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Danfoss Limited

Registered number 02605811

Strategic report, Directors’ report and financial statements
31 December 2018

Strategic report

The directors present the strategic report of the company for the year ended 31 December 2018.

Business review, principal activities and future developments

The company is a wholly owned subsidiary of Danfoss A/S, a company registered in Denmark. For the year ended 31
December 2018 the company’s principal activities are the sale of controls and variable speed drives in the electrical
and refrigeration -industries, refrigeration compressors and the manufacture and supply of electronic and electro-
mechanical heating controls, including time controls and thermostats and thermostatically regulated valves. As shown
in the company’s statement of comprehensive income on page 7, the company’s turnover for the year was £90,374k
(2017: £82,511k). The profit before taxation for the company in 2018 was £4,461k (2017: £2,586k). This was in line
with the Directors’ expectations.

As shown in the company’s balance sheet on page 8, the company’s net assets at 31 December 2018 were £16,445k
(2017: £16,437k). This was in line with Directors’ expectations.

Next year we intend to continue adapting our structures to constantly changing market conditions and to continue our
strict cost discipline. Through optimisation and standardisation of processes we can further improve our efficiency
while simultaneously enhancing the quality of our customer service. Moreover, the optimisation of our production
and logistics networks will continue to improve our cost structures. As part of this strategy, management announced
closure of its manufacturing site in Bedford. Refer note 24 of the financial statements for details.

Risk management

The Group’s central finance department is responsible for the overall monitoring and control of financial and
operational risk management. Strategic/operational risk covers the following areas, supplier management, contract
management, company acquisition and integration and illegal copying of Danfoss products. Financial risk covers the
following areas, currency exposure, interest rate risk, liquidity risk, credit risk, other hedging and pension obligations
risk.

The company’s activities expose it to various types of risk in the normal course of business. The following is not
intended as a comprehensive summary of all risks.

Foreign currency risk

The company is exposed to foreign currency risk on its transactions that are denommated in currencies other than
Great British Pounds. It is therefore exposed to the movement in exchange rates. This risk is partially mitigated by
the company having bank accounts in foreign currencies.

Interest rate and credit risk

Interest rate risk is negligible as the company does not maintain any external debt. Exposure takes the form of
customers who may not meet their obligation to agreed terms; the maximum exposure to credit risk is represented by
the carrying amount of each financial asset in the balance sheet.

Liquidity and cash flow risk
As at 31 December 2018 the company had no cash resources (2017: £Nil) as it uses the Danfoss Group cash pool
facility for financing its operational expenses.

Financial Key Performance Indicators

The company uses key performance indicators to assess performance including turnover and operating profit. In the
year under review, turnover increased by £7,863k on continuing activities. Operating profit on continuing activities
increased by £3,349k to £6,049k.

behalf of the board
Nick Wanless — Director _

23 Dec 201 q 22 Wycombe End, Beaconsfield
Buckinghamshire, HP9 INB
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Strategic report, Directors’ report and financial statements
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Directors’ report

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

Political contributions

The company made no political contributions during the year (2017: £nil).

Paid and proposed Dividend

During the year, the company did not pay a dividend (2017: Nil) see note 22. The directors have not proposed a final
ordinary dividend in respect of the current financial year (2017: £nil).

Directors

The directors who held office during the year and up to the date of signing the financial statements were as follows:

Anders Stahlschmidt
Nick Wanless
Marcus Postings
Jens Garde Gad
Torben Christensen

Financial risk management and Future developments

The management of financial risks facing the company and future developments are discussed in the Strategic report
included in these financial statements, see page 1.

Disclosure of information to auditors

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

Independent Auditors

Pursuant to Section 487 of the Companies Act 2006, auditors will be deemed to be reappointed and
PricewaterhouseCoopers LLP will therefore continue in office.
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Directors’ report (Cont)

Statement of Directors’ responsibilities 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 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:

e select suitable accounting policies and then apply them consistently;

e 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.

On behalf of the board -
Nick Wanless
Director
2R Dec 2014 22 Wycombe End
Beaconsfield
Buckinghamshire
HP9 INB



Independent auditors’ report to the members of Danfoss
Limited

Report on the audit of the financial statements

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

e give atrue 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;

o 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 Strategic report, Directors’ report and financial statements
(the “Annual Report”), which comprise: the balance sheet as at 31 December 2018; 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 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 gomg concern basis of accountmg in the preparation of the financial statements is not
appropriate; or

e 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 fora
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 future 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 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.



Independent auditors’ report to the members of Danfoss
Limited (continued)

- 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.

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 con51stent 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 Directors’ Report.

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

As explained more fully in the Statement of Directors’ responsibilities in respect of the financial statements set out on page
3, 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 expected to 1nﬂuence 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 1_0cated on the FRC’s website at:
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.

