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Perkins Engines Company Limited

Strategic Report for the Year Ended 31 December 2020

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

Business review .
The principal activities of the company is the design, manufacture and sale of diesel engines.

The company has seen turnover decrease by 32% from £1,662,302,000 (restated value) in 2019 to
£1,126,573,000 in 2020 driven by an industry decline because of the global COVID-19 Pandemic. The company
took appropriate actions, working collaboratively with local authorities, customers, suppliers and employees, to
ensure operations could continue in a safe manner whilst ensuring the health and safety of employees was
maintained. Lower revenues and gross margins were partially offset by a reduction in administrative costs
reflecting cost control actions deployed by the company.

Loss for the year has worsened by £144,868,000, compared to the restated 2019 position, increasing the loss
before tax to £162,178,000 reflecting the challenging business conditions. The losses in the year, driven by the
underlying impact of COVID, have been compounded by a significant increase in the 3 and 4 cylinder warranty
provision of £55,888,000 (see note 20). Through assimilation of an additional small engines business acquired

- in 2019 and following the usual production and conformance testing the company regularly performs, an engine
technical capability issue was identified in this population of small engines. In the 2019 financial statements the
potential remediation of this issue through warranty was initially calculated on a subset of the field population
affected based on a proposed technical solution. Through further investigation work in 2021 this population
exposure has increased, and the technical solution has also changed, increasing the expected cost to rectify the
issue, driving the increase in the value of the related provision. The company will continue to assess this risk but
believe the current provision adequately covers the risk profile of the issue.

Net assets for the company decreased from a 2019 restated balance of £367,577,000 to £235,631,000 driven by
the operating loss that was incurred within the year.

The company continues to invest in its product portfolio to maintain its position at the forefront of diesel
technology and in compliance with the evolving emission regulations around the world.

* 2021 has seen a strong volume recovery in most markets as the world economy has adjusted to the pandemic's
impacts. With the recovery has come supply chain, commodity and labour cost challenges coupled with a lack
of availability of some key components that have put pressure on the company’s variable margin. These factors
are expected to persist into 2022 with continued optimism around strong volume growth.

Finaucial key performance indicators
The company's key financial performance indicators during the financial year were as follows:

Unit 2020 2019 (Restated)
Turnover (decrease)/increase ' % (32) 13
Gross profit margin ‘ % 9 17
Operating loss margin % (4 )
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Perkins Engines Company Limited
Strategic Report for the Year Ended 31 December 2020 (continued)

Financial key performance indicators (continued)

Turnover declined by 32% versus 2019 (restated) with decreases seen across all regions, principally due to
industry decline because of the COVID-19 Pandemic with an additional impact of customer pre-buys occurring
in 2019 in response to EU Stage V engine emissions regulations.

Gross profit margins declined from 17% in 2019 to 9% in 2020 reflecting a less favourable product mix due to
the impact of customer pre-buys in 2019, a reduction in volume, incremental manufacturing costs and
inefficiencies resulting from the COVID-19 Pandemic.

Operating loss margin deteriorated to 14% in 2020 reflecting the decline in turnover and gross margin driven by
the COVID-19 Pandemic which outweighed the reduction in administrative and distribution costs achieved by
the company’s cost control activities.

Non-financial key performance indicators

Safety

The health and safety of our employees is an important focus at the company, and we strive to continually
reduce our recordable injuries. The company uses lean manufacturing techniques to assess and improve safety in
all facilities and operates an education program for manufacturing new hires to accelerate acclimation to our
safety culture.

The COVID-19 pandemic has further reinforced the importance of a safe and healthy workforce. In response to
the pandemic, the Company implemented safeguards to protect our essential employees, including increased
frequency of cleaning and disinfecting, social distancing practices, face coverings, temperature screening and
other measures consistent with specific regulatory requirements and guidance from health authorities. We also

instituted travel restrictions and remote work, for employees who were able to work from home. .

In 2020 the company recorded | injury, which was an improvement on 2019. Work continues on this so the
company can achieve the zero injury target in the future.

People
In addition to our focus on safety, we strive to continually attract, develop, engage, and retain a high-performing

diverse global team that executes our strategy of long-term profitable growth. We are committed to employee
development and helping them reach their full potential, by making on-going investments in our team. Our
internships, engineering co-ops, and career programs for engineering, marketing, and manufacturing provide
development opportunities for early career employees. We also have a continual focus on strengthening
technical, professional and leadership capabilities at every level. Strategic talent reviews and succession
planning occur at a minimum, annually, across our businesses.

The annual Employee Insights Survey, sent annually to all employees, covers a range of areas. The results are
used to assess how satisfied and engaged employees are and to identify opportunities for improvement, which
are then acted upon. The results of the 2020 survey reported an improvement from 2019 in all areas with the
highest scores seen in the section relating to "Challenging Work and Impact" and "Employee Engagement”.
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Perkins Engines Company Limited

Strategic Report for the Year Ended 31 December 2020 (continued)

Future developments

As a result of Brexit the new EU - UK Trade & Cooperation Agreement came into force on 1 January 2021, The
company was well prepared and experienced minimal adverse impacts due to Brexit and is currently operating
successfully within this new framework. See further details within the Principal Risks and Uncertainties section.

On 11 March 2020 the World Health Organisation declared the outbreak of the Coronavirus (COVID-19), a
pandemic. See the additional disclosures below, and in the Going Concem section of the Directors’ Report,
relating to the COVID-19 Pandemic for details on how the company has been impacted in 2021 and is expecting
this to impact 2022 and the company’s future plans, including the impact on the Going Concemn status of the

company.

The underlying financial position remains strong and there has been strong demand for Perkins products
throughout 2021 despite the COVID-19 Pandemic driven disruptions to global supply chains leading to
shortages of some components for the company coupled with transport challenges and associated price rises.
Both issues have put pressure on the delivery of volumes and the company’s margins. The outlook for 2022 sees
the expectation of continued volume growth with component availability challenges persisting but with the
company managing these issues to minimise any impact for the longer-term.

The company has continued the ramp in volume of its 900 series engines introduced in 2020 with expected
future growth in affiliated companies and third parties. There is continued investment in the business to meet
customer requirements and enhancements as well as changing circumstances, including new legislation /
emission related changes to products. The company will continue to design, manufacture and sell diesel engines
that are emissions while assessing providing complementary alternate power solutions.

Principal risks and uncertainties
The management of the business and the execution of the company's strategy are subject to a number of risks.

The key business risks predominantly affecting the company are the increasing competitiveness of the diesel
engine market and the rapid changes in emissions legislation. The company continues to invest in the
development of engines for their respective markets and reducing emissions.

Other risks include:

COVID-19 Pandemic risk
As a result of the COVID-19 Pandemic the company incurred a short production shutdown during 2020. The
economic uncertainties created by this led the company to taking actions to mitigate potential future risk.

We have adopted all government and public health authority guidelines and we have also put additional
measures in place to support the health and wellbeing of all our employees during these uncertain times. Very
early on, as a company, we adopted the policy that where possible all our employees able to work from home
should, using enabling technology solutions and working flexibly around their domestic circumstances. For
those employees unable to work from home, primarily our factory-based teams, we implemented both social
distancing and elevated health measures, including temperature checking and additional cleaning regimes, to
ensure the safety of our team. Mental and physical health has been prioritised with regular contact to support
wellbeing and social initiatives implemented to combat isolation and boost morale. As the outlook for the
pandemic has evolved we have instigated voluntary returns to work for employees who have found working
from home less effective but continue to provide working from home as an option.
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Perkins Enginés Company Limited
Strategic Report for the Year Ended 31 December 2020 (continued)

COVID-19 Pandemic risk (continued)

The company also took advantage of the Coronavirus Job Retention Scheme for which they received £2,226,000
during 2020 and £94,000 was received in the first few months of 2021, The Coronavirus Job retention Scheme
was closed for the company on 30 September 2021 as all of the affected employees had letumed to their
positions as business activity returned to more normal levels.

Perkins Engines Company Limited continues to work collaboratively with customers having provided support
for those customers with genuine and immediate financial distress and our suppliers and contractors who we’ve
worked closely with, supporting them to prioritise the health of their teams and to apply best practice. We have
provided support to contractors to work safely on site and when visiting premises. As the pandemic has evolved
and the impacts on supply chains and transport have emerged we have worked with our suppliers in managing
component shortages including the global microchip shortage to secure supply and satisfying our customers by
utilizing airfreight to ensure deliveries of engines.

We feel our approach has been successful throughout 2020 and 2021 allowing us to continue to operate but the
company continues to monitor the risk the pandemic could continue to pose to the business and reviews and
refines plans in place to mitigate health impacts on our employees and supply chain disruptions to customers
and suppliers.

"Eavironmental risk
Our facilities, operations and products are subject to increasingly stringent environmental laws and regulations
globally, including laws and regulations governing emissions to noise, air, releases to soil and discharges to
water and the generation, handling, storage, transportation, treatment and disposal of non-hazardous and
hazardous waste materials.

Some environmental laws impose strict, retroactive and joint and several liability for the remediation of the
release of hazardous substances, even for conduct that was lawful at the time it occurred, or for the conduct of,
or conditions caused by, prior operators, predecessors or other third parties. Failure to comply with
environmental laws could expose us to penalties or clean-up costs, civil or criminal liability and sanctions on
certain of our activities, as well as damage to property or natural resources. The potential liabilities, sanctions,
damages and remediation efforts related to any non-compliance with Such laws and regulations could negatively
impact our ability to conduct our operations and our financial condition and results of operations. In addition,
there can be no assurances that we will not be adversely affected by costs, liabilities or claims with respect to
existing or subsequently acquired operations or under present laws and regulations or those that may be adopted
or imposed in the future.

Environmental laws and regulations may change from time to time, as may related interpretations and other
guidance. Changes in environmental laws or regulations could result in higher expenses and payments, and
uncertainty relating to environmental laws or regulations may also affect how we conduct our operations and
structure our investments and could limit our ability to enforce our rights. Changes in environmental and climate
change laws or regulations, including laws relating to greenhouse gas emissions, could lead to new or additional
investment in product designs and could increase environmental compliance expenditures.

Changes in climate change concems, or in the regulation of such concerns, including greenhouse gas emissions,
could subject us to additional costs and restrictions, including increased energy and raw materials costs. If
environmental laws or regulations are either changed or adopted and impose significant operational restrictions
and compliance requirements upon us or our products, they could negatively impact our reputation, business,
capital expenditures, results of operations, financial condition and competitive position.
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Perkins Engines Company Limited

Strategic Report for the Year Ended 31 December 2020 (continued)

LIBOR reform risk

Up to 1 November 2021 the company paid interest on the loan payable balance with Caterpillar (UK) Holdings
Limited based on the interest rate of the London Inter-bank Offered rate (LIBOR) plus 0.5%. On 31 December
2021 there was a mandatory change from the LIBOR rate to the Sterling Overnight Index Average (SONIA)
Rate. The Caterpillar Treasury project team have prepared interest rates for this change and have calculated
similar market based rates to those previously used for LIBOR. The switch to the new rates, SONIA Term plus

0.5% occurred on | November 2021.

Cyber risk
Cyber risk relates to the risk associated with financial loss, disruption or damage to the reputation of the
company as a result of failure, unauthorised or erroneous use of the company's information systems.

The Caterpillar Inc. group of companies apprgaches information security risk management through a
comprehensive program to identify, assess, quantify, mitigate, transfer or formally accept information security
risk at an appropriate level of the company. The program is chartered to operate across the extended enterprise
to protect the company’s people, information, property, products and brand from the cyber risks by seeking to
preserve the confidentiality, integrity and availability of information, and to enable the safe operation of our
connected machines.

The Caterpillar Inc. group of companies have established, implemented, work hard to maintain, and seek
continually to improve the information security risk management program aligned with ISO 27001, which
includes various procedures and controls to mitigate such cyber risks. Our program gives confidence to our
people, partners and customers that information risks are adequately managed. Supported by Enterprise Policies
and Procedures, the program also includes sophisticated technologies and detailed security processes we execute
24 hours a day, every day.

The company is aware of the risk of a cyber-attack taking place and education programs in the form of
communications and mandatory online training are deployed ensuring company employees are aware of
potential threats and have appropriate IT security awareness. Robust onboarding and offboarding processes
ensure any employee turnover is managed in accordance with cyber security protocols.

