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Strategic report

The Directors presentto the members of HSB Engineering Insurance Services Limited (the Company) the Strategic
report forthe year ended 31 December2019.

The results for the year are set outin the financial statements on pages 12 to 38.

Principal activities

The principal activities of the Company are the provision of accredited engineering inspectionservicesin the United
Kingdom and the Republic of Ireland. The Company also provides engineering advisory services to its parent
company, HSB Engineering Insurance Limited.

The Company is a wholly owned indirect subsidiary of Munchener Ruckversicherungs-Gesellschaft
Aktiengellschaft (Munich Re).

Business review

The Company reported revenue for the year of £32,475,000, which was a decrease of £268,000 on the prior year,
largely as a resultof a strategic decision to lapse certain contracts no longer within appetite, together with a strategy
of carefully managing growth of the business whilst the Company progressed its programme of investmentin
modernising its customer service delivery model and support processes. This investment programme resulted in
planned exceptional costs of £1,111,000, which resulted in the Company reporting an overall loss before tax for
the year of £567,000 (2018: £364,000 profit). The modernisation programme is on track to complete in 2020 and
is expected to support future growth plans, realise operational efficiencies and enhance our customer experience
proposition.

The principal key performance indicators which the Directors use to monitor the Company’s performance are
revenue, operating profitand profitbefore tax. These are set out on page 12.

Future developments
The Company plans to continue investing in process improvements and its employees to further enhance the

efficiency and effectiveness of the services provided to its customers.

The Company has considered the risks posed by the UK's planned exitfrom the European Union (“Brexit”). Risks
identified include the impact of a downturn in the UK economy and that changes to existing cross-border
arrangements may increase the costof servicing businessin the Republic of Ireland. The Directors do not believe
that Brexit will have a material impact on the Company’s revenue or profits. The Directors continue to closely
monitor developments as Brexit progressesto ensure that the Company can respond accordingly as the structure
and form of the UK'’s exit from the European Union becomes clearer.

In early 2020 the existence of a new coronavirus, knownas COVID-19, was confirmed in China by the World Health
Organisation (WHO). On 11 March 2020 the WHO made the assessmentthat COVID-19 was characterised as a
pandemicfollowing its global spread, including the UK and Republic of Ireland. The COVID-19 pandemic gives rise
to inherent uncertainty that will affect the whole market, including a significant risk of disruption to the Global
economy and financial markets. The Company has given consideration to this developing risk within its internal
risk assessments and is actively monitoring the situation, implementing as required its established business
continuity plans to promote the well-being of our employees and to minimise any disruption to our business and
customers.

Risk management

The Company adopts a transparentand consistent approach to the design and operation of its risk management
framework in accordance with the Risk ManagementPrinciples setout by the Company’simmediate and ultimate
parent companies. The Company considers risks proportionately, ensuring there is clear ownership and
accountability throughoutthe organisation, with several levels of independent oversightin place, ensuring staff are
well trained and risk management practices and principles are embedded across the organisation.

The Board of Directors is responsible for setting the strategic direction of the Company and defining the overall
tolerance for risk, including the review of major risk exposures and the establishment of certain risk limits. The
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Strategic report (continued)

Board is also responsible for risk governance. An independentrisk function is in place through the Company's
immediate parent company, HSB Engineering Insurance Limited. This function serves to provide an objective
challenge to management over the effectiveness of the Company’s risk management practices; risk monitoring
processes; and the adequacy of the Company’s internal controls framework.

The Company adheres to the risk management framework established by its immediate parent company, which
focuses on timely recognition and proactive management of risks. The framework also includes an internal self-
assessmentsystem to assess the effectiveness of the key controls in place to mitigate risks. This system is used
to focus attention on any identified weaknesses and action plans are putin place when any weakness is identified.
The risk framework and self-assessmentsystem is used as a basis for review and challenge by management.

Principal risks and uncertainties

The Company’s operations expose itto a variety of risks that include creditrisk, liquidity riskand operational risk.
Given the size of the Company and its position within the Munich Re Group, the Directors have not established a
sub-committee of the Board to monitor financial risk management, but implement and monitor those policies
established by the Company’simmediate UK parent, HSB Engineering Insurance Limited.

The principal risks of the Company are as follows:

Credit risk

Creditrisk is defined as the risk of financial loss as a result of a change in the financial position of a counterparty.
The Company is exposed to credit risk on outstanding receivables from customers. Where appropriate, relevant
credit checks are performed on potential customers before sales are made. More information about creditrisk can
be foundin note 19 of the financial statements.

Liquidity risk

Liquidity risk is defined as the risk that funds are not available to meet obligations at a reasonable time or at a
reasonable cost. The Company ensuresthatfunds are available to meetsuch calls through its operating cash and
working capital management processes as well as the funding available from its immediate parent, HSB
Engineering Insurance Limited. More information on liquidity risk can be found innote 19 of the financial statements.

Operational risk

Operational risk is defined as the potential losses resulting from inadequate processes, technical failure, human
error or unforeseen adverse external events. The Company adopts a range of measures to mitigate operational
risk exposure. Emphasisis placed on the selection andtraining of managers and staff and the provision of effective
guidance, through such measures as documented policies and procedures, operating manuals and systems
controls.

The Company retained its accreditations for both the quality assurance system and occupational health and safety
managementsystem to ISO/IEC 17020:2012 and ISO 45001. These standards include frameworks for internaland
external audit, safety systems, technical training and competency assessment.

Group risk

Group risk is defined as the risk of any activity, circumstance, event or series of events involving one or more
affiliates of the Group that, if not remedied promptly, islikely to have a material adverse effectupon the Company.

Outsourcing risk

The Companyisrelianton outsourced arrangements for the provision of certain services, which are performed by
third parties or other entities within the Group, such as IT support services and Internal Audit services. Where
services are outsourced, management apply the same risk managementand monitoring framework as though the
services were provided in-house. With all material outsourcing arrangements there a regular flow of information
between the Company and the outsourced service providersin orderto mitigate and manage the associated risks.



Strategic report (continued)

Defined benefit pension scheme funding risk
The Company has an ongoing commitment to fund its defined benefit pension scheme, which is closed to new
entrants and, from 30 June 2016, to accrual of future benefits. Pension funding riskis the risk that the value of the
scheme assets will be insufficientto cover the obligations to scheme members. To mitigate this risk, management,
together with the trustees of the scheme, regularly review reports prepared by the scheme’sindependentactuary
to assess the risks and take appropriate actions.

On behalf of the Board

P Homan
Director
1 May 2020

Registered Number: 3010292



Directors’report

The Directors present to the members of HSB Engineering Insurance Services Limited their Directors’ reportand
the audited financial statements forthe yearended 31 December 2019.

As permitted by Section 414C(11) of the Company’s Act 2006, certain information is notincluded in the Directors’
report because it hasinstead been shown in the Strategic Report. This information is:

- Principal activities
- Businessreview
- Principalrisks and uncertainties.

Results and Dividends

The results for the year are set out in the Income Statement on page 12. A review of the Company’s business
activities and any likely future developments can be found in the Strategic report.

The loss for the year before taxation amounted to £567,000 (2018: £364,000 profit). The Directors do not propose
the paymentof a dividend inrespectof the yearended 31 December 2019 (2018: £nil).

Directors
The Directors who held office duringthe year and up to the date of approval of this Directors’ reportwere as follows:

G Bendelow

A O'Reilly

S Worrall

P Homan (appointed on 5 June 2019)

Liability insurance
The Company, through its ultimate parentcompany, Munich Re, purchased and maintained liability insurance for
its Directors as permitted by section 233 of the Companies Act2006.

Policy and practice on payment of creditors
It is the policy of the Companyto agree terms of paymentwhen orders for goods and services are placed and to
pay in accordance with those terms.

Political contributions
No political contributions were made during the year (2018: £nil).

Going concern

The Company’s business activities, together with the factors likely to affect its future development, performance
and position, are set out above and in the Strategic report. The Company'’s Statementof financial position shows
net current assets of £2,905,000 and net assets of £4,827,000.

In considering the appropriateness ofthe goingconcern basis, the Directors have taken undertaken a risk assessment
of the potential impact of the COVID-19 pandemic on the Company’s expected future operational and financial
performance. Therisk assessmentconsidered arange of possible forward looking scenarios for a period of over 12
months from the date of this report, taking account of actions already taken to mitigate the risks to the Company’s’
employees and operations, aswell as actions available in the future as needed.

Based upon their own analysis of the available information, and as further disclosed in Note 1 to the financial
statements, the Directors have a reasonable expectation thatthe Company has adequate resources to continue in
operational existence for the foreseeable future. Thus they continue to adoptthe going concern basis of accounting
in preparing the annual financial statements.

Employees

Disabled persons

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



Directors’report (continued)

Employees (continued)

Employee involvement

Involvementof employeesis achieved through various methods which include, but are not limited to, quarterly all
employee meetings, employee forums, periodic employee surveys, performance reviews, corporate
communication, intranetnews articles and features, and staff wellness and recognition programmes.

