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BORGWARNER LIMITED

STRATEGIC REPORT
'For the year ended 31 December 2018

The directors present their strategic report on the Company for the financial year ended 31 December 2018

Principal activities

The principal activity of the Company is the manufacture and sale of turbochargers and components.

Review of the business

The profit for the financial year is £2,609,000 (2017: £10,736,000 as restated). No dividend is proposed
(2017: £nil), leaving a profit for the financial year of £2,609,000 to be transferred to reserves (2017:
£10,736,000 as restated).

As indicated in the income statement, the Company’s sales have increased by 16.3% (2017: increase of
38.9%) compared to the financial year ended 31 December 2017, with the Company'’s profitability lower by
£6,097,000 to £2,609,000. The increase in turnover was due to increased market share in the Off-Highway
sector of the Commercial Vehicle Market and the continuation of sales of Passenger Car products. The
profitability has reduced due to the output for the passenger car turbocharger market, trading positions of
certain suppliers, increased recharges from group companies and the impairment of the investment in
BorgWarner Europe Holdings (PDS) B.V.

The balance sheet shows that the Company's financial position of net assets at the year-end has declined,
and includes cash balances of £2,305,000.(2017: £2,719,000). The decline in the balance sheet is as a
result of BorgWarner becoming the sponsporing employer for the Sevcon Pension plan. The plan was
transferred at the end of March 2018 with a deficit value of £14,220,000, being the actuarial valuation at
that date. During the period to 31 December 2018 the plan improved to a deficit of £10,900,000.
BorgWarner Inc, acquired Sevcon Limited (now BorgWarner (Gateshead) Limited) during 2018 and
BorgWarner Limited has continued to fund the working capital of BorgWarner (Gateshead) Limited with an
Intercompany interest bearing loan of £10,754,000. BorgWarner Limited has no investment in BorgWarner
(Gateshead) Limited.

Non-financial risks

Competitive world pressures in the automotive industry is a continuing risk, which the Company manages
by providing a high quality cost competitive product while maintaining strong relationships with its
customers' technical functions. Electrification, which has affected the Passenger Car Market, has net yet
had an impact on the Commercial Vehicle Market.

“Brexit® will potentially provide a major challenge to the company with the anticipated decline in the value
of Sterling, together with the potential custom tariffs, making the Company’s imports more expensive.
Several possible scenarios have been prepared, including a worst-case model. However, as the final
position remains unknown it is not possible to quantify the risk further. :

Future developments

The directors consider that the Company is well positioned in the market and has a strong customer order
book. The Company is engaged in development activitiss on significant new customer projects and feels
positive that these will provide profitable future turnover.



BORGWARNER LIMITED

- STRATEGIC REPORT (CONTINUED)
For the year ended 31 December 2018 i o

Key performance indicators (“KPIs")

The Company's strategy is one of growth with improved profitability. The directors monitor progress against
this strategy by reference to a number of KPIs.

Performance for the year, together with comparative data for the previous year is set out in the table below:

" 2018 2017 | Definition, method of calculation and analysis

Growth in sales 16.3% | 38.9% | Year on year sales growth expressed as a percentage.
The year on year increase continues to be a result of
trading gains by our customers on the off-highway
sector together with the increase in Passenger Car
sales.

Return on sales 2.2% 8.0% | Returnonsales is the ratio of profit on ardinary activities
before taxation to sales expressed as a percentage.
Return on sales has reduced due to costs incurred in
developing applications for the continued passenger
car turbocharger market and the award of new business
and Intercompany recharges

Working capital turns 6.0 52 Working capital turns is the ratio of sales to stocks plus
trade debtors less trade creditors. The reason for the
change is primarily due to the higher year end stocks
and receivables resulting from a greater market share
of off-highway business achieved by our customers.
Creditors have increased due to charges from group
companies relating to the transfer of production activity
from Germany.

Current Ratio 2.06 2.47 | The current ratio is a financial ratio that compares a
firm's current assets to its current liabilities. The ratio
has reduced, mainly as a result of higher group
companies charges.

On behalf of the board

M Yhrig
Difector

13 December 2019



BORGWARNER LIMITED

DIRECTORS'’ REPORT
For the year ended 31 December 2018

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

Future developments

An indication of the likely future developments of the business is included in the Strategic Report on page
2. :

Political donations

There were no political donations during the financial year (2017: £nil).

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

Financial risk management

The UK business is exposed to metal commodity price risks, which are managed through a progressive
cost reduction strategy and contractual arrangements with the customer base.

A moderate proportion of the Company's European sales are made in Euros and there are therefore risks
associated with the Euro to Pound exchange rates. The treasury funclton actively manages these risks
through forward exchange contracts and other mechanisms.

As a subsidiary of BorgWarner Europe GmbH. further details of Company policies in relation to external
financial risks, can be found in the Annual Report and Financial Statements of BorgWarner Europe GmbH.
Copies of its financial statements can be obtained from Augustaanlage 54-56, 68165 Mannheim, Germany.

The Company actfvely monitors the performance and financial strength of its customers and suppliers and
has procedures in place to minimise risks associated with adverse information as it may arise.

Directors

The directors of the Company who were in office during the year and up to the date of signing the financial
statements were:

T Allen - resigned 27/07/2018

M D Fischer —resigned 27/07/2018
T McGill

A McMaken

R Nieves - resigned 27/07/2018

C Polzin — resigned 21/05/2019

B Csonka - appointed 27/07/18, resigned 21/05/2019
M Uhrig — appointed 27/07/2018

J Shives — appointed 27/07/2018

D Sidlow — appointed 21/05/2019
M Turke — appointed 21/05/2019

Directors’ indemnities

The C'ompany maintained throughout the year, and at the date of approval of the financial statements,
liability insurance for its directors and officers. This is a qualifying provision for the purposes of the
Companies Act 2006. .



BORGWARNER LIMITED

DIRECTORS’ REPORT (CONTINUED)
For the year ended 31 December 2018

Research and Development

The Company is engaged in Research and Development activities and is committed to innovation and
technological developments for future business awards. .

Disabled employees

Applications for employment by disabled persons are always fully considered, bearing in mind the
respective aptitudes and abilities of the applicant concerned. [n the event of members of staff becoming
disabled, every effort is made to ensure that their employment with the Company continues and the
appropriate training is arranged. It is the policy of the Company that the training, career development and
promotion of disabled persons should, as far as possible, be identical with that of other employees.