Brexit risk

Following the United Kingdom's departure from the European Union and the end of the UK/EU Transition
Period on 31 December 2020, Great Britain is outside of the EU Single Market and Customs Union, with
Northern Ireland remaining within the EU Customs Union and the UK Customs Regime. Caterpillar's planning
and preparations ahead of the EU-UK Trade Cooperation Agreement reached at the end of 2020 has been
successful in minimising Brexit-related disruption to our business.
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Perkins Engines Company Limited

Strategic Report for the Year Ended 31 December 2020 (continued)

Section 172(1) Statement

This section of the Strategic Report describes how the directors have had regard to the matters set out in section
172(1) (a) to (f), and forms the directors’ statement required under section 414CZA, of The Companies Act
2006.

Board of Directors

The Board of Directors appointed to manage Perkins Engines Company Limited participates in, oversees,
advises and counsels the management of the company and monitors the management team’s performance and
legal and ethical compliance.

Perkins Engines Company Limited's board members have been given training regarding duties, responsibilities
and liabilities of Directors. Members of the board also participate in the management of the business. As leaders
and managers, they are regularly exposed to formal leadership and business-related training. Board members
have access to other members of the company’s management, and will, from time to time, invite other
executives and employees to participate in, or provide information for use at Board meetings so that the Board
has additional insight on items or issues to be decided by the Board. The Board may, from time to time, engage
outside advisors or other experts as it deems necessary or appropriate to assist it in carmrying out its
responsibilities.

Employee engagement

Perkins Engines Company Limited is committed to providing a safe, engaging and productive work
environment for its employees. The directors recognise the need to maintain good communications with
employees and to increase their involvement in their work. Management is responsible for the detailed
development of communications and participation practices as required by their local situations. The practices
involved include provndmg information to employm on the company's products, financial results, operations,
plans and economic factors affecting the company's performance through house journals, news bulletins,
briefing meetings and video presentanons. such as the division's All Employee Meetings and the Weekly News
bulletins.

Human resource development is a key element of the company's long term strategic priorities, with particular
emphasis on leamning. There is a share scheme, which enables employees to invest in shares of the ultimate
parent company, Caterpillar Inc.

Stakeholder engagement
The company is committed to understanding the needs of its customers, and together with its partners,

delivering industry-leading products and services.

The company maintains a collaborative working relationship with distributors and customers, and has dedicated
account managers allocated enabling the provision of regular updates regarding the company’s business and
products.

The company has high standards for quality, delivery, and price and its suppliers play a key role in the
company's commitment to excellence. Suppliers are given access to a dedicated portal that provides
transparency to our suppliers on performance requirements, our organisation, and how to begin doing business.
The portal also provides the key information that any supplier needs to know regarding the requirements,
policies, and procedures in the areas of Business Requirements and Regulations, Quality and Supply Chain.
Each supplier also has a dedicated buyer who partners them, for ease of communication and continuous
improvement.
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Perkins Engines Company Limited
Strategic Report for the Year Ended 31 December 2020 (continued)

Statement 172(1) Statement (continued)

Communities and environment

Perkins Engines Company Limited takes its responsibility to the various communities in which we work very
seriously and follows a group-wide strategy of sustainability and energy efficiency. Manufacturing is a process
that unavoidably uses energy however we have committed to sustainable manufacturing processes that minimise
both the energy consumed and the waste produced.

The company takes its responsibility to the various communities it works in very seriously and has a philosophy
of 'think global, act local'.

Approved by the Board on |8 March 2022 and signed on its behalf by:

Director
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Perkins Engines Company Limited

Directors' Report for the Year Ended 31 December 2020

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

Directors of the company
The directors who held office during the year were as follows:

N J Burroughs (resigned 31 January 2021)
R Cotterell

M Dorsett (resigned 1 October 2021) ER
S Ferguson -
IS Gill

D Goldspink

J Horn (appointed 1 August 2020)

P D Thompson (resigned 1 August 2020)

The following director was appointed after the year end:
K A L Zaduck (appointed 31 January 2021)

The directors above served during the year, and up to the date of signing the financial statements, unless
otherwise stated.

Principal activities
The principal activities of the company is the design, manufacture and sale of diesel engines.

Dividends
There were no dividends paid in the financial year under review (2019 - £Nil).
The directors recommend that no dividend be proposed or declared for the year ended 31 December 2020 (2019

- £Nil).
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Perkins Engines Company Limited

Directors' Report for the Year Ended 31 December 2020 {continued)

Prior period adjustment

The company has made a correction to its application of the revenue recognition policy in respect of sales to
affiliated customers requiring both an engine and aftertreatment component(s) to enable the supply of an engine
system that is compliant with relevant emissions regulations. Previously, management had not included revenue
where there was an expectation to supply both of the elements of the engine system to affiliated customers, until
both elements were delivered. Following a review of the obligations under the trading terms in relation to the
revenue recognition requirements within FRS 102, it is our assessment that there are no remaining performance
obligations for affiliated customers based outside the UK/EU markets and hence no requirement to defer

revenue.

As the company is responsible for meeting relevant emission standards inside the UK/EU, including for
affiliated customers without commercial agreements, it has an obligation to supply an engine with a matching
aftertreatment component and therefore revenue will continue to be deferred on unmatched engines sold to
affiliated customers in the UK/EU.

As a result of this revised assessment, it is concluded that revenue on sales of separate components of the engine
system to affiliated customers outside the UK/EU can be recognised when delivered.

The company has also made a correction to its trade debtors and amounts owed in respect of factored debts.
Perkins Engines Company Limited has factoring programs with two financial institutions in which the company
factors its trade debtors. Historically these trade debtors have been derecognised upon factoring. The accounting
for these factoring programs was reassessed and it was determined that the company did not meet the
requirements to derecognise the factored trade debtors. This has resulted in a restatement to debtors and
creditors. Trade debtors have been increased by £185,963,000 and this value is now reported within creditors to
reflect the amounts due to the company's invoice factoring partners.

Prior year adjustments have been applied to reflect and correct for the impact of the above items on prior
periods. The matter has been corrected by restating each of the affected financial statement line items for the

prior periods. See note 25 for details of the restatements.

 Casb pooling / cash funding
The company is part of the Caterpillar Inc. group’s cash pooling 7 funding arrangements. This is administered by
Caterpillar Corporate Treasury, who ensure the company receives the funds it requires in order to meet its

obligations.

Receipts and payments between fellow group companies are transacted via the intercompany loan accounts. Any
other receipts and payments are transacted through the company bank accounts.

The balances of these accounts are then transferred to the bank account of Caterpillar UK Holdings Limited (the
Counterparty) on a daily basis. This enables the funds to be utilised by the Corporate Treasury function in the
wider Caterpillar Inc. group.

The company has an intercompany loan agreement with Caterpillar'UK Holdings Limited. This agreement may
be terminated by ecither party upon 30 days advance written notice to the other party. Upon termination, the
borrower shall pay the principal amount outstanding under the loan with accrued interest, unless otherwise

agreed among the parties.

The current limit of the loan agreement is £400,000,000, but this can be increased as required by any party on
demand basis, During the year the maximum amount borrowed was £108,093,000 (2019 - £Nil).
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Perkins Engines Company Limited

Directors' Report for the Year Ended 31 December 2020 (continued)

Going concern

The company meets its day-to-day working capital requirements through intercompany cash pooling / funding
arrangements. This provides the company access to the cashflows necessary for the day-to-day running of the
company. and to support the going concern assertion. .

On 11 Manch 2020 the World Health Organisation declared the outbreak of the coronavirus (COVID -19) a
pandemic. X

As at the date of signing these financial statements the company is not envisaging any significant further
problems to be caused by the COVID-19 Pandemic, apart from those detailed in the Principal Risks and
Uncertainties section of the Strategic Report.

The company has obtained a letter of support from Caterpillar Inc. that confirms the availability of funding
necessary to enable Perking Engines Company Limited to continue in existence as a going concern to meet its
liabilities as they fall due and to carry on its business for at least 12 months from the date of the approvat of
these financial statements.

As reported above, the company is part of the Caterpillar Inc. group's cash pooling/funding arrangements and
the going concern assessment for Perkins Engines Company Limited is linked to the financial strength of
Caterpillar Inc., the ultimate parent undertaking. From a liquidity perspective Caterpillar Inc. ended 2021 with
$9.3 billion of cash and available global credit facilities of $8.3 billion.

As at March 2022, globally and across the Caterpillar Inc. group's three primary segments, all of the company's
primary production facilities are operating within their local guidance for safe working. The production facilities |
continue to support the Group strategy within the framework of the required operating practices that have been
introduced due to the COVID-19 Pandemic.

Considering all the above, the directors have a reasonable expectation that the company has adequate financial
and other resources to continue in operation for the foreseeable future. The company therefore continues to
adopt the going concern basis in preparing its financial statements.

Employment of disabled persons

Disabled persons are employed and trained where their aptltudes and abilities allow and where there are suitable
vacancies. Every effort is made to ensure that employment continues for employees who become disabled,
training being arranged as appropriate. It is the policy of the company that, as far as possible, disabled and
able-bodied people should enjoy identical career opportunities.

Engagement with employees
See Section 172(1) Statement within the Strategic Report

Engagement with stakeholders
See Section 172(1) Statement within the Strategic Report

Research and development
During the year the company continued to carry out research and development in order to maintain its position
at the forefront of diesel technology and ensure global emissions regulations compliance.

As part of this policy of continually updating products and introducing new models to market, the company has
ongoing commitment to research and development.

Expenditure on research and development during 2020 (excluding the UK's research and development
expenditure tax credit and recharges to fellow group companies) totalled £56,583,000 (2019 - £62,293,000).
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Perkins Engines Company Limited

Directors' Report for the Year Ended 31 December 2020 (continued)

Financial risk management

Objectives and policies

The company is exposed to a variety of financial risks. The company's overall risk management programme
seeks, to minimise potential risks for the company. Management reviews and agrees policies for managing risks.
The most important components of financial risk affecting the company are price risk, interest rate risk, credit
risk, foreign currency risk and liquidity risk.

Price risk, interest rate risk, foreign currency risk, credit risk and liguidity risk

Price risk

The company is exposed to price risk as a result of its operations. In order to manage this exposure the company
seeks to secure fixed price agreements with suppliers. The company is exposed to price realisation risk, in that it
may not be able to pass on raw material price increases on to its customers.

Interest rate risk

The company's income is substantially independent of changes in interest rates. The company mainly finances
its operations through borrowings from fellow group companies. The company's borrowings are in sterling at
floating rates of interest.

Foreign currency risk

The company acquires.components from a number of overseas suppliers and also generates revenue from export
sales in multiple currencies. However, in the view of the relative values of the sales and purchases the company
does not consider hedging foreign currency exposures is necessary. This position is kept under review.

Credit risk

Credit risk is the risk that a counterparty will be unable to pay amounts in full when due. The company’s policy
is to limit counterparty exposures by setting credit limits for each counterparty and credit checks are performed
on potential customers before sales are made.

Liquidity risk

Liquidity risk is the rigsk that cash may not be available to pay obligations when due. The finance team manages
this risk centrally. The board is satisfied that the company is not subject to significant liquidity risk at the year
end.

Future developments
The company's future developments are detailed in the Strategic Report.

Branches outside the United Kingdom
The company has a branch in Japan.
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Perkins Engines Company Limited

Directors' Report for the Year Ended 31 December 2020 (continued)

Streamlined Energy and Carbon Report (SECR)

The gross greenhouse gas (GHG) emissions for Perkins Engines Company Limited are 11,041 tonnes of carbon
dioxide equivalent (tCO2e) at an emissions intensity of 10.6 tCO2e per £m for the year 1 January 2020 to 31
December 2020. :

The gross GHG emissions figure includes all material Scope 1, 2 plus Scope 3 required to be disclosed by the
legislation; that is the emissions associated with the purchase of electricity, the combustion of gas and the
consumption of fuel for the purposes of transport.

Perkins Engines Company Limited’s greetihouse gas emissions are broken down in the following sections:

Emissions and energy consumption
Summary of greenhouse gas emissions and energy consumption for the year ended 31 December 2020:

Description ' % of total 2020
Natural gas 34.1% 3,769
Transport fuel 0.3% 34
Electricity 65.6% 7,238

q

Summary of scope 1 (direct) greenhouse gas emissions for the year ended 31 December 2020:

Description Unit 2020
Combustion of natural gas tCO2e 3,769
Fuel combustion: transport tC02e 22

3,791

Summary of scope 2 (indirect) greenhouse gas emissions for the year ended 31 December 2020:

Description i Unit 2020
Consumed electricity tCO2e 6,627

Summary of scope 3 (other indirect) greenhouse gas emissions for the year ended 31 December 2020:

Description Unit 2020
Fuel combustion: transport tCO2e 12
Consumed electricity tCO2e 611

623
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Perkins Engines Company Limited
Directors' Report for the Year Ended 31 December 2020 (continued)

Summary of energy consumption for the year ended 31 December 2020:

Description Unit 2020
Natural gas kWh 20,498,731
Transport fuel kWh 137,253
Electricity kWh 28,426,272

49,062,256

The data contained in this document is calculated and reported in line with the methodology set out in the UK
Government's Environmental Reporting Guidelines, March 2019. Energy consumptions cover those identified
in section 7 of this guidance.

