registered number 3127180 29 September 2021
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Results and dividends

The profit for the period, after taxation, amounted to £1,507k (20/9: Profit £4,074k). The Directors have not
declared a dividend during the period (2079: nil). After makmg enquiries, the directors have reasonable expectations
that the company has adequate resources to continue in operational existence for the foreseeable, future. Further
information is given in the Basis of Preparation, note 1. For this reason, they continue to adopt the going concern
basis in preparing the financial statéments.

Going Concern

The financial statements have been prepared on a going concern basis which the directors consider to be appropriate
for the following reasons:

The company meets its day to day working capital requirements from balances to and from companies in the group
headed by Fender Musical Instruments Corporation (see notes 21 and 22). A significant proportion of the company’s
turnover telates to the distribution of products manufactured by dand purchased from those companies at intragroup
transfer prices. Intercompany amounts are generally trading balances, on mutually acceptable terms in the normal
course of business that are repayable on deimand, although they have not historically been demanded.

The company has continued to trade throughout the Covid 19 period and in the first half of 2021 has performed
better than the same period in 2020. The full extent to which Covid 19 pandemic may impact the Company’s future
results, operations or liquidity is uncertain.

The directors have prepared cash flow forecasts for a period of at least 12 months from the date of approval of these
financial statements which take account of severe but plausible downsides, including the potential negative impact
of Covid 19. The forecasts indicate that the company will have sufficient funds to meet its liabilities as they fall due
for that period. '

In assessing the going concern basis, the Directors have considered severe but plausible downside scenarios in
preparing forecasts, assuming that monthly revenue for the remainder of 2021 through to December 2022 will be at
the same level as the corresponding periods in 2020. Based on the forecasts, the company would have positive net
current assets and net assets at the end of December 2022.

Conscquently, the directors are confident that the company will have sufficient funds to continue to meet its
liabilities as they fall due for at least 12 months from the date of approval of the financial statements and therefore
have prepared the financial statements on a going concern basis.

Directors
The directors who held office during the period were as follows:
Gerard Authony McAuley

Karl Meier (Resigned 19 February 2021)
Liam Cunnah

The company is a wholly owned subsidiary of Fender International Corporation,
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Political and Charitablé¢ Contributions

“The company made no political contributions during the period (2019: £nil). Charitable donations for the period
amounted to £nil (2019: -£nil).

Disclosure of information to auditor

The directors who held office at the date of approval of this Directors’ Report confirm that so far as they are aware,
there is no relevant audit information of which the company?s auditor is unaware; and each director has taken steps
that they ought to have taken as a director to make thémselves aware of any relevant audit information and to
establish that the companys auditor is aware of that information.

Auditor

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

Events after the end of the Reporting Period (Non adjusting)

The Covid-19 pandemic and the Company’s actions taken in response to it had varying effects on its 2020 results of
operations. Higher global net sales reflected increased demand ranging from beginner to expert players, particularly
as people stayed at home, pamally offset by increased costs and supply chain constraints. The duration of the impact
to the Company’s business activity cannot currently be estimated with any degree of certainty. The Company
continues to monitor its operations and applicable government recommendations, and it has made modifications to
its normal oper"ttlons because of the Covid-19 pandemic. The Comp'my is requiring most of its employees to work
remotely, while ensuring essential staffing levels in our operations remain in place, including maintaining personnel
in our office and warehousing facilities. Remote working arrangéments could impact employees’ productivity and
morale. The Company may incur increased costs and experience delays in sales, purchases, deliveries, and other
business activities associated with the Covid-19 pandemic.

By order of the Board

N Mef(\

G A McAuley Leo House
Company Secretary Birches Industrial Estate
East Grinstead

West Sussex

RHI9 1QZ

Reégistered number 3127180 29 Seplember 2021
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Statement of Directors” responsibilities in respect of the Strategic Report, the Directors’
Report and the financial statements

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

Company law requires the directors to prepare financial statements for each financial period. Under that law they
‘have elected to prepare the financial statements in accordance with UK Accounting Standards and applicable law
(UK Generally Accepted Accounting Practice), including FRS102 The Financial Reporting Standard applicable in
the UK and Republic of Ireland.

Under company law the directors must not approve the financial statements unless they are satisfied that they give a
true and fair view of the state of affdirs of the company and of the profit or loss of the company for that period. In
preparing these financial statements, the directors are required to:

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

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

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

o use the going concern basis of accounting unless they either intend to liquidate the company or to cease
operations or have no realistic alternative but to do so.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
company's transactions and disclose with reasonable accuracy at any time the financial position of the company and
enable them to ensure that the financial statements comply with the Companies Act 2006. They are responsible for
such internal control as they determine is necessary to enable the preparation of financial statements that are free
from material misstatement, whethér due to fraud or érror, and have general responsibility for taking such steps as
are reasonably open ‘to them to safeguard the assets of the company and to prevent and detect fraud and other
irregularities.



INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF FENDER
MUSICAL INSTRUMENTS EUROPE LIMITED

Opinion

We have audited the financial statements of Fender Musical Instruments Europe Limited (“the company”) for the
year ended 3 January 2021 which comprise the Profit and Loss Account and Other Comprehensive Income, Balance
Sheet, Statement of Changes in Equity, Cash Flow Statement and related notes, including the accounting policies in
note 1.

In our opinion the financial statements:

e give a true and fair view of the state of the company’s affairs as at 3 January 2021 and of its profit for the year
then ended;

¢ have been properly prepared in accordance with UK accounting standards, including FRS 102 The Financial
Reporting Standard applicable in the UK and Republic of Ireland; and

e have been prepared in accordance with the requiremenis of the Companies Act 2006.
Basis for opinion

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

Going concern

The directors have prepared the financial statements on the going concern basis as they do not intend to liquidate the
company or to cease its operations, and as they have concluded that the company’s financial position means that this
is realistic. They have also concluded that there are no material uncertainties that could have cast significant doubt
over its ability to continue as a going concern for at least a year from the date of approval of the financial statements
(“the going concern period™).

In our evaluation of the directors’ conclusions, we considered the inherent risks to the company’s business model
and analysed how those risks might affect the company’s financial resources or ability to continue operations over
the going concern period.

Our conclusions based on this work:

¢ we consider that the directors’ use of the going concern basis of accounting in the preparation of the financial
statements is appropriate;

¢ e have not identified, and concur with the directors’ assessment that there is not, a material uncertainty related
to events or conditions that, individually or collectively, may cast significant doubt on the company's ability to
continue as a going concern for the going concern period.

However, as we cannot predict all future events or conditions and as subsequent events may result in outcomes that
are inconsistent with judgements that were reasonable at the time they were made, the above conclusions are not a
guarantee that the company will continue in operation.



Fraud and breaches of laws and regulations — ability to detect
Identifying and responding to risks of material misstatement due to fraud

To identify risks of material misstatement due to fraud (“fraud risks”) we assessed events or conditions that could
indicate an incentive or pressure to commit fraud or provide an opportunity to commit fraud. Our risk assessment
procedures included:

. Enquiring of directors and inspection of policy documentation as to the Company’s high-level policies and
procedures to prevent and detect fraud and the Company’s channel for “whistleblowing”, as well as whether they
have knowledge of any actual, suspected or alleged fraud.

. Reading Board minutes.
. Considering remuneration incentive schemes and performance targets for management and directors.
. Using analytical procedures to identify any unusual or unexpected relationships.

We communicated identified fraud risks throughout the audit team and remained alert to any indications of fraud
throughout the audit.

As required by auditing standards, we perform procedures to address the risk of management override of controls
and the risk of fraudulent revenue recognition, in particular the risk that Sale of goods revenue is recorded in the
wrong period and the risk that management may be in a position to make inappropriate accounting entries.

We did not identify any additional fraud risks.
We performed procedures including:

. Identifying journal entries and post close entries to test based on risk criteria and comparing the identified
entries to supporting documentation. These included unusual combinations with revenue and cash accounts and
material post close entries.

» Assessing whether sales transactions either side of the balance sheet date are recognised in the correct period by
vouching a sample of transactions to despatch note.

Identifying and responding to risks of material misstatement due to fraud.

We identified areas of laws and regulations that could reasonably be expected to have a material effect on the
financial statements from our general commercial and sector experience and through discussion with the directors
and other management (as required by auditing standards), and from inspection of the Company’s regulatory and
legal correspondence and discussed with the directors and other management the policies and procedures regarding
compliance with laws and regulations.

We communicated identified laws and regulations throughout our team and remained alert to any indications of non-
compliance throughout the audit.

The potential effect of these laws and regulations on the financial statements varies considerably.

Firstly, the Company is subject to laws and regulations that directly affect the financial statements including
financial reporting legislation (including related companies legislation), distributable profits legislation, and taxation
legislation and we assessed the extent of compliance with these laws and regulations as part of our procedures on the
related financial statement items.

Secondly, the Company is subject to many other laws and regulations where the consequences of non-compliance
could have a material effect on amounts or disclosures in the financial statements, for instance through the
imposition of fines or litigation. We identified the following area as that most likely to have such an effect: anti-
competition regulations, recognising the nature of the Company’s activities. Auditing standards limit the required
audit procedures to identify non-compliance with these laws and regulations to enquiry of the directors and other
management and inspection of regulatory and legal correspondence, if any. Therefore, if a breach of operational
regulations is not disclosed to us or evident from relevant correspondence, an audit will not detect that breach.