Use ofthis 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.



Independent auditors’ report to the members of Danfoss
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:
e we have not received all 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

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

We have no exceptions to report arising from this respon51b111ty

A

Dan Brew (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Audltors
Milton Keynes

2 3 December 2019



Statement of comprehensive income
For the year ended 31 December 2018

Turnover
Cost of sales

Gross profit
Distribution costs
Administrative expenses

Operating profit

Interest receivable and similar income
Interest payable and similar expenses

Profit before taxation
Tax on profit

Profit for the financial year

Other comprehensive (expense)/income
Re-measurement of the defined benefit liability

Income tax credit/(charge) on other comprehensive expense

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

Total comprehensive income for the year

Danfoss Limited

Registered number 02605811

Strategic report, Directors’ report and financial statements
31 December 2018

Note 2018 2017
£000 £000

2 90,374 82,511
(69,468) (64,223)

20,906 18,288
(4,561) (4,474)

(11,592) (11,114)

3 4,753 2,700
6 140 202
7 (432) (316)
4,461 2,586
8 (869) (651)
3,592 1,935

9 (4,318) 4,229
19 734 (728)

(3,584) 3,501

8 5,436

The profit for the current and previous year is derived from continuing activities.

The notes on pages 10 to 29 form part of these financial statements.



Danfoss Limited

Registered number 02605811

Strategic report, Directors’ report and financial statements
31 December 2018

Balance sheet

As at 31 December 2018
2018 2017

Note £000 £000 £000 £000
Fixed assets
Intangible assets 9 2,675 2,172
Tangible assets 10 1,845 1,594

4,520 3,766
Current assets
Stocks 12 6,790 6,138
Debtors (including amounts due after one year) 13 32,162 17,762
) 38,952 23,900

Creditors: amounts falling due within one year 14 (27,571) (14,177)
Net current assets 11,381 9,723
Total assets less current liabilities 15,901 13,489
Provisions for liabilities 15 ' (2,010) ) (880)
Defined benefit pension scheme asset 19 2,554 3,828
Net assets 16,445 16,437
Capital and reserves
Called up share capital 17 6,200 6,200
Profit and loss account 10,245 10,237
Total shareholders’ funds 16,445 16,437
The notes on pages 10 to 29 form part of these financial statements.
The financial statements on pages 7 to 29 were approved by the board of directors on 23 &(, 20| q and

were signed on its behalf by;

Nick Wanless
Director

Company registered number: 02605811
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Statement of changes in equity
For the year ended 31 December 2018

Called up Profit Total

Share and loss shareholders’

capital account funds

£000 £000 £000

Balance as at 1 January 2017 6,200 4,801 11,001
Profit for the financial year - 1,935 1,935
Actuarial gain on pension scheme net of tax - 3,501 3,501
Total comprehensive income for the year - 5,436 5,436
Balance at 31 December 2017 6,200 10,237 16,437
Balance as at 1 January 2018 6,200 10,237 16,437
Profit for the financial year - 3,592 3,592
Actuarial loss on pension scheme net of tax - (3,584) (3,584)
Total comprehensive income for the year - 8 8
Balance as at 31 December 2018 6,200 10,245 16,445




Danfoss Limited
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Strategic report, Directors’ report and financial statements
31 December 2018

Notes to the financial statements

1 Accounting policies

Danfoss Limited (the “Company™) is a private company limited by shares and incorporated and domiciled in England,
United Kingdom. The address of its registered offices is 22 Wycombe End, Beaconsfield, Buckinghamshire, HP9
INB.

The Financial statements have been prepared in accordance with the Companies Act 2006 and in accordance with
Financial Reporting Standard 102 - The Financial Reporting Standard applicable in the UK and Republic of Ireland
(“FRS 102") as issued in August 2014. The amendments to FRS 102 issued in July 2015 and effective immediately
have been applied. The presentation currency of these financial statements is sterling. All amounts in the financial
statements have been rounded to the nearest £1,000.

FRS 102 grants certain first-time adoption exemptions from the full requirements of FRS 102. The following
exemptions have been taken in these financial statements:

e Business combinations — Business combinations that took place prior to 1 January 2014 have not been
restated

e Lease incentives — for leases commenced before 1 January 2014 the Company continued to account for lease
incentives under previous UK GAAP

The Company’s ultimate parent undertaking, Danfoss A/S, includes the Company in its consolidated financial
statements. The consolidated financial statements of Danfoss A/S are available to the public and may be obtained
from Danfoss A/S, 6430 Nordborg, Denmark. In these financial statements, the company is considered to be a
qualifying entity (for the purposes of this FRS) and has applied the exemptions available under FRS 102 in respect of
the following disclosures:

¢ Reconciliation of the number of shares outstanding from the beginning to end of the period,;

e From preparing a statement of cash flow on the basis that it is a qualifying entity and the consolidated statement
of cash flows, included in these financial statements, includes the Company’s cash flows; and

e Key Management Personnel compensation, as required by FRS102 paragraph 33.7.