An ‘operational control’ approach has been used to define the Greenhouse Gas emissions boundary. This
approach captures emissions associated with the operation of buildings within the scope of the regulation, plus
transport; company-owned vehicles used for business travel. This report covers UK operations only, as required
by SECR for Non-Quoted Large Companies. The report also includes emissions from waste generated from a
range of sources and transmission distribution (T&D), this is a voluntary scope 3 emission that means the losses
in transmission between sources of supply and points of distribution are included in the carbon emissions. By
combining the T&D emissions with those from the generation of purchased electricity provides the emissions
associated with electricity consumption, which is considered best practice.

Perkins Engines Company Limited is not listed on a stock exchange such as the London Stock Exchange, so is
classified as a Non-Quoted Large Company for the purpose of regulatory compliance.

Emissions have been calculated using the 2020 conversion factors provided by Department for Business, Energy
& Industrial Strategy. The reporting period is January 2020 to December 2020,

Energy efficiency initiatives
Perkins Engines Company Limited has always taken the opportunity to reduce the organisations energy usage
when a potential opportunity presents itself with the benefits of decreased CO2 production and financial savings

to the operation.

Peterborough Site

This has been a significant year for the Peterborough site as we look to execute our Sustainability vision.
Projects have been identified and included within the strategy for the next 5 years to drive reductions in GHG
emission against our corporate targets of 2% reduction year on year and significantly reduce our utilities

overheads.
Energy efficiency initiatives include:

« Installation of a {.36MW Solar PV farm on site;
« LED lighting upgrades and control;
+ Overhaul and upgrading of our Building management system for greater control;

« Installation of 2 off Heat recovery systems on our compressors + investigation into heat recovery upgrades to
increase efficiency of the system;

» Identification of Significant users + tracking of consumption;

* Electrical infrastructure upgrades including metering at switch level;

»  Working towards ISO50001 energy management standards;

» Analyse and Act partnership with Inenco Group Limited to drive energy improvement projects;

» Compressed air leak detection exercise across the facility;
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Perkins Engines Company Limited
Directors' Report for the Year Ended 31 December 2020 (continued)

+ Increase awareness and focus on energy management through engagement + visual displays of metrics and
messaging;

* Generation of a Green team to focus on sustainability and raise awareness and spread the word,;

¢ Condition monitoring throughout the facility to highlight energy concems;

 Service agreements in place for gas, HYAC and compressed air to ensure equipment is operating at its
optimum and deficiencies are highlighted;

» Thermal imaging building surveys to highlight heat loss; and

« Generation of a carbon calculator so supply chain can work out the carbon footprint of supplied parts at
concept and understand their environmental impact.

Stafford Site
Efficiency Measures include:

» LED lighting replacement in a large area of the main factory;

* LED lighting fitted as standard in all refurbish works;

« Data analysis and gathering improved to help to highlight high consumers;

+ Some equipment monitored and identified that it could be turned off over the weekends and night time to
save power consumption;

+ New wash installed that uses a filtration system and re-uses the water rather than disposing of it all down the
drains; and

* * Volatile Organic Compound paints fully removed and water based paints being used, mearing we could
remove the paint abatement system which in turn reduced the amount of gas we were using onsite.

Corporate governance

Perkins Engines Company Limited, as part of the Caterpillar Group, has in place detailed corporate governance
arrangements due to the requirements placed upon Caterpillar Inc. as a listed business. Having reviewed the
Wates Principles the directors of Perkins can confirm that the company’s corporate governance processes meet
these requirements.

Wates principles

Values and Culture
As part of the Caterpillar enterprise, Perkins applies the Caterpillar Code of Conduct.

While Perkins conducts business within the framework of applicable laws and regulations, for us, compliance
with the law is not enough. We strive for more than that. Through our Code of Conduct, we envision a work
environment where all can take pride in the company, others respect and admire it, and the world is made better
by our actions. Together, we are laying the foundation for the values-based culture that will carry us forward to
even higher levels of success.

Through employment practices, reinforcement of compliance through training and continuous updates of web
based compliance information, and constant communication by leaders, we ensure that our Values in Action and
“Winning the Right Way™ are understood by our employees and business associates as the foundation of the
Perkins business.
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Perkins Engines Company Limited
Directors' Report for the Year Ended 31 December 2020 (continued)

Strategy
Whilst Perkins, and other subsidiaries and divisions of Caterpillar, have specific strategic imperatives that drive
success in their product lines, all are aligned with and apply the Caterpillar corporate strategy.

With our Values as a foundation, we leverage an information-driven approach - the Operating and Execution
Model - to guide our decision-making process and ultimately, position us for continued profitable growth.

We are committed to understanding the needs of our customers, and together with our partners, delivering
industry-leading products and services. ’

Board composition

Chair

Steve Ferguson is chair of Perkins Engines Company Limited (PECL) and a Vice President of Caterpillar, Inc.
with responsibility for the Industrial Power Systems Division of which PECL makes up a major part.

Prior to his current appointment, Steve was the general manager of Advanced Component Manufacturing with
responsibility for component manufacturing of hydraulics, cabs and drive train systems.

- Since joining Caterpillar in 1990, Steve has held senior leadership roles in financial management for the [;arge
Power Systems and Excavation Divisions. He also served as the chief financial officer for Caterpillar’s
Construction Industries segment, based in Singapore.

Steve has a bachelot’s degree in business from Eastemn Illinois University and is a graduate of the Northwestern
Advanced Executive Development Program.

. Balance and diversity
Perkins Engines Company Limited’s shareholder has appointed a Board of Directors that participates in,
oversees, advises and counsels the management of the company and monitors the management team’s

performance and legal and ethical compliance.

The Board Members are selected based upon characteristics, which include:
(1) integrity, honesty and accountability, with a willingness to express independent thought;

2 successful leadership experience and background that demonstrates an understanding of business affairs
generally, and the business of Perkins, more specifically;

(3) demonstrated ability to think strategically and make decisions with a forward-looking focus, with the
ability to assimilate relevant information on a broad range of complex topics;

(4)  being a team player with a demonstrated willingness to ask tough questions in a constructive manner that
adds to the decision-making process of the Board;

(5) absence of conflicts of interest; -
(6) ability to devote necessary time to meet director responsibilities; and
(7)  diversity of experience and background.

The Board of Directors actively encourages diversity and inclusion within the Company and is proactively
seeking diversity within the senior management team and as part of their succession planning.

Size and structure

Perkins Board of Directors is made up of representatives from key segments and functions within the company.
The board reviews its membership to ensure that it has the right number and composition of members to provide
proper overview and direction for the Company.
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Perkins Engines Company Limited
Directors' Report for the Year Ended 31 December 2020 (continued)

Effectiveness

Perkins board members have been given training regarding duties, responsibilities and liabilities of Directors.
Members of the Perkins board also participate in the management of the businesses that are part of the company.
As leaders and managers, they are regularly exposed to formal leadership and business-related training. Board
members have access to other members of the company’s management, and will, from time to time, invite other
executives and employees to participate in, or provide information for use at Board meetings so that the Board
has additional insight on items or issues to be decided by the Board. The Board may, from time to time, engage
outside advisors or other experts as it deems necessary or appropriate to assist it in camrying out its
responsibilities.

Director responsibilities

Accountability

The Board of Directors are responsible for:

* reviewing and overseeing the implementation of the Company’s strategic plans and objectives;
» overseeing legal and ethical compliance;

+ overseeing the integrity of the company's financial statements and the company's financial reporting
processes;

= overseeing the company's processes for asséssing and managing risks;
* nominating directors, appointing committee members and shaping effective corporate govemance; and
» advising and counselling management regarding significant issues facing the company.

Committees

The Board of Directors makes use of internal management and advisors but does not have any formal
committees in place that take on responsibilities of the Board. Each Director has been nominated as having
responsibility for separate areas of the business such as health and safety, financial reporting and risk.

Integrity_of information ,

The Board relies upon functional organisations within the business to provide complete and accurate
information on the performance of the company, so that it can make informed decisions. Specific examples
include: . .

Financial Reporting is managed by a group of accounting and business resource professionals under the
leadership of a Senior Business Resource Manager. Detailed financial performance reports are regularly shared
with members of the Board.

Operational performance is managed by General Managers who report at least monthly to members of the Boargd
on key performance metrics and issues of strategic importance, including environmental, health and safety
performance in facilities, material successes and challenges with key customer and supplier relationships, and
quality and capacity issues related to products and services.

A group of Human Resource professionals led by Human Resource Managers maintain employee policies and
provide detailed reports on employee engagement and workforce data to members of the Board on a regular
basis.

Opportunity and risk

Opportunity

At the heart of our enterprise strategy is the Operating and Execution (O&E) Model, a strategic framework to
identify areas of the business that either create or consume the most value. Using the OXE Model as a guide, we
gain a deeper understanding of where we have a competitive advantage, which is key to generating high retumns.
As a result, we allocate resources to those areas of our business that create or have the potential to creatc the
most growth or improvement. This allows us to make swift, strategic choices so that we prioritise business
opportunities with the greatest value.
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Perkins Engines Company Limited
Directors' Report for the Year Ended 31 December 2020 (continued)

Risk

The leadership team at Perkins participates in an annual risk assessment process, led by risk experts within the
larger Caterpillar enterprise, to identify risks that are unique to the businesses within the Perkins companies.
After evaluating and identifying risks, risk owners are named and tasked with understanding the risks and
putting appropriate measures in place to mitigate the key risks. Risk owners report to members of the Board on a

regular basis.

Additionally, Perkins benefits from organisational resources dedicated to compliance and controls, led by
Division Compliance Managers, who report regularly to members of the Board. This team maintains an internal
compliance web-page which provides training resources and information to employees on issue spotting and
clear procedures for reporting compliance issues within the organisation. ’

Responsibilities
Each member of the board has been assigned a key area of responsibility and reports back to the Board. There
are a number of internal control processes which various members of the Board form part of and that are in

place to ensure that the Board meets its obligations.

Remuneration
The Board of Directors arc not responsible for setting their own pay. Pay and total reward policies are set at a

group level by Caterpillar Inc.

For the more senior positions within the Caterpillar group this is determined by the Caterpillar Inc.
Compensation and Human Resources Committee, details of which can be found at
https://www caterpillar.com/en/company/governance/committees-and-charters.html,

Stakeholder relationships and engagement

External impacts

Manufacturing is a process that unavoidably uses energy - but at Perkins, we're committed to sustainable
manufacturing processes that minimise both the energy consumed and the waste produced. In short, sustainable
manufacturing is efficient manufacturing.

Sustainability is a core value at Perkins. At each one of our facilities, no effort is spared to drive out wastage and
‘operate an efficient and cost-effective system that uses as little energy as possible, minimises emissions and
recycles or reuses waste products wherever we can.

At Perkins, sustainability is our commitment to building a better world. Sustainability is part of who we are and
what we do every single day. We recognise progress involves a balance of environmental stewardship, social
responsibility and economic growth.

We consider the above paragraph as we work toward a vision of a world in which people’s basic needs - such as
shelter, clean water, education and reliable energy - are fulfilled. We provide work environments, products,
services and solutions that make productive and efficient use of resources as we strive to achieve our vision. We
believe this commitment supports the enduring success of our customers, stockholders, dealers and our people.
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Directors’' Report for the Year Ended 31 December 2020 (continued)

Stakeholders

Customers and Distributors

Perkins has long maintained a collaborative working relationship -with its distributors and customers. Our
distributors’ expertise and capabilities have made our network a competitive advantage and differentiator for our
products and services. We work closely with more than 90 independent distribution companies on everything
from product development to aftermarket solutions. We're further strengthening relationships through better
prioritisation, integrated planning and quality execution to create more value for our customers,

Our customers are the reason we're in business. Focusing on the end customer has always been and will always
be our highest priority. Now, we’re intensifying that focus around a rapidly evolving set of customer needs,
working to provide different products for different application needs. By investing in areas such as an
e-commerce platform and capturing more data to generate insights, we aim to increase customer value and
loyalty over the life of our relationship.

We have dedicated account managers who work closely with their customers and we provide regular updates
regarding our business and products.

Suppliers

Our suppliers play a key role in our commitment to excellence. We have high standards for quality, delivery,
and price.

We recognise the global and increasingly diverse business arena and consistently strive to reflect that
environment in our customers, our business practices, and especially, our suppliers.

