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Mercedes-Benz HighPerformanceEngines Limtted

Directors report and financial statements
31 December 2007

Directors’ report
The directors subrmit their report and the financial statements for the year ended 31 December 2007
Principal activities and business review

The principal activity of the company 15 the design, development and manufacture of Mercedes-Benz Formula One
engmes which power the Vodafone McLaren Mercedes Formula One Team

The directors consider quality, techmcal excellence, speed and flexibihity, combined with cost control, to be the
principal KPI’s to assess progress towards achieving the company’s sirategies over the medium term Performance
against these measurables 1s reviewed regularly

Overall turnover has decreased to £80 7 mullion from £86 8 million due primanly to the success of the ongoing ‘cost
down’ programme

In the year, the company made a profit before taxation of £0 9 million, representing a margin of 1 1% against
twnover This included an impawrment charge of £5 4 million against the carrying value of fixed assets,
anticipation of the sale of certain land, buildings and other assets which was completed in early 2008

In the vear, the company made significant capital investment regarding the ongoing construction of the Mercedes-
Benz Technology Centre

In the coming vear the company will continue with 1ts principal activities for the FIA Formula One World
Championships together with undertaking additional design and development work as requested by the group

Principal risks and uncertamnties

As the company operates principally in two currencies (Sterling and Euro) there 1s inherent exposure to exchange
rate risk

Interest rate exposure 15 hmited to the internal borrowing rate set by Daimler AG
Research and development

The company engages 1n research and development in relation to the design and development of high-pertformance
engines Durnng the year an amount of £48 0 nullion (2006 £48 0 mullion) was charged 1n respect of research and
development expenditure

Dividends
No dividend was paid during the year (2006 £nl)
Directors

The directors who held office during the year were as follows

Norbert Haug (German)
Sten Ola Kéllenmus (Swedish)
Dr Thomas Weber (German)

Dr Leopold Mikulic (German)

Chartable donations

The company made charitable donanons of £11,903 during the year (2006 £4,977)
Policy and practice on payment of ereditors

The company follows its standard terms and conditions for the payment of suppliers It implies payment terms with
its supphers when 1t enters mto purchase contracts It then seeks to adhere to these arrangements providing 1t 15
satisfied that the supphers have provided the goods or services in accordance with the agreed terms and conditions

At the year end, there were 53 days (2006 23 davs) purchases 1n trade creditors
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Directors’ report (conunued)
Employees

The company’s management has an open policy on the communication of information to employees concerning
factors affecting therr mterests as employees and also the development of the company and consults employees on a
regular basis to ensure that their views are taken nto account 1n making decisions on matters likely to affect therr
Interests

It 1s the company’s policy to give full and fair consideration to suitable applications for employment by disabled
persons having regard to their particular aptitudes and abilimes Disabled employees are ehgible to participate 1n all
traning, career development and promotion opportunities available to staff Opportunities also exist for employees
of the company who become disabled to continue therr employment or to be trained tn other positions in the group

Dhsclosure of information to auditors

The directors who held office at the date of approval of this Directors report confirm that, so far as they are each
aware, there 1s no relevant audit information of which the Company s auditors are unaware, and each director has
taken all the steps that he cught to have taken as a director to make himself aware of any relevant audit information
and to establish that the Company s auditors are aware of that information

Auditors

In accordance with Section 384 of the Companies Act 1985. a resolution for the re-appointment of KPMG Audit Ple
as auditors of the company 1s to be proposed at the forthcoming Annual General Meeting

By order of the board
Sten Ol enius Morgan Drive
Director Brixworth
Northamptonshire
NN6 9GZ
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Statement of Directors’ Responsibilities in respect of the Directors’ report and the
financial statements

The directors are responsible for preparnng the Directors’ report and the financial statements 1n accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law they
have elected to prepare the financial statements in accordance with UK Accounting Standards and apphcable law
(UK Generally Accepted Accounting Practice)

The financial statements are required by law to give a true and fair view of the state of affairs of the company and of
the profit or loss of the company for that period

In preparing these financial statements, the directors are required to
e select swtable accounting policies and then apply them consistently,
s make judgments and estumates that are reasonable and prudent,

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

e prepare the financial statements on the going concern basis unless 1t 15 inappropnate to presume that the
company will continue 1n business

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any
time the financial position of the company and enable them 1o ensure that its financial statements comply with the
Companies Act 1985 They have general responsibihity for taking such steps as are reasenably open to them to
safeguard the assets of the company and to prevent and detect fraud and other iregulanities
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KPMG Audit Plc