Employee consultation

The Company places considerable value on the involvement of its employees and has continued its
previous practice of keeping them informed on matters affecting them as employees and on the various
factors affecting the performance of the Company. This is achieved through circulation of information to
employees via notice boards, production of a quarterly newsletter and monthly staff committee meetings.

The Company consults employees on a regular basis so that the views of employees can be taken into
account in making decisions that are likely to affect their interests. The Company encourages the
involvement of employees in the Company's performance through bonuses linked ta performance metrics.

Statement of directors’ responsibilities

The directors are responsible for preparlng the annual report and financial statements in accordance with
applicable law and regulation.

Company law requires the directors to prepare financial statements for each financial year. Under that law
the directors have prepared the financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards, comprising FRS 102 "The Financial
Reporting Standard applicable in the UK and Republic of Ireland”, and applicable law). Under company law
the directors must not approve the financial statements unless they are satisfied that they give a true and
fair view of the state of affairs of the company and of the profit or loss of the company for that period. In
preparing the financial statements, the directors are required to:

¢ 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

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

The directors are also responsible for safeguarding the assets of the company and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities.

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



BORGWARNER LIMITED

DIRECTORS' REPORT (CONTINUED)
For the year ended 31 December 2018

Disclosure of information to auditors

Inthe case of ‘each-directorin-office-at the-date the Directors'-Report-is-approved:

e so far as the director is aware, there is no refevant 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.

independent auditors

The auditors, PricewaterhouseCoopers LLP, have indicated their willingness to continue in office and a
resolution concerning their reappointment will be proposed at the Annual General Meeting.

On behalf of the board

M WYhrig
Director
13 December 2019

Registered number: 2346109 Roydsdale Way, Bradford,.-BD4 6SE



BORGWARNER LIMITED

INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF BORGWARNER LIMITED
. For the year ended 31 December 2018 '

Report on the audit of the financial statements

Opinion
In our opinion, BorgWarner Limited’s financial statements:

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

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

o 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 2018; the income statement, the statement of
comprehensive income, the statement of changes in equity for the year then ended; and the notes to the financial
statements, which include a description of the significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and applicable
law. Our responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the
financial statements section of our report. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Independence

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

Conclusions relating to going concern
ISAs (UK) require us to report to you when:

¢ the directors’ use of the going concern basis of accounting in the preparation of the financial statements
is not appropriate; or

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

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

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

Reporting on other information

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

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

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

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



BORGWARNER LIMITED

INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF BORGWARNER LIMITED
_ For the year ended 31 December 2018

Report on the audit of the financial statements (continued)

Strategic Report and Directors’ Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic Report
and Directors’ Report for the year ended 31 December 2018 is consistent with the financial statements and has been
prepared in accordance with applicable legal requirements.

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

Responsibilities for the financial statements and the audit
Responsibilities of the directors for the financial statements

As explained more fully in the Statement of directors' responsibilities set out on page 5, the directors are responsible
for the preparation of the financial statements in accordance with the applicable framework and for being satisfied
that they give a true and fair view. The directors are also responsible for such internal control as they determine is
necessary to enable the preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

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

Auditors’ responsibilities for the audit of the financial statements

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

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

Use of this report

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

Other required reporting

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

o we have not received all the information and explanations we require for our audit; or

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

e cettain disclosures of directors' remuncration 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.

/ o N—
Tom Yeates (Senior Statutory Auditor)
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Leeds
13 December 2019



BORGWARNER LIMITED

INCOME STATEMENT :
For the year ended 31 December 2018 )

As restated

Note 2018 2017

£'000 £'000

Turnover 4 126,185 108,485
Cost of Sales ) (99,159) (83,676)
GROSS PROFIT 27,026 24,809
Selling costs ' (2,493) (2,452)
Distribution costs (1,382) (1,479)
Administrative expenses (19,117) (12,274)
Impairment of investment 10 (1,527) -
OPERATING PROFIT 5 2,507 8,604
~ Interest receivable and similar income 7 325 67
PROFIT BEFORE TAXATION 2,832 8,671
Tax on profit 8 (223) 2,065
PROFIT FOR THE FINANCIAL YEAR 2,609 10,736

All results derive from continuing operations.

The comparative figures have been restated due to an error within deferred tax that had overstated the
prior year charge in relation to the defined benefit pension scheme by £2,128,000. See note 21 for further
information.



BORGWARNER LIMITED

STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2018

Profit for the financial year

Contributions received from BorgWarner Gateshead Limited
in excess of service costs

Deferred tax on contributions received from BorgWarner
Gateshead Limited in excess of service costs

Actuarial (loss) / gain on defined benefit pension scheme
Deferred tax movement on net defined benefit asset

Other comprehensive (expense)/income for the year, net of
tax

Total com prehensive income for the year

Note

19
19

As-restated ——
2018 2017 .

£'000 £'000
2,609 10,736

. 2,430 -
(418) -
(2,470) 12,730
420 (2,128)
(38) 10,602
2,571 21,338

10



BORGWARNER LIMITED

BALANCE SHEET
As at 31 December 2018

FIXED ASSETS

Tangible assets
Investments

CURRENT ASSETS
Stocks

Debtors

(amounts falling due after more than one year:
£1,827k (2017 £832k))

Cash at bank and in hand

CREDITORS: amounts falling due within one year

NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT LIABILITIES

CREDITORS : amounts falling due after more than one year

PROVISIONS FOR LIABILITIES

Pension asset

NET ASSETS

CAPITAL AND RESERVES
Called up share capital
Retained earnings

"TOTAL EQUITY

Note

11

12

13

14
15

19

17

As restated

2018 2017
£'000 £'000
34,900 30,682
35,737 37,264
70,637 67,946
19,997 15,861
41,217 34,739
2,305 2,719
63,519 53,319
(30,910) (21,603)
32,609 31,716
103,246 99,662
(12,930) (12,930)
(3,709) (56,733)
1,660 16,500
88,267 97,499
10,190 10,190
78,077 87,309
88,267 97,499

The comparative figures have been restated due to two errors identified relating to deferred tax liabilities

and the defined benefit pension scheme asset. See note 21 for further information.