Our passion for continuous improvement is the driving spirit behind our Supplier Diversity [nitiative. Our
business growth coupled with diverse product and service offerings, provide sourcing opportunities throughout
our organisation to a wide range of business owners. We are committed to helping all of our suppliers
understand what it takes to become world-class.

We hold the highest ethical standards both internally and within our global supply base on the way we conduct
business underpinned by our corporate and supplier code of conduct.

We have a dedicated supplier portal that provides transparency to our suppliers on performance requirements,
our organisation, and how to begin doing business. The portal also provides the key information that any
supplier needs to know regarding requirements, policies, and procedures in the areas of Business Requirements
and Regulations, Quality, and Supply Chain.

In addition to the supplier portal, every supplier has a dedicated buyer who partners with them for ease of
communication and continuous improvement.

Commitment to communities
We take our responsibility to the various communities in which we work very seriously. We follow a

companywide strategy of sustainability and energy efficiency.

But as a company with a philosophy of ‘think global, act local’, our facilities around the world also support local
and regional initiatives in their own areas.
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Directors' Report for the Year Ended 31 December 2020 (continued)

Woarkforce

Perkins is committed to providing a safe, engaging and productive work environment for its employees. It
utilises a variety of means to communicate with employees, including all employee meetings, intemal
webpages, regular email communications, smaller business group meetings and regular one-on-one meetings
between managers and employees. Each of these include the opportunity for employees to provide input and
feedback and get answers to questions.

Additionally, the company utilises regular surveys to seek input from employees and engages in reactive action
planning based upon survey results. The company provides training and development opportunities to
employees to help them grow and benefit from a continuous improvement mentality.

Qualifying third party indemnity provisions
At the time this report is approved, and during the financial year, a qualifying third party mdemmty provision
was in place for the benefit of one or more of the directors.

Statement of Directors’ résponsibilities in respect of the Financial Statements

The directors are responsible for preparing the Annual Report and the financial statements in accordance with

applicable law and regulation.

Company law requires the directors to prepare financial statements for each financial year. Under that law the

directors have prepared the financial statements in accordance with United Kingdom Generally Accepted

Accounting Practice (United Kingdom Accounting Standards, comprising FRS 102 "The Financial Reporting

Standard applicable in the UK and Republic of Ireland”, and applicable law).

Under company law, directors must not approve the financial statements unless they are satisfied that they give

a true and fair view of the state of affairs of the company and of the profit or loss of the company for that period.

In preparing these financial statements, the directors are required to:

+ select suitable accounting policies and then apply them consistently;

* state whether applicable United Kingdom Accounting Standards, comprising FRS 102 have been followed,
subject to any material departures disclosed and explained in the financial statements;

+ make judgements and accounting estimates that are reasonable and prudent; and

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

The directors are also responsible for safeguarding the assets of the company and hence for taking reasonable

steps for the prevention and detection of fraud and other irregularities.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
company's transactions and disclose with reasonable accuracy at any time the financial position of the company
and enable them to ensure that the financial statements comply with the Companies Act 2006.

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

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

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

Directors' Report for the Year Ended 31 December 2020 (continued)

Reappointment of auditors

Under section 487(2) of the Companies Act 2006, PricewaterhouseCoopers LLP will be deemed to have been
reappointed as auditors after these financial statements were sent to members, or after the latest date prescribed
for filing the financial statements with the registrar, whichever is earlier.

Post balance sheet event ) _

The Directors have considered the Russian invasion of Ukraine and have concluded that there is no significant
direct impact on the company’s operations, supply chdin and sales markets. The Directors recognise the risk of
potential impacts on the company for the wider disruption to the world economy and inflationary impacts,
primarily on commodities and energy, because of the conflict and will continue to review the usual mitigation
processes for such issues. The Directors continue to monitor the situation closely.

Approved by the Board on 18 March 2022 and signed on its behalf by:
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Perkins Engines Company Limited

Independent auditors' report to the members of Perkins Engines Company Limited

Report on the audit of the financial statements
Opmion

In our opinion, Perkins Engines Company Limited's financial statements:

« give a true and fair view of the state of the company's affairs as at 31 December 2020 and of its loss for the
year then ended;

+ have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice
(United Kingdom Accounting Standards, comprising FRS 102 “The Financial Reporting Standard applicable
in the UK and Republic of Ireland”, and applicable law); and

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

We have audited the financial statements, included within the Annual Report and Financial Statements (the
" Annual Report"), which comprise: the Balance Sheet as at 31 December 2020; the Statement of Comprehensive
Income and the Statement of Changes in Equity for the year then ended; and the notes to the financial
statements, which include a description of the significant accounting policies.

Basis for opinion

We conducted our audit in accordance with lntemanonal Standards on Audmng (UK) ("ISAs (UK)") and
applicable law. Our responsibilities under ISAs (UK) are further described in the Auditors' responsibilities for
the audit of the financial statements section of our report. We belicve that the audit evidence we have obtained is

sufficient and appropriate to provide a basis for our opinion.

Independence

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

Conclusions relating to going concern
Our evaluation of the directors’ assessment of the company’s ability to continue to adopt the going concern
basis of accounting included:

« An assessment of the cash requirements needed for the company for at least the next 12 months;
+ An assessment of the forecasted results for the company for at least the next 12 months; and

= Obtaining a letter of support from the ultimate parent company to provide ali funds needed in order for the
company to meet its obligations as they fall due and assessing the ability of the parent company to offer this
support.

Based on the work we have performed, we have not identified any material uncertainties relating to events or

conditions that, individually or collectively, may cast significant doubt on the company’s ability to continue as a
going concemn for a period of at least twelve months from when the financial statements are authorised for issue.

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

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

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the
relevant sections of this report.
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Independent auditors’ report to the members of Perkins Engines Company Limited
(continued)

Reporting on other information
The other information comprises all of the information in the Annual Report other than the financial statements -
and our auditors’ report thereon. The directors are responsible for the other information. Our opinion on the
financial statements does not cover the other information and, accordingly, we do not express an audit opinion
or, except to the extent otherwise explicitly stated in this report, any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and,
in doing so, consider whether the other information is materially inconsistent with the financial statements or
our knowledge obtained in the audit, or otherwise appears to be materially misstated. If we identify an apparent
material inconsistency or material misstatement, we are required to perform procedures to conclude whether
there is a material misstatement of the financial statements or a material misstatement of the other information.
If, based on the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report based on these responsibilities.

With respect to the Strategic report and the Directors' Report, we also considered whether the disclosures
required by the UK Companies Act 2006 have been included.

Based on our work undertaken in the course of the audit, the Companies Act 2006 requires us also to report
certain opinions and matters as described below.

Strategic report and the Directors' Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic
report and the Directors' Report for the year ended 31 December 2020 is consistent with the financial statements
and has been prepared in accordance with applicable legal requirements.

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

Responsibilities for the financial statements and the audit

Responsibilities of the directors for the finapcial statements

As explained more fully in the Statement of Directors’ responsibilities in respect of the Financial Statements, the
directors are responsible for the preparation of the financial statements in accordance with the applicable
framework and for being satisfied that they give a true and fair view. The directors are also responsible for such
internal control as they determine is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

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

Auditors’ responsibilities for the audit of the financial statements

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

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures
in line with our responsibilities, outlined above, to detect material misstatements in respect of irregularities,
including fraud. The extent to which our procedures are capable of detecting irregularities, including fraud, is
detailed below.
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Independent auditors' report to the members of Perkins Engines Company Limited
(continued)

Based on our understanding of the company and industry, we identified that the principal risks of
non-compliance with laws and regulations related to UK tax legislation and health and safety regulations, and
we considered the extent to which non-compliance might have a material effect on the financial statements. We
also considered those laws and regulations that have a direct impact on the financial statements such as the
Companies Act 2006, We evaluated management’s incentives and opportunities for fraudulent manipulation of
the financial statements (including the risk of override of controls), and determined that the principal risks were
related to the manipulation of accounting estimates which could be subject to management bias or posting of
unusual journals. Audit procedures performed by the engagement team included:

* Enquiries of management, those charged with governance, around actual and potential litigation and claims;
+ Understanding and evaluating the key elements of the company’s internal control related to estimates;

» Reviewing accounting estimates for bias and validating the support behind the assumptions and judgements
made by management including challenging against possible alternatives;
+ Obtaining an understanding of the control environment in monitoring compliance with laws and regulations;

* Reviewing of legal expense accounts and board minutes;

» Substantive testing of journal entries, particularly focused around journals which have unexpected account
relationships;

 Incorporating elements of unpredictability; and

* Reviewing financial statement disclosures and testing to supporting documentation to assess compliance
with applicable laws and regulations.

There are inherent limitations in the audit procedures described above. We are less likely to become aware of

instances of non-compliance with laws and regulations that are not closely related to events and transactions

reflected in the financial statements. Also, the risk of not detecting a material misstatement due to fraud is

higher than the risk of not detecting one resulting from error, as fraud may involve deliberate concealment by,

for example, forgery or intentional misrepresentations, or through collusion.

A further description of our responsibilities for the audit of the financial statements is located on the FRC's
website at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.

Use of this report

This report, including the opinions, has been prepared for and only for the company’s members as a body in
accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We.do not, in giving
these opinions, accept or assume responsibility for any other purpose or to any other person to whom this report
is shown or into whose hands it may come save where expressly agreed by our prior consent in writing.
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Independent auditors' report to the members of Perkins Engines Company Limited
(continued)

Other required reporting

Companies Act 2006 exception reporting

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

« we have not obtained a!l the information and explanations we require for our audit; or

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

-« certain disclosures of directors’ remuneration specified by law are not made; or
* the financial statements are not in agreement with the accounting records and returns.
We have no exceptions to report arising from this responsibility.

..............................

Steven Kentish (Senior Statutory Auditor)

for and on behaif of PricewaterhouseCoopers LLP,
Chartered Accountants and Statutory Auditors
One Chamberlain Square

Birmingham

B3 3AX
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Perkins Engines Company Limited

Statement of Comprehensive Income for the Year Ended 31 December 2020

Turmover

Cost of sales

Gross profit

Distribution costs

Administrative expenses

Other operating income

Operating loss

Interest receivable and similar income
Interest payable and similar expenses
Loss before tax

Tax on loss

Loss for the financial year

Other comprehensive income

Total comprehensive expense for the year

Note

5

10
11

13

2019
2020 (Restated)
£000 £000
1,126,573 1,662,302
(1,024,454) (1,376,917)
102,119 285,385
(29,062) (37,519)
(241,659) (269,114)
6,390 2,238
(162,212) (19,010)
295 2,119
(261) (419)
(162,178) (17,310)
27,007 1,711
(135,171) (15,599)
(135,171) (15,599)

The 2019 results have been restated due to a revision of the revenue policy application, refer to note 25 for

further details.

The above results were derived from continuing operations.

The notes on pages 29 to 56 form an integral part of these financial statements.
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Perkins Engines Company Limited

(Registration number: 02089227)
Balance Sheet as at 31 December 2020

2019
2020 (Restated)
, Note £000 £ 000
Fixed assets
Intangible assets ' 14 42,537 10,401
Tangible assets 15 162,743 165,503
Investments 16 84,376 , -
289,656 175,904
Current assets
Stocks 17 167,583 174,682
Debtors 18 302,439 §62,406
Cash at bank and in hand : 39,987 67,735
510,009 804,823
Creditors: Amounts falling due within one year 19 (414,166) (523,433) -
Net current assets ' 95,843 281,390
Total assets less current liabilities 385,499 457,294
Other provisions 20 (149,868) (89,717)
Net assets 235,631 367,577
Capital and reserves
Called up share capital 23 768,945 .768,945
Accumulated losses 24 (533,314) (401,368)
Total equity - 235,631 367,577

The 2019 results have been restated due to a revision of the revenue policy application and debt factoring, refer
to note 25 for further details.

The financial statements on pages 26 to 56 were authorised for issue by the Board of Directors and were signed
on its behalf on 18 March 2022 by: -

The notes on pages 29 to 56 form an integral part of these financial statements.
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Perkins Engines Company Limited

Statement of Changes in Equity for the Year Ended 31 December 2020

Called up share Accumulated
capital losses Total equity
Note £000 £ 000 £ 000
At 1 January 2020 768,945 (401,368) 367,577
Loss for the year - (135,171) (135,171)
Total comprehensive expense - (135,171) (135,171)
Share based payment transactions 21 - 3,225 3,225
At 31 December 2020 768,945 (533,314) 235,631
Restated
Called up share Accumulated
capital losses Total equity
Note £ 000 £ 000 £000
At 1 January 2019 768,945 (392,838) 376,107
Prior period adjustment 24 - 3,980 3,980
At 1 Januvary 2019 (As restated) 768,945 (388,858) 380,087
Loss for the year restated* 24 - (15,599) (15,599)
Total comprehensive expense - (15,599) (15,599)
Share based payment transactions 21 - 3,089 3,089
At 31 December 2019 768,945 (401,368) 367,577

The accumulated losses at 1 January 2019 has been restated as shown in the table above.