Altus House

One North Fourth Street
Milton Keynes

MKS iNE

United Kingdom

Independent auditors’ report to the members of Mercedes-Benz
HighPerformanceEngines Limited

We have audited the financal statements of Mercedes-Benz HighPerformanceEngines Limted for the year ended
31 December 2007, which comprnise the Profit and Loss Account, the Balance Sheet the Reconcthation of
Movements in Shareholders’ Funds and the related notes These financial statements have been prepared under
the accounting policies set out theremn

This report 15 made solely to the company’s members, as a body, in accordance with section 235 of the
Compantes Act 1985 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 n an auditor’s report and for no other purpose To the fullest extent
permitted by law we do not accept or assume responsibility to anyone other than the company and the company’s
members as a body, for our audit work, for this report or for the opinions we have formed

Respective responsibilities of directors and auditors

As described 1 the Statement of Directors’ Responsibilities on page 3, the company’s directors are responsible
for the preparation of the financial statements 1n accordance with applicable law and UK Accounung Standards
(UK Generally Accepted Accounting Practice)

Our responstality 15 to awdit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland)

We report to you our opuuon as to whether the financial statements give a true and fair view and are properly
prepared in accordance with the Companies Act 1985 We also report to you whether n our opimon the
informauion given tn the Directors’ report 1s consistent with the financial statements

In addition we report to you 1f, 1 our opwmion, the company has not kept proper accounting records. 1f we have not
received all the information and explanations we require for our audit or 1if information specified by law regarding
directors remuneration and other transactions 1s not disclosed

We read the Directors’ report and consider the implications for our report if we become aware of any apparent
misstatements within 1t

Basis of audit opinion

We conducted our audnt in accordance with international Standards on Auditing (UK and Ireland) issued by the
Audrting Practices Board An audit includes exammation, on a test basis, of evidence relevant to the amounts and
disclosures 1n the financial statements It also includes an assessment of the significant estimates and judgments
made by the directors in the preparation of the financial statements, and of whether the accounting policies are
appropriate to the company’s circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the nformation and explananons which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial statements
are free from material misstatement, whether caused by fraud or other wregulanty or error In forming our
opinion we also evaluated the overall adequacy of the presentanon of information in the financial statements
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Independent auditors’ report to the members of Mercedes-Benz
HighPerformanceEngines Limited (continued)

Opinion
In our opmion

» the financial statements give a true and farr view, n accordance with UK Generally Accepted Accounting
Practice, of the state of the company’s affairs as at 31 December 2007 and of s profit for the year then
ended

¢ the financial statements have been properly prepared in accordance with the Companies Act 1985, and

e the information given m the Directors’ report 1s consistent with the financial statements

K&(f A feo -

KPMG Audit Ple 2 2008,
Chartered Accountants S 7 5 ol

Registered Auditor
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Profit and loss account
Jor the year ended 31 December 2007

Continuing Total  Discontinued Continning Total
operations operations  operations
Note 2007 2007 2006 2006 2006
£000 £000 £000 £000 £000
Turnover 2 80,658 80,658 - 86,843 86 843
Cost of sales (66,410) (66,410) - {71,996) (71,996}
Gross profit 14,248 14,248 - 14,847 14,847
Administrative expenses (8,560) (8.560) - (11 263) (11 263)
Operating profit 5.688 5,688 - 3,584 3,584
Exceptional 1tem — profit on sale of
discontinued operation - - 400 - 400
Exceptional item — provision for loss
on sale of fined assets
3 (5,369) (5,369) - - -
Profit on ordinary activities before
interest and taxation 3-7 319 K1Y 400 3,584 3,984
Interest recervable 4 646 493
Interest pavable 5 (109) (163)

Profit on ordinary activities before
taxation 856 4314
Tax on profit on ordinary activities 8 - -

Profit for the financial year 13 856 4314

There are no recognised gans or losses for the financial year except for those shown above Accordingly no
separate statement of total recognised gains and losses has been prepared




Balance sheet
at 31 December 2007

Firxed assets
Tangible assets

Current assets

Stocks

Debtors

Cash at bank and in hand

Creditors amounts falling due within one year
Net current habilities

Total assets less current habilities

Creditors amounts falling due afier more than one »ear

Net assets

Capital and reserves
Called up share capital
Protit and loss account

Shareholders’ funds

These financial statements were approved by the board of directors on

behalf by

Sten Ola nius
Duector

Note

1o
H

12

13

I+
15

Mercedes-Benz HighPerformanceEngines Limued
Dhrectors report and financtal statements

2007 2007
£000 £000
54,157
3470
10,551
32
14,053
(24,431)
(10,378)
43,7719
(139)
43.640
16
43,624
43,640