Consultation with employees or their representatives has continued atall levels, with the aim that views are taken
into accountwhen decisions are made that are likely to affecttheirinterests.

Gender pay reporting

Gender pay reporting information is available on the Company’s website. The Company believes that having a
balanced and diverse employee base is key to the success of the business and our customer experience. The
Companyis committed to creating an inclusive culture and environmentof equality where all employees can have
the opportunity to realise their full potential. The reported gender pay figures provide a further means of measuring
the results of the positive work which has already begun to attract and retain the best talent. The Directors are
committed to continuing to undertake action to reduce the gender pay gap.

Board diversity policy

It is the Company’s policy to maintain and develop the diversity of its Board without compromising on the calibre of
new directors appointed. Appointments to the Board are based on meritwhile complementing the existing diversity
of skills, knowledge and experience of the Board as a whole.

Disclosure of information to the auditor

The Directors who held office at the date of approval of this Directors’ report confirm that, so far as each Director
is aware, there is no relevant auditinformation of which the Company’s auditor is unaware. Each Director has
taken all the steps that he or she oughtto have taken as a Director in order to make themselves aware of any
relevantauditinformation and to establish that the Company’s auditor is aware of that information.

Auditor

The Company'’s auditor is KPMG LLP. Following a rigorous tender process conducted by Munich Re, which was
approved by the Company, Ernst& Young LLP will assume the role of independent auditor for the Munich Re Group,
and for the Company, forthe yearending 31 December 2020. Formal appointmentas auditor to the company will be
completed afterthe approval of these financial statements.

On behalf of the Board

P Homan

Director

1 May 2020

Registered Number: 3010292



Statement of Directors’ responsibilities in respectof the annual
financial statements

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

Company law requires the Directors to prepare financial statements for each financial year. Under that law they
have elected to prepare the financial statements in accordance with International Financial Reporting Standards
as adopted by the European Union (IFRSs as adopted by the EU) and applicable law.

Under company law the Directors mustnotapprove the financial statements unless they are satisfied thatthey give
a true and fair view of the state of affairs of the Company and of its profit or loss for that period. In preparing the
financial statements, the Directors are required to:

e selectsuitable accounting policies and then apply them consistently;

e make judgements and estimates that are reasonable, relevantand reliable;

e state whetherthey have been prepared in accordance with IFRSs as adopted by the EU;

e assessthe Company’sability to continue as a going concern, disclosing, as applicable, matters related to
going concern; and

e use the going concern basis of accounting unless they eitherintend to liquidate the Company orto cease
operations, or have no realistic alternative but to do so.

In considering the appropriateness of the going concern basis, the Directors have considered the principal risks
and uncertainties as set outin the Strategic Report, including the potential impactof the COVID-19 pandemicon
the Company.

The Directors are responsible for keeping adequate accounting records thatare sufficientto show and explain the
Company’stransactions and disclose with reasonable accuracy at any time the financial position of the Com pany
and enable them to ensure thatits financial statements comply with the Companies Act2006. They are responsible
for such internal control as they determine is necessaryto enable the preparation of financial statements that are
free from material misstatement, whether due to fraud or error, and have general responsibility for taking such
steps as are reasonably open to them to safeguard the assets of the Company and to prevent and detect fraud
and other irregularities.

The Directors are responsible for the maintenance and integrity of the corporate and financial information included
on the company’s website. Legislation in the UK governing the preparation and dissemination of financial
statements may differ from legislation in other jurisdictions.



Independent Auditor’s report to the members of HSB Engineering
Insurance Services Limited

Opinion

We have audited the financial statements of HSB Engineering Insurance Services Limited (“the Company”) for the
yearended 31 December 2019 whichcomprise the Income Statement, Statement of other comprehensive income,
Statement of financial position, Statement of changes in equity, Statement of cash flows and related notes,
including the accounting policiesin note 1.

In our opinion the financial statements:

e giveatrue and fairview of the state of the Company’s affairsas at31 December 2019 and of its profitfor
the year then ended;

e have been properly prepared in accordance with International Financial Reporting Standards as adopted
by the European Union; and

e havebeen prepared in accordance with the requirements of the Companies Act2006.

Basis for opinion

We conducted our auditin 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
independentof the company in accordance with, UK ethical requirements including the FRC Ethical Standard. We
believe that the auditevidence we have obtained is a sufficientand 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 orto cease its operations, and as they have concluded thatthe Company’s financial position means
that this is realistic. They have also concluded that there are no material uncertainties that could have cast
significantdoubtover 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”).

We are required to reportto you if we have concluded that the use of the going concern basis of accounting is
inappropriate or there is an undisclosed material uncertainty that may cast significant doubt over the use of that
basis for a period of at least a year from the date of approval of the financial statements. In our evaluation of the
Directors’ conclusions, we considered the inherentrisks to the Company’s business model and analysed how those
risks mightaffectthe Company’s financial resources or ability to continue operations over the going concern period.
We have nothing to reportin these respects.

However, as we cannot predict all future events or conditions and as subsequentevents may resultin outcomes
that are inconsistentwith judgements thatwere reasonable atthe time they were made, the absence of reference
to a material uncertainty in this auditor's report is not a guarantee that the Company will continue in operation.

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 reportand the Directors’ reportand,in doing so, consider whether, based
on our financial statements audit work, the information thereinis materially misstated or inconsistent with the
financial statements or our audit knowledge. Based solely on that work:

¢ we have notidentified material misstatements in the strategic reportand the Directors’ report;

e inour opinionthe information given in those reports forthe financial yearis consistent with the financial
statements; and

e in ouropinion those reports have been prepared in accordance with the Companies Act2006.
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Independent Auditor’s report to the members of HSB Engineering
Insurance Services Limited (continued)

Matters on which we arerequired to report by exception
Underthe Companies Act2006, we are required to report to you if, in our opinion:

e adequate accounting records have notbeen kept, or returns adequate for our audithave notbeen received
from branches notvisited by us; or

e the financial statements are notin agreementwith the accounting records and returns; or

e certaindisclosures of Directors’ remuneration specified by law are not made; or

e we have notreceived all the information and explanations we require for our audit.

We have nothing to reportin these respects.

Directors’responsibilities

As explained more fully in their statement set out on page 9, the Directors 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 thatare 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 orto cease operations, or have no realistic alternative but to do so.

Auditor’s responsibilities

Our objectives are to obtain reasonable assurance aboutwhether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue our opinionin an auditor’'sreport. Reasonable
assurance is a high level of assurance, but does not guarantee that an audit conducted in accordance with ISAs
(UK) will always detecta material misstatementwhen itexists. Misstatements can arise from fraud or error and are
considered material if,individually orin aggregate, they could reasonably be expected to influence the economic
decisions of userstaken on the basis of the financial statements.

A fuller description of our responsibilitiesis 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 reportis 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'sreportand for no other purpose. To the fullestextent
permitted by law, we do notacceptor 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.

Andrew Jones (Senior Statutory Auditor)

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

1 St Peter's Square

Manchester

M2 3AE

1 May 2020
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Income statement

for the year ended 31 December 2019

Revenue from contracts with customers
Contract costs

Gross profit

Administrative expenses

Credit(losses) / gainson trade receivables
Operational investmentcosts

Operating (loss)/profit

Finance income/ (expense)

(Loss)/profit before tax

Income tax credit/(expense)

(Loss)/profit for the year

All income statementtransactions relate to continuing activities.

Note

11

Statementof other comprehensiveincome

for the year ended 31 December 2019

(Loss)/profit for the year

Other comprehensive income

Items that will not be reclassifiedto income statement:
Actuarial gains/(losses) on defined benefitpension scheme
Amountof defined benefitpension scheme notrecognised due

to effectof asset ceiling
Deferred tax on actuarial gains/(losses)

Other comprehensive (loss)/income forthe year, net of tax

Total comprehensive income for the year

Note

14

14
16

31 December

31 December

2019 2018
£000 £000
32,475 32,743
(4,317) (4,618)
28,158 28,125
(27,575) (26,864)
(54) 130
(1,111) (963)
(582) 428
15 (64)
(567) 364
77 (79)
(490) 285

31 December

31 December

2019 2018
£000 £'000
(490) 285
2,211 (410)

(2,211) 570

- (24)
- 136
(490) 421

The notes on pages 16 to 38 form an integral part of these financial statements.
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Statementof financial position

at 31 December 2019

Non-current assets

Net pension scheme assets
Property, plantand equipment
Deferred tax assets

Total non-current assets

Current assets

Trade and other receivables
Prepayments and contract costs
Currenttax assets

Cash and bankbalances

Total current assets

Total assets

Equity and liabilities
Equity

Share capital

Other reserves
Retained earnings
Total equity

Liabilities

Trade and other payables
Deferredincome

Lease liabilities
Currenttax liabilities
Total liabilities

Total equity and liabilities

Note

14
10
16

11

15

12

13

31 December

31 December

2019 2018
£'000 £000
1,708 422
214 270
1,922 692
16,759 19,148
1,951 1,774
137 -
2,483 4,066
21,330 24,988
23,252 25,680
912 912
3,292 3,292
623 1,113
4,827 5,317
5,195 7,232
12,053 13,019
1,177 -
- 112
18,425 20,363
23,252 25,680

The notes on pages 16 to 38 form an integral part of these financial statements.