*The loss for the 2019 financial year was previously presented at £11,969,000. This has been restated by
£3,630,000 which resulted in the restated loss for the year 2019 reported as £15,599,000. ’

Both of these changes are due to a revision of the revenue policy application, refer to notes 24 and 25 for further

details.

The notes on pages 29 to 56 form an integral part of these financial statements.

Page 28



Perkins Engines Company Limited

Notes to the Financial Statements for the Year Ended 31 December 2020

1 General information

The company is a private company limited by shares, incorporated in United Kingdom and registered in
England.

The address of its registered office is:

Eastfield <
Frank Perkins Way

Peterborough

PE1 5FQ

The principal activities of the company is the design, manufacture and sale of diesel engines.

2 Statement of compliance

These financial statements have been prepared in compliance with United Kingdom Accounting Standards,
including Financial Reporting Standard 102, 'The Financial Reporting Standard applicable in the UK and
Republic of Ireland, and the Companies Act 2006.

3 Accounting policies

Summary of significant accounting policies
The principal accounting policies applied in the preparation of these financial statements are set out below,
These policies have been consistently applied to all the years presented, unless otherwise stated.

Basis of preparation
These financial statements are prepared on a going concern basis under the historical cost convention except that
as disclosed in the accounting policies certain items are shown at fair value.

The company's functional and presentation currency is pounds sterling.

The preparation of financial statements, in compliance with FRS 102, requires the use of certain critical
accounting estimates. It also requires management to exercise judgement in applying the company's accounting
policies. The areas involving a higher degree of judgement or complexity, or areas where assumptions and
estimates are significant to the financial statements, are disclosed in note 4.

(All amounts in £000 unless otherwise stated).

Group financial statements
The company is exempt from the requirement to prepare group financial statements by virtue of section 401 of
the Companies Act 2006 and section 9 paragraph 3 of the Financial Reporting Standard 102.

These financial statements are the company's separate financial statements presenting information about the
company as an individual undertaking and not about its consolidated group.

The financial statements of Perkins Engines Company Limited are included in the consolidated financial
statements of Caterpillar Inc., the ultimate parent undertaking and the smallest and largest group to consolidate
these financial statements.

The financial statements of Caterpillar Inc. may be obtained from The Company Secretary, 510 Lake Cook
Road, Suite 100, Deerfield, Illinois, 60015, USA.
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Perkins Engines Company Limited

Notes to the Financial Statements for the Year Ended 31 December 2020 (continued)

3 Accounting policies (continued)

Prior period adjustment

.« The company has made a correction to its application of the revenue recognition policy in respect of sales to
affiliated customers requiring both an engine and aftertreatment component(s) to enable the supply of an engine
system that is compliant with relevant emissions regulations. Previously, management had not included revenue
where there was an expectation to supply both of the elements of the engine system to affiliated customers, until
both elements were delivered. Following a review of the obligations under the trading terms in relation to the
revenue recognition requirements within FRS 102, it is our assessment that there are no remaining performance
obligations for affiliated customers based outside the UK/EU markets and hence no requirement to defer

revenue.

As the company is responsible for meeting relevant emission standards inside the UK/EU, including for
affiliated customers without commercial agreements, it has an obligation to supply an engine with a matching
aftertreatment component and therefore revenue witl continue to be deferred on unmatched engines sold to
affiliated customers in the UK/EU.

As a result of this revised assessment, it is concluded that revenue on sales of separate components of the engine
system to affiliated customers outside the UK/EU can be recognised when delivered.

The company has also made a correction to its trade debtors and amounts owed in respect of factored debts.
Perkins Engines Company Limited has factoring programs with two financial institutions in which the company
factors its trade debtors. Historically these trade debtors have been derecognised upon factoring. The accounting
for these factoring programs was reassessed and it was determined that the company did not meet the
requirements to derecognise the factored trade debtors. This has resulted in a restatement to debtors and
creditors. Trade debtors have been increased by £185,963,000 and this value is now reported within creditors to
reflect the amounts due to the company's invoice factoring partners.

Prior year adjustments have been applied to reflect and correct for the impact of the above items on prior
periods. The matter has been corrected by restating each of the affected financial statement line items for the
prior periods. See note 25 for details of the restatements.

Going concern

The company meets its day-to-day working capital requirements through intercompany cash pooling / funding
arrangements. This provides the company access to the cashflows necessary for the day-to-day running of the
company, and to support the going concern assertion.

On 11 March 2020 the World Health Organisation declared the outbreak of the coronavirus (COVID-19) a
pandemic.

As at the date of signing these financial statements the company is not envisaging any significant further
problems to be caused by the COVID-19 Pandemic, apart from those detailed in the Principal Risks and
Uncertainties section of the Strategic Report.
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Golng concern continued

Also to ensure the impact of the COVID-19 pandemic is managed, the company continues to work
collaboratively with customers, suppliers and contractors, supporting them to prioritise the health of their teams
and to apply best practice. As the pandemic has evolved and the impacts on supply chains and transport have
emerged the company continues to work with its suppliers in managing component shortages, including the
global microchip shortage to secure supply and satisfying our customers by utilizing airfreight to ensure
deliveries of engines. The company continues to monitor the risk the pandemic could continue to pose to the
business and review and refine plans in place to mitigate impacts on our employees and supply chain disruption
to both customers and suppliers.

The company has obtained a letter of support from Caterpillar Inc. that confirms the availability of funding
necessary to enable Perkins Engines Company Limited to continue in existence as a going concern to meet its
liabilities as they fall due and to carry on its business for at least 12 months from the date of the approval of
these financial statements. .

As reported above, the company is part of the Caterpillar Inc. group's cash pooling/funding arrangements and
the going concern assessment for Perkins Engines Company Limited is linked to the financial strength of
Caterpillar Inc., the ultimate parent undertaking. From a liquidity perspective Caterpillar‘Inc. ended 2021 with.
$9.3 billion of cash and available global credit facilities of $8.3 billion.

_ As,at March 2022, globally and across the Caterpillar Inc. group's three primary segments, all of the company's
primary production facilities are operating within their local guidance for safe working. The production facilities
continue to support the group strategy within the framework of the required operating practices that have been
introduced due to the COVID-19 Pandemic.

Considering all the above, the directors have a reasonable expectation that the company has adequate financial
and other resources to continue in operation for the foreseeable future. The company therefore continues to
adopt the going concemn basis in preparing its financial statements.

Turnover
Turnover reported within these financial statements relates to the sale of diesel engines and related parts.

Turnover is recognised to the extent that it is probable that the economic benefits will flow to the company and
the tumover can be reliably measured. Tumover is measured as the fair value of the consideration received or
receivable, excluding discounts, rebates, value added tax and other sales taxes.

Turnover is only recognised when:

» the company has transferred the significant risks and rewards of ownership to the buyer;

¢ the company retains neither continuing managerial involvement to the degree usually associated with
ownership nor effective control over the goods sold;

+ the amount of turnover can be measured reliably;
= the costs incurred or to be incurred in respect of the transaction can be measured reliably.
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Turnover (continued)
Tumoyver reported for Tier 4 emission compliant engines
For compliance with tlie emissions legislation for the following:

¢ Non-affiliated customers; and
¢ Affiliated customers within the EU and US markets.

An engine and an after treatment system arc required to meet the relevant emissions regulations and
performance obligations for the sale of the Tier 4 compliant engine. Therefore for Turnover to be reported by
the company, the engine must be supplied to the customer with a matching aftertreatment component in addition
to the four points detailed above when Turnover is recognised by the company.

Employee benefits
The company provides a range of benefits to employees, including paid sickness and holiday arrangements,
defined contribution pension plans and an annual bonus.

Short term benefits ‘

Short term benefits including holiday and sickness pay are recognised as an expense in the period in which the
cost is incurred. An annual bonus is not guaranteed and is only paid if pre-set triggers are achieved. If paid, the
cost of this is recognised as an expense in the year it relates to.

Long term benefits

Employees are given the option to join the Caterpillar (U.K.) Limited defined contribution pension plan. The
"-company pays a fixed contribution into the plan, which is recognised as an expense in the period in which the

cost is incurred. Employees are also eligible to become a member of the Approved Employee Share Ownership

Plan and Employee Investment Plan. See the Share Based Payments accounting policy and the Pensions

accounting policies for more information.

Share based payments

Where Caterpillar Inc. equity settled share options are awarded to employees, the fair value of the options at the
date of grant is charged to wages, within profit or loss over the vesting period, offset with a credit entry to
retained ‘eamings, reported in the statement of changes in equity. When shares are exercised the difference
between the grant and exercise value is charged to wages and credited to intercompany payables with Caterpillar
Inc.

The fair value of the award also takes into account non-vesting conditions. These are either factors beyond the
control of either party (such as a target based on an index) or factors which are within the control of one or other
of the parties (such as the company keeping the scheme open or the employee maintaining any contributions
required by the scheme). Non-market vesting conditions are taken into account by adjusting the number of
equity instruments expected to vest at each balance sheet date so that, ultimately, the cumulative amount
recognised over the vesting period is based on the number of options that eventually vest. Market vesting
conditions are factored into the fair value of the options granted. The cumulative expense is not adjusted for
failure to achieve a market vesting condition.

Where the terms and conditions of options are modified before they vest, the increase in the fair value of the
options, measured immediately before and after the modification, is also charged to profit or loss over the

remaining vesting period.

The company has no cash settled share based payments. More details can be found in the Caterpillar Inc.
consolidated financial statements, which are publicly available from the Company Secretary and the Caterpillar
Inc. website.
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Defined contribution pension plan

The company operates a defined contribution plan for its employees. A defined contribution plan is a pension -
plan under which the company pays fixed contributions into a separate entity. Once the contributions have been
paid the company has no further payment obligations.

The contributions are recognised as an expense within profit or loss when they fall due. Amounts not paid are
shown in accruals as a liability in the balance sheet. The assets of the plan are held separately from the company
in independently administered funds.

Multi-employer defined benefit pension plan
The company is a participating employer of Caterpillar (U.K.) Limited defined benefit pension plan. Disclosure
regarding this defined benefit pension plan are within the financial statements of Caterpillar (U.K.) Limited.

Perkins Engines Company Limited's accounts for the defined benefit pension plan as a multi-employer scheme.
As it is not possible to allocate assets and liabilities to the participating employer companies from the
sponsoring employer company it accounts for the plan as a defined contribution plan.

The defined benefit pension plan closed for future accrual on 31 December 2019 and therefore the plan has no
active employees. The company receives a charge for the continuing admmlstranon of the defined benefit plan
from Caterpillar (U.K.) Limited.

Royalties recefvable
Royalties are receivable based of the use of the Perkins trademark by fellow group companies. This is based on
a percentage of sales into domestic markets and is recognised as income in the year of sale.

Leases
A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to
ownership. All other leases are classified as operating leases.

Finance leases: Lessee

Where assets are financed by leasing agreements that give rights approximating to ownership (finance leases),
the assets are treated as if they had been purchased outright. The amount capitalised is the present value of the
minimum lease payments payable over the term of the lease. The corresponding leasing commitments are shown
as amounts payable to the lessor. Depreciation on the relevant assets is charged to profit or loss over the shorter
of estimated useful economic life and the term of the lease.

Lease payments are analysed between capital and interest components so that the interest element of the
payment is charged to profit or loss over the term of the lease and is calculated so that it represents a constant
proportion of the balance of capital repayments outstanding. The capital part reduces the amounts payable to the
lessor.
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Operating leases: Lessee

Leases in which substantially all the risks and rewards of ownership are retained by the lessor are classified as
operating leases. Payments made under operating leases are charged to profit or loss on a straight-line basis over
the period of the lease.

Operating leases: Lessor - uncertified engines

The company manufactures prototype engines which are sold to customers uncertified for field testing. Emission
regulations require the company to retain ownership of these engines until they are up-certified or destroyed,
within 24 months from sale so these engines are classified as operating leases.

Income .

85% of the full cost of the engine is invoiced when the engine is dispatched for field testing. Income is credited
to profit or loss on a straight line basis over the term of the lease, which is set at 24 months. The remaining 15%
is invoiced and recognised if the engine becomes up-certified.

Cost '

The cost of the engine is reported within finished goods stock. The value carried for each engine is reviewed
each year and stated at lower of cost and net realisable value. Any impairment is charged to research and
development, within profit or loss.

Research'and development -

Research and development expenditure is expensed in the year in which it is incurred.