As the consolidated financial statements of Danfoss A/S include the equivalent disclosures, the Company has also
taken the exemptions under FRS 102 available in respect of the following disclosures:

e  The disclosures required by FRS 102.11 Basic Financial Instruments and FRS 102.12 Other Financial Instrument
Issues in respect of financial instruments not falling within the fair value accounting rules of Paragraph 36(4) of
Schedule 1.

Basis of preparation
The financial statements are prepared on the historical cost basis.

The company is exempt by virtue of Section 400 of the Companies Act 2006 from the requirement to prepare group
financial statements. These financial statements present information about the company as an individual undertaking
and not about its group.

The principal accounting policies adopted in the preparation of the financial statement are set out below. The policies
have been consistently applied to the period presented, unless otherwise state.

10
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Notes to the financial statements (continued)

1 Accounting policies (continued)

Going concern

The company’s business activities, together with the factors likely to affect its future development, performance and
position are set out in the Business Review on page 1. The company has net current assets of £11,381k (2017: £9,723k)
and net assets of £16,445k (2017: £16,437k). The directors have a reasonable expectation that the company has
adequate resources to continue in operational existence for the foreseeable future. Thus, they continue to adopt the
going concern basis of accounting in preparing the annual financial statements.

Goodwill and amortisation

Goodwill is stated at cost less any accumulated amortisation and accumulated impairment losses. Goodwill is allocated
to cash-generating units or group of cash-generating units that are expected to benefit from the synergies of the
business combination from which it arose. Goodwill is capitalised upon acquisition. Amortisation is charged to the
profit or loss on a straight-line basis over the estimated useful lives of intangible assets. Intangible assets are amortised
from the date they are available for use. Goodwill is amortised over its useful economic lives of 10 - 15 years.

Tangible fixed assets

Tangible fixed assets are stated at cost less accumulated depreciation and accumulated impairment losses. Where parts
of an item of tangible fixed assets have different useful lives, they are accounted for as separate items of tangible fixed
assets.

Leases in which the Company assumes substantially all the risks and rewards of ownership of the leased asset are
classified as finance leases. All other leases are classified as operating leases. Leased assets acquired by way of
finance lease are stated on initial recognition at an amount equal to the lower of their fair value and the present value
of the minimum lease payments at inception of the lease, including any incremental costs directly attributable to
negotiating and arranging the lease. At initial recognition a finance lease liability is recognised equal to the fair value
of the leased asset or, if lower, the present value of the minimum lease payments. The present value of the minimum
lease payments is calculated using the interest rate implicit in the lease. The company assesses at each reporting date
whether tangible fixed assets (including those leased under a finance lease) are impaired.

Depreciation is charged to the profit and loss account on a straight-line basis over the estimated useful lives of each
part of an item of tangible fixed assets. Leased assets are depreciated over the shorter of the lease term and their
useful lives. Land is not depreciated. The estimated useful lives are as follows:

Land and buildings 6 to 15 years
Plant and machinery 4 to 6 years
Fixtures, fittings, tools and equipment 2 to 6 years

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

11
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31 December 2018

Notes to the financial statements (continued)

1 Accounting policies (continued)
Foreign currencies

Transactions in foreign currencies are translated to the Company’s functional currency at the foreign exchange rate
ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the balance
sheet date are retranslated to the functional currency at the foreign exchange rate ruling at that date. Non-monetary
assets and liabilities that are measured in terms of historical cost in a foreign currency are translated using the exchange
rate at the date of the transaction. Non-monetary assets and liabilities denominated in foreign currencies that are stated
at fair value are retranslated to the functional currency at foreign exchange rates ruling at the dates the fair value was
determined. Foreign exchange differences arising on translation are recognised in the profit and loss account.

Basic financial instruments
Trade and other debtors / creditors

Trade and other debtors are recognised initially at transaction price less attributable transaction costs. Trade and other
creditors are recognised initially at transaction price plus attributable transaction costs. Subsequent to initial
recognition they are measured at amortised cost using the effective interest method, less any impairment losses in the
case of trade debtors. Ifthe arrangement constitutes a financing transaction, for example if payment is deferred beyond
normal business terms, then it is measured at the present value of future payments discounted at a market rate of
instrument for a similar debt instrument.

The company makes an estimate of the recoverable value of trade and other debtors. When assessing impairment of
trade and other debtors, management considers factors including the current financial position of the debtors, the
ageing profile of the debtors and historical experience. See note 13 for the net carrying amount of the debtors and
associated impairment provision.