The financial statements were approved and authorised for issue by the Board of Directors on 1 May 2020 and

were signed on its behalf by:

P Homan A O'Reilly
Director Director

HSB Engineering Insurance Services Limited Registered Number: 3010292

13



Statementof changesin equity

at 31 December 2019

At 1 January 2018

Profitfor the year

Other comprehensive income
Total comprehensive income
Dividend paid

At 31 December 2018

Loss forthe year
Other comprehensive income
Total comprehensive income

Dividend paid

At 31 December 2019

Share Capital
Share  premium redemption Retained Total
capital account reserve earnings equity
£000 £000 £000 £000 £'000
912 3,289 3 692 4,896
- - - 285 285
- - - 136 136
B - - 421 421
912 3,289 3 1,113 5,317
- - - (490) (490)
_ - - (490) (490)
912 3,289 3 623 4,827

The notes on pages 16 to 38 form an integral part of these financial statements.
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Statementof cash flows

at 31 December 2019

Note 31 December 31 December

2019 2018

£000 £000
Cash flow used in operating activities
(Loss) / profitafter tax (490) 285
Adjustments
Working capital changes - assets/ (liabilities)
Increase in trade and other receivables 2,335 (611)
(Increase)/ decrease in prepaid expenses and other assets a77) (11)
(Decrease)/ increase in deferred income (966) 369
(Decrease)/ increase in trade creditors and other payables (2,037) 1,294
Non-cash items in profit after tax
Provision for taxation 9 (77) 79
Depreciation of property, plantand equipment 10 1,054 219
Finance cost (leases) 21 -
Net defined benefitpension scheme costs - 160
Allowance for expected creditlosses 54 (130)
Effectof exchange rate changes (286) 23
Tax paid (117) (447)
Net cashinflow from operating activities (686) 1,230
Purchases of property, plantand equipment 10 (355) (336)
Net cash outflow from investing activities (355) (336)
Dividend paid - -
Paymentof lease liabilities (828) -
Net cash outflow from financing activities (828) -
Net increasein cashand cash equivalents (1,869) 894
Cash and bankbalances at beginning of the year 4,066 3,195
Effectof exchange rate changes 286 (23)
Cash and bank balances at end of the year 2,483 4,066

The notes on pages 16 to 38 form an integral part of these financial statements.
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Notes to the financial statements

HSB Engineering Insurance Services Limited (the Company) is a private company, limited by shares and
incorporated and domiciled in England. The principal activities of the Company are the performance of statutory,
general and insuranceinspections of plantand electricalinstallations andthe provision of related advisory services.

1 Accounting policies

Basis of preparation and statement of compliance

The financial statements of the Company have been prepared and approved by the Directors in accordance with
International Financial Reporting Standards (IFRS) as issued by the International Accounting Standards Board
(IASB) and as endorsed by the European Union (EU), and those parts of the Companies Act 2006 applicable
those reporting under IFRS.

The financial statements have been prepared on the historical cost basis, except for the revaluation of the defined
benefitpension asset, which isrecognised as the fair value of the plan assets less the presentvalue of the defined
benefitobligation, and other financial assets, which have been recognised atan approximation of fair value.

Functional and presentation currency
These financial statements are presented in Great British Pounds (GBP), which is the Company’s functional and
presentational currency. Except as otherwise indicated, all financial information presented in GBP has been
rounded to the nearestthousand (£000).

Going concern

The financial statements have been prepared on the going concern basis. The Company’s business activities,
togetherwith the factors likely to affectits future development, performance and position, are setout above and in
the Strategic report. The Company’s Statement of financial position shows net current assets of £2,905,000 and
net assets of £4,827,000.

The Directors have reviewed the budgetand cash flow forecasts of the Company fora period of not less than 12
months from the date of approving these financial statements and are confidentthat they show the Company will
have sufficientresources to meet its liabilities as they fall due.

In considering the appropriateness ofthe goingconcern basis, the Directors have taken undertaken a risk assessment
of the potential impact of the COVID-19 pandemic on the Company’s expected future operational and financial
performance. Therisk assessmentconsidered arange of possible forward looking scenarios for a period of over 12
months from the date of this report, taking account of actions already taken to mitigate the risks to the Company’s’
employees and operations, as well as actions available in the future as needed. Based upon their own analysis of
the available information, the Directors have a reasonable expectation thatthe Company has adequate resources o
continue in operational existence for the foreseeable future. Accordingly the Directors believe that it remains
appropriate to prepare the financial statements on a going concern basis.

Adoption of new and revised Standards

IFRS 16 Leases

The Company applied IFRS 16 with a date of initial application of 1 January 2019. As a result, the Company has
changed its accounting policy for lease contracts as detailed below. The Company applied IFRS 16 using the
modified retrospective approach, under which the cumulative effect of initial application is recognised in retained
earnings at 1 January 2019.

Definition of a lease

Previously, the Company determined at contract inception whether an arrangement is or contains a lease under
IFRIC 4. UnderIFRS 16, the Company assesses whether a contract is or contains a lease based on the definition
of a lease, as explained further in accounting policies related to leases. On transition to IFRS 16, the Company
elected to apply the practical expedientto grandfather the assessmentof which transactions are leases. It applied
IFRS 16 only to contracts that were previously identified as leases. Contracts that were not identified as leases
under IAS 17 and IFRIC 4 were not reassessed for whether there is a lease. Therefore, the definition of a lease
under IFRS 16 was applied onlyto contracts entered into or changed on or after 1 January 2019.

16



Notes to the financial statements
1 Accounting policies (continued)

As a lessee

As a lessee, the Company previously classified leases as operating or finance leases based on its assessment of
whether the lease transferred significantly all of the risks and rewards incidental to ownership of the underlying
asset to the Company. Under IFRS 16, the Company recognises right-of-use assets and lease liabilities - i.e. these
leases are on-balance sheet. At transition, lease liabilities were measured at the present value of the remaining
lease payments, discounted atincrementalborrowing rate as at1 January 2019. Right-of-use assets are measured
atan amountequal to the lease liability, adjusted by the amount of any prepaid or accrued lease payments.

The Company used the following practical expedients when applying IFRS 16 to leases previously classified as
operating leasesunderlAS 17:

e Appliedasingle discountrate to a portfolio of leases with similar characteristics.

e Applied the exemption not to recognise right-of-use assets and liabilities for leases with less than 12
months of lease term.

e Excludedinitial directcosts from measuring the right-of-use assetat the date of initial application.

e Used hindsight when determining the lease term if the contract contains options to extend or terminate
the lease.

Impact on the financial statements
On transition to IFRS 16, the Company recognised £1,985,000 of right-of-use assets and lease liabilities.

When measuring lease liahilities, the Company discounted lease payments using its incremental borrowing rate at
1 January 2019. The weighted-average rate applied is 3.2%.

£000
Operating lease commitments as accounted forunderlAS 17 at 31 December2018 2,051
Discounted using incremental borrowing rate at1 Jan 2019 (36)
Recognition exemption for shortterm leases (133)
Value of VAT capitalised 196
Termination options exercised (93)
Lease liabilitiesrecognised at1 Jan 2019 1,985

Definition of Material (AmendmentstolAS 1 and IAS 8) - expected to be endorsed by the EU before the effective
date

The changes from the Definition of Material (Amendmentsto IAS 1 and IAS 8) all relate to a revised definition of
'material’, which is: Information is material if omitting, misstating or obscuring it could reasonably be expected
influence decisions that the primary users of general purpose financial statements make on the basis of those
financial statements, which provide financial information abouta specific reporting entity.

The amendments are effective for annual reporting periods beginning on or after 1 January 2020.

Amendment to IAS 19 Employee Benefits
The amendments to IAS 19 specify that when a plan amendment, curtailment or settlement occurs during the
annual reporting period, an entity is required to:

- Determine currentservice cost for the remainder of the period afterthe plan amendment, curtailmentor
settlement, using the actuarial assumptions used to remeasure the net defined benefit liability/(asset)
reflecting the benefits offered under the plan and the plan assets after that event; and

- Determine netinterestforthe remainder of the period after the plan amendment, curtailmentor settlement
using: the net defined benefit liability/(asset) reflecting the benefits offered under the plan and the plan
assets afterthat event; and the discountrate used to remeasure thatnet defined benefitliability/(asset).

The amendments also clarify that an entity first determines any past service cost, or a gain or loss on settlement,
without considering the effect of the asset ceiling. This amountis recognised in the income statement. An entity

17



Notes to the financial statements
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then determinesthe effectof the asset ceiling after the plan amendment, curtailmentor settlement. Any change in
that effect, excluding amountsincluded in netinterest, is recognised in other comprehensive income.