Forelgn currency transactions and balances

Foreign currency transactions are translated into the functional currency at the spot exchange rate on the day.of
the transaction and then retranslated to a monthly FX Peg Rate, which is set by the Corporate Risk Management
Team.

This monthly rate is used to transtate foreign currency transactions to the company's functional currency in the
following month.

At period end, foreign currency monetary items in the balance sheet are revalued using the month end rate
advised by the Corporate Risk Management Team, that is applicable for that month. Non-monetary items in the
balance sheet are measured at historical cost, translated using the FX Peg Rate applicable at the date of the
transaction. They are not revalued.

Foreign exchange gains and losses, resulting from the settlement of transactions, and from the revaluation of
foreign currency monetary assets and liabilities, are recognised in profit or loss within administrative expenses.

Interest receivable and similar income
Interest income is recognised in the profit or loss using the effective interest method.

Interest payable and similar expenses

Finance costs are charged to profit and loss over the term of the debt using the effective interest method so that
the amount charged is at a constant rate on the carrying amount, Issue costs are initially recognised as a
reduction in the proceeds of the associated financial instrument.
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Tax

Tax is recognised in profit or loss, except that a charge attributable to an item of income and expense is
recognised as other comprehensive income or to an item recognised directly in equity is also recognised in other
comprehensive income or directly in equity respectively.

The current income tax charge is calculated on the basis of tax rates and laws that have been enacted or
substantively enacted by the balance sheet date in the countries where the company operates and generates
income.

Deferred tax balances are recognised in respect of all timing differences that have originated but not reversed by
the balance sheet date, except that:

a) The recognition of deferred tax assets is limited to the extent that it is probable that they will be recovered
against the reversal of deferred tax liabilities other future taxable profits; and )

b) Any deferred tax balances are reversed if and when all conditions for retaining associated tax allowances
have been met.

Deferred tax balances are not recognised in respect of permanent differences except in respect of business
combinations, when deferred tax is recognised on the differences between the fair values of assets acquired and
the future tax deductions available for them and the differences between the fair values of liabilities acquired
and the amount that will be assessed for tax. Deferred income tax is determined using tax rates and laws that
have been enacted or substantively enacted by the balance sheet date.

These financial statements include a benefit, netted against research and development, within administrative
expenses, relating to the prior year, based on the company's election to adopt the UK's Research and
Development Expenditure Credit (RDEC) Scheme.

Intangible assets
Intangible assets are initially recognised at cost. After recognition, under the cost model, intangible assets are
measured at cost less any accumulated amortisation and any accumulated impairment losses.

At each reporting date the directors assesses whether there is any indication of impairment. If such an indication
exists, the recoverable amount of the asset is determined which is the higher of its fair value less costs to sell
and its value in use. An impairment loss is recognised where the camying amount exceeds the recoverable
amount.

Any impairment charged or reversed in the year will be recognised in profit or loss within cost of sales. ‘
Amortisation
All intangible assets are considered to have a finite useful life. If a reliable estimate of the useful life

cannot be made, the useful life shall not exceed ten years,

Amortisation is charged to profit or loss within cost of sales.

Asset class Amortisation methed and rate
Know-how Fully amortised

Software Between 3 & 7 years
Intellectual property , Over S years
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Tangible assets

Tangible assets under the cost model are stated at historical cost less accumulated depreciation and any
accurnulated impairment losses. Historical cost includes expenditure that is directly attributable to bringing the
asset to the location and condition necessary for it to be capable of operating in the manner intended by
management, ‘

At each reporting date the company assesses whether there is any indication of impairment. If such indication
exists, the recoverable amount of the asset is determined which is the higher of its fair value less costs to sell
and its value in use. An impairment loss is recognised where the carrying amount exceeds the recoverable
amount. This is charged to the profit or loss within cost of sales.

The company adds to the carrying amount of an item of fixed assets the cost of replacing part of such an item
when that cost is incurred if the replacement part is expected to provide incremental future benefits to the
company. The carrying amount of the replaced part is derecognised. Repairs and maintenance are charged to
profit or loss during the period in which they are incurred.

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount and are
recognised in the cost of sales section of profit or loss.

Depreciation
The assets' residual values, useful lives and depreciation methods are reviewed, and adjusted prospectively if
appropriate, or if there is an indication of a significant change since the last reporting date.

Depreciation is charged to profit or loss within cost of sales

Asset class Depreciation method and rate
Land and buildings Straight line 3% property

Plant and machinery : Straight line 10 - 16.66%
Furniture and fittings Straight line 10 - 16.66%
Capital in progress Not depreciated until put in use
Production tooling Straight line 20%

Land is not depreciated.

Investments

Investments in subsidiaries are measured at cost less provision for accumulated impairment. Impairment charges
or reversals are included within profit or loss within administrative expenses.

The company undertakes an annual assessment of the subsidiaries where it has investments, to determine if there
is an indication that an investment may be impaired. If any such indication exists, the company will estimate the
recoverable amount of the asset. The recoverable amount is determined by calculating the higher of the fair
value less costs to sell and the value in use. Value in use is defined as the present value of the future cashflows.
These cashflows are discounted using a pre-tax discount rate that represents the current market risk-free rate and
the risks inherent in the asset. :

If the recoverable value is lower than the investment value then an impairment is required and the investment
value is adjusted to the recoverable value and charged to the profit and loss account. An impairment to the
subsidiary can be reversed if there is evidence of an improvement in the performance of the company and
cashflows on a continuing basis.
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Stocks

Stocks are stated at the lower of cost and net realisable value. Net realisable value is the estimated-selling price
less costs to complete and sell. Cost is based on the cost of purchase on a first in, first out basis and includes
work in progress and finished goods, including labour and attributable overheads (based on normal operating
costs and capacity).

At each balance sheet date, stocks are assessed for impairment. If stock is |mpa1red. the carrying amount is
reduced to its selling price less costs to complete and sell. The impairment loss is recognised immediately in
profit or loss. If the value of an impaired item increases in a later period, some, or all of the impairment will be
reversed back to the profit or loss.

Impairment of stock is charged to profit or loss within cost of sales.

Financial instruments
The company has chosen to adopt Sections 11 and 12 of FRS 102 in respect of financial instruments.

Financial assets

Basic financial assets, including trade receivables, amounts owed by group undertakings, other receivables, and
cash and bank balances, are initially recognised at transaction price, unless the arrangement constitutes a
financing transaction, where the transaction is measured at the present value of the future receipts discounted at
a market rate of interest. Such assets are subsequently carried at amortised cost using the effective interest
method.

At the end of each reporting period financial assets measured at amortised cost are assessed for objective
evidence of impairment. If an asset is impaired the impairment loss is the difference between the carrying
amount and the present value of the estimated cash flows, discounted at the asset's original effective interest
rate. The impairment loss is recognised in profit or loss.

If these is a decrease in the impairment loss arising from an event occurring after the impairment was
recognised, the impairment is reversed. The reversal is such that the current carrying amount does not exceed
what the carrying amount would have been, had the impairment not been previously recognised. The
impairment reversal is recognised in profit or loss.

Financial assets are derecognised when &) the contractual rights to the cash flows from the asset expire, or are
settled, or b) substantially all the risks and rewards of the ownership of the asset are transferred to another party,
or ¢) control of the asset has been transferred to another party who has the practical ability to unilaterzally sell the
asset to an unrelated third party without imposing additional restrictions.

Financial liabilities

Basic financial liabilities, including trade and other payables, and loans from fellow group companies, are
initially recognised at transaction price, unless the arrangement constitutes a financing transaction where the
debt instrument is measured at the present value of the future receipts discounted at a market rate of interest.

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary course of
business from suppliers. Trade payables are classified as current liabilities if payment is due within one Year or
less. If not, they are non-current liabilities. Trade payables are recognised initially at transaction price and
subsequently measured at amortised cost using the effective interest method.

Financial liabilities are derecognised when the liability is extinguished, that is when the contractual obligation is
discharged, cancelled or expires. .
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Finaacial instruments (continued)

Offsetting

Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is an
enforceable right to set off the recognised amounts and there is an intention to settle on a net basis, or to realise
the asset, and settle the liability, simultaneously.

Cash pooling / cash funding

The company is part of the Caterpillar Inc. group's cash pooling / funding arrangements. This is administered by
Caterpillar Corporate Treasury, who ensure the company receives the funds it requires in order to meet its
obligations.

Receipts and payments between fellow group companies are transacted via the intercompany loan accounts. Any
other receipts and payments are transacted through the company bank accounts.

The balances of these accounts are then transferred to the bank account of Caterpillar UK Holdings Limited (the
Counterparty) on a daily basis. This enables the funds to be utilised by the Corporate Treasury function in the
wider Caterpillar Inc. group.

The company hss an intercompany loan agreement with Caterpillar UK Holdings Limited. This agreement may
be terminated by either party upon 30 days advance written notice to the other party. Upon termination, the
borrower shall pay the principal amount outstanding under the loan with accrued interest, unless otherwise
agreed among the parties.

The current limit of the loan agreement is £400,000,000, but this can be increased as required by any party on
demand basis. During the year the maximum amount borrowed was £108,093,000 (2019 - £Nil).

Government grants

Grants are accounted under the accruals model as permitted by FRS 102, Grants relating to expenditure on
tangible fixed assets are credited to the profit or loss at the same rate as the depreciation on the assets to which -
the grant relates. The deferred element of grants is included in creditors as deferred income.

Grants of a revenue nature are recognised in profit or loss in the same period as the related expenditure.

In the year the company received grant income under the Coronavirus Job Retention Scheme and this was
accounted for when the income was received, crediting the profit or loss.

Other provisions .
Provisions are made where an event has taken place that gives the company a legal or constructive obligation
that probably requires settlement by a transfer of economic benefit, and a reliable estimate can be made of the

amount of the obligation.

Provisions are charged as an expense to profit or loss in the year that the company becomes aware of the
obligation, and are measured at the best estimate at the balance sheet date of the expenditure required to settle
the obligation, taking into account relevant risks and uncertainties.

When payments are eventually made, they are charged to the provision carried in the balance sheet.
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Other provisions (continued)

Warranty

Provision is made for the estimated warranty liability of all products still under warranty. Provisions are
recognised when the company has a present obligation as a result of a past event. It is probable that a transfer of
economic benefits will be required to settle the obligation and a reliable estimate can be made of the amount of
the obligation.

Deferred tax
See the Tax accounting policy for the details related to deferred tax.

Share capital
Ordinary shares are classified as equity.

Contingent Liabilities
Contingent liabilities arise as a result of past events when:

(i) it is probable that there will be an outflow of resources but the amount cannot be reliably measured at the
reporting date, or

(ii) when the existence will be confirmed by the occurrence or non-occurrence of uncertain future events not
wholly within the company's control.

Contingent liabilities are disclosed in the financial statements unless the probability of an outflow of resources is
remote.

4 Critical accounting judgements and estimation uncertainty

The preparation of the financial statements requires the company to make judgements, estimates and
assumptions that affect the amounts reported for assets and liabilities at the balance sheet date and the amounts
reported for revenues and expenses during the year. However, the nature of estimation means that actual
outcomes could differ from those estimates.

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

Judgements

Tangible fixed assets
Depreciation is provided so as to write down the assets to their residual values over their estimated useful life.

This selection requires the exercise of management judgement. Management reviewed the assets and made a
judgement that the carrying value of these was achievable so made the decision that

no impairment was required.

Investment impairment

An annual review of the carrying value of the investments in subsidiaries has taken place, which involved
assessing each subsidiaries net assets, along with management's knowledge of the business and its future plans,
to establish whether the carrying value of the investment should be impaired.

This was.the first year that the company owned investments in subsidiaries and the outcome of this review,
resulted in the decision that no impairment charge was required for 2020.
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Stocks: obsolescence reserves
Stocks are stated at the lower of cost and net realisable value, being the estimated selling price less costs to

complete and sell. Cost is based on the cost of purchase on a first in, first out basis. Work in progress and
finished goods include labour and attributable overheads.

At each balance sheet date, stocks are assessed for impairment. If stock is impaired, the carrying amount is
reduced to its selling price less costs to complete and sell. The impairment loss is recognised immediately in the
Statement of Comprehensive Income.

Transfer pricing
The company is counterparty to a number of transfer pricing arrangements with other Group companies in
respect of various services, physical goods transactions, and other activities provided within the Caterpillar Inc.

group.

The directors have assessed these arrangements and concluded that they reflect the commercial substance of the
associated transactions, are transacted at arm's length and reflect appropriate remuneration for the functions,
assets and risks assumed by the company and the transfer pricing counter party, and have been comectly
calculated in accordance with the transfer pricing arrangements.