Context of the ability of the audit to detect fraud or breaches of law or regulation

Owing to the inherent limitations of an audit, there is an unavoidable risk that we may not have detected some
material misstatements in the financial statements, even though we have properly planned and performed our audit
in accordance with auditing standards. For example, the further removed non-compliance with laws and regulations
is from the events and transactions reflected in the financial statements, the less likely the inherently limited
procedures required by auditing standards would identify it.

In addition, as with any audit, there remained a higher risk of non-detection of fraud, as these may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal controls. Our audit procedures are
designed to detect material misstatement. We are not responsible for preventing non-compliance or fraud and cannot
be expected to detect non-compliance with all laws and regulations.

Strategic report and directors’ report

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

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

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

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

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

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

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

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

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

We have nothing to report in these respects.

Directors’ responsibilities

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

Auditor’s responsibilities

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue our opinion in an auditor’s report. Reasonable
assurance is a high level of assurance,but does not guarantce that an audit conducted in accordance with ISAs (UK)
will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are



considered material if, individually or in aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of the financial statements.

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

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

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

Gemma Hancock (Senior Statutory Auditor)

for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants

1 Forest Gate

Brighton Road

Crawley

West Sussex

RH119PT

29 September 2021



Profit and Loss Account and Other Comprehensive Income

fbﬁ the period énded 3 Janvary 2021

Turnover
Costof sales

Gross profit
Administrative expenses
Other income

Operating profit

Interest reccivable/(payable) and similar
income/(expenses)

Profit before taxation

‘I'ax on profit,

Profit for the financial period

Total comprehensive income

Note

53 week period
erided’3 January 2021

Fender Musical lnsirimenis Eiwope Limited

Annical veport and financial stateinents

Total
£000

49,843
(46,323)

3,520
(1,119
9,428

1,829

204

1,507

The accompanying notes set out o pages 15 to 28 form part of these finaicial statements,

52 week period
ended 29 December 2019

Total
£000

40,779
(36,763)

4,016
(9,293)
10,147

4,870

(75)

4,795

(721)

4,074




Balance Sheeét
-at3 January 2021

Fixed assets

Tangible assets

Current assefs.

Stocks

Debtors

Caslhi at bank and in hand

Creditors: amouits falling due within onc. yeaf

Net current-assets/(liabilitiés)

Total assets less current liabilitics

Provisions for liabilities

Net assets/(liabilities)

Capital and reserves
Called up sharc capital
Profit and loss accoimt

Sharcholders’ Funds/(Deficit)

Note

10
!
2

13

14

17

Fender Musical Insiriuments Europe Limijed
Annual report and financial statements

3 January 2021

£000 £000

294

294
622
6,503
689
7,814
(7,169)
645

939

939

60

879

939

The accompanying notes on pages 15 to 28-form part of these financial statements.

29 Decermber 2019

.£000 £000
366.
366
723
6,578
891
8,192
(4,595)
3,597
3,963
(4,531)
(568)
60
(628)

(568)

These financial statements were approved by the board of 'directois on 29 Séptember 2021 and weré sighed on its

behalf by:

AT W3
AL
GAMcAlflc_y

-Director.

Compaity registered number 3127180



Statement of Changes in Equity

Balancc at 30 December2018

Total comprehensive income for the period
Profit or loss

Total comprehensive income for the.period

Balanice at 29 Déceriiber 2009

Batance at 29 December 2019

Total comprehensive income for the period
Profit or loss

Total comiprehensive éxpenditure/inégme for the period

Balance at 3.January 2021

Fender Musical Instruments Europe Limited
Annual Feport and-financial statemeiits

Called up Profit and loss Total equity
‘Share account
capital.
£000 £000 £000
60 (4,702) (4,642)
B 4,074 4,074
) 4,074 4,074
60 (628) (568)
Called up Profit and loss' Total €quity"
Share account
capital
£000 £000 £000
60 (628) (568)
- 1,507 1,507
- 1,507 1,507
60 879 939

Thqaccomp;mying notes on pages 15 to 28 form part of these financial statements,




Cash Flow Statement
for the period ended 3 January 2021

Profit for the period
Interest (receivable)/payable
Tae ypay

Operating Profit
Adjustinents for:
Depreciation
Equity-scttled share-based payment transactions

Foreign exchange gain/(losses)
Interest received

Dgcrcasc/(incrc,nsc)' in trade and other debtors
Decredse in stocks

Increase/(decreasc) in trade and other creditors
(Decrease) in provisions

‘Cash floiws from operating activities
Dividend paid
Tax paid

Net cash from operating activities

Cash flows from investing activifies
Acquisition of tangible fixed assels

Net-cash outflow from inv‘csting activities,

Net (decrcasc)/increase in cash and cash equivalenis

Cash and cash cquivalents at 29. December 2019

Cash and cash equivalents at end of the period

Feitder Musical Instriments Europé Limited
Avinual report.and financial statements

Note 2020
-£000
1,507
7 204)
526
1,829
9 204
16 249
7 87
7 17
2,486
11 107
10 101
13 2,561
14 (4,531)
724
(791)
67)
9 (135)
(135).
(202)
891
12 689

The accompanying notes on pages 15 to 28 formi part of these financial statements.