31 December 2007

2006 2006
£000 £000
43,655
2,611
31165
12
33 788
{34,185)
(397)
43258
(474)
42784
16
42,768
42,784

28 W. 2008 and were signed on 1ts




Reconciliation of movements in shareholders’ funds
Jor the year ended 31 December 2007

Profit for the year
Dividends

Net addition to shareholders’ funds
Opening shareholders funds

Closing shareholders” funds

Mercedes-Benz HighPerformanceEngines Limited

Directors report and financial statements
31 December 2007

2007 2006
£000 £000
856 4314
856 4,314
42,784 38,470
43,640 42,784




Notes

Mercedes-Benz HighPerformanceEngines Limited

Directors report and financial statements
31 December 2007

(forntng part of the financial statements)

1

Accounting policies

The following accounting policies have been applied consistently in dealing with items which are considered
material n relation to the company s financial statements

Basis of preparation

The financial statements have been prepared 1n accordance with applicable accounting standards and under
the historical cost accounting rules

Cash flow statement

Under Financial Reporting Standard 1 the company 1s exempt from the requirement to prepare a cash flow
statement on the grounds that a parent undertaking includes the company 1n its own published consohdated
financial statements

Tangible fixed assets and depreciation

Deprecianion 1s provided to write off the cost less the esumated residual value of tangible fixed assets by
equal instalments over their estimnated useful economic lives as follows

Buildings - 3 — 10% per annum

Plant fixtures and fittings - 6% - 33% per annum

No depreciation 1s provided on assets under construction until they are brought into use
No depreciation 1s provided on freehold land

Foreign currencies

Transactions tn foreign currencies are recorded using the rate of exchange ruling at the date of the
transaction Monetary assets and liabilies denominated in foreign currencies are translated using the
contracted rate or the rate of exchange ruling at the balance sheet date and the gains or losses on translation
are icluded n the profit and loss account

Leases

Assets acquired under finance leases are capitalised and the outstanding future lease obhgations are shown
in creditors  Operating lease rentals are charged to the profit and loss account on a strarght line basis over
the period of the lease

Pensions

The company contributes to money purchase pension schemes and contributions are charged to the profit
and loss account as incurred

Development costs
Development costs are written off as incurred
Stochs

Stocks are stated at the lower of cost and net realisable value For work in progress and finished goods, cost
15 taken as production cost, which includes an appropriate proportion of attributable overheads

Taxation

The charge for taxation 1s based on the profit for the year and takes into account taxation deferred because of
tinung differences between the treatment of certain items for tanation and accounting purposes Deferred
tax 15 recogmsed, without discounting, n respect of all tming differences between the treatment of certain
items for taxanon and accounting purposes which have arisen but not reversed by the balance sheet date,
except as otherwise required by Financial Reporting Standard 19
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Notes (contmued)

1

Accounting policies (contintied)
Research and development expenditure

Expenditure on research and development 1s written off to the profit and loss account 1n the year m which 1t
15 incurred

Empioyee benefit trust

The company has approved the establishment of a critical 1llness trust for which funds are held and
administered outside the control of the company The company obtains no future economuc benefit, nor
exercises any future rights or control, over amounts 1t transfers The existence of the trust neither relieves
nor creates any obligations m respect of benefits provided Contributions made to the trust are recorded as
an expense 1n the period 1in which they are made

Turnover and segmental information

Turnover represents amounts recervable for goods and services and 1s stated net of value added tax

Tumover and profit on ordinary activities are attributable to the principal activity of the company The
diwrectors do not consider 1t in the interests of the group to give a geographical analysis of turnover

Profit on ordinary activities before taxation

2007 2006
£000 £000
Profit on ordinary activities before taxanon 1s stated after
chargmgli(crediting)
Auditors remuneration
Audtt 61 57
Other services ~ (Corporation Tax services) 74 3
Depreciation and other amounts written oft tangible fived assets
Owned (2007 mcluding impairment charge of £5 369,000) 731 5254
Leased 812 602
Hire of land and buildings - operating leases 330 347
Research and development expense 48,000 48,032
Loss on disposal of fixed assets 36 57

An impairment charge of £5,369,000 has been recorded and included within depreciation above 1n respect of
the impairment of the carrying value of certain land and buildings and plant & machinery These assets
were mncluded n a disposal subsequent to the year end for which the sale price indicated an imparment as at
the year end Reflecting the fact that this umpairment charge relates to a subsequent sale of fixed assets. this
charge has been presented as an exceptional itemn on the face of the profit and loss account, 1in line with the
requirements of Financial Reporting Standard 3