Leases

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

Investments
Investments held as fixed assets are shown at cost less provision for impairment.
Stocks

Stocks are stated at the lower of cost and net realisable value. In determining the cost of raw materials and work in
progress, standard cost is used. For finished goods manufactured by the company, cost is taken as production cost,
which includes an appropriate proportion of attributable overheads and labour.

The company sells products for a number of markets and is subject to changing consumer demands. As a result, it is
necessary to consider the recoverability of the cost of stock and the associated provisioning required. When
calculating the stock provision, management considers the nature and condition of the inventory, as well as applying
assumptions around anticipated saleability of finished goods and future usage in production of raw materials. See
note 12 for the net carrying amount of stock and associated provision.

Provisions

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

12
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Notes to the financial statement (continued)

1 Accounting policies (continued)
Employee benefits

Defined contribution plans and other long-term employee benefits

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

Defined benefit plans

The company also participates in a group pension scheme providing benefits based on final pensionable pay. The
assets are held separately from those of the company. A defined benefit plan is a post-employment benefit plan other
than a defined contribution plan. The Company’s net obligation in respect of defined benefit plans is calculated by
estimating the amount of future benefit that employees have earned in return for their service in the current and prior
periods; that benefit is discounted to determine its present value. The fair value of any plan assets is deducted. The
Company determines the net interest expense (income) on the net defined benefit liability (asset) for the period by
applying the discount rate as determined at the beginning of the annual period to the net defined benefit liability (asset)
taking account of changes arising as a result of contributions and benefit payments.

The discount rate is the yield at the balance sheet date on AA credit rated bonds denominated in the currency of and
having maturity dates approximating to the terms of the Company’s obligations. A valuation is performed annually
by a qualified actuary using the projected unit credit method. The Company recognises net defined benefit plan assets
to the extent that it is able to recover the surplus either through reduced contributions in the future or through refunds
from the plan.

Changes in the net defined benefit liability arising from employee service rendered during the period, net interest on
net defined benefit liability, and the cost of plan introductions, benefit changes, curtailments and settlements during
the period are recognised in profit or loss.

Re-measurement of the net defined benefit liability/asset is recognised in other comprehensive income in the period
in which it occurs

Research and development
Expenditure on research and development is written off to the profit and loss account in the year in which it is incurred.
Taxation

Tax on the profit or loss for the year comprises current and deferred tax. Tax is recognised in the profit and loss account
except to the extent that it relates to items recognised directly in equity or other comprehensive income, in which case
it is recognised directly in equity or other comprehensive income.

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

Deferred tax is provided on timing differences which arise from the inclusion of income and expenses in tax assessments
in periods different from those in which they are recognised in the financial statements. The following timing differences
are not provided for: differences between accumulated depreciation and tax allowances for the cost of a fixed asset if and
when all conditions for retaining the tax allowances have been met; and differences relating to investments in subsidiaries
to the extent that it is not probable that they will reverse in the foreseeable future and the reporting entity is able to control
the reversal of the timing difference. '

13
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Notes to the financial statement (continued)
1 Accounting policies (continued)

Taxation (continued)

Deferred tax is not recognised on permanent differences arising because certain types of income or expense are non-
taxable or are disallowable for tax or because certain tax charges or allowances are greater or smaller than the
corresponding income or expense.

Deferred tax is provided in respect of the additional tax that will be paid or avoided on differences between the amount
at which an asset (other than goodwill) or liability is recognised in a business combination and the corresponding amount
that can be deducted or assessed for tax. Goodwill is adjusted by the amount of such deferred tax.

Deferred tax is measured at the tax rate that is expected to apply to the reversal of the related difference, using tax rates
enacted or substantively enacted at the balance sheet date. Deferred tax balances are not discounted.

Unrelieved tax losses and other deferred tax assets are recognised only to the extent that is it probable that they will
be recovered against the reversal of deferred tax liabilities or other future taxable profits.

Turnover

Turnover represents the amounts (excluding value added tax) derived from the provision of goods and services to
customers during the year. Turnover is recognised upon delivery of goods and the provision of services.

Expenses

Distribution costs primarily comprise of sales, fixed marketing, distribution and carriage costs of heating division and
certain costs associated with the manufacturing unit. Administrative expenses comprise of other fixed overheads
pertaining to manufacturing unit and sales office which are not classified under distribution costs and cost of goods
sold.

Dividends on shares presented within shareholder’s funds

Dividends unpaid at the balance sheet date are only recognised as a liability at that date to the extent that they are
appropriately authorised and are no longer at the discretion of the company. Unpaid dividends that do not meet these
criteria are disclosed in the notes to the financial statements.