2019
£000

4,074

721
4,870

322
59
(160)
85

5,176
(364)
279
(944)
(2,969)

1,178

(438)

740

(57

(57
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Notes
(forming pari of the financial stateinents)

| Accounting policies

Fender Musical Instruments Europe Ltd (the “Company™) is a private company limited by shares; incorporated,
domiciled and registered in England in the United Kingdom. The registered number is 03127180 and the registered
address is Leo House, Birches Industrial Estate, East Grinstead, West. Sussex, RH19

These financial statements were prepared in accordance with Financial Reporting Standard 102 The Financial
Reporting Standard apphcable in the UK and Republic of Ireland (“FRS 7102 "). The presentation currency of these
financial statements is sterling. All amounts in the financial statements have been rounded to the nearest £1,000.

The company’s ultimate paréent vndertaking, Fender Musical Inistruments Corporation includes the company in its
consolidated financial statements. Thé consolidated financial statements of Fender Musical Instruments Corporation
are prepared in accordance with United States Generally Accepted Accounting Principles.

In these financial statements, the company has -applied the exemptions available under FRS 102 in respect of the
following-disclosures:

« Disclosures in respect of transactions with wholly owned subsidiaries or with their parent

The dccounting policies set out below have, unless otherivise stated, been applied consistently to all periods
presented in these financial statements.

1.1 Measurement convention
The financial statements are prepared on the historical cost basis.
1.2 Going concern

The financial statements have been prepared on a going concern basis which the directors consider to be appropriate
for the following reasons: )

The company meets its day to day working capital requirements from balances to and from companies in the group
headed by Fender Musical Instruments Corporation (see notes 21 and 22). A significant proportion of the
company’s turnover relates to the distribution of products manufactired by and purchased from those companies at
intragroup transfer prices. Intercompany amounts are generally trading balances, on mutually acceptable terms in
the normal course of business that are repayable on demand, although they have not historically been demanded.

The company has continued to trade throughout the Covid 19 period and in the first half of 2021 has performed
better than the same period in 2020. The full extent to which Covid 19 pandemic may impact the Company’s future
results, operations or liquidity is uncertain.

The directors have prepared cash flow forecasts for a period of at least 12 months from the date of approval of these
financial statements which take account of severe but plausible downsides, including the potential negative impact
of Covid 19, The forecasts indicate that the comipany will have sufficient funds to meet its liabilities as they fall due
for that period.

In assessing the going concern basis, the Directors have considered severe but plausible downside scenarios in
preparing forecasts, assuming that monthly revenue for the remainder of 2021 through to December 2022 will be at
the same level as the corresponding periods in 2020. Based on the forecasts, the company would have positive net
current assets and net assets at the end of December 2022.
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Accounting policies (continued)

Consequeritly, the directors are confident that the company will have sufficient funds to continue to meet its
liabilities as they fall due for at least 12 months from the date of approval of the financial statements and therefore
have prepared the financial statements on a going concern basis.

L3 Foreign currency

Transactions in foreign currencies are translated to the company’s functional currency at the foreign exchange rate
ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the balance
sheet date are retranslated to the functional currency at'the foreign exchange rate ruling at that date. Non-monetary
assets and liabilities that are measured in terms of historical cost in a foreign currency are translated using the
exchange rate at the date of the transaction. Non-monetary assets and liabilities denominated in foreign currencies
that are stated at fair value are retranslated to the functional currency at foreign exchange rates ruling: at the dates the
fair value was determined. Foreign exchange differences arising on translation are recognised in the profit and loss
account except for differences arising on the retranslation of qualifying cash flow hedges and items which are fair
valued with changes taken to other comprehensive income, which are recognised in other comprehensive income.

1.4 Basic financial insiruments
Trade and other debtors / creditors

Trade and other debtors are recognised initially at transaction price less attributable transaction costs. Trade and
other creditors are recognised initially at transaction price plus attributable transaction costs. Subsequent to initial
recognition they are measured at amortised cost using the effective interest methad, less any impairment losses in
the case of trade debtors. '

Cash and ¢ash equivalents

Cash and cash equivalents comprise cash balances and call deposits.

L5 Tangible fixed assets

Tangible fixed assets are stated at cost less accumulated depreciation and acéumulated impairment losses.