These financial statements on pages 9 to 34 were approved by the Board of Directors on 13 Decerﬁber

2019 and were signed on-its behalf by:

M Uhri

Director

BorgWarner Limited

Company Registration number 2346109

11



BORGWARNER LIMITED

STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2018

Called - up—As-restated—As-restated

share Retained Total
capital earnings

£000 £'000 £'000
Balance as at 1 January 2017 as previously restated 10,190 65,971 76,161
Profit for the financial year - 10,736 10,736
Other comprehensive expense for the year - 10,602 10,602
Total comprehensive income for the year - 21,338 21,338
Balance as at 31 December 2017 10,180 87,309 97,499
Balance as at 1 January 2018 10,190 87,309 97,499
Profit for the financial year B 2,600 2,609
Other comprehensive income for the year - (38) (38)
Total comprehensive income for the year - 2,571 2,571
Other movements in Equity — assumption of defined
benefit pension liability ~ (11.803) (11,803) -

Batance as at 31 December 2018 . : 10,190 78,077 88,267

12



BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

1. GENERAL INFORMATION

BorgWarner Limited is a private company limited by shares and is incorporated and domiciled in
England. The address of its registered office is Roydsdale way, Euroway industrial estate,
Bradford, West Yorkshire, BD4 6SE.

The principal activity of the Company is the manufacture and sale of turbochargers and
) components.

2. STATEMENT OF COMPLIANCE -

The Company and individual financial statements of BorgWarner Limited have been prepared in
compliance with United Kingdom Accounting Standards, including Financial Reporting Standard
102, “The Financial Reporting Standard applicable in the United Kingdom and the Republic of
treland” (“FRS 102") and the Companies Act 2006. '

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

Basis'of preparation

The financial statements are prepared on a going concern basis, under the historical cost
convention, and in accordance with the Companies Act 2006 and applicable accounting standards
in the United Kingdom. The date of transition to FRS 102 was 1 January 2014.

The preparation of financial statements in conformity with FRS 102 requires the use of certain
critical accounting estimates. It also requires management to exercise its judgement in the process
of applying the Company’s accounting policies. The areas involving a higher degree of judgement
or complexity, or areas where assumptions and estimates are significant to the financial
statements are disclosed in the later sections of accounting policies.

Going concern

After making enquiries, the directors have a reasonable expectation that the Company has
adequate resources to continue in operational existence for the foreseeable future. Accordingly,
they continue to adopt the going concern basis in preparing the financial statements. Further
details regarding the adoption of the going concern basis can be found in the Directors’ report.

Exemptions for qualifying entities under FRS 102

FRS 102 allows a qualifying entity certain disclosure exemptions, if certain conditions, have been
complied with, including notification of and no objection to, the use of exemptions by the
Company's shareholders. A qualifying entity is defined as a member of a Company that prepares
publicly available financial statements, which give a true and fair view, in which that member is
consolidated: The Company is a qualifying entity as its results are consolidated into the
consolidated financial statements of BorgWarner Inc. which are publicly available.

As a qualifying entity, the Company has taken advantage of the following exemptions:

i) from the requirement to present certain financial instrument disclosures, as required by
sections 11 and 12 of FRS 102;

i) from the requirement to disclose the key management personnel compensation in total as
required by paragraph 33.7 of FRS 102;

iiiy from preparing a cash flow statement, on the basis that it is a qualifying entity and the
consolidated statement of cash flows, included in BorgWarner Holdings Limited's financial
statements, includes the company’s cash flows.

13



BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Prior year adjustment

During the year the directors identified an error within deferred tax liabilities that had overstated
amounts relating to the pension surplus at 31 December 2017 by £2,128,000. This has been
corrected in the current year and the comparative numbers have been restated. The impact on
the financial statements is to reduce the deferred tax liability by £2,128,000 at 31 December 2017
and credit deferred tax in the income statement by the same amount. This increased net assets
and retainéd earnings at 31 December 2017 by £2,128,000. There was no impact on the balance
sheet at 1 January 2017.

in addition, the directors identified that the pension surplus was presented net of deferred tax. The
directors have corrected this presentation in the current year and as a result the comparatives
have been restated to reclassify the £2,805,000 deferred tax liability as at 31 December 2017 from
the pension surplus to deferred tax within provisions for liabilities on the balance sheet. There is
no impact on net assets.

Foreign currency
i} Functional and presentation currency

The Company financial statements are presented in Pound Sterling and rounded to thousands.
The Company’s functional and presentation currency is the Pound Sterling.
if) Transactions and balances

Foreign currency transactions are translated into the functional currency using the spot exchange
rates at the dates of the transactions.

At each period end foreign currency monetary items are translated using the closing rate. Non-
monetary items measured at historical cost are transiated using the exchange rate at the date of
the transaction and non-monetary items measured at fair value are measured using the exchange
rate when fair value was determined.

Fareign exchange gains and losses resulting from the settlement of transactions and from the
transiation at period-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the consolidated income statement.

iii) Translations

The trading results of Company undertakings are translated into Sterling at the average exchange
rates for the year. The assets and liabilities of overseas undertakings are translated at the
exchange rates ruling at the year end. Exchange adjustments arising from the retranslation of
opening net investments and from the transiation of the profits or losses at average rates are
recognised in 'Other comprehensive income’.

Turnbver
Turnover comprises the sale (excluding value added tax and trade discounts) of turbochargers to
the automotive industry in the normal course of business. Turnover is recognised at the point of
shipment.

Employee benefits
The Company provides a range of benefits to employees, including paid holiday arrangements,
defined benefit and defined contribution pension plans.

i} Short term benefits

Short term benefits, including holiday pay and other similar non-monetary benefits are recognised
as an expense in the period in which the service is received.

14



BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Employee benefits (continued)

ii} Defined contribution pension plans

The Company operates a defined contribution retirement benefit scheme for all qualifying
employees. Associated pension costs are expensed in the consolidated income statement when
incurred.

iil) Defined benefit pension plan

The Company operates a defined benefit plan for certain employees. A defined benefit plan

. defines the pension benefit that the employee will receive on retirement, usually dependent upon
several factors including age, length of service and remuneration. A defined benefit plan is a
pension plan that is not a defined contribution plan.