The amendments apply to plan amendments, curtailments, or settlements occurring on or after the beginning of
the first annual reporting period that begins on or after 1 January 2019, with early application permitted. These
amendments will apply only to any future plan amendments, curtailments, or settlements of the Company.

Amendments to the Conceptual Framework for Financial Reporting - expected to be endorsed by the EU
before the effective date
The Conceptual Framework for Financial Reporting (Conceptual Framework) describes the objective of and
concepts for general purpose financialreporting. The revised Conceptual Framework, issued by the IASB in March
2018, includes:

- anewchapter on measurement;

- guidance on reporting financial performance;

- improved definitions of an assetand a liability,and guidance supporting these definitions; and

- clarificationsinimportantareas, such as the roles of stewardship, prudence and measurement uncertainty

in financial reporting.

The IASB also updated references to the Conceptual Framework in IFRS Standards by issuing Amendments to
Referencesto the Conceptual Frameworkin IFRS Standards.

Other standards in issue or amendments that are not yet effective are not expected to significantly impact the
financial statements of the Company.

Use of estimates and assumptions

The preparation of financial statements requires the use of estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements. Although these estimates are based on management’s bestknowledge of currentevents and actions,
actual results ultimately may differ from those estimates.

Information about assumptions used and other sources of estimation uncertainty in applying accounting policies
that have the mostsignificanteffecton the amounts recognised in the financial statementsis disclosed in Note 2.

Revenue from contracts with customers

The Company derives revenue from the provision of engineering inspection services and from the provision of
engineering advisory servicesto its parentcompany. Revenue is measured based on the consideration specified
in the contract with the customer. The invoice is generated at the inception of the contract and is usually payable
within 30 days. No discounts are offered to customers. Revenue is recognised when the Company satisfies the
performance obligation of an inspection under the terms of the contract with the customer. Progress towards
complete satisfaction of the performance of the inspection obligation is measured using expectations developed
by managementand thisis considered to be a reasonable depiction of the progress towards complete satisfaction
of the performance obligation. A provision for unearned feesis held as deferred income within the balance sheet
based on progress towards completion of the performance obligation. All the consideration from the contract with
the customeris included in the transaction price that is used to determine deferred income.

Certain contracts provide a customer with a right to cancel the contract within a specified period and receive a
refund for unsatisfied performance obligations. Thisis measured atthe amountthe Company ultimately expects it
will have to return to the customer, which is estimated based on historical data. As permitted by IFRS 15 a refund
liability is recognised in the balance sheetand presented within trade and other payables. Estimates of refund
liabilities (and the corresponding change in the transaction price) are updated at the end of each reporting period.

Disaggregation of revenue from contracts with customers is not required as the Company largely operates in a
single geographical marketwhich isthe United Kingdom.
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Contract costs

Contract costs includes commissions payable, a cost incurred to obtain or fulfil the contract. Such costs are
recognised as an asset on the balance sheet. These costs are amortised over the period of the contract to which
itrelates.

Property, plant and equipment

Property, plantand equipmentcomprise leasehold properties, fixtures, fittings and equipment (including com puter
hardware). All classes are stated at cost less accumulated depreciation and accumulated impairment losses, if
any. Cost includes expenditure thatis directly attributable to the acquisition of the items. Subsequent costs are
included in the asset only when itis probable that future economic benefits associated to the item will flow to the
Company and the cost can be measured reliably.

Depreciation is calculated on the depreciable amount, which is the cost of an asset, or other amount substituted
for cost, less its residual value. Depreciation is recognised in the income statement on the bases set out below,
over the estimated useful lives, since this mostclosely reflectsthe expected pattern of consumption of the future
economic benefitsembodied in the asset.

Fixtures and fittings 3 to0 10 years straight-line
Computer hardware and software 3 to 5 years straight-line
Leasehold property and improvements Written off over the life of the lease, to a maximum of 10 years

Depreciation methods, useful lives and residual values are reviewed at each financial year end and adjusted if
appropriate.

Leases

The Company has applied IFRS 16 using the modified retrospective approach and therefore the comparatve
informationhas notbeen restated and continues to be reported under IAS 17 and IFRIC 4. The details of accounting
policiesunderIAS 17 and IFRIC 4 are disclosed separately if they are differentfrom those under IFRS 16 and the
impactof changesis disclosed in changesin accounting policies.

Policy applicable from 1 January 2019

At inception of a contract, the Company assesses whether a contract is, or contains, a lease. A contract is, or
contains, a lease if the contract conveys the rightto control the use of an identified asset for a period of time in
exchange for consideration. To assess whether a contractconveys the rightto control the use of anidentified asset,
the Company assesses whether:

- the contractinvolvesthe use of an identified asset - this may be specified explicitly orimplicitly, and should
be physically distinct or represent substantially all of the capacity of a physically distinct asset. If the
supplier has a substantive substitution right, then the asset is not identified;

- the Company has the right to obtain substantially all of the economic benefits from use of the asset
throughoutthe period of use; and

- the Company has the right to direct the use of the asset. The Company has this right when it has the
decision-making rights thatare mostrelevantto changing how and for whatpurpose the asset is used.

This policyis applied to contracts entered into, or changed, on or after 1 January 2019.
At inception or on reassessmentof a contract that contains a lease component, the Company allocates the
consideration inthe contract to each lease componenton the basis of their relative stand-alone prices. However,

forthe leases of Vehiclesinwhichit is a lessee,the Company has elected not to separate non-lease components
and account forthe lease and non-lease components as a single lease component.
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The Company recognises aright-of-use assetand a lease liability at the lease commencementdate. The right-of-
use asset is initially measured at cost, which comprises the initial amount of the lease liability adjusted for any
lease payments made at or before the commencementdate, plus any initial direct costs incurred and an estimate
of costs to dismantle and remove the underlying asset or to restore the underlying asset or the site on which itis
located, less any lease incentives received.

The right-of-use assetis subsequently depreciated usingthe straight-line methodfrom the commencementdate to
the earlier of the end of the useful life of the right-of-use assetor the end of the lease term. The estimated useful
lives of right-of-use assets are determined on the same basis as those of property and equipment. In addition, the
right-of-use assetis periodically reduced by impairmentlosses, if any, and adjusted for certain remeasurements of
the lease liability.

The lease liability is initially measured at the present value of the lease payments that are not paid at the
commencementdate, discounted using incremental borrowing rate.

Lease paymentsincluded in the measurementof the lease liability comprise the following:

- fixed payments,including in-substance fixed payments;

- variable lease paymentsthat depend on an indexor a rate, initially measured using the index or rate as
atthe commencementdate;

- amounts expected to be payable under a residual value guarantee; and

- the exercise price under a purchase option that the Company is reasonably certain to exercise, lease
payments in an optional renewal period if the Company is reasonably certain to exercise an extension
option, and penalties for early termination of a lease unless the Company is reasonably certain not to
terminate early.

The lease liability is measured atamortised cost using the effective interestmethod. It is remeasured when there
is a change in future lease payments arising from a change in anindexor rate, if there is a change in the estimate
of the amountexpected to be payable under aresidual value guarantee, or if the Company changes its assessment
of whether it will exercise a purchase, extension or termination option. When the lease liability is remeasured in
this way, a corresponding adjustmentis made to the carrying amount of the right-of-use asset, or is recorded in
profitor loss if the carrying amountof the right-of-use assethas been reduced to zero.

The Company presents right-of-use assets thatdo not meetthe definition of investmentproperty in 'property, plant
and equipment'in the statementof financial position.

Short-term leases and leases of low-value assets

The Company has elected notto recognise right-of-use assets and lease liabilities for short-term leases of buildings
and vehiclesthathave a lease term of 12 months orless and leases of low-value assets. The Company recognises
the lease payments associated with these leases as an expense on a straight-line basis over the lease term.

UnderlAS 17

In the comparative period, as alessee the Company classified leases thattransfer substantially all of the risks and
rewards of ownership as finance leases. When this was the case, the leased assets were measured initially atan
amountequal to the lower of their fair value and the presentvalue of the minimum lease payments. Minimum lease
payments were the payments over the lease term that the lessee was required to make, excluding any contingent
rent. Subsequently, the assets were accounted for in accordance with the accounting policy applicable to that
asset. As a results of applying requirements of IAS 17 all of the Company’s leases were classified as operating
leases and were notrecognised in the statementof financial position. Payments made under operating leases were
recognised in profit or loss on a straight-line basis over the term of the lease. Lease incentives received were
recognised as an integral part of the total lease expense, over the term of the lease.
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Employee benefits

The Company operates various post-employment benefit schemes. The Company has both defined contribution
schemes and a defined benefit scheme. A defined contribution scheme is a pension scheme under which the
Company pays fixed contributions into a separate entity and has no legal or constructive obligation to pay further
contributions if the fund does not hold sufficientassetsto pay all employee benefits relating to employee service in
the current and prior periods. A defined benefit scheme is a pension scheme that defines an amount of pension
benefitthat an employee will receive on retirement, usually dependenton one or more factors such as age, years
of service and salary.