Debt factoring ‘
A review has been completed on the recognition of the company’s debtors with the two financial institutions the

company partners with for its debt factoring; in that review it was determined that the company retained
.substantially all of the risk and therefore the company should recognise its debtors. The review was carried out
based upon FRS 102 section 11.33 and IFRS 9 for further clarification.

Warranty

The company has made a judgement that a provision for warranty should be included within these financial
statements to represent possible future settlements required to be made to customers relating to any faults found
within the products it has manufactured and sold to them during the year and in prior years.

The company has made a judgment that this warranty provision should include an element for goodwill
payment, based on historic information relating to whether any goodwill payments have been included in
settling a customer warranty claim.

Share based payments

The company’s employees have been granted share options by the ultimate parent company, Caterpillar Inc. The
company makes use of the exemption in Section 26 of FRS 102 to account for the expense based on a
reasonable allocation of the parent company’s total expense. This expense is based on the value of grants issued
to the company employees at the point of grant issue, spread over three years.

Defined benefit pension plan
The company is a participating employer of the Caterpillar Pension Plan. In the judgement of the directors, the

company does not have sufficient information on plan assets and liabilities to be able to reliably account for its
share of the defined benefit obligation and plan assets. Therefore, the plan is accounted for as a defined

contribution plan.

Key sources of estimation uncertainty

Intangible fixed assets
The company estimates the useful life and residual values of intangible fixed assets and calculates appropriate

amortisation.on these, on a straight line basis across the life of the asset, by an asset by asset basis. This is done
to ensure that the net book value of intangible fixed assets within these financial statements is reported at

realistic carrying values.
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Tangible fixed assets

The company estimates the useful life and residual values of tangible fixed assets and calculates appropriate
depreciation on these, using the basis described in the accounting policies, across the life of the asset, by an
asset by asset basis. This is done to ensure that the net book value of tangible fixed assets within these financial

statements is reported at realistic carrying values.

The annual depreciation charge applied to tangible fixed assets is sensitive to changes in the estimated useful
life of the asset. These are reviewed when a 'triggering event' occurs and amended where necessary to reflect the
current estimates based on technological advancement, future investments, economic utilisation and the ‘physical
condition of the asset. .

Warranty

The company makes provisions relating to warranty as described in note 20. In assessing potential warranty
claims the company has identified a specific engine technical capability issue on a certain small engine field
population that the company assumed through an acquisition in 2019. The provision is based on the field
population potentially impacted and the cost of time and materials to provide a remediation to the issue. The
population impacted has been identified as larger than previously assessed, the required technical solution has
changed and hence the cost to remediate has been estimated to have increased from that provided for in 2019,
driving an increase in the provision in the 2020 financial statements. The range of potential outcomes has been
assessed as between £34,000,000 to £76,000,000 as the final remediation solution has not been finalized as the
technical viability of the fix is still uncertain. Management’s current best estimate is £64,800,000 and in
estimating the provision the company has applied demonstrated historic take up rates in relation to warranty
issues. See note 20 for more details.

S Turnover
The analysis of the company's turnover for the year is as follows:

2019

2020 (Restated)

£000 £000

Sale of goods 1,126,573 1,662,302

The analysis of the company's turnover for the year by market is as follows:

2019

2020 (Restated)

£000 £000
United Kingdom 152,859 228,933
Rest of Europe . 367,112 472,094
Rest of World 464,644 716,638
North America 141,958 244,637
1,126,573 1,662,302

The 2019 results have been restated due to a revision of the revenue policy application, refer to note 25 for
further details.
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6 Staff costs

The aggregate payroll costs (including directors' remuneration) were as follows:

2019

2020
£000 £000
Wages and salaries ) 120,258 128,775
Share-based payment expenses ' 3,225 3,088
Social security costs ’ 11,848 13,999
Pension costs, defined contribution scheme 10,018 9,514
Pension costs, defined benefit scheme 632 4,924
160,300

145,981

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

analysed by category was as follows:

2020 2019

No. No.

Production 1,091 995
Administration and support 1,538 1,491
2,629 2,486

7 Directors’ remuneration
Directors' remuneration relates to 5 directors (2019 - 4).

The remaining 3 directors (2019 - 3 directors) are remunerated by fellow group companies in their capacity as
executives in these companies, as their services to this entity are incidental to their services to the group nor will

any amounts become payable for their historic services to the company.
The directors' remuneration for the year was as follows:

2020 2019 -

£000 £000
Remuneration 966 1,370
Contributions paid to money purchase schemes ‘ 56 53

1,022 1,423

The 2019 directors' emoluments comparatives have been restated to include Defined Contribution pension costs
on their performance bonus that were previously omitted from this disclosure. These costs were fully accrued in

the 2019 statutory accounts. The value of the restatement is £9,351.
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7 Directors' remuneration (continued)

During the year the number of directors who were receiving benefits and share incentives was as follows: |

2020 2019
No. No.

Exercised share options 5 4
Accruing benefits under defined benefit pension scheme 3 2
Accruing benefits under money purchase pension scheme 5 3
In respect of the highest paid director:

2020 2019

£000 £000
Remuneration 352 693
Company contributions to money purchase pension schemes 9 9
8 Auditors' remuneration

2020 2019

£000 £000
Fees payable to the company's auditors and associates for the audit of
the company's annual financial statements 456 239

The company also paid £73,000 (2019 - £33,000) to the company's auditors and its associates for the audit of
fellow group companies.

9 Other operating income
The analysis of the company's other operating income for the year is as follows:

2020 2019

£000 £000

Royalties receivable 4,423 1,388
Government grants 2,226 -
Miscellaneous other operating (expense)/income (259) 850
6,390 2,238

The government grant income relates to income received for the Coronavirus Job Retention Scheme,
Miscellaneous income/(expense) relates to uncertified engines (see the lease accounting policy for more details
on this).
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10 Operating loss
Arrived at after charging/(crediting):

2020 2019
£000 £000
Depreciation expense 25,045 22,216
Amortisation expense 6,065 1,615
Foreign exchange gains (7,499) (2,386)
Operating lease expense - other 1,752 2,045
Loss/(profit) on disposal of tangible fixed assets 106 (528)
The company also spent a total £48,138,000 (2019 - £57,307,000) on research and development.
11 Interest receivable and similar income
2020 2019
£ 000 £000
Interest receivable from group undertakings 279 1,937
Other interest received 16 182
295 2,119
12 Interest payable and similar expenses
2020 2019
£000 £ 000
Other interest payable » 110 419
Interest payable to group undertakings 151 -
261 419
13 Tax on loss
Tax credited in the Statement of Comprehensive Income:
2020 2019
£000 £000
Current taxation
UK corporation tax {(8,077) (5,310)
UK corporation tax adjustment in respect of prior years 1,992 1,175
(6,085) (4,135)
Foreign tax 652 218
Total current tax (5,433) (3,917)
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13 Tax on loss (continued)

2020 2019

. £000 _£000
Deferred taxation
Origination and reversal of timing differences (21,736) 2,428
Changes in tax rates and laws 57 (222)
Deferred tax adjustments in respect of prior years 105 -
Total deferred taxation (21,574) 2,206
Tax credit in the Statement of Comprehensive Income (27,007) (1,711

The net deferred tax payable within 12 months is £Nil (2019 - £376,000).

The tax assessed for the year is higher than the standard rate of corporation tax in the UK (2019 - higher than the
standard rate of corporation tax in the UK) of 19% (2019 - 19%).

The differences are reconciled below:

2019

2020 (Restated)

£000 £000
Loss before tax (162,178) (17,310)
Loss before tax multiplied by standard rate of corporation tax in the UK. (30,814) (3,289)
Expenses not deductible for tax purposes 2,255 1,510
Income not taxable | (1,130) (989)
Effect of overseas tax rates 528 218
Adjustments to tax charge in respect of prior years 2,097 320
Tax rate changes 57 (222)
Adjustments to deferred tax charge in respect of prior years - 1,175
Pension relief in excess of charges - (1,1249)
Losses carried back - 690
Total tax credit (27,007) (L711)

The 2019 disclosure above has been restated to include a reconciling item of £690,000 for tax losses carried
back. This relates to the revenue policy adjustments that have been applied to 2019 sales and cost of sales, as
detailed in note 25.

Factors that may affect future tax charges

In the March 2021 Budget it was announced that legislation will be introduced in Finance Bill 2021 to increase
the main rate of UK corporation tax from 19% to 25%, effective 1 April 2023. As substantive enactment is after
the balance sheet date, deferred tax balances as at 31 December 2020 continue to be measured at a rate of 19%.
If the amended tax rate had been used, the deferred tax asset would have been £6,976,000 higher in relation to
the Fixed Asset Timing Differences and Losses, which are expected to reverse after 2021..
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14 Intangible assets

Intellectual
Know-how property (IP) Software - Total
£000 £000 £000 £000

Cost )
At ] January 2020 339,656 - 21,650 361,306
Additions acquired separately - 27,106 11,101 38,207
Disposals - - (5,424) (5.424)
At 31 December 2020 339,656 27,106 27,327 394,089
Accumulated amortisation
At 1 January 2020 339,656 - 11,249 350,905
Amortisation charge - 4,066 1,999 6,065
Amortisation eliminated on
disposals - - (5,418) (5,418)
At 31 December 2020 339,656 4,066 7,830 351,552
Net book value '
At 31 December 2020 - 23,040 19,497 42,537
At 31 December 2019 - - 10,401 10,401

The software values reported above include £5,434,000 (2019 - £2,690,000) of assets that have not been put into
use, so are not being depreciated.
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15 Tangible assets

Land Capital
and Plant&  Furniture in Production .
buildings Machinery and fittings progress tooling Total
£000 £000 £ 000 £ 000 £000 £000

Cost
At 1 January 2020 40,962 264,868 97,924 7,254 139,220 550,228
Additions - 4,795 2,506 8,526 2,741 18,568
Transfers from fellow group
company - 798 - 67 4,641 5,506
Disposals - (7,758) (9,601) (17)  (71,336) (88,712)
Transfers - 1,581 614 (6,357) 4,162 -
At 31 December 2020 40,962 264,284 91,443 9473 79428 485,590
Accumulated depreciation '
At | January 2020 22,838 206,874 35,392 - 119,621 384,725
Charge for the year 826 12,609 6,526 - 5,084 25,045
Eliminated on disposal - (6,157) (14,859) - (65,907) (86,923)
At 31 December 2020 23,664 213,326 27,059 - 58,798 322,847
Net book value
At 31 December 2020 17,298 50,958 64,384 9,473 20,630 162,743
At 31 December 2019 18,124 57,994 62,532 7,254 19,599 165,503

Included within Land and buildings is land with a value of £8,906,000 (2019 - £8,906,000).

Assets held under finance leases and hire purchase contracts
The net camrying amount of tangible assets includes the following amounts in respect of assets held under
finance leases and hire purchase contracts:

- 2020 2019
£000 £ 000
Furniture, fittings and equipment 1,727 1,855

Included within the depreciation charge for the year is £128,000 (2019 - £128,000) relating to depreciation on
assets held under finance leases.
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16 Investments

£ 000
Cost or valuation -
Additions 84,376
Carrying amount
At 31 December 2020 84,376

Perkins Engines Company Limited acquired Perkins Group Limited, and its subsidiary investments, on 23 July
2020.

Details of undertakings

Details of the investments in which the company holds 20% or more of the nominal value of any class of share
capital are as follows: (* denotes direct holding).

Class of Holdings Holdings
Undertaking Registered office shares 2020 2019
Subsidiary undertakings
Perkins Group Limited®*  Eastfield, Frank Perkins Way, Ordinary 100% 0%
Peterborough, PE1 SFQ
England
Perkins Engines Asia 7 Tractor Road, Singapore 627968 Ordinary 100% 0%
Pacific PTE Limited Singapore _
Perkins Small Engines Eastfield, Frank Perkins Way, Ordinary 100% 0%
Limited Peterborough, PE1 SFQ
England
Perkins Engines Group  Eastfield, Frank Perkins Way, Ordinary 99.19% 0%
Limited Peterborough, PE1 5FQ
England
Perkins Limited Eastfield, Frank Perkins Way, Ordinary 99% 0%
Peterborough, PE1 SFQ
England
Other investments
F. Perkins Limited Eastfield, Frank Perkins Way, Ordinary 2.4% 0%
Peterborough, PE1 SFQ
England
M.O.P.E.S.A Motores Antigo Camino a San Lorenzo Ordihary 18% 18%
Power S.A 295, Toluca, Edo. de MX 50010
Mexico .
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16 Investments (continued)

Class of Holdings Holdings
Undertaking Registered office shares 2020 2019
Perkins Motores do Brasil Rua Joao Che de 2489 CIC, Ordinary 0.01% 0.01%
Ltda Curitiba, BR 81170-220
Brazil

The other investments listed above relate to companies that Perkins Engines Company Limited own a holding of
less than 20%.