The asset recognised in the balance sheet in respect of the defined benefit plan is the present
value of the defined benefit obligation at the reporting date less the fair value of the plan assets
at the reporting date.

The defined benefit obligation is calculated using the projected unit credit method. Once in three
years, the Company engages independent actuaries to calculate the obligation. The present
value is determined by discounting the estimated future payments using market yields on high
quality corporate bonds that are denominated in sterling and that have terms approximating the
estimated period of the future payments (‘discount rate’).

The fair value of plan assets is measured in accordance with the FRS 102 fair value hierarchy
and in accordance with the Company's policy for similarly held assets. This includes the use of
appropriate valuation techniques.

Actuarial gains and losses arising from experience adjustments and changes in actuarial
assumptions are charged or credited to other comprehensive income. These amounts together
with the return on plan assets, less amounts included in net interest, are disclosed as
‘Remeasurement of net defined benefit liability’.

The cost of the defined'benefit plan, recognised in profit or loss as employee costs, except where
included in the cost of an asset, comprises:

(a) the increase in pension benefit liability arising from employee service during the period; and
(b) the cost of plan introductions, benefit changes, curtailments and settlements.

The net interest cost is calculated by applying the discount rate to the net balance of the defined
. benefit obligation and the fair value of plan assets. This cost is recognised in profit or loss as
'Finance expense’.

Past service cost is recognised immediately in profit or loss in the period in which they occur.
iv) Share-based payments

The Company provides share-based payment arrangements to certain employees and directors
under which it grants shares of ultimate parent “BorgWarner Inc.”.

Equity-settled arrangements are measured at fair value (exciuding the effect on nonmarket based
vesting conditions) at the date of the grant. The fair value is expensed on a straight-line basis
over the vesting period. The amount recognised as an expense is adjusted to reflect the actual
number of shares or options that will vest.

18



BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

3. ___SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Employee benefits (continued)

Where equity-settled arrangements are maodified, and are of benefit to the empioyee, the
incremental fair value is recognised over the period from the date of modification to date of
vesting. Where a modification is not beneficial to the employee there is no change to the charge

for share-based payment. Settiements and cancellations are treated as an acceleration of vesting
and the unvested amount is recognised immediately in the income statement.

The Company has no cash-settled arrangements.

Taxation

Taxation expense for the period comprises current and deferred tax recognised in the reporting
period. Tax is recognised in the consolidated income statement, except to the extent that it relates
to items recognised in other comprehensive income or directly in equity. In this case tax is also
recognised in other comprehensive income or directly in equity respectively.

Current or deferred taxation assets and liabilities are not discounted.

i) Current tax

Current tax is the amount of income tax payable in respect of the taxable profit for the year or prior
years. Tax is calculated on the basis of tax rates and laws that have been enacted or substantively
enacted by the period end. .

ii) Deferred tax .

Deferred tax arises from timing differences that are differences between taxable profits and total
comprehensive income as stated in the financial statements. These timing differences arise from
the inclusion of income and expenses in tax assessments in periods different from those in which
they are recognised in financial statements. Deferred tax is recognised on all timing differences at
the reporting date except for certain exceptions. Unrelieved tax losses and other deferred tax
assets are only recognised when it is probable that they will be recovered against the reversal of
deferred tax liabilities or other future taxable profits.

Deferred tax is measured using tax rates and laws that have been enacted or substantively
enacted by the period end and that are expected to apply to the reversal of the timing difference.

Tangible assets and depreciation

Tangible assets are stated at cost less accumulated depreciation and accumulated impairment
Josses. Cost includes the original purchase price of the asset and the costs attributable to bringing
the asset to its working condition for its intended use.

Depreciation is provided at rates calculated to write off the cost of each asset on a straight-line
basis over its estimated useful life as follows:

Freehold land and buildings 25 years
Plant and machinery 3to 12 years
There is no depreciation on freehold land.

The assets' residual values and useful lives are reviewed, and adjusted, if appropriate, at the end
of each reporting period. The effect of any change is accounted for prospectively.

Tangible assets are derecognised on disposal or when no future economic benefits are expected.
On disposal, the difference between the net disposal proceeds and the carrying amount is
recognised in profit or loss and included in ‘Other operating (losses)/gains’.
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Leases
At inception the Company assesses agreements that transfer the right to use assets. The

assessment considers whether the arrangement is, or contains, a lease based on the substance
of the arrangement. .

Leases that do not transfer all the risks and rewards of ownership are classified as operating
leases. Payments under operating leases and lease incentives received are charged on a straight-
line basis to the income statement over the term of the lease.

Impairment of non-financial assets

At each quarter end non-financial assets not carried at fair value are assessed to determine
whether there is an indication that the asset may be impaired. If there is such an indication the
recoverable amount of the asset is compared to the carrying amount of the asset.

The recoverable amount of the asset is the higher of the fair value less costs to sell and value in
use. Value in useis defined as the present value of the future pre-tax and interest cash flows
obtainable as a result of the asset's continued use. The pre-tax and interest cash flows are
discounted using a pre-tax discount rate that represents the current market risk-free rate and the
risks inherent in the asset. ‘ .

If the recoverable amount of the asset is estimated to be lower than the carrying amount, the
carrying amount is reduced to its recoverable amount. An impairment loss is recognised in the
consolidated income statement, unless the asset has been revalued when the amount is
recognised in other comprehensive income to the extent of any previously recognised revaluation.
Thereafter any excess is recognised in the consolidated income statement.

If an impairment loss is subsequently reversed, the carrying amount of the asset is increased to
the revised estimate of its recoverable amount, but only to the extent that the revised carrying
amount does not exceed the carrying amount that would -have been determined (net of
depreciation) had no impairment loss been recognised in prior periods. A reversal of an
impairment loss is recognised in the consolidated income statement.

Stocks
Stocks are stated at the lower of cost and estimated selling price less costs to sell (net realizable
value). Stocks are recognised as an expense in the period in which the related revenue is

recognised.

Cost is determined on the weighted average price method, some of which represent the most
recent purchase price. Cost includes the purchase price, including taxes and duties and transport
and handling directly attributable to bringing the stacks to its present location and condition.