Critical accounting estimates and assumptions

The company makes estimates and assumptions concerning the future. The resulting accounting estimates will, by
definition, seldom equal the related actual results. 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 useful economic lives and residual
values of the asset. The useful economic lives and residual values are re-assessed annually. They are amended when
necessary to reflect current estimates, based on technological advancement, future investments, economic utilisation
and the physical condition of the assets.

- Stock provisioning

The company holds a significant holding of raw materials and finished goods. It is therefore necessary to consider
the recoverability of the cost of stock and the associated provisioning required. When calculating stock provision
management considers the nature and condition of the stock, as well as applying assumptions around anticipated
saleability of finished goods and future usage of raw materials. See note 12 for the net carrying amount of the stock
and associated provision.
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Notes to the financial statement (continued)

1 Accounting policies (continued)
Critical accounting estimates and assumptions (continued)
- Impairment of debtors

The company makes an estimate of the recoverable value of trade and other debtors. When assessing impairment of
trade and other debtors, management considers factors including the ageing profile of debtors and historical experience
and market knowledge. See note 13 for the net carrying amount of the debtors and associated impairment provision.

- Defined benefit pension scheme

The company has an obligation to pay benefits to certain employees. The cost of these benefits and the present value
of the obligation depend on a number of factors, including; life expectancy, salary increases, asset valuations and the
discount rate on corporate bonds. Management estimates these factors in determining the net pension obligation in
the balance sheet. The assumptions reflect historical experience and current trends. See note 19 for the disclosures
relating to the defined benefit pension scheme. ‘

Significant Judgements

In the preparation of the financial statement the directors and management make various judgements and estimates.
The judgements and estimates discussed in this section are those deemed to be most important for the understanding
of the financial statement.

- Gooawill

The goodwill reported within these accounts relates to purchased goodwill. On conversion to FRS 102 the directors
believe it was correct to report this at historic net book value and amortised over 15 years. No change in calculation
to prior years.
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Notes to the financial statement (continued)

2 Turnover
2018 2017
£000 £000
By geographical market
UK 73,572 67,365
Europe 16,802 15,146
90,374 82,511
3 Operating profit
2018 2017
£000 £000
Operating profit is stated after charging:
Depreciation and other amounts written off tangible fixed assets - owned 683 324
Cost of goods sold 69,468 64,223
Hire of plant and machinery - operating leases 19 18
Hire of other assets - operating leases : 271 176
Amortisation of goodwill (see note 9) : 297 217
2018 2017
£000 £000
Auditors’ remuneration
Audit of these financial statements 39 33
Advisory work on Pension - 12

16



Danfoss Limited

Registered number 02605811

Strategic report, Directors’ report and financial statements
31 December 2018

Notes to the financial statements (continued)

4 Remuneration of directors
2018 2017
£000 £000
Company contributions to money purchase pension schemes 16 10
Aggregate amounts (excluding shares) received under long-term incentive 40 6
scheme
Directors’ emoluments 319 158

375 : 174

Two Directors were remunerated by the company (20/7: Two). The emoluments of the other Directors were paid by the parent
company. These Directors’ services to this company and fellow subsidiaries are of a non-executive nature and their emoluments
are deemed to be wholly attributable to their services to the parent company. Accordingly, the above details include no emoluments
in respect of their services.

The aggregate of emoluments of the highest paid director was £240k (2017: £114k) and company pension contributions of £7k
(2017: £9k) were made to a money purchase scheme on their behalf.

5 Staff numbers and costs

The monthly average number of persons employed by the company (including executive directors) during the year
was analysed as follows:

2018 2017
Number Number
Production 100 101
Administration ) 23 20
Sales and marketing 98 106
o221 227
2018 2017
£000 £000
Wages and salaries 10,512 11,964
Social security costs 1,159 1,082
Other pension costs (see note 19) 833 867
12,504 13,913

6 Interest receivable and similar income
2018 2017
£000 £000
Interest on pension scheme asset 140 -
Net currency exchange gain - 202
140 202




Notes to the financial statements (continued)

7 Interest payable and similar expenses

Interest payable on loans to group undertakings
Interest on pension scheme liabilities (see note 19)

Net currency exchange losses

8 Tax on profit

Danfoss Limited
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2018 2017
£000 £000
415 252
- 64

17 -
432 316

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

Current tax

Current tax charge/(credit) on income for the year

Adjustments in respect of prior years

Total current tax charge/(credit)

Deferred tax
Reversal of timing differences
Adjustments in respect of prior years

Total deferred tax

Total tax charge

£000

Current tax

Recognised in Profit and loss
account

Recognised in other
comprehensive income

Total tax

307

307

2018 2017

£000 £000

340 (230)