The defined benefitscheme is funded, with the assets of the scheme held separately from those of the company,
in a separate, trustee administered fund. The cost of defined benefit pensions earned by employeesis actuarially
determined using the projected benefitmethod prorated on service and management's bestestimate of expected
planinvestmentperformance, salary escalation and retirementages of employees. For the purpose of calculating
the expected return on plan assets, those assets are assessed based upon marketvalues.

The Companyimmediately recognises actuarial gains and losses on the benefitobligation and plan assets, which
are recorded in other comprehensive income and then included in retained earnings. The Company determines
the netinterest expenses/(income) on the net defined benefitliability/(asset) for the year by applying the
discounted rate used to measure the defined obligation atthe beginning of the annual period to the net defined
benefitliability/ (asset) at the end of the year, adjusted for the impactof the asset ceiling and for contributions and
benefitpayments. Consequently, the netinterest on the net defined benefitliability/(asset) comprises interestcost
on the defined benefitobligation, interestincome on plan assets and interestcost on the effectof the asset
ceiling.

Termination benefits are recognised as an expense when the Company is committed demonstrably, without
realistic possibility of withdrawal, to a formal detailed plan to either terminate employment before the normal
retirementdate, or to provide termination benefits as a result of an offer made to encourage voluntary redundancy.
Termination benefits for voluntary redundancies are recognised as an expense if the Company has made an offer
of voluntary redundancy, it is probable that the offer will be accepted and the number of acceptances can be
estimated reliably. If benefits are payable more than 12 months after the reporting period, then they are discounted
to their presentvalue.

Financial instruments

Initial recognition and measurement

The classification of financial assets at initial recognition depends on the financial asset’s contractual cash flow
characteristics and the Company’s business model for managing them. As trade receivables do not contain a
significantfinancing component, these are measured at the transaction price determined under IFRS 15 and are
recognised on the date when an invoice is raised. All other receivables are initially measured at fair value plus
transaction cost and are recognised on transaction date, i.e. the date whenthe Company has established a right
to collectcash flows. In order for a financial assetto be classified and measuredatamortised cost, it needsto give
rise to cash flowsthat are ‘solely payments of principal and interest (SPPI)’ on the principal amountoutstanding.
This assessment is referred to as the SPPI test and is performed at an instrument level. Cash flows result from
collecting contractual amounts arising from recognition of trade receivables and other receivables.

At initial recognition financial liabilities are classified as payables. All financial liabilities are recognised initially at
fair value, net of directly attributable transaction costs. The Company’s financial liabilities are trade and other
payables.

Subsequent measurement
All financial assets are subsequently measured atamortised costas both of the following conditions are met:
- The financial asset is held within a business model with the objective to hold financial assetsin order to
collectcontractual cash flows; and
- The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and intereston the principal amountoutstanding.
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Financial assets at amortised cost are subsequently measured using the effective interest (EIR) method and are
subject to impairment. Gains and losses are recognised in income statement when the asset is derecognised,
modified orimpaired.

After initial recognition, financial liabilities are subsequently measured at amortised cost using the EIR method.
Gains and losses are recognised in the income statementwhen the liabilities are derecognised as well as through
the EIR amortisation process.

Derecognition
A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) is
primarily derecognised (i.e.,removed from the Company’s statementof financial position) when:
- Therights to receive cash flows from the asset have expired; or
- The Company hastransferred its rights to receive cash flows from the assetor has assumed an obligation
to pay the received cash flows in full without material delay to a third party under a ‘pass-through’
arrangement; and either (a) the Company has transferred substantially all the risks and rewards of the
asset, or (b) the Company has neither transferred nor retained substantially all the risks and rewards of
the asset, but has transferred control of the asset.

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.
When an existing financial liability is replaced by another from the same lender on substantially differentterms, or
the terms of an existing liability are substantially modified, such an exchange or modification is treated as the
derecognition of the original liability and the recognition of a new liability. The difference in the respective carrying
amountsisrecognisedinthe income statement.

Impairment of financial assets

The Company recognises an allowance for expected credit losses (ECLs) for all financial assets subsequently
measured at amortised cost. ECLs are based on the difference between the contractual cash flows due in
accordance with the contract and all the cash flows that the Company expects to receive, discounted at an
approximation of the original effective interestrate. The expected cash flows will include cash flows from the sale
of collateral held or other credit enhancements that are integral to the contractual terms. ECLs are recognised in
two stages. For credit exposures for which there has not been a significantincrease in credit risk since initial
recognition, ECLs are provided for creditlosses that result from defaultevents thatare possible within the next 12-
months (a 12-month ECL). For those credit exposures for which there has been a significantincrease in creditrisk
since initial recognition, a loss allowance is required for credit losses expected over the remaining life of the
exposure, irrespective of the timing of the default(alifetime ECL).

For trade receivables arising from contracts with customers, the Company applies a simplified approach in
calculating ECLs, as permitted by IFRS 9. Therefore, the Company does nottrack changes in creditrisk, butinstead
recognises a loss allowance based on lifetime ECLs at each reporting date. The Company has established a
provision matrixthat is based on its historical credit loss experience, adjusted for forward-looking factors specific
to the receivables and the economic environment. ECLs are recognisedin a separate allowance for doubtful debts.
Receivablesfor which an ECL was recognised are written off againstthe allowance when there is no expectation
of recovering additional cash.

Impairmentlosses and any reversals foramounts no longerrequired are recognised in the income statementas a
separate line item. Subsequent recoveries of amounts previously written off are credited against administrative
expenses.

The Company considers a financial asset in default when contractual payments are 60 days past due. However,
in certain cases, the Company may also consider a financial asset to be in defaultwhen internal or external
information indicates that the Company is unlikely to receive the outstanding contractual amounts in full before
taking into accountany creditenhancements held by the Company. Afinancial assetis written off when there is no
reasonable expectation of recovering the contractual cash flows.
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Offset of financial assets and financial liabilities

Financial assets and liabilities are offset, and the net amountreported in the Company’s statement of financial
position, when there is a legally enforceable right to offset the recognised amounts and there is an intention to
settle on a net basis, or to realise the asset and settle the liability simultaneously.

Impairment of non-financial assets

The Company assesses ateach reporting date whetherthere is an indication thatan asset may be impaired. If any
such indication exists, or when annual impairment testing for an asset is required, the Company estimates the
asset's recoverable amount. An asset's recoverable amountis the higher of an asset's or Cash Generating Unit's
(CGU) fairvalue less costs of disposal and its value in use. The recoverable amountis determined for an individual
asset, unlessthe asset does not generate cash inflows that are largely independent of those from other assets or
groups of assets. Where the carrying amount of an asset or CGU exceeds its recoverable amount, the asset is
considered impairedand is written downto its recoverable amount. Impairmentlosses are recognised inthe income
statement. A previously recognised impairmentlossis reversed only if there has been a change in the estimates
used to determine the asset’s recoverable amount since the last impairment loss was recognised. If that is the
case, the carrying amount of the asset is increased to its recoverable amount. That increased amount cannot
exceedthe carrying amountthat would have been determined, net of amortisation, had no impairmentloss been
recognised forthe asset in prior years. Such reversal is recognised in the income statement.

Taxation

Income tax comprises current and deferred tax. Income tax is recognised in the income statement except to the
extent that it relates to items recognised in other comprehensive income, in which case it is recognised in the
statement of other comprehensive income.

Currenttax is the expected tax payable on the taxable result for the period and any adjustmentto the tax payable
in respect of previous periods. Deferred tax is provided in full on temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for tax purposes and these
differences will be eliminated at a later date with a corresponding effect on taxable income. Deferred tax is
measured using tax rates expected to apply when the related deferred tax asset is realised or the deferred tax
liability is settled based on tax rates and laws which have been enacted or substantively enacted at the year-end
date. Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be available
against which the temporary differences can be utilised. Deferred tax assets and liabilities are not discounted.
Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets
against current tax liabilities and when they relate to income taxes levied by the same taxation authority and the
Companyintendsto settle its current tax assets and liabilities on a net basis. Deferred tax assets are reviewed at
each reporting date and are reduced to the extent that it is no longer probable that the related tax benefit will be
realised.

Foreign currency translation

Foreign currency transactions are translated into the functional currency GBP (£), using the exchange rates
prevailing at the dates of the transactions. Monetary assets and liabilities denominated in foreign currencies are
translated to the functional currency atthe exchange rate atthe reporting date. Foreign exchange gains and losses
resulting from the settlementof such transactions and from the translation atyear-end exchangerates of monetary
assets and liabilities denominated in foreign currencies are recognised in the income statementfor the period. Non-
monetary items are carried at historical cost using the exchange rate at the date of transaction.

2 Critical judgements and accounting estimates in applying accounting policies
The Company makes judgements, estimates and assumptions that affect the reported amounts of assets and
liabilities within the next financial year. Estimates are regularly reviewed and based on historical experience and

other factors, including expectations of future events that are believed to be reasonable under the circumstances.
The key area that requires accounting estimates and judgementare:
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Defined benefit pension scheme

The Company operates a defined benefitpensionscheme. The pension assetor liability recognised in the balance
sheetnetof associated deferred taxation isthe value of the scheme’s assets less the presentvalue of the scheme’s
liabilities.