At the end of each reporting period stocks are assessed for impairment. If an item of stock is
impaired, the identified stock is reduced to its selling price less costs to complete and sell and an
impairment charge is recognised in the consolidated income statement. Where a reversal of the
impairment is required the impairment charge is reversed, up to the original impairment loss, and
is recognised as a credit in the consolidated income statement

Cash and Cash equivalents , .
Cash and cash equivalents includes cash in hand, deposits held at call with banks, other short-
term highly liquid investments with original maturities of three months or less and bank overdrafts.
Bank overdrafts, when applicable, are shown within borrowings in current liabilities.

Provisions

Provisions are recognised when the Compariy has a present legal or constructive obligation as a
result of past events; it is probable that an outflow of resources will be required to settle the
obligation; and the amount of the obligation can be estimated reliably.
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Provisions (continued)

Where there are a number of similar obligations, the likelihood that an outflow will be required in
settlement is determined by considering the class of obligations as a whole. A provision is
recognised even if the likelihood of an outflow with respect to any one item included in the same
class of obligations might be small.

Provisions are recorded for restructuring, retirements, onerous contracts, and other obligations.

Restructuring provisions are recognised when the Company has a detailed, formal plan for the
restructuring and has raised a valid expectation in those affected by either starting to implement
the plan or announcing its main features to those affected and therefore has a legal or constructive
obligation to carry out the restructuring.

Provisions are measured at the present value of the expenditures expected to be required to settle
the obligation using a pre-tax rate that reflects current market assessments of the time value of
money and the risks specific to the obligation. The increase in the provision due to passage of
time is recognised as a finance cost.

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

i) Financial assets

Basic financial assets, including trade, and other receivables and cash and bank balances, are
initially recognised at transaction price, unless the amangement 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 the consolidated
income statement, : )

If there is decrease in the impairment loss arising from an event occurring after the impairment
was recognised the impairment is reversed. The reversal is such that the current carrying amount
does not exceed what the carrying amount would have been had the impairment not previously
been recognised. The impairment reversal is recognised in consolidated income statement.

Financial assets are derecognised when (a) the contractual rights to the cash flows from the asset
expire or are setlled, or {b) substantially all the risks and rewards of the cwnership of the asset
are transferred to another party or (c) despite having retained some significant risks and rewards
of ownership, control of the asset has been transferred to another party who has the practical
ability to unilaterally sell the asset to an unrelated third party without imposing additional
restrictions.

i} Financial liabilities

Basic financial liabilities, including trade and other payables, bank loans and loans from Company
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.

Debt instruments are subsequently carried at amortised cost, using the effective interest rate
method.
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Financial instruments (continued)

Trade creditors are obligations to pay for goods or services that have been acquired in the ordinary
course of business from suppliers. Accounts payable are classified as current liabilities if payment
is due within one year or less. If not, they are presented as non-current liabilities.

Trade creditors are recognised initially at transaction price and subsequently measured at
amortised cost using the effective interest method.

Financial liabilities are derecognised when the liability is extinguished, that is when the contractual
obligation is discharged, cancelled or expires

jii) Offsetting

Financial assets and liabilities are offset and the net amounts presented in the financial statements
when there Is a legally 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 settie the liability simultaneously.

Critical judgements and estimates in applying the accounting policies
The preparation of the financial statements requires management to make judgements, estimates
and assumptions that affect the application of the accounting policies and the reported amounts

. of assets and liabilities, turnover and expenses. Actual resuits may differ from these estimates.

Estimates and underlying assumptions are continually evaluated and are based on historical
experience and other factors, including expectations of future events that are reasonable under
the circumstances. Revisions to accounting estimates are recognised in the period in which the
estimates are revised and in any future periods affected.

The estimates and assumptions that have a significant risk of causing a material adjustment to
the carrying amounts of assets and liabilities within the next financial year are addressed below.

- Useful economic lives of tangible assets

The annual depreciation charge for tangible assets is sensitive to changes in the estimated useful
economic lives and residual values of assets. The useful economic lives and residual values are
assessed annually. They are amended when necessary to reflect current estimates, based on
technological advancements, future investments, economic utilisation and the physical condition
of the assets. See note 10 for the carrying amount of tangible assets and note 3 above for the
useful economic lives for each class of asset.

- Investment Impairment

Investments are held in the Balance Sheet at carrying value, taking into account a judgemental

' decision whether an Investment has suffered impairment or otherwise.

The investment impairment charge in the year was calculated using the below key assumptnons
which were considered to be the most appropriate assumptions for the location and circumstances
of the investment subject to an impairment charge in the year:

- Corporation tax rate - 22%
- Weighted average cost of capital — 8.1%
- Forecasted sales and margins as per the Group's business plan.
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

4. TURNOVER

Turnover; whichrelates entirely tothe supply of turbochargers;-comprised:

2018 2017
£'000 £'000
Sales to third parties 113,336 97,029
Sales to Group Companies 12,849 11,456
126,185 108,485
Contributions to turnover by geographical destination 2018 2017
were as follows: £'000 £'000
United Kingdom 36,254 31,786
Europe 76,081 67,475
Rest of the World 13,850 9,224
126,185 108,485
All turnover arises in the United Kingdom.
5. OPERATING PROFIT
2018 2017
Q Note £2000 £'000
Operating profit is stated after charging/(crediting) :
Depreciation of tangible assets {owned) ) 9 3,497 3,411
Operating lease charges 163 168
Research and development costs 6,011 2,894
Net foreign currency gains ) (76) (917)
Loss on disposal of fixed assets 6 48
2018 2017
£'000 £'000
Auditors’ remuneration:
- Fees payable to the Company's auditors for the audit of
the Parent Company's annual financial statements ‘ 2 2
- Fees payable to the Company’s auditors for the audit of
the Company’s annual financial statements 100 79
- Fees payable for Audit related assurance services 15 -
_- Fees payable for tax compliance services - 16
- Fees payable for tax advisory services 88 15

205 112
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

6. INFORMATION REGARDING DIRECTORS AND EMPLOYEES

Employee costs during the year amounted to:

Wages and salaries
Social security costs
Other pension costs (note 19)

2018 2017
£'000 £'000
16,568 13,413
1,304 1,167
3,030 1,813
20,902 16,393

The average monthly number of persons employed by the Company (excluding executive directors)

during the year was as follows:

Production and Engineering
Sales
Administration

Directors’ remuneration

Aggregate remuneration

Company Pension Contribution to defined contribution
scheme

2018 2017
Number Number
309 334

12 4

65 65

386 403
2018 2017
£'000 £'000
266 251

15 17

During the year compensation for loss of office was provided of £Nil (2017: £Nil).