Leases in which the company assumes substantially all the risks and rewards of ownership of the leased asset are
classified as finance leases. All other leases are classified as operating leases. Leased assets acquired by way of
fihance lease are stated on initial recognition at an amount equal to the lower of their fair value and the present value
of the minimum lease payments at inception of the lease, including any incremental costs directly attributable to
negotiating and arranging the lease. At initial recognition, a finance lease liability is recognised €qual to the fair
value of thé leased asset or, if lower, the present value of the minimum lease payments. The present value of the
niinimum leasé payments is calculated using the interest rate implicit in the lease. Lease payments are accounted for
as described at 1.11 below.

The company assesses at each reporting date whether tangible fixed assets (including those leased under a finance
lease) are impaired.

Depreciation is charged to the profit and loss account on a straight-line basis over the estimated useful lives of each
part of an item of tangible fixed assets. The estimated useful lives are as follows:

s plantand equipment 5 years
o fixtures and fittings between 3 and 5 years

Depreciation methods, useful lives and residual values are reviewed if there is an indication of a significant change
since last annual reporting date in the pattern by which the company expects to consume an asset’s future economic
benefits.

16 Stocks

Stocks are stated at thé lower of cost and estimated selling price less costs to complete and sell. Cost is based on the
first-in first-out principle and includes expenditure incurred in acquiring the stocks, production or conversion costs
and other costs in bringing them to their existing location and condition. In the case of manufactured stocks and
work’in progress, cost includes an appropriate share of overheads based on normal operating capacity.
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L7 Impairment excluding stocks and deferred tax assets
Financial assets (including trade and other debtors)

A financial asset not carried at fair value through profit or loss is assessed at each reporting date to determine
whether there is objective evidence that it is impaired. A financial asset is impaired ‘if objective -evidence indicates
that a loss event has occurred after the initial recognition of the asset, and that the loss event had a negative effect on
the estimated future cash flows of that asset that can be estimated reliably.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference between
its carrying amount and the present value of the estimated future cash flows discounted at the asset’s original
effective interest rate. For financial instruments measured at cost less impairment, an impairment is ¢alculated as the
difference between its carrying amount and the best éstimate of the amount that the company would receive for the
asset if it were to be sold at the reporting date. Interest on the impaired asset continues to be recognised through the
unwinding of the discount. Impairment losses are recognised in profit or loss. When a subsequent event causes the
amount of impairment loss to decrcase, the decreasc in impairment loss is reversed through profit or loss.

1.8 Employee benefits
Defined contribulion plans and other long-term employee benefits

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

Share-based payment transactions

The shatre option programme allows employees to acquire shares of the company. The fair value of options granted
after 7 November 2002 and those not yet vested as at | January 2007 is recognised as an employee expense with a
corresponding charge from the ultimate parent company. The fair value is measured at grant date and spread over
the period during which the employees become unconditionally entitled to the options. The fair value of the options
granted is measured using an option pricing model, taking in to account the terms and conditions upon which the
options were granted. The amount recognised as an expense is adjusted to reflect the actual numbér of share options
that vest except where forfeiture is only due to the exercise value of the option being lower than the value of the
shares at the time of vesting.

19 Provisions

A provision is recognised in the balance sheet when the company has a present legal or constructive obligation as a
result of a past event, that can be rcliably measured, and it is probable that an outflow of economic benefits will be
required to settie the obligation. Provisions are recognised at the best estimate of the aniount required to seitle the
obligation at the reporting date.

1.10 Turnover

Turnover comprises the value of sales (excluding Value Added Tax and trade discounts) of goods and services in the
normal course of business. Sales are recognized when the risks and rewards of ownership transfer to the customer.
This is deemed to occur on delivery.
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‘Accounting policies (continued)
L.11 Expenses

Operating lease

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

Interest receivable and Interest payable

Interest payable and similar charges in¢lude interest payable, finance charges on shares classified as liabilities and
finance leases recognised in profit or loss using the effective interest method, unwinding of the discount on
provisions, and net foreign exchange losses that are recognised in the profit and loss account (see foreign currency
accounting pohcy) Borrowing costs that are directly attributable to thé acquisition, construction or production of an
asset that takes a substantial time to be prepared for use, are capitalised as-part of the cost of that asset.

Other interest receivable and similar income include interest receivable on funds invested and net foreign exchange
gains.

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

Other Income

Other Income comprises of management fees and government grants. The management fee income relates to the
provision of sales and marketing support services to Fender International Corporation

Grants are accounted under the accruals model and income has been accounted for when there is reasonable
assurance that the conditions associated with the grants have been complied with and the grants will be received

L2 Taxation

Unrelieved tax losses and other deferred tax assets are recognised only to the extent that is it probable that they will
be recovered against the reversal of deferred tax liabilities or other future taxable profits. Tax on the profit or loss
for the period comprises current and deferred tax. Tax is recognised in the profit and loss account except to the
extent that it relates to items recogmsed directly in equity or other comprehensive income, in which case it is
recognised directly in equity or othér comprehensivé income.