The pension cost for the scheme is analysed between current service cost, past service cost and net return on
pension scheme. Currentservice costisthe actuarially calculated presentvalue of the benefits earned by the active
employees in each period. Past service costs, relating to employee service in prior periods arising in the current
period as a resultof the introduction of orimprovementto, retirementbenefits, are recognised in the profitand loss
accounton a straight-line basis over the period in which the increase in benefits vest.

The actuarial gains and losses which arise from a valuation and from updating the latest actuarial valuation to
reflect conditions at the balance sheet date are taken to the statement of other comprehensive income for the
period. The movementin the attributable deferred taxation is shown separately in the statement of other
comprehensive income.

The assumptions used in determiningthe charge to income statementfor these benefitsinclude the discountrate.
Any changesin these assumptions willimpactprofitorloss and may affectplanned funding of the pension plans.

At the end of each year an appropriate discountrate is used to determine the presentvalue of estimated future
cash outflows expected to be required to settle the pension obligations. Other key assumptions for the pension
costs and credits are based in part on currentmarketconditions. Refer to note 14.

Under the requirements of IFRIC 14, the amount of surplus of defined benefit assets over defined benefit
obligations, if any, which is recoverable as an asset is calculated as the presentvalue of the difference between:
(i) the estimated future service costin each year over the expected future lifetime of the plan; less
(ii) the minimum funding contributions required in respectof the future accrual of benefitsin that year over the
expected future lifetime of the plan.

Provision for expected credit losses of trade receivables

The Company uses a provision matrix to calculate ECLs for trade receivables. The provision rates are based on
days past due for groupings of various customers that have similar loss patterns. The provision matrix is initially
based on the Company’s historical observed default rates. The Company will calibrate the matrix to adjust the
historical creditloss experience with forward-lookinginformation. Forinstance, if forecasteconomic conditions are
expected to deteriorate over the next year which can lead to an increased number of defaultsin the construction
sector, the historical default rates are adjusted. At every reporting date, the historical observed default rates are
updated and changesin the forward-looking estimates are analysed.

The assessment of the correlation between historical observed default rates, forecast economic conditions and
ECLs is a significant estimate. The amount of ECLs is sensitive to changes in circumstances and of forecast
economic conditions. The Company’s historical credit loss experience and forecast of economic conditions may
also not be representative of customer’s actual defaultin the future. The information about the ECLs on the
Company’strade receivablesis disclosed in note 11 and 19.

Refund liabilities

A refund liability is the obligation to refund some or all of the consideration received (or receivable) from the
customerand itis measured at the amountthe Company ultimately expectsit will have to return to the customer.
The Company uses historical refund data to estimate the expected value of future refunds. Any significantchanges
in experience as compared to historical refund pattern willimpactthe expected refunds estimated by the Company.
The Company updates its assessment of expected refunds quarterly and the refund liabilities are adjusted
accordingly. Estimates of expected refunds are sensitive to changes in circumstances and the Company’s past
experience regarding refund entittements may notbe representative of customers’ actual refund entittementsin the
future.
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3 Revenue from contracts with customers

Revenue recognised during the year that relates to performance obligations that were partially satisfied in prior
periods was £12,346,000 (2018: £11,883,000). The aggregate amount of contract consideration that relates to
performance obligations thatare unsatisfied at the end of the year is disclosed as deferred income. The majority

of this amountis expected to be recognised as revenue within a year.
4 Staff costs

Staff costs for all employees comprise:

31 December

31 December

2019 2018

£000 £000

Wages and salaries 15,879 15,539
Social security costs 1,901 1,910
Pension costs — defined contribution plans 1,956 1,705
Pension costs — defined benefitplan - 139
19,736 19,293

The average number of employees during the yearwas as follows:

31 December

31 December

2019 2018

Number Number

Technical 252 258
Administrative and management 27 32
279 290

5 Directors’ emoluments

The aggregate amountof Directors’ emoluments was as follows:

31 December

31 December

2019 2018
£'000 £'000
a) Aggregate emoluments 217 409

b) Emoluments of the Directors were as follows:

31 December

31 December 2019

2018
Fees and Other
Salaries  Bonus  benefits Total Total
£000 £'000 £000  £000 £000
Highestpaid Director 101 10 19 130 291
All Directors 180 10 27 217 409

Other benefits include pension contributions. Retirement benefits accrued to two Directors under defined benefit
pension schemes (2018: two).

The remuneration of certain Directors is paid by the Company’s immediate parent company, HSB Engineering
Insurance Limited, and the Company was recharged £214,000 (2018: £193,000) in respect of their services to the
Company. The remuneration of these Directors is disclosed within the financial statements of HSB Engineering
Insurance Limited.
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6 Profit before tax

Profit before tax has been arrived at after charging / (crediting)
Depreciation of property, plantand equipment
Operating lease rentals

- Landand buildings

- Motor vehicles

7 Auditor’s remuneration

Fees payable to the Company’s auditor for the audit of the Company’s
annual accounts

8 Finance income/(expense)

Net interestincome on pension scheme
Interest on asset ceiling of pension scheme
Foreign exchange

Lease interest expense

9 Tax expense

The tax amounts charged in the income statementare as follows:

Currenttax

- Currentyear

- Prior years

Deferred tax

- Temporary differences
Total tax (credit)/lexpense

The tax amounts charged in other comprehensive income are as follows:

Deferred tax
- Temporary differences

31 December
2019
£'000

1,054

31 December

31 December
2018
£000

219

1
885

31 December

2019 2018
£000 £000
36 35
36 35

31 December

31 December

2019 2018
£'000 £'000
336 298
(336) (298)
100 (64)
(85) -
15 (64)

31 December

31 December

2019 2018
£'000 £'000
(203) 99
70 9
56 (29)
77 79

31 December
2019
£'000

31 December
2018
£'000

(24)
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9 Tax expense (continued)

Tax on the Company'’s result before tax differs from the United Kingdom effective rate of corporation tax for the
period ended 31 December2019 of 19% (2018:19.0%). The differences are explained below:

31 December 31 December

2019 2018

£'000 £'000

(Loss)/profitbefore tax (567) 364

Tax calculated at the UK effective rate of tax of 19.0% (2018:19%) (108) 69
Factors affecting charge for the year:

Expenses not deductible fortax purposes (31) (2)

Adjustments to tax charge in respect of prior periods 71 9

Foreign tax booked (9) 2

Total tax (credit)/expense (77) 79

Reductionsin the UK corporation tax rate from 20% to 19% (effective from 1 April 2017) were substantively enacted
on 26 October 2015. A further reduction to 18% (effective from 1 April 2020) was substantively enacted on 26
October 2015 and an additional reduction to 17% (effective 1 April 2020) was substantively enacted on 6
September2016. Thiswill reduce the Company's future currenttax charge accordingly. See note 16.

10 Property, plant and equipment

Property, plantand equipmentcomprise owned and leased assets thatdo not meetthe definition of investment
property.

Fixtures, Right-of-use

Leasehold  fittings and assets
property equipment (vehicles) Total
£'000 £000 £000 £000
Cost
At 1 January 2019 127 2,052 1,985 4,164
Additions - 355 - 355
At 31 December2019 127 2,407 1,985 4,519
Accumulated depreciation
At 1 January 2019 79 1,678 - 1,757
Charge forthe year 8 232 814 1,054
At 31 December2019 87 1,910 814 2,811
Carrying amount at 31 December 2019 40 497 1,171 1,708
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10 Property, plant and equipment (continued)
Fixtures, Right-of-use
Leasehold  fittings and assets
property equipment (vehicles) Total
£000 £000 £000 £'000
Cost
At 1 January 2018 127 1,716 - 1,843
Additions - 336 - 336
At 31 December2018 127 2,052 - 2,179
Accumulated depreciation
At 1 January 2018 67 1,471 - 1,538
Charge forthe year 12 207 - 219
At 31 December2018 79 1,678 - 1,757
Carrying amountat31 December2018 48 374 - 422

Depreciation expense has been charged in administrative expenses.

11 Trade and other receivables
31 December 31 December
2019 2018
£'000 £000
Trade receivables arising from contracts with customers 6,337 7577
Allowance for expected creditlosses 277) (223)
Other receivables 570 336
Amounts owed by group undertakings 10,129 11,458
16,759 19,148

The allowance for expected credit losses is based on an impairment analysis performed at each reporting date
using a provision matrix, as shown in Note 19, to measure expected credit losses. None of the trade and other
receivables have been determined to be individually impaired based on the impairment factors used by the
Company.