10




Notes (continued)

4

Interest receivable

Bank interest
Other interest

Interest payable

Bank overdraft interest
Hire purchase and finance lease interest
Other interest

Remuneration of directors

Directors emoluments

Company contributions to money purchase pension schemes

Mercedes-Benz HighPerformanceEngmes Limited
Directors® report and financial statements

2007
£000

646

646

2007
£000

48
61

10%

2007
£000

438

438

31 December 2007

2006
£000

2006
£000

47
111

163

2006
£000

367

367

e

The emoluments of the highest paid director were £437 660 (2006 £367,000) and company pension
contributions of £m1l (2006 £mi) were made to a money purchase scheme on his behalf

No retirements benefits under money purchase schemes are accruing to directors (2006 i)




Mercedes-Benz HighPerformanceEngines Linuted

Directors report and financiagl statements
31 December 2007

Notes (continued)

7 Staff numbers and costs

The average number of persons employed by the company (including directors) during the year, analysed by
category, was as follows
Number of employees

2007 2006
Production 407 425
Admunistration 18 17
425 442
The aggregate payroll costs of these persons were as follows
2007 2006
£000 £000
Wages and salaries 19,261 19220
Social security costs 2,312 1,991
Pension ¢osts 1,966 1,839
23,539 23050
8 Tax on profit on ordinary activities
Analysis of charge n period
2007 2006
£000 £000

UK corporation tax
Current tas on income for the period - .
Adjustment n respect of previous years - -

Total current tax - -

Deferred tan
Ongmation/reversal of nming differences - -
Adjustment 1n respect of previous years - -

Total deferred tax - -

Tax on profit on ordinary activities - -

12
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Notes (contmued)

8

Tax on profit on ordinary activities {contrnued)

Factors affecting the tax char ge for the current period

The current tax charge for the period 15 lower (2006 [ower) than the standard rate of corporation tax in the
UK of 30% (2006 30%) The differences are explained below

2007 2006
£000 £000

Current tax reconciliation
Profit/{loss) on ordinary activities before tax 856 4,314
Current tax at 30% (2006 30%) 257 1 294
Effects of
Expenses not deductible tor tax purposes 75 279
Capital items expenses (156) -
Timing differences between depreciation and capital allowances 596 (784)
Other uming differences - (112)
R&D tax credu (3.602) (3.602)
Group reliet surrendered 2,830 2925

Total current tax charge (see above)

Deferred taxation

The company has 1dentified a potential deferred tax asset of £5,638,000 (2006 £5,386,000), as noted below,
relating to accelerated capital allowances, other short term tnming differences and tax losses It 1s considered
that the availability of sufficient taxable profits i the future agamnst which these tming differences can be
deducted cannot be seen with reasonable certammty Therefore the deferred tax asset has not been recognised
An appropriate asset will be recognised when the company can demonstrate a reasonable expectation of
sufficient suutable taxable profits to utihise the tax losses

2007 2006

£000 £000
Iimuing ditferences between accumulated depreciauon and capital allowances (3.021) (2,570)
Other uming differences 301 340
lax losses 8,358 7,616
Unrecogmsed deferred tax asset 5,638 5386

Factors affecting future tax charges

It has been announced that the corporatton tax rate applicable to the company 15 expected to change from
30% to 28% from 1 Apml 2008 The potential deferred tax asset (unrecogmsed) has been caiculated at 28%
i accordance with FRS 19 Any uming or temporary differences which reverse before | April 2008 will be
charged or relieved at 30%, any which exist at 1| April 2008 will reverse at 28%
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Notes (contmued)

9 Tangible fixed assets
Land and Plant, Assets Total
buildings fixtures & under
vehicles  construction
£000 £000 £000 £000

Cost
At beginming of year 321382 53,198 4 468 90 048
Additions 3117 3784 11662 18 563
Disposals - (454) - (454)
Transfers between items 1 299 2 657 (3 956) -
At end of year 36,798 59,351 12,174 108,323
Deprecration
At beginning of vear 7,415 38,978 - 46 393
Charge for the period 797 2017 - 2814
Impairment charge 4638 731 5369
Disposals - {422) - (422)
At end of year 12,850 41,316 - 54,166
Net book value
At 31 December 2007 23,948 18,035 12,174 54,157
At 31 December 2006 24967 14,220 4,468 43 655

Included 1n the net book value of plant, fixtures and vehicles 1s £119,835 (2006 £931,555) 1n respect of
assets held under finance leases and similar hire purchase contracts Depreciation for the year on these
assets was £811,720 (2006 £602,000)