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

Deferred tax is provided on timing differences which arise from the inclusion of income and expenses in tax
assessménts in periods different from those in which they are recognised in-the financial statements. The timing
differences are not provided for on the differences between accumiilated depreciation and tax allowances for the cost-of
a fixed asset if and when all conditions for retaining the tax allowances have been met. Deferred tax is not recognised
on permanent differences arising because certain types of income or expense are non-taxable or are disallowable for tax
or because certain tax charges or allowances are greater or smaller than the corresponding income or expense.

Deferred tax is measured at thé tax rate that is expected to apply to the reversal of the ielated difference, using tax rates
enacted or substantivély enacted at the balance sheet date.
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2 Turnover

Sale of goods
Total turnover

By geographical market
UK

Europe

3 Expenses and auditor’s remuneration

Included in profit/loss are the following:

Depreciation of owned tangible assets
Opcrating Icasc rentals:

Plant arid machinéry

Motor vehicles

Land-and buildings

Auditor’s remuneration:

Audit of these financial statements

No other services are provided by the Audilor to the company.

4 Staff numbers and costs

Fender.Musical Instriiments Europe Lirnifed

Annual repori and financial statements

2020

£000

49,843

49,843

2020
£000

204

2019
£000

40,779

40,779

33,096
7,683

40,779

2019
£000

322

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

¢ategory, was as follows:

Sales and marketing
Warchousing
Administration

Number of emiployces

2020

76
1
34

i

2019

76
!
35

1i2
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Note 4 (continued)

The aggregate payroll costs of these persons were as follows:

Fender Musical Instruments Europe Limited
Annual repori and financial statements

2019

2020
£000 -£000
Wages and salaries 6,050 5,365
Share based payments (Sct note 16) 249 59
Social security costs 637 559
Contributions to defined contribution plans 155 165
7,091 6,148
5 Directors® remunerition
2020 2019
£000 £000
Directors; remuneration 926 494
Ammounts receivable under long term incentive plans 220 64
Company contributions to money purchase pension plans 19 11
1,165 569

The aggregate of remuneration and amounts receivable under long term incéntive plans of the highest paid director
was £515k (2019: £229k) and company pension contributions of £5k (2019: £3k) were made to a money purchase
scheme on his behalf. No share options were exercised by directors in the period (20/9: £nil).

During the year, three directors were accruing benefits in a defined contribution pension plan (2019: three). Two
directors were part of long-term incentive plans whereby shares or financial réwards were receivable in respect of
their qualifying services (20 19: two).

The directors consider that the only key management personnel are the directors themselves, therefore.remuneration
in respect of key management personnel is as per the directors' remuneration.

6 Other income:
2020 2Q098
£000, £6000
Management Fee 9,234 10,147
Government Grants 194 -
9,428 10,147

Grants include Government grant income relating to the Coronavirus Job Retention Scheme (CIRS) and is
recognised as receivable in line with the period that the expense has been incurred..
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Notes (continued)

7 Interest receivable/(payable) and similar income/(expenses) ‘

Tnterest on amounts-due.from-group undertakings
Net foreign exchange 10ss
Bank interest

“Total interest receivable/(payable) and sifilarincome/(expenses)

8 Taxation

Total tax expense recognised in the profit and loss account, other comprehensive income and equity

£000
Ciirrenit tax
Current tax on income for the period
Adjustments in respect of prior periods

Total curreit tax charge

Deférred tax (see note 13)
Origination and reversal.of timing differcnces (36)

Total defcrred tax (credit)/charge (36)

Total tax charge

Analysis of current fax.recognised in profit and loss

UK corporation tax
Déferréd taxation (crédit)/charge

Total current tax recognised in profit.and-loss.

2020

Fenider Musical Instrumenits Enrope Limited
Annual report and financial statements

2020
£000

115

204

£000 £000
516
46
562

27

27
526

2020,

£000

562

(36)

526

2019

£000
85

(160).

(75y

2019
£000

515

179

694

721

2019
£000

694
27

721
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8 Taxation (continited)

‘Reconciliation of effective tax rate

2020 2019

£000 £000.
Profit for the period 1,507 4,074.
Total tax expense 526 721
Profit exchiding taxation 2,033 4,795
“T'ax using the UK corporation tax rate of 19% (2019: 19/) 386 911
Non-dedictible cxpcnses 94 195
Release of provision (564)
Under provided in prior periods 46 179°
Total tax.expense included in profit of loss 526. 721

“The releast of provision refers to the. partial relcase of the provision made in 2018 relating to the penalty awarded by- the UK
Compeltifion & Markets Alithority (“CMA”).