(33) 60
307 (170)

562 821

562 821

869 651

2017

£000 £000 £000 £000
Deferred tax Total tax Currenttax  Deferred tax Total tax
869 (170) 821 651
(734) - 728 728
135 (170) 1,549 1,379
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Notes to the financial statements (continued)

8 Tax on profit (continued)

The current tax charge for the year is higher (2017: higher) than the standard rate of corporation tax in the UK of 19%
(2017: 19.25%). The differences are explained below:

2018 2017
L . £000 £000
Reconciliation of effective tax rate
Profit before taxation 4,461 2,586
Current tax at 19% (2017: 19.25%) 847 498
Effects of:
Expenses disallowed for tax purposes 57 50
Amortisation 56 43
Other (58) -
Adjustments in respect of prior years ) 33) 60
Total tax expense included in profit or loss 869 651

Factors that may affect future tax charges

The July 2015 Budget Statement announced changes (which were subsequently enacted) to the UK Corporation Tax
regime which will reduce the main rate of Corporation Tax to 19% from 1 April 2017 and 18% from 1 April 2020. A
further change was announced in the March 2016 Budget to further reduce the Corporation Tax rate to 17% by 1 April
2020, which was substantively enacted on 6 September.

9 Intangible assets
Goodwill
£000

Cost
At 1 January 2018 3,257
Additions 800
At 31 December 2018 4,057
Accumulated amortisation
At 1 January 2018 1,085
Charged in year 297
At 31 December 2018 1,382
Net book value
At 31 December 2018 2,675

At 31 December 2017 2,172

Goodwill is being written off in equal instalments over its estimated economic lives which, in the opinion of the directors, is 10 -
15 years.
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Notes to the financial statements (continued)

10 Tangible assets

Land and
buildings
£000
Cost
At 1 January 2018 1,546
Additions 6
Disposals (36)
At 31 December 2018 1,516
Accumulated depreciation
At 1 January 2018 1,029
Charge for the year . 5
Disposals (36)
At 31 December 2018 998
Net book value
At 31 December 2018 518
At 31 December 2017 517
11 Investments

Danfoss Limited
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: 31 December 2018

Plant and Fixtures,
machinery fittings,
tools and Total
equipment
£000 £000 £000
4,544 1,901 " 7,991
864 62 932
(569) (306) (911)
4,839 1,657 8,012
4,004 1,364 6,397
521 157 683
(569) (308) 913)
3,956 1,213 6,167
883 444 1,845
540 537 1,594

The Company has a subsidiary which was dissolved in November 2017.
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12 Stocks

Raw materials and consumables
Work in progress
Finished goods and goods for resale
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2018 2017
£000 £000
626 2,099
523 342
5,641 3,697
6,790 6,138

There is no significant difference between the replacement cost of raw materials and consumables, WIP and finished goods
and goods for resale and their carrying amounts. Stocks are stated after provisions for impairment of £2,200k (2017: £787k)

13 Debtors (including amounts due after one year)

Trade debtors

Amounts owed by group undertakings
Corporation tax

Deferred tax asset (see note 16)

Other debtors

Prepayments and accrued income

2018 2017
£000 £000
22,520 16,388
9,078 426
193 484

- 42

64 ]
307 422
32,162 17,762

Amounts owed by group undertakings are unsecured and repayable on demand. The interest rate charged at 31 December 2018

was 2.83325% (2017:1.31006%,.

Trade debtors are stated after a provision for impairment of £521k (2017: £299k)

14 Creditors: amounts falling due within one year

Trade creditors

Amounts owed to group undertakings
Other creditors

Other taxation and social security
Accruals and deferred income

2018 2017
£000 £000
8,740 4,743
11,282 3,873
2,879 1,845
2,966 1,964
1,704 1,752
27,571 14,177

Amounts owed to group undertakings are unsecured and repayable on demand. The interest rate charged at 31

December 2018 was 2.83325% (2017:1.31006%,).
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Notes to the financial statements (continued)

15 Provisions for liabilities
Warranty Restructuring Deferred tax Total
provision provision liability provision
£000 £000 £000 £000
At 1 January 2018 229 - 651 880
Additional provision made during the year 197 - - 197
Deferred tax liability — due in more than one year (see note 16) - - 437 437
Provision for closure of Bedford Site - 1,376 - 1,376
Provision utilised during the year (229) - (651) (880)
At 31 December 2018 197 1,376 437 2,010

The provision for warranties relates to expected warranty claims on products sold at the balance sheet date. It is expected that
the majority of this expenditure will be incurred over the next year.