Retirement benefits are accruing to nil directors under the Company's money purchase pension

scheme (2017: one).

Highest Paid Director

Aggregate remuneration
Company pension contributions to money purchase scheme

2018 2017
£'000 £'000
206 251
16 17

During the year, five (2017: five) of the Directors consider that their services to the Company were
incidental to their other duties and accordingly no remuneration, fees or other benefits were paid to
the Directors by the Company or costs allocated to it. These directors are either employed by
BorgWarner Inc. or other non-UK subsidiaries to BorgWarner Inc. that are not controlled by

BorgWarner Limited.

One director (2017: one) exercised share options during the year and shares were received or
receivable in respect of qualifying services for one director (2017: one) under a long-term incentive

scheme.
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

7 INTEREST-.RECEIVABLE.AND_SIMILAR INCOME ...

Intercompany loans
Net interest income on pension assets and
liabilities

8.  TAX ON PROFIT

(a) Tax expense included in profit or loss

Current taxation charge is based on the profit for the
financial year and comprises:

United Kingdom corporation tax charge at 19% (2017:
19.25%)

Adjustments in respect of prior years
Total current taxatiori

‘Deferred taxation:

- on differences between depreciation and capital
©  allowances
- on other timing differences

Total deferred taxation

Total tax charge/(credit)

(b) Tax expense included in other comprehensive income

Deferred tax

- on actuarial gains and losses

- on contributions received from BorgWarner Gateshead Ltd in
excess of service cost

Total tax (credit)/expense included in other comprehensive

income

2018 2017
£'000 £'000
175 67
150 -
325 67
As restated

2018 2017
£'000 £'000
601 2,176
(610) (4,483)
(9) (2,307)
305 242
(73) -
232 242
223 ~ (2,065)
2018 2017
£°000 £000
(420) 2,128
418 -
(2) 2,128
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

8. TAX ON PROFIT (CONTINUED)
(c) Reconciliation of tax (credit)/charge

The tax assessed for the year is lower (2017: lower) than that resulting from applying the standard
effective rate of corporation tax in the UK of 19% (2017: 19.25%). The differences are explained

below:
‘ As restated
e 20
£'000
Profit before taxation and non recurring items 2,832 8,671
Profit befaore tax multiplied by standard rate in the
UK 19% (2017: 19.25%). 538 1,669
_ Effects of: )
Expenses not deductible for tax purposes 198 56
Movement in short term timing differences 65 . 242
Other movements 32 451
Adjustments in respect of prior year (610) (4,483)
Total tax charge/(credit) for the year 223 (2,085)

(d) Tax rate changes

- The main rate of Corporation tax in the United Kingdom is 19% effective 1 April 2017. The Finance
Act 2016 included legislation to reduce the rate to 19% from 1 April 2017 and 17% from 1 April
2020. As these changes had been substantively enacted at the reporting date, the deferred tax
balances have been re-measured at 17%.

9, TANGIBLE ASSETS
Freehold land Plant and

and buildings machinery Total
£000 £000 £000

Cost ,
At 1 January 2018 7113 51,736 58,848
Additions 17 7,708 7,725
Disposals - (190) (190)
At 31 December 2018 ) 7,130 59,254 66,383
Accumulated depreciation
At 1 January 2018 2,761 25,405 28,166
Charge for the year 285 3,213 3,498
Disposals - (180) (180)
At 31 December 2018 3,046 28,438 31,484
Net book value
At 31 December 2018 " 4,084 30,816 34,900
At 31 December 2017 4,352 26,330 30,682
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

9. TANGIBLE ASSETS (CONTINUED)

Freehold land amounting to £207,547 (2017: £207,547) has not been depreciated.

At 31 December 2018, under the historical cost convention, freehold land and buildings and plant
and machinery would have been stated at a net book value of £3,889,000 (2017: £4,157,000) and
£28,358,000 (2017: £23,873,000) respectively.

The directors do not believe that there is a material difference between the net book value and the
market valuation of the Company's Land and Buildings.

10. INVESTMENTS

2018 2017
£'000 £'000
Cost at 1 January and 31 December 37,264 37,264
Provision for impairment (1,527} .
Net book value at 1 January and 31 35737 37,264

December

The directors believe that the carrying value of the investments is supported by their underlying
net assets.

The Company holds. an investment in the equity (but no other share capital or capital loan) of the
following Group undertakings:

Country of Registered Principal Description Proportion
incorporation office activity of shares of shares
registration , held - held
BorgWarner England and Roydsdale Way Manufacture . £1ordinary 100%
Limited Wales . Euroway Industrial and sale of shares
Estate turbochargers
Bradford
West Yorkshire
BD4 6SE
Kysor (Europe)  England and Roydsdale Way Dormant £1 ordinary 100%*
Limited Wales Euroway Industrial : shares
Estate
Bradford
West Yorkshire
BD4 6SE
BorgWamer USA 600 Corporation Dr Holding Common Stock 0.1777%*
PDS (Indlana) Pendleton, In 46064 Company .
Inc USA
BorgWarner Netherlands Prinsenhi! 29 Holding Common Stock 10.47%*
Europe . 4825 AX BREDA Company
Holdings (PDS) Netherland
B.V.
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

1.

12

STOCKS
2018 2017
£'000 £'000
Raw materials and consumables 8,924 7,123
Work-in-progress 8,306 6,255
Finished goods and goods for resale ‘ 2,767 2,483
19,997 15,861

In the opinion of the directors there is no material difference between the balance sheet value of
stocks and their replacement cost.