In the 3 March 2021 Budget, it was announced that the UK tax.rate will'increase from 19% t0.25% from 1 April 2023. This will

have a consequential effect on the company’s future tax charge. IT this ratcichange had been substantively enacted at the current
balance shcet date; the deferred tax asset, which is curréntly calculated &t 19%, wotild have decreased hy £2k.
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9 Tangible fixed assets.

Cést

Balance at 29 Deceinber 2019
Additions

Disposals

Balance at 3 January. 2021

Depreciation and impairment
Balance ai 29 December 2019
Dépreciation charge for the period
Disposals:

Balance at 3. January 2021

Net book value
At 29 Degerinber'2019

At3 Jarivary 2021

Land and Buildings

The net'book value of land and buildings comprises:

Short leaschold

Fendei: Musical Instriuneiits Europe Limited.
Annual report and financial statements

Land‘and. Fixtures &
buildings fittings
£000 £000
1,121 986
95 40
(326) (110)
890 916
1,030 711
88 1 l6
(326) (io7)
792 720
9ol 275
98 196
2020
£000
98-
98

Total
£000

5,107

(436)

1,806

1,741

(433)

1,512

36¢

N

29

S
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10 ‘Stocks
2020
£000
Finished goods 622
622
The write-down of stocks to net realisable value amounted to £209k {2019: £233k).
11 Debtors
2020
£000
Trade debtors: _ 14151
Amounts owed by group undertakings (see note 20) 5,161
Other debtors 10
Deferred fax assets (see nioté 15) 32
Prepaymenis and accrued.income 149
6,503

-2019 -

£000

723

723

2019
£000

2,198
4,043

328

6,578

The Amounts oived by group undeitakings are repayable on demand and inteiéest is charged. Intérest in the period

‘was £115k (2019: £85K).

12 Cashand cash equivalents
2020
£000
Cashi at baik dnd in hand 689
.Cash and cash cquivalents per cash flow statement 689

2019
£000

891

891

24



Fendei Musical 7}1slruin'énts Europe Lirited
Annuial report-and financial statements

Notes (continued)

13 Creditors: amounts falling due within one year
2020
£000
Trade creditors 257
Amounis owed to parent (se¢ notc 20) 151
Taxation and sgcial sccurity 3,664
Accruals and deferred income 2,829
Deferred tax liability (Sec noté 15) -
Corporation lax, 268
7,169
Amounts owed to parent are unsecured, interest free and have no fixed date of reépayment.
i4 Provisions for liabilities
2020
£000
Balance at 29 December.2019 4,531
Provisions made in the pcriod -
Unused amounts reversed during the period
Provisions used during the year (4,531)

2019
£000
189
466
1,501
1,935

500

4,595

2019
£000

7,500
(2,969)

4,531

In Aprll 2018, the CMA commenced investigations into allegations of anti-competitive behaviour in the UK musical
instruments and equipment market by various parties, including the company. In 2018 th¢ company provided
£7,500k related to this matter as administrative expenses within these financial statements. In March 2020, the

company scttled the outstanding CMA penalty of £4,531k.

i5 Deferred tax assets and liabilitics

Deferred tax assets and liabilities are attributable to the following:

Assets ) Liabilities Net
2020 2019 2020 2019 2020 2019
£000 £000 £000 £000 £000 £000
Accclerated capita) allowances - - (36) 17) umn
Employee benefits 68 i3 - 13
Tax assels / (liabilities) 68 13 (36) {17) 4)




Notes (continued)
16 Employee benefits
Defined contribution plans

The company operates a defined contribution pension plan.

Fender Musical Instruments Evrope Limited
Annual repoit and financial statenients

The total expense relating to this plan in the current period was £155k (2019: £165k).

Share based payments

The Board of Directors of Fender Musical Instruments Corporation, the ultimate parent company operates an
employee share plan under which it makes equity-settled share-based payments to certain employees. The exercise
price is equal to or greater than the fair value of the shares at the date of the grant, as determined by the ultimate

parent’s Board of Directors.

The terms and conditions of the grants are as follows:

Grant date Method of
settlement
accounting

02012019 Equity

01042019 Equity

01092019 Equity

The number and weighted average exercise prices of share options are as follows:

Weighted

average exercise

price

2020

Qutstanding at the beginning of the period US$ 11.72
Forfeited during the period US$ 8.85
Granted during the period US$ 8.85
Outstanding at the cnd of the period US$ 13.00
Exercisablé at the end of the period USS$ 13.00

Number Vesting Contractual life
of options conditions of options
20,000 Unvested 02 01 2029
25,000 Unvested 01 04 2029
20,000 Unvested 0t 092029
65,000
Number Weighted Number
of options average exercise of options
price

2020 2019 2019
65,000 USS$ 8.85 50,000
(20,000) US$ 8.85 (30,000)
20,000 US$ 13.00 45,000
65,000 US$11.72 65,000
21,250 US$ 8.85 5,000

No share options were exercised (2019: £nif) and no share options expired (2019: £nif) during the period.