16 Deferred tax

Deferred tax

£000
As at 1 January 2018 (609)
Recognised in the Profit and loss . (562)
Recognised in other comprehensive income 734
437)
As 31 December 2018
The deferred taxation balance is made up as follows:
2018 2017
£000 £000
Recognised Recognised
Differences between accumulated depreciation and capital allowances 3) 23
General provisions - 19
Pension asset (434) (651)
(437) (609)

Deferred tax liability of £434k (2017: asset of £651k) relating to the pension liability (see note 19) is expected to
crystallise after more than one year.

17 Called up share capital

2018 2017
£000 £000
Allotted, called up and fully paid
6,200,000 (2017: 6,200,000 ordinary shares of £1 each 6,200 6,200
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Notes to the financial statements (continued)

18 Commitments

(a) There were no capital commitments at the end of the financial year (2017: Nil).

(b) At 31 December 2018, the company had future minimum lease payments under non-cancellable operating .
leases as follows:

2018 2017
£000 £000
Not later than 1 year 534 519
Later than 1 year and not later than 5 years ‘ - 789 1,057
Later than 5 years - -
Total 1,323 1,576

19 Pension schemes

Defined contribution pension scheme

The company operates a defined contribution pension scheme. The pension cost charge for the year represents
contributions payable by the company to the scheme and amounted to £833k (2017: £867k).

The company owed the pension scheme £116k at the end of the year (2017: £110k).

Defined benefit scheme

The actuarial valuation as at 31 March 2018 showed a deficit of £5,737,000. The company has agreed with the trustees
that it will aim to eliminate the deficit over a period of 10 years from 31 March 2018 by the payment of one
contribution of £4.2m on or before 31 March 2019, followed by annual contributions of £207,000 until 31 March
2028. In addition, the company has agreed with the trustees that it will meet expenses of the plan and levies to the
Pension Protection Fund.
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19 Pension schemes (continued)

The information disclosed below is in respect of the whole of the plans for which the company is either the sponsoring
employer or has been allocated a share of cost under an agreed group policy throughout the years shown.

2018 2017

£000 £000
Present value of funded defined benefit obligations (109,276) (116,940)
Fair value of plan assets 111,830 120,768
Asset 2,554 3,828
Related deferred tax liability (434) (651)
Net Asset : 2,120 3,177

Movements in present value of defined benefit obligation

2018 2017

£000 £000
At 1 January 2018 116,940 117,387
Current service cost - -
Interest cost 2,762 3,048
Actuarial losses/(gains) 3,818) 1,222
Benefits paid (7,904) (4,717)
Gain due to benefit changes 1,296 -
At 31 December 2018 109,276 116,940

The English High Court ruling in Lloyds Banking Group Pension Trustees Limited v Lloyds Bank plc and others was
published on 26 October 2018, and held that UK pension schemes with Guarantccd Minimum Pensions (GMPs)
accrued from 17 May 1990 must equalise for the different effects of these GMPs between men and women. The case
also gave some guidance on related matters, including the methods for equalisation. The Trustees of the plan will
need to obtain legal advice covering the impact of the ruling on this plan, deciding with the employer on the method
to adopt.

The legal advice will need to be consider (amongst other things) the appropriate GMP equalisation solution, whether
there should be a time limit on the obligations to make back-payments to members (the ‘look-back’ period) and the
treatment of former members (members who have died without a spouse and members who transferred out for
example).

The benefit obligations have been adjusted assuming the following:
- The minimum allowable method will be applied to past and future benefits payments
- There will be no limit on the ‘look-back’ period for rectification

- No allowance for members who no longer have GMP liabilities within the scheme (members who have died
without a spouse and members who have transferred out for example).

The allowance has been estimated based on average impacts for schemes with similar service periods and benefit
structures and treated as a plan amendment during the year.
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19 Pension schemes (continued)

Movements in fair value of plan assets

At 1 January 2018

Expected return on plan assets -
Actuarial (loss)/gain
Contributions by employer
Benefits paid

At 31 December 2018

Income/(Expense) recognised in the profit and loss account

Current service cost
Net interest

Total
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2018 2017
£000 £000
120,768 112,850
2,902 2,984
(8,136) . 5,451
4,200 4,200
(7,904) (4,717)
111,830 120,768
2018 C2017
£000 £000
140 (64)
140 (64)

The income/(expense) is recognised in the following line items in the statement of comprehensive income:

Interest receivable/(payable) and similar charges
Loss due to benefit changes

2018 2017
£000 £000
140 (64)
(1,296) .
(1,156) (64)

The total amount recognised in the other comprehensive income in respect of actuarial gains and losses and the
associated deferred tax movement is a loss of £3,584k (2017: credit £3,501k).