The net book value of land and builldings comprises

2007 2006

£000 £000

Freehold tand 3,340 3337
Freehold buildings 20,608 21 630
23,948 24,967

14
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Notes (contmued)

10 Stochs
2007 2006
£000 £000
Raw materials and consurmables 859 393
Work 1n progress 727 923
Funished goods and goods for resale 1,884 1295
3,470 2,611
11 Debtors
2007 2006
£000 £000
Trade debtors 36 131
Amounts owed by group undertaking 5,733 29 660
Tax and Social Secunity 2.000 732
Other debtors 292 433
Prepayments and accrued income 2.480 200
10,551 31165
12 Creditors: amounts falling due within one year
2007 2006
£000 £000
Bank loan and overdraft 177 |
Obhligations under hire purchase contracts, finance leases and similar contracts 335 511
Amounts owed to group undertakings 2,909 14,280
Trade creditors 5,685 4,539
Corporation tax 3,485 3,485
Other taxation and Social Security 990 890
Other creditors 2,788 167
Accruals and deferred income 8,062 10,312
24,431 314185

15




Mercedes-Benz HighPerformanceEngines Limited

Directors report and financial statements
31 December 2007

Notes (contmued)

13 Creditors: amounts falling due after more than one year
2007 2006
£000 £000
Obligations under hure purchase contracts {inance leases and similar contracts 139 474

The maturity of obligations under finance leases and hire purchase contracts is as follows

2007 2006
£000 £000
Within one year 335 511
In the second to fifth vears 139 474
474 985
14 Called up share capital

2007 2006
£ £

Autherised, alfotted, called up and fully paid-
10,000 ordinary shares of £} each 10,000 10 000
2500 A ordinary shares of $1 each 1,601 1 601
2500 B ordmary shares of $1 each 1,601 1,601
2,500 C ordinary shares of $1 cach 1,601 1.601
2,500 D ordinary shares of $1 each 1,601 1,601
16,404 16,404

The sterling shares and dollar shares constitute different classes of shares

Sterling shares

The holders of sterling shares are not entitled to any parttcipation n the profit or assets of the company
On a winding up, the maximum that the shareholders of sterling shares shall receive will be £1 per share

None of the sterling shares carry any right to receive notice of or attend and vote at any general meeting of
the company

Dollar shares
The holders of dollar shares carry the right to participate in the profits of the company

The dollar shares are not subject to any hmit in distribution on winding up of the company provided
amounts payable to the holders of sterhing shares shall first have been paid

Holders of the dollar shares are entitled to receive nouce of and to attend and vote at every general meeting
of the company

16
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Notes (conrmued)

15

16

17

18

19

Reserves
Profit and loss
account
£000
At beginning of year 42,768
Profit for the year 856
At end ot year 43,624

Related party transactions

As the company 15 a wholly owned subsidiary of Mercedes-Benz UK Holdings Ple and the company's
voting rights are controlled within the group headed by Daimler Aktiengesellschaft, the company has taken
advantage of the exemption contamned in Financtal Reporting Standard 8 and has therefore not disclosed
transactions or balances with other group companies The consclidated financial statements of Daimler
Akuengesellschaft, within which this company 1s included, can be obtamned from the address given in note
20

Capital commitments

At 31 December 2007 the company had commitments, for which no provision has been made, under
contracts placed n respect of capital expenditure amounting to £3,104,000 (2006 £2,519,012)

Financial commitments

There are obligations under operating leases to pay rentals during the next year which expire

2007 2007 2006 2006
Land and Other Land and Other
buildings buildings
£000 £000 £000 £000
Within one year 260 - - .
In the second to fifth years inclusive 33 - . -
Over five years - - 184 -
293 - 184

Pension scheme

The company contritbutes to various money purchase pension schemes The assets of the schemes are held
separately from these of the company in independently administered funds The charge for the period
represents contributtons payable to the schemes and amounted to £1,966.000 (2006 £1.839 000} The
outstanding contributions as at 31 December 2007 were £l (2006 £158,252)

17
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Notes (continued)

20

Ultimate holding company and parent of larger group in which the company 1s a member
Mercedes-Benz UK Holdings Plc held 100% of the voting rights of the company as at the year end

The company s ultimate holding company and controiling party 1s Daimler Aktiengeselischaft which 1s
incorporated 1n Germany and heads the only group in which the results are consolidated for statutory
purposes The consolidated accounts of Daumler Aktiengesellschaft are available to the public and may be
obtained from the offices of

Mercedes-Benz UK Holdings Plc
Tongwell

Milton Keynes

MK15 8BA

18