The estimate of the fair value of the options is measuréd based on a Black-Scholes model, using assumptions noted
in the information below. Fender Musical Instruments Corporation has clected for a policy of recognising the
compensation cost for their awards over the requisite service period for each separate vesting portion (or tranche) of
thie award as if the award is, in substance, multiple awards. The expected term represents the period of time that
options granted are expécted to be outstanding. The risk-free interest rate for the periods within the contractual life
of the option is based on the U.S. Treasury yield curve. There were 20,000 stock options issued during the period

ended 3 January 2021.
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16 Employee benefits (continued)
Share based payments (continued)

The expected volatility is based on the historic volatility (calculated based on the weighted average remaining life of
the share options), adjusted for any expéctéd changés to future volatility due to publicly available information,

The total expenses recognised for the period and the total liabilities.recognised at the end of the period arising from
share-based payments are as follows:

2020 2019
£000 £000
Total share-based payment expense 249 59

The .company is a member of a group share-based payment plan, and it recognises and measures its share-based
payment expense on the basis of a reasonable allocation of the expense recognised by the group.

17 Capital and reserves

2020 2019

£000 £000

Allotted, called up and fully paid »
60,000 ordinary sharesof £1 each 60 60
60 60

Shares classified in sharcholders’ funds 60 60
60 60

The holders of ordinary shares are entitled to receive dividends as declared from time to time and are entitled to one
vote per share at meetings of the company.

18 Operating leases
Non-cancellable operating lease rentals are payable as follows:
2020 2019
£000 £000
Less than one year 200 202
Between one and five years : 205 94
405 306

During the period £268k was recognised as an expense in the profit and loss account in respect of operating leases
(2019: £284k).
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19 Contingent liabilities

The company has provided a bank guarantee of £200k (2019: £40k) in favour of HM Customs & Excise relating to
amounts due on UK inbound duty and VAT. The bank guarantee is secured on credit balances held in the company’s
UK Sterling bank account.

20 Related parties

[dentity of related parties vith which the company has transacted

In these financial statements, the company has applied the exemptions available under FRS 102 in réspect of
disclosures for transactions with wholly owned subsidiaries or its parent.

Transactions with key management personnel

The directors consider that the only key management personnel are the directors theiiselves, therefore remuneration
in respect of key management personnel is as per the directors' remuneration.

Total compensation of key management personnel in the period amounted to £1,103k (20/9: £369%).

Other related party transactions

Reccivables outstanding Creditors outstanding
2020 2019 2020 2019
£000 £000 £000 £000
Key management personnci of thc company or its
Parent - - 151 466
Other subsidiaries of the group 5,161 4,043 - -
5,161 4,043 151 466

21 Enmediate and ultimate parent company

The company is a subsidiary undertaking of Fender International Corporation (incorporated in USA).

On 24 February 2020, Servco Pacific, Incorporated, a company incorporated in USA, become the majority
shareholder of Fender Musical Instruments Corporation. Serveo Pacific, Incorporated is the parent undertaking of
the largest group, which includes the company and for which group accounts are prepared. The group accounts are
prepared at 2850 Pukoloa Street, Suite 300 Honolulu, Hawaii 96819, USA.

In the opinion of the directors, the company’s ultimate parent company and ‘ultimate controlling party is Fender
Musical Instruments Corporation, a company incorporated in USA. Fender Musical Instruments Corporation is the
smallest group in which the results of the company are consolidated. The group accounts are prepared at 17600 N.
Perimieter Drive, Suite 100, Scottsdale, Arizona, AZ 85255, USA.

22 Events after the end of the Reporting Period (Non adjusting)

The Covid-19 pandemic and the Company’s actions taken in response to it had varying effects on its 2020 results of
operations. Higher global net sales reflected increased demand rangiing from beginner to expert players, particularly
as people stayed at home, partially offset by increased costs and supply chain constraints. The duration of the impact
to the Company’s business activity cannot currently be estimated with any degree of certainty. The Company
continues to monitor its operations and applicable government recommendations, and it has made modifications to
its normal operations because of the Covid-19 pandemic. The Company is requiring most of its employees to work
remotely, while ensuring essential staffing levels in our operations remain in place, including maintaining personnel
in our office and 'warehousing facilities. Remote working arrangements could impact employees’ productivity and
morale. The Company may incur inicreased costs and experience delays in sales, purchases, deliveries, and other
business activities associated with the Covid-19 pandemic.
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