The fair value of the plan assets and the return on those assets were as follows:

UK Equities
Overseas Equities
Index linked bonds
Government debt
Corporate bonds
Other

2018 2017

Fair value Fair value
£000 £000
9,084 12,482
17,972 25,195
27,433 17,903
20,432 22,584
20,291 24,852
16,618 17,752
111,830 120,768

None of the fair values of the assets shown above include any direct investments in the company’s own financial
instruments or any property occupied by, or other assets used by the, company.
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19 Pension schemes (continued)

Danfoss Limited

Registered number 02605811

Strategic report, Directors’ report and financial statements
31 December 2018

The expected rates of return on plan assets are determined by reference to the historical returns, without adjustment,
of the portfolio and not on the sum of the returns on individual asset categories.

Principal actuarial assumptions (expressed as weighted averages) at the year-end were as follows:

Discount rate

Expected rate of return on plan assets

Expected return on plan assets at beginning of the year
Future salary increases

RPI

Life expectancy of male aged 65 in 2018
Life expectancy of male aged 65 in 2038

Life expectancy of female aged 65 in 2018
Life expectancy of female aged 65 in 2038

2018 2017
% %
2.80 2.44
2.80 2.44
2.44 2.65
4.45 4.44
3.45 3.44
Years Years
22.0 221
23.0 23.2
24.0 241
25.2 253

_In valuing the liabilities of the pension fund, mortality assumptions have been made as indicated below. If life
expectancy had been changed to assume that all members of the fund lived for onc year longer, the value of the
reported liabilities at 31 December 2018 would have increased by £2,185k (2017: £3,976k) before deferred tax.

The assumptions relating to longevity underlying the pension liabilities at the balance sheet date are based on standard
actuarial mortality tables and include an allowance for future improvements in longevity. The assumptions are
equivalent to expecting a 65-year old to live for a number of years as follows:

e  Current pensioner aged 65: 22 years (male), 24 years (female)

e  Future retiree upon reaching 65: 23 years (male), 25.2 years (female)

26



Notes to the financial statements (continued)

19 Pension schemes (continued)

History of plans

The history of the plans for the current and prior years is as follows:

Balance sheet
2018
£000
Present value of scheme liabilities (109,276)
Fair value of scheme assets 111,830
Asset/(Deficit) 2,554

2017
£000

(116,940)
120,768

3,828

2016
£000

(117,387)
112,850

4,537)

Danfoss Limited
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2015
£000

(96,868)
89,118

(7,750)

2014
£000

(97,935)
86,710

(11,225)

The company expects to contribute approximately £4,200k to its defined benefit plans in the next financial year.

20 Financial instruments

Financial assets
Financial assets measured at amortised cost

Financial Liabilities
Financial liabilities measured at amortised cost

2018
£000

31,969

24,605

2017
£000

17,235

12,213

Financial assets measured at amortised cost comprise trade debtors and amounts owed by Group undertakings and

other debtors.

Financial liabilities measured at amortised cost comprise trade -creditors, amounts owed to Group undertakings and

accruals.

31 December 2018
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Notes to the financial statements (continued)

20 Acquisition of trade and assets

On 1 October 2018 the Company acquired the trade and assets of Sondex (UK) Limited.

Fair value
£000

Intangible assets
Goodwill 800
Current assets
Debtors 1,600
Total assets 2,400
Creditors
Trade creditors (657)
Overdraft . (1,565)
Total liabilities (2,222)
Net assets 178
Purchase consideration and costs of acquisition
Settled through intercompany accounts 178

In the opinion of management, the fair value of the transfer of assets is at the net book value. The net transfer values
were settled through intercompany accounts.

The acquired undertakings made a loss of £179k from the beginning of its financial year to the date of acquisition. In
its previous financial year commencing on 1 January 2017 the profit for the year was £14k.

21 Dividends and other appropriations

2018 2017
£000 £000
Declared and paid during the year

Equity dividends on ordinary shares

Dividend for the year ended 31 December 2018 of £Nil (20/7: Nil) per ordinary share

No further dividend has been proposed.
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" Notes to the financial statements (continued)

23 Ultimate parent undertaking

The company is a subsidiary undertaking of Danfoss A/S Wthh is the immediate and ultimate parent and controlling
company incorporated in Denmark.

The largESt and smallest group in which the results of the cbmpany are consolidated is that headed by Danfoss A/S.
The consolidated financial statements of this group are available to the public and may be obtained from Danfoss A/S,
6430 Nordborg, Denmark.

24 Restructuring costs

As part of company’s ongoing cost optimisation strategy, management announced closure of its manufacturing site in
Bedford on 29 November 2018. This announcement resulted in additional provision of towards employee
redundancies amounting to £1,376k and impairment of inventory costs and impairment of fixed assets amounting to,
£1,433k and £335k respectively. These are 1ncluded under admlmstrauve expenses in the statement of comprehensive
income.
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