Movementsin the allowance for expected creditlosses are as follows:

31 December 31 December

2019 2018

£'000 £000

At 1 January (223) (353)
Allowance recognised during the year (54) -
Debts written off during the year - -
(Increase)/ decrease in allowance - 130
At 31 December 277) (223)
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12 Trade and other payables

31 December 31 December

2019 2018

£'000 £'000

Trade creditors 114 402
Other taxation and social security payable 2,912 3,596
Accruals 2,069 2,974
Refund liabilities 100 260
5,195 7,232

13 Lease liabilities

Maturity analysis of contractually undiscounted lease cash flows due in:

31 December

31 December

2019 2018
£000 £'000
Less than one year 670 -
One to five years 522 -
More than five years - -
Total undiscounted lease liabilitiesat 31 Dec 1,192 -
Lease liabilitiesincluded in statementof financial position at31 Dec 1,177 -
Presented as:
Current 657 -
Non-current 518 -
1,177 -

Amounts recognised inincome statement:

31 December

31 December

2019 2018
£'000 £000
Interest on lease liabilities 21 -

Expensesrelating to short-term leases

Amounts recognised in statementof cash flows:

31 December

31 December

2019 2018
£'000 £000
Total cash outflow forleases (828) -

14 Retirement benefit schemes

The Company operates a funded defined benefit scheme in the UK administered by a single pension fund. The
board of the pension fund comprises oftwo employee andtwo employer representatives and an independent chair.
The board of the pension fund is required by law to act in the best interests of the plan participants and is
responsible for setting certain policies (e.g. investment, contribution and indexation policies) of the fund.
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14 Retirement benefit schemes (continued)

The scheme was closed to new members with effectfrom 31 December 2003 and future accrual of benefits ceased
for all members on 30 June 2016. However, participating employees who were active membersat30 June 2016
retain a final salary link, so their pension benefitsincrease in line with increases in their pensionable salary while
they remain in employmentwith the Company.

Contributions to the scheme have been determined by a qualified independent actuary using the projected unit
method.

The mostrecentactuarial valuation was carried outas at31 December 2018 for the purposes of these disclosures.

Up to 30 June 2016, contributions were paid to the scheme by the members at the rate of 7.00% of Pensionable
Salaries and the Company at the rate of 12.25% of Pensionable Salaries plus insurance premiums and
administrative expenses. Contributions ceased on closure of the scheme to accrual of benefits. The expected
contributionsto the plan for the next annual reporting period is nil.

The Company has determined that, in accordance with the terms and conditions of the defined benefitplan,andin
accordance with statutory requirements, including minimum funding requirements, the presentvalue of refunds or
reductions in future contributions is lower than the balance of the total fair value of the plan assets less the total
presentvalue of obligations. As such, a decrease in the defined benefitassetwas necessary at31 December 2019,
referred to below as ‘amounts not recognised due to effectof asset ceiling’.

The amountsrecognised in the statementof financial position under IAS 19 in relation to the plan are as follows:

31 December 31 December

2019 2018

£'000 £000

Present value of the obligations (67,318) (63,439)
Fair value of plan assets 81,071 74,646
Surplus before consideration of assetceiling 13,753 11,207
Amounts not recognised due to effectof asset ceiling (13,753) (11,207)

Net pension assetrecognised on the statement of financial position - -

30



Notes to the financial statements

14 Retirement benefit schemes (continued)

The following table shows a reconciliation from the opening balances to the closing balances for the net defined

benefitassetand its components:

Defined benefit

Fair value of plan

Net defined benefit

obligation assets asset/ (liability)
2019 2018 2019 2018 2019 2018
£'000 £000 £000 £'000 £000 £'000
Balance at 1 January (63,439) (69,296) 74,646 80,775 - -
Included in income statement
Past service cost - (139) - - - (139)
Interest (cost) /income (1,868) (1,781) 2,204 2,079 336 298
Interest on asset ceiling - - - - (336) (298)
(1,868) (1,920) 2,204 2,079 - (139)
Included in Other comprehensiveincome:
Actuarial loss/(gain) arising from:
Change to financial assumptions (8,251) 5,330 - - (8,251) 5,330
Change to demographic
assumptions 1,227 - - - 1,227 -
Experience adjustment 1,377 - - - 1,377 -
Return on plan assets excluding
interestincome - - 7,858 (5,740) 7,858 (5,740)
Amountnot recognised due to
effectof asset ceiling - - - - (2,211) 570
(5,647) 5,330 7,858 (5,740) - 160
Other
Benefits paid 3,637 2,447 (3,637) (2,447) - -
Administrative expenses paid - - - (22) - (22)
Employer contributions - - - - - -
3,637 2,447 (3,637) (2,468) - (22)
Balance at 31 December (67,317) (63,439) (81,071) 74,646 - -

Plan assets comprise the following for which there is no quoted price in an active market:

Investmentfunds
Cash
Total value of assets

31 December 31 December
2019 2018

£000 £'000

80,627 74,480

444 166

81,071 74,646

The scheme’s currentasset allocation is approximately 18% in ‘growth’ assets (e.g. equities and liquid alternative
assets) and 82% in ‘matching’ assets (i.e. gilts). The Scheme currently holds these investments through pooled

fundsratherthan in specific stocks or bonds.

Actuarial assumptions

The principal actuarial assumptions atthe reporting date were as follows:

Discountrate

Rate of salaryincrease
Rate of price inflation
Rate of pensionincreases

31 December
2019

2.10%
3.65%
2.90%
2.75%

31 December

Assumptions regarding future mortality have been based on published statistics and mortality tables.

2018

3.00%
4.05%
3.30%
3.10%
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14 Retirement benefit schemes (continued)

The longevity assumptions for males underlying the values of the defined benefitobligations atthe reporting date
were as follows:

31 December 31 December

2019 2018

Longevity at age 65 for current pensioners 22.2 234
Longevity at age 65 forcurrent membersaged 40 25.2 27.2

Sensitivity analysis
Reasonably possible changes at the reporting date to one of the relevant actuarial assumptions, holding other
assumptions constant, would have increased the defined benefitobligation by the amounts shown below:

31 December 31 December

2019 2018

£'000 £'000

Discountrate decrease of 50 basis points 7,579 7,303
Future salary growth increase of 25 basis points 283 382
Inflation rate increase of 10 basis points 1,293 1,231
Future mortality decrease of 10% 2,056 1,928

The above sensitivity analyses are based on a change in an assumption while holding all other assumptions
constant. In practice, this is unlikely to occur, and changesin some of the assumptions may be correlated. When
calculating the sensitivity of the defined benefit obligation to significant actuarial assumptions the same method
(present value of the defined benefit obligation calculated with the projected unit credit method at the end of the
reporting period) has been appliedas when calculating the defined benefitliability recognised in the balance sheet
The methods and types of assumptions used in preparing the sensitivity analysis did not change compared to the
prior period.

Expected cashflows
The expected total benefit payments for the following years are £3,735,000 (Year 1), £3,836,000 (Year 2),
£3,940,000 (Year 3), £4,047,000 (Year 4), £4,156,000 (Year 5) and £22,533,000 (next 5 years).

The amountsrecognised through the income statementare as follows:

31 December 31 December

2019 2018

£'000 £000

Past service cost - 139
Interest expense on liabilities 1,868 1,781
Interestincome on plan assets (2,204) (2,079)
Interest on asset ceiling 336 298
Total included in employee benefits expense - 139

The Company also operates a defined contribution pension scheme for employees. The contributions paid or
accruing to the defined contribution scheme during the year were £2,505,000 (2018: £1,705,000). The Com pany
has no significant exposure to any other post-retirement benefit obligations. The contributions outstanding to the
defined contribution scheme as at 31 December 2019 were £285,000 (2018: £608,000).
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15 Share capital
Ordinary shares of £1 each
31 December 31 December
2019 2018
£'000 £'000
Issued, authorised, allotted and fully paid 912 912
number number
Issued, authorised, allotted and fully paid 912,092 912,092

Ordinary shares entitle the holder to participate in dividends and to share in the proceeds of winding up the
Company in proportion to the number of and amounts paid on the shares held.

16 Deferredtax

An analysis and reconciliation of the movementof the key components of the net deferred tax asset during the
current and prior reporting period is as follows:

Balance at Recognised in Recognised in Deferredtax

1January income statement OCl assets
2019 £'000 £000 £000 £000
Employee benefits - - - -
Property, plant and equipment 143 (22) - 122
Provisions 127 (35) - 92
Net tax asset/(liability) 270 (56) - 214
2018
Employee benefits - 24 (24) -
Property, plantand equipment 154 (12) - 143
Provisions 111 16 - 127
Net tax asset/(liability) 265 29 (24) 270

The Company has concluded thatthere will be estimated future taxable profits available to the extentthatitis more
likely than not that the deferred tax asset will be recoverable.

17 Commitments

Capital commitments
At the yearend, the Company had no capital commitments (31 December2018: None).