17 Stocks
2019
2020 (Restated)
£000 £000
Raw materials and consumables 90,984 80,166
Work in progress 4,49 9,565
Finished goods and goods for resale 72,108 84,951
167,583 174,682
Impairment of stocks

The amount of impairment loss included in profit or loss is £1,843,000 (2019 - £689,000).

The carrying value of finished goods and goods for resale has been reduced by £398,000 (2019 - £2,699,000) to
enable reporting of stock at the net realisable value.

The 2019 results have been restated due to a revision of the revenue policy application, refer to note 25 for
further details.
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18 Debtors
2019
2020 (Restated)
Note £ 000 £000
Trade debtors 122,206 220,608
Amounts owed by group undertakings 111,588 287,004
Other debtors 16,838 17,054
Tax recoverable 13 22,910 18,170
Deferred tax 13 22,090 -
Prepayments and accrued income 6,807 19,570
302,439 562,406
Non-current debtors

£22,090,000 (2019 - £Nil) of deferred tax reported above is classified as non-current.

Amounts owed by group undertakings include £Nil (2019 - £124,574,000) that is unsecured, repayable by
mutual agreement and bears interest at one month LIBOR plus 0.5%. See the cash pooling / cash funding
accounting policy for more details.

All other amounts owed by group undertakings are unsecured, interest free and repayable on demand.

The 2019 results have been restated due to a revision of the revenue policy application and debt factoring, refer
to note 25 for further details.

Deferred tax

The prior year deferred tax balance was a liability and is disclosed in the Provisions note 20.
2020 2019
. ; £000 . £000
Accelerated capital allowances 3,580 -
Tax losses 18,510 -
22,090 -

The deferred tax asset recoverable within 12 months is £0 (2019 - £376,000 payable within 12 months).
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19 Creditors: Amounts falling due within one year

2019
2020 (Restated)
£000 £000
Trade creditors 166,604 221,462
Amounts owed to group undertakings 123,608 63,147
Amounts due in respect of factored debts 104,835 185,963
Other taxation and social security 1,488 1,522
Other creditors 2,855 3,427
Accruals and deferred income 14,776 - 47912
414,166 523,433

Amounts owed to group undertakings include £28,353,000 {2019 - £Nil) that is unsecured, repayable by mutual
agreement and bears interest at one month LIBOR plus 0.5%. See the cash pooling / cash funding accounting
policy for more details.

All other amounts owed to group undertakings are unsecured, interest free and repayable on demand.

The 2019 results have been restated due to a revision of the revenue policy application and debt factoring, refer
to note 25 for further details,

20 Other provisions

3 & 4 Cylinder Other

Warranties Warranties Deferred tax ~ Total

£000 £000 £000 £000

. At 1 January 2020 . " 8,929 80,412 376 T 89,717
Additional provisions 55,888 72,207 - 128,095
Decrease in existing provisions - - (376) 376)
Provisions used - (67,568) - . (67,568)
At 31 December 2020 64,817 85,051 - 149,868

3 & 4 Cyl Warraanties

In assessing potential warranty claims the company identified a specific engine capability issue which resulted
in the 3 & 4 Cylinder Warranty provision being established. This provision is based on the field population
potentially impacted and the cost of time and materials to provide a remediation to the issue. The technical
viability of the fix is still uncertain, so this provision has been calculated based on the company’s historic take
up rates in relation to warranty issues.

Other Warranties

Warranties over the company's products typically cover two years. The provision is made for the likely cost of
after-sales support which is based on 6 years historical data and any specific warranty issues which arise. Using
the profile for 2018 and 2019 product sales, combined with the fact that the typical warranty period is two years,
it is expected that approximately 80% of the warranty provision at the yearend will be utilised within two years
and with 30% within one year which is consistent with the prior year maturity profile.
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21 Share-based payments

Some' of the company's senior employees participate in share based payment plans operated by the ultimate
parent company, Caterpillar Inc. The plans primarily provide for the granting of stock options (shares) and
stock-settled stock appreciation rights (SARs), pert‘onnance-based restricted stock units (PRSUs) and restricted

stock units (RSUs).

Stock options permit a holder to buy Caterpillar Inc. stock at the stock's price when the option was granted.
SARs permit a holder the right to receive the value in shares of the appreciation in Caterpillar Inc. stock that
occurred from the date the right was granted up to the date of exercise. A restricted stock unit (RSU) is an
agreement to issue shares of Caterpillar Inc. stock at the time of vesting. PRSUs are similar to RSUs and include
performance conditions in the vesting terms of the award.

The award approval process specifies the grant date, value and terms of the award. The same terms and
conditions are "consistently applied to all employee grants, including Officers. The Committee approves all
individual Officer grants. The number of stock-based compensation award units included in

an individual’s award is determined based on the methodology approved by the Committee. The exercise price
methodology approved by the Committee is the closing price of the Company stock on the date of the grant.

Stock option and RSU awards generally vest according to a three-year graded vesting schedule. One-third of the
award will become vested on the first anniversary of the grant date, one-third of the award will become vested
on the second anniversary of the grant date and one-third of the award will become vested on the third
anniversary of the grant date. PRSU awards generally have a three-year performance period and cliff vest at the
end of the period based upon achievement of performance targets established at the time of grant.

Upon separation from service, if a participant is 55 years of age or older with more than five years service, the
participant meets criteria for Long Service Separation. Award terms for stock option and RSU grants allow for
continued vesting as of each vesting date specified in the award document for employees who meet the criteria
for a “Long Service Separation” and fulfil a requisite service period of six months. At grant, SARs and options
awards have a term life of ten years. For awards granted prior to 2016, if the Long Service Separation criteria
are met, the vested options/SARs have a life that is lesser than ten years from the original grant date.

FRS 102 requires companies to estimate the fair value of share-based payment awards on the date of the grant
using an option-pricing model. The fair value of the grant has been estimated using a [attice based
option-pricing model. The model considers a range of assumptions related to volatility, risk-free interest rate and
historical employee behaviour. Expected volatility was based on historical and current implied volatilities from
traded options on Caterpillar Inc.'s stock. The risk-free rate was based on US Treasury security yields at the time
of grant. The dividend yield was based on historical information. The expected life is the average expected
period to exercise and was determined from the lattice based model. The lattice based model incorporated
exercise and post vesting forfeiture assumptions based on analysis of historical data.
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21 Share-based payments (continued)

From 2018, RSU and PRSU awards are credited with dividend equivalent units on each date that a cash
dividend is paid to holders of Caterpillar Inc. common stock, The fair value of the RSU and PRSU grants was
determnined as the closing stock price on the date of the grant. Prior to 2018 the fair value was determined by
reducing the stock price on the date of the grant by the present value of the estimated dividends to be paid
during the vesting period. The estimated dividends are based on Caterpillar Inc.'s quarterly dividend per share at
the time of the grant.

In respect to share based payment arrangements, total charges to profit and loss, reported with wages and
salaries were £3,225,000 (2019 - £3,088,000). The directors consider that these amounts are not material and
hence no further detailed disclosures have been made.

22 Pension commitments

Defined contribution pension scheme
The company is a member of the Caterpillar (U.K.) Limited defined contribution pension plan.

The defined contribution pension cost charge for the year represents contributions payable by the company to
the scheme and amounted to £10,018,000 (2019 - £9,514,000).

Multi-employer defined benefit pension scheme .
The company is a participating employer of the Caterpillar (U.K.) Limited defined benefit pension plan.
However, this is a multiple employer scheme and the company is unable to identify its share of the underlying
assets and liabilities so this is treated as a defined contribution plan as required by the Financial Reporting
Standard 102 paragraph 28.11.

The Caterpillar (U.K.) Limited defined benefit pension plan was closed to future member accruals from 31
December 2019.

The company receives a charge for the administration of running the defined benefit plan from Caterpillar
(U.K.) Limited. The defined benefit pension plan charge for the year was £632,000 (2019 - £4,924,000).

The overall defined benefit pension liability / asset of the Caterpillar (U.K.) Limited Defined Benefit Pension
Plan, as at 31 December 2020, is £244,943,000 (2019 - £221,175,000). The deferred tax relating to this balance,
as at 31 December 2020, was £46,539,000 (2019 - £37,600,000).

Caterpillar (U.K.) Limited contributed £1,735,000 to its defined benefit pension scheme in 2021.

23 Called up share capital

Allotted, called up and fully paid shares

2020 2019
No. 000 £000 No. 000 £ 000
Ondinary shares of £1 each 768,945 768,945 768,945 768,945
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24 Reserves: Accumulated losses

The figures reported for 2019 accumulated losses have been restated due a correction in the application of the
revenue policy application in respect to sales to affiliated customers requiring both an engine and aftertreatment
‘component(s) to enable an emissions compliant engine system.

The accumulated losses as at 1 January 2019 have been restated by £3,980,000.

The loss for 2019 was also restated. It was originally presented as £11,969,000. The restatement has increased
the loss by £3,630,000 resulting in a total loss reported for 2019 for these financial statements of £15,599,000.

See note 25 for further details,

25 Prior year adjustments
The company has made the following restatements to the 2019 financial statements:

Revenue recognition
Note 2019 Adjustment 2019 Restated
£000 £000 £000
United Kingdom 5 228,863 70 228,933
Rest of Europe 5 466,710 5,384 472,094
Rest of World 5 738,134 (21,496) 716,638
North America 5 234,820 9,817 244,637
Total turnover 5 1,668,527 (6,225) 1,662,302
Cost of sales (1,379,512) 2,595 (1,376,917)
Finished goods and goods forresale 17 113,207 (28,256) 84,951
Tax recoverable 18 18,252 (82) 18,170
Accruals and deferred income 19 (76,600) 28,688 (47,912)

The above figures relate to a 2019 restatement due to a correction in the application of the revenue recognition
policy in respect of sales to affiliated customers requiring both an engine and aftertreatment component(s) to
enable an emissions compliant engine system.

This resulted in a reduction to turnover of £6,225,000 and cost of sales of £2,595,000 resulting in increasing the
loss originally reported in 2019 by £3,630,000.

Finished goods stock was reduced by £28,256,000, tax recoverable reduced by £82,000 and deferred income
reduced by £28,688.000. The overall impact of this restatement on the balance sheet was to reduce net assets by

£350,000.
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25 Prior year adjustments (continued) °

Debt Factoring |

Perkins Engines Company Limited has factoring programs with two financial institutions in which the company
factors its trade debtors. Historically these trade debtors have been derecognised upon factoring, The accounting
for these factoring programs were reassessed and it was determined that the company did not meet the
requirements to derecognise the factored trade debtors. This has resulted in a restatement below:

Note 2019  Adjustment 2019 Restated

£000 £000 £000
Trade debtors 18 34,645 185,963 220,608
Amounts due in respect of factored debts 19 - (185,963) (185,963)

26 Commitments under operating leases

The total of future minimum lease payments is as follows:

2020 2019

£ 000 £000

Not later than one year 1,526 1,776
Later than one year and not later than five years 1,947 2,864
Later than five years . 13,500 13,800
16,973 18,440

The company has operating lease commitments of £837,000 (2019 - £2,757,000) relating to uncertified engines.
£779,000 is payable within 12 months (2019 - £1,946,000) with the balance due within 2 years.

27 Commitments

Capital commitments

The total amount contracted for but not provided in the financial statements, relating to capital expenditure, was

£6,508,000 (2019 - £10,529,000).

28 Contingent liabilities
The company has a guarantee relating to an aftermarket parts logistics fee of £20,973,000 (2019 - £19,155,000).
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29 Parent and ultimate parent undertaking
The company’s immediate parent is Caterpillar UK Engines Company Limited, incorporated in England.
The ultimate parent and.controlling party is Caterpillar Inc., incorporated in United States of America.

The most senior parent entity producing publicly available financial statements is Caterpillar Inc. These
financial statements are available upon request from the Secretary at Caterpillar Inc., 510 Lake Cook Road,
Suite 100, Deerfield, Illinois, 66015, USA.

The parent of the largest group in which these financial statements are consolidated is Caterpillar Inc.
The parent of the smallest group in which these financial statements are consolidated is Caterpillar Inc.

30 Post balance sheet event

The Directors have considered the Russian invasion of Ukraine and have concluded that there is no significant
- direct impact on the company's operations, supply chain and sales markets. The Directors recognise the risk of
potential impacts on the company for the wider disruption to the world economy and inflationary impacts,
primarily on commodities and energy, because of the conflict and will continue to review the usual mitigation
processes for such issues. The Directors continue to monitor the situation closely.
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