DEBTORS

This comprises: 2018 2017
£'000 £'000
Amounts falling due within one year 39,390 33,907
Amounts falling due after more than one year . 1,827 832
41,217 34,739
2018 2017
. £'000 £'000

Amounts falling due within one year: '
Trade debtors 25,036 20,886
Amounts owed by group undertakings 12,254 12,124
Value added tax 747 673
Corporation tax receivable 1,224 224
Prepayments . 129 -
39,390 33,907

Amounts owed by group undertakings are repayable on demand, incur no interest and carry no
security. :

. 2018 © 2017
Amounts falling due after more than one year £000 £'000
Amounts owed by Group undertakings 1,827 832
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BORGWARNER LIMITED

" NOTES TO THE FINANCIAL STATEMENTS
_For the year ended 31 December 2018 (continued)

DEBTORS (continued)

12,
These relate to business incentives paid on behalf of other Group companies receivable as
follows:
2018 2017
£'000 £'000
Later than one year and not |ater than five years 558 558
Later than five years 1,269 274
1,827 832
13. CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR
2018 2017
£'000 £'000
Trade creditors 18,215 16,733
Amounts owed to group undertakings 11,534 3,730
Other taxation and social security 475 412
Accruals and deferred income 686 1,728
30,910 21,603
Amounts owed to group undertakings are repayable on demand, incur no interest and carry no
security.
14. CREDITORS: AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR ‘
2018 2017
£'000 £'000
Amounts owed to Group undertakings 12,930 12,930
15. PROVISIONS FOR LIABILITIES
As restated Product As restated
Deferred tax warranties Total
£'000 £'000 £'000
Provisions for liabilities comprise:
At 1 January 2018 (as resiaied) 3,844 1,789 5,733
Recognised on transfer from Sevcon Limited (2,417) - (2,417)
Charged to consolidated income statement 232 814 1,046
Credited to other comprehensive income (2) - (2)
Utilised in year ' - (651) (651)
At 31 December 2018 1,757 1,952 3,709
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

15. PROVISIONS FOR LIABILITIES (continued)

Best estimates have been made in respect of warranty costs arising in situations where products,
having been sold, are known or likely to have a future liability to the Company. Provisions for
significant product returns are only made when knowledge of specific events are known. Payments
are generally expected to occur within a period of three years from the reporting date.

The deferred tax liability is made up as follows:

Accelerated capital allowances
Other timing differences

As restated

Total deferred tax

2018 2017
£000 £'000
1,405 1,100

352 2,844
1,757 3,944

16. FINANCIAL INSTRUMENTS

The Company had no financial assets or liabilities valued at fair value through the profit and loss

account (2017: £ nil).

Financial assets that are debt instruments measured at
amortised cost:

- Trade debtors 13
Amounts owed by group undertakings 13
Cash and cash equivalents

Financial liabilities measured at amortised cost:

Trade creditors 13
Amounts owed to group undertakings 13

2018 2017
£'000 £'000
25,036 20,886
12,254 12,124
39,595 35,729
2018 2017
£000 £'000
18,215 15,733
11,534 3,730
29,749 19,463
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 (continued)

s e A1 —._.CALLED_UP_SHARE CAPITAL

Authorised

10,190,000 (2017:same) ordinary shares of £1 each (2017 -
same)

Issued, allotted and fully paid

10,190,000 (2017:same) ordinary shares of £1 each (201 7-
same)

2018 2017
£'000 £000
10,190 _10,190
10,190 _10,190

There is a single class of ordinary shares. There are no restrictions on the distribution of capifal

and the repayment of capital.

18. GUARANTEES AND OTHER FINANCIAL COMMITMENTS

(a) Capital commitments at the end of the year were:

Contracted for but not provided for

{b) Lease commitments:

2018
£°000

4,880

2017
£'000

9,468

The Company leases certain assets under operating leases. The lease agreements provide that
the Company will pay all insurance, maintenance and repairs. The lease of land and buildings are

not subject to rent reviews at specified periods.

The Company had the following future minimum lease payments under non-cancellable operating

leases for each of the following periods:

Payments due:

Not later than one year
: Later than one year and not later than five years
: ' Later than five years

2018

2017

£'000 £'000
175 132
407 445

9 -

591 577
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS

19.

For the year ended 31 December 2018 (continued)

PENSION ASSET

The Company participates in an approved pension plan {the “Plan") of which the Company is a
part. The Plan consists of two defined benefit sections, referred to as the Bradford and Margam
sections, and a defined contribution section that was introduced with effect from October 2003. In
addition, during the year BorgWarner Ltd became the sponsoring party of the Sevcon Limited (now
known as BorgWarner Gateshed Ltd) pension fund. The two pension plans are shown separately
from April 18 2018 within the BorgWarner Limited accounts. The funds of the plan are
administrated by trustees and are separate from the Company. The pension asset / (liability) is
all held within BorgWarner Limited and is a closed scheme to future accruals. The asset / (liability)
is accounted for in BorgWarner Limited financial statements and then consolidated into
BorgWarner Holdings Limited financial statements.

Defined benefit schemes

The most recent actuarial valuation of scheme assets and the present value of the defined benefit
obligation were carried out at 31 March 2017 for BorgWarner Ltd and 1 October 2015 for Sevcon
Ltd (now known as BorgWarner Gateshead Ltd) and updated to 31 December 2018 for the
purposes of section 28 "Employee Benefits” of FRS 102. The present values of defined benefit
obligations and related current service cost and past service cost was measured using the
projected unit credit cost method.

The BorgWarner Ltd Plan's 31 March 2017 acturial valuation has not been concluded.

The projected unit credit cost method is an accrued benefits valuation method in which the scheme
liabilities make allowance for projected earnings.

The comparative numbers for 2017 are for the BorgWarner Limited pension scheme only.

The amount recognised In the balance sheet is as follows:

2018 2018 2018 2017
£000's £000's £000's £000's
BorgWarner
Sevcon BorgWarner Total and Total
Net Defined benefit scheme (liability)/asset
as shown below (10,900) 12,560 1,660 16,500
" Deferred tax asset/(liability) . 1,853 (2,135) (282) (2,805)
Net defined benefit scheme (liability) / asset (9,047) 10,425 ‘ 1,378 13,695
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS -
For the year ended 31 December 2018 (continued)

19. PENSION ASSET (continued)

The amounts recognised in the statement of other comprehensive income are as follows:

2018 2018 2018 2017
£000's £000's £000's £000's
BorgWarner
Sevcon BorgWarner Total and total

Return on plan assets greater )
than discount rate 1,710 4,040 5,750 8,700

Remeasurement of the DBO )

(loss)/gain (580) (7,640) (8,220) 4,030
1,130 (3,600) (2,470) 12,730
Deferred tax movement (192) 612 420 (2,128)
938 (2,988) (2,050) 10,602

The amounts recognised in the income statement are as follows:

2018 2018 2018 2017

£000's £000's  £000's £000's

BorgWarner

Sevcon BorgWarner Total and Total

Net interest income 240 (390) (150) (100)

GMP Equalisation 30 1,080 1,120 -

Administration costs - 920 920 840
Contributions received from

BorgWarner Gateshead Limited (30) B (30) .