18 Ultimate parent undertaking and controlling party

The Companyisawholly owned subsidiary of HSB EngineeringInsurance Limited, whose registered officeis New
London House, 6 London Street, London, EC3R 7LP. The Company’'s ultimate owner is Munchener
Ruckversicherungs-Gesellschaft Aktiengellschaft (Munich Re), whose registered office is Koniginstr. 107, Munich,
Germany, and this represents the smallestand largest group of undertakings of which the Companyisa member
and for which group accounts are drawn up. Copies of the Munich Re group accounts can be obtained from
www.munichre.com.
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18 Related party transactions

For the purpose of related party transactions and balances, related parties comprise group undertakings, key
management personnel and the employee defined benefit plan. Key management personnel of the Company
include all Directors and senior managementof the Company.

The Company enters into transactions with group undertakings and key management personnel in the normal
course of business. All transactions are carried out on an arm’s length basis. Details of significant transactions

carried out during the year with related parties are as follows:

The summary of the compensation of key managementpersonnel forthe yearis as follows:

31 December 31 December

2019 2018

£'000 £'000

Salaries and short-term employee benefits 718 817
Post-employmentbenefits 58 63
Other long-term benefits 56 60
Total key managementpersonnel compensation 832 940

The following significant transactions were carried out with the Company’s immediate Parent company, HSB
Engineering Insurance Limited (HSB EIL) and with the ultimate Parentcompany, Munich Re:

31 December 31 December

2019 2018

£'000 £'000

Operating expensesrecharged by HSB EIL 4,838 4,256
Liabilities settled on behalf of HSB EIL 11,946 11,601
Operating expensesrecharged by Munich Re 544 428

Balance outstanding between the Company and HSB EIL:

31 December 31 December

2019 2018

£'000 £'000

Payable to the Company by HSB EIL 10,129 11,458

Outstanding balances at the year-end are unsecured and interest free and settlementoccursin cash. There have
been no guarantees provided or received for any related party receivables or payables. For the year ended 31
December2019,the Company has notrecorded any impairment of receivables relating to amounts owed by related
parties (2018: £Nil). Thisassessmentis undertaken each financial year through examiningthe financial position of
the related party and the market in which the related party operates.

Transactions of the Company with its defined pension benefitplan are disclosed in note 14.

19 Financial risk
The Companyisexposed to financial risk through its financial assets and financial liabilities. In particular, the key

financial riskis that the proceeds from its financial assets are not sufficientto fund the creditors of the Company.
The mostimportantcomponentof financial risk is credit risk.
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19 Financial risk (continued)

There has been no change from the prior period in the nature of the financial risks to which the Company is
exposed. The Company’s operations are integrated with those of its parent company, HSB Engineering Insurance
Limited. The accounts of HSB Engineering Insurance Limited contain details on the management and
measurement of financial risks, as informed by stress testing techniques. There have been no changes from the
prioryear to the objectives, policies and processes for managing these risks.

Categories of financial instruments

31 December 31 December
2019 2018
£'000 £'000
Financial assets — at amortised cost
Cash and bank deposits 2,483 4,066
Trade and other receivables - net 16,759 19,148
Financial liabilities — at amortised cost, non-interest bearing
Trade and other payables 5,195 7,232

For bank deposits, loans and receivables items and financial liabilities items, the carrying amounts approximate to
fair value owing to the short-term maturity of these financialinstruments. There are no restrictions on cash currenty
in effect.

Credit risk
The Company has exposure to credit risk, which is the risk of non-payment of its obligations by counterparties
under a financial instrumentor customer contract, leading to a financial loss.

Areas where the Company is exposed to creditrisk are:
- deposits held with banks;
- amountsdue from trade and other receivables.

The following table summarises the Company’s exposures to credit risk:

31 December 31 December

2019 2018

£'000 £'000

Cash and bank deposits 2,483 4,066
Trade and other receivables netof allowance for expected creditlosses 16,759 19,148
Aggregate exposure to credit risk 19,242 23,214

Details of the trade and other receivables and related expected creditlosses are provided in Note 11.

The Company’s cash balances are regularly reviewedto identify the quality of the counterparty bank and to monitor
and limitconcentrations of risk. The level and age of receivable balances are regularly assessed via monthly credit
managementreports. These reports are reviewed to assess exposure in respectof aged or outstanding balances.

The following table provides information on the carrying value of trade and otherreceivables before allowance for
expected credit losses:

31 December 2019 31 December2018

Trade Other Trade Other

receivables receivables receivables receivables

£000 £'000 £'000 £000

Neither past due nor impaired 4,054 10,699 5,048 11,794
Up to 30 days past due but notimpaired 1,098 - 1,468 -
Over 30 days past due but not impaired 1,185 - 1,061 -
Individuallyimpaired - - - -
6,337 10,699 7,577 11,794
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19 Financial risk (continued)

The Company has trade receivables that are past due date but not impaired. The Company believes that
impairment of these assets is not appropriate as the amounts due will be collected through normal credit control
procedures. The Company uses a provision matrix to measure the expected creditlosses of trade receivables from
individual customers, which comprise a large number of small balances. The Company does nothold any collateral
as security. Against the overdue balances expected creditlosses are determined using loss rates that range from
7.5% to 75% depending on the number of days the balance has been overdue. The calculation reflects the
probability-weighted outcome and reasonable and supportable information that is available at the reporting date
aboutpast events, current conditions and forecasts of future economic conditions.

Set outbelow is the informationaboutthe creditrisk exposure on the Company’s trade receivables using a provision
matrix:

31 December 2019 31 December2018
Average Gross Gross

Loss carrying Loss carrying Loss

rate (%) amount allowance amount allowance

Current(not past due) 0.0 4,054 - 5,048 -
1 to 30 days past due 0.0 1,098 - 1,468 -
31 to 60 days pastdue 0.0 292 - 385 -
61 to 90 days past due 0.0 270 - 206 15
91 to 120 days pastdue 25.0 163 40 96 14
121to 180days pastdue 35.0 117 41 59 18
181 days to 360 days past due 45.0 206 93 203 92
More than 360 days past due 75.0 137 103 112 84
Total 6,337 277 7,577 223

The following table presents the credit quality of financial assets that are neither past due or impaired. This is
assessed by reference to credit rating as provided by Standard and Poor’s or equivalent.

Credit Rating 31 December 2019 31 December2018

Cash and Trade and Cash and Trade and

bank other bank other
deposits receivables Total deposits receivables Total
£'000 £'000 £'000 £'000 £'000 £'000
A++ 10,129 10,129 - 11,458 11,458
A 2,483 2,483 4,066 - 4,066
Not rated 4,624 4,624 - 5,384 5,384

The most significant concentration of credit risk is the balance of £10,129,000 (2018: £11,458,000) due from the
Company’s parentcompany. There is no concern that the balance cannotbe paid in fullon demand.

Liquidity risk

Liquidity risk is defined asthe risk of the Company notbeing able to meetits financial obligations as they fall due
as a result of insufficient access to liquid funds. The Company could be exposed to liquidity risk if there are
insufficientfinancial resources readily available to pay business expenses when they fall due. Exposure to liquidity
risk is determined based on the carrying values of payablesreflected inthe Company’s financial statements.
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19 Financial risk (continued)

The following table presents the maturity profile of the Company’s liabilities based on contractual undiscounted
payments. All liabilities are expected to be settled within 12 months afterthe year-end date.

31 December 31 December
2019 2018
£'000 £'000

Current
Trade and other payables 5,195 7,232
Deferred income 12,053 13,019
Currenttax liabilities - 112
17,248 20,363

Currency risk

The Company operates mainly in the United Kingdom and Republic of Ireland and as a result, some foreign
exchange risk arises from recognised assets and liabilities denominated in a currency outside the functional
currency. The Company also holds cash balancesin Euros.

The largestcurrency exposures with reference to net assets / (liabilities) are shown below.

31 December 31 December

2019 2018
£000 £'000
GBP 4,831 5,279
Euro (190) (148)
US Dollar 186 186
Total 4,827 5,317

The sensitivity of income statement/ equity to movementsin currency risk is shown in the following table:

Increase/ (decrease)in profit or loss

Variable Change in variable 2019 2018
£'000 £'000

Currencyrisk -5% - 2
+5% - @)

The following assumptions have been made in preparing the above sensitivity analysis:
- currencygains and losses arise from a change in the value of GBP againstall other currencies moving in
parallel;and
- allother variables, in particular interest rates, remain constantignoring any impact of forecasts.

There have been no changes from the prior year to the method and assumptions used in preparing the above
mentioned sensitivity analysis.

Interest raterisk

Cash and cash equivalents are subject to changesin rate sensitivity. The short-term bank deposits and cash and
cash equivalents had effective interest rates of 0% to 0.25% (2018: 0% to 0.25%). Bank balances have rates in
line with the marketrates and any changeswould be immaterial. There are no other interest bearing exposures.

20 Capital management

For the purpose of the Company’s capital management, capital includes share capital and reserves as disclosed
in the statementof changesin equity. Given the simple nature of capital items and the absence of any preference
shares and borrowings, no active managementof the Company’s capital is required.
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21 Subsequent events
There were no significantevents occurring afterthe balance sheetdate that would have a materialimpacton the

Company’sresults of operations, financial position and cash flows.
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