Total charge 240 1620 1,860 740
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
. For the year ended 31 December 2018 (continued)

19. PENSION ASSET (continued)

The principal actuarial assumptions used at 31 December are shown below:

2018
Sevecon
Rate of increase in salaries nla
Rate of increase of pensions in payment and 3.80%
deferment (LPI 5%)
Rate of increase of pensions in payment and 2.00%
deferment (LPI 2.5%)
Discount rate 2.70%
Inflation assumption 3.40%
2018
Sevcon
Mortality assumptions:
Retiring today:
Males . 229
Females 25.0
Retiring in 20 years:
Males ' 25.1
Females 273

2018
BorgWarner

n/a

3.10%

2.00%

2.65%
3.40%

2018
BorgWarner

214
23.7

23.2
25.6

2017
BorgWarner

n/a

3.05%

2.00%

2.35%
3.35%

2017
BorgWarner

21.3
23.6

23.0
254
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BORGWARNER LIMITED

NOTES TO THE FINANCIAL STATEMENTS

. For the year ended 31 December 2018 (continued)

19. PENSION ASSET (continued)

Sevcon
Assets Liabilities

Reconciliation of scheme assets

BorgWarner Total
Assets  Liabilities
£000's £000's

159,380 (142,880) 16,500

- - (14,220)
(6,750) 6,750 -
1,280 - 3,740
3,700 (3,310) 150
(920) - (920)

- (1,090) (1,120)

- 4,040 5,750

- (7,640) - {(8,220)

and liabilities £000's
At 1 January 2018 B -
Transferred from Sevcon Limited at .
28th March 2018 13,810 (28,030)
Benefits paid (530) 530
Employer contributions 2,460 -
Interst income/(expense) 260 (500)
Administration costs - -
GMP Equalisation - (30)
Remeasurement gains
- Acturial gains ) - 1,710
- Return on plan assets excluding .
interest income (580) -
At 31 December 2018 15,420  (26,320)

148,050 (136,490) 1,660

The anaiysis'of the fair value of the scheme assets at the reporting date were as follows:

1

2018 2018 2018 2017

£000's £000's £000's £000's

BorgWarner

Sevcon BorgWarner Total and Total

Equity instruments - 28,409 28,409 71,052
Bonds - 120,328 120,328 88,089
Other assets 15,420 313 15,733 239
15,420 149,050 164,470 159,380
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19.

20.

21.

PENSION ASSET (continued)

Other assets are represented by cash deposits and a fiduciary platform

The company estimates that there will be contributions to the scheme of £1,530,000 during the
accounting year 1 January to 31 December 2019 for the BorgWarner plan and £640,000 for the
same period for the Sevcon ptan.

Defined contribution scheme

The Company operates a defined contribution retirement benefit scheme for all qualifying
employees. The assets of the schemes are held separately from those of the Company in funds
under the control of trustees.

The total cost charged to income in 2018 amounted to £990,000 (2017: £973,000) represents
contributions payable to the scheme by the Company at rates specified in the rules of the plans.
As at 31 December 2018, there was no amount (2017: £nil) due in respect of the current reporting
year that had not been paid over to the scheme.

RELATED PARTY TRANSACTIONS

The Company has taken exemption as provided in section 33.1A of FRS 102 and does not
disclose transactions with members of the same Company that are wholly owned. The Company
discloses transactions with related parties which are not wholly owned with the same Company.

See note 6 for disclosure of the directors' remuneration and key management compensation.

-Include the related party transactions for any pension contributions paid to a pension fund and for

any remuneration for services pravided by an employee. Also, any management fee paid between
Company undertakings.

PRIOR YEAR ADJUSTMENT

During the year the directors identified an error within deferred tax liabilities that had overstated
amounts relating to the pension surplus at 31 December 2017 by £2,128,000. This has been
corrected in the current year and the comparative numbers have been restated. The impact on
the financial statements is to reduce the deferred tax liability by £2,128,000 at 31 December 2017
and credit deferred tax in the income statement by the same amount. This increased net assets
and retained earnings at 31 December 2017 by £2,128,000.

In addition, the directors identified that the pension surplus was presented net of deferred tax. The
directors have corrected this presentation in the current year and as a result the comparatives
have been restated to reclassify the £2,805,000 deferred tax liability as at 31 December 2017 from
the pension surplus to other provisions and liabilities. There is no impact on net assets. The
pension surplus as at 1 Janaury 2017 was also presented net of deferred tax and was overstated
by £628,000.
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21.

PRIOR'YEAR'ADJUSTMENT (CONTINUED)

Impact on the income statement for the year ended 31 December 2017

As previously

reported Impact As restated

£000's £000's £000's

Tax on profit (63) . 2,128 2,065
Profit after tax 8,608 2,128 10,736

Impact on the balance sheet as at 31 December 2017

22.

As previously

reported Impact As restated

£000's £000's £000’s

Provisions for liabilities (5,056) (677) (5,733)

" Pension asset 13,695 __ 2,805 16,500
Net assets 95,371 2,128 97,499
Retained earnings 85,181 2128 87,309
Total equity 95,371 2,128 97,499

ULTIMATE PARENT COMPANY

At 31 December 2018, the ultimate parent undertaking and largest Company for which
consalidated financial statements are prepared was BorgWarner Inc., which is incorporated in the
State of Delaware, USA. Copies of its financial statements can be obtained from 3850 Hamlin
Road, Auburn Hills, Michigan 48326, USA.

The directors regard BorgWarner Inc. to be the ultimate controlling party.

The Company's immediate parent company is BorgWarner Holdings Limited, which publishes
consolidated financial statements and are available from the same address as the Company's
registered office.

34



