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IHS LOTHIAN LIMITED

STRATEGIC REPORT
FOR THE PERIOD ENDED 31 MARCH 2016

Principal Activities

The principal activities of the company are the design, construction, financing, commissioning and
maintenance of a new hospital for children and a department of clinical neurosciences, in accordance with the
terms of an agreement with NHS Lothian ("NHSL").

Review of the business

The project reached financial close on the 13th February 2015 with construction commencing on the 16th
February 2015. Construction is due to complete in the second half of 2017 at which point the hospital will be
commissioned and will be transferred to NHSL, then becoming operational.

Financial performance and financial position

The contract between the company and NHSL follows the Non-Profit Distributing programme. This means any
profit the company makes is distributed back to NHSL. At the 31 March 2016 a provision was held for
£384,000 for profit made in the period from incorporation to 31 March 2016. The distribution of these profits
will commence once the hospital is operational.

The construction costs are capitalised forming the financial asset on the balance sheet. The directors
consider the financial asset to be recoverable over the concession period.

Financial Key Performance Indicators
The Company has financial and non-financial key performance indicators, each of which impacts its results
for the period and will impact its future performance.
The key performance indicators of the Company are:
» Progress against the financial model. The Company created a model before the commencement of
the project which forecasts all income and expenditure. The Company tracks its progress against the
financial model. The activities of the Company continue to progress in line with financial model.

« The level of service provided. This is measured through the availability of the asset and therefore the
deductions to unitary payments levied by NHS Lothian when the asset is partially or completely
unavailable for use. This is not currently considered as the facilities are under construction but this
will be a key measure of performance once the facilities are operational.

- Financial covenants. The directors consider anticipated future performance and position of the
Company and it is expected all financial covenants, as required by the finance agreements, will be
met.

« Progress against construction schedule. While there were issues with adverse weather conditions
and groundworks the directors expect construction to be complete in the second half of 2017.

Principal risks and uncertainties

NHS Lothian is the company's sole client. However, the directors consider that no significant risk arises from
such a small client base as the Scottish Executive has underwritten NHSL's obligations.

Risk as a result of any construction delays has been passed down to the company's building contractor who
would suffer liquidated damage should this occur.

The company will have an obligation to maintain the fabric of the hospital over the life of its concession to a
specified standard. This obligation has been passed down to the company's service provider.

On behalf of the board

T —

Mr J McDonagh
Director
22 July 2016




IHS LOTHIAN LIMITED

DIRECTORS' REPORT
FOR THE PERIOD ENDED 31 MARCH 2016

The directors present their annual report and financial statements for the period which commenced on 18
December 2014 and ended 31 March 2016.

Principal activities
The principal activities of the company are discussed in the Strategic Report.

Results and dividends
The results for the period are set out on page 7. There were no dividends declared during the period.

Financial Risk Management
The financial risk management policy of the Company is designed to identify and manage risk at the earliest
possible point. These risks are reviewed by the Board on a quarterly basis.

The Company does not undertake financial instrument transactions that do not align with the Company’s trading
activities. Board approval would be required for the use of any new financial instrument and the Company’s
ability to enter into any transaction is constrained by the financial covenants within the finance agreements.

The Company’s management of price risk, credit risk, liquidity risk and interest rate cash flow risk is detailed
below:

Price risk

The Company’s price risk is managed by the 25 year service delivery element of the project agreement with
NHS Lothian which provides for payments that are fixed subject to performance and inflation. The terms are
mirrored with the key supplier, being the facilities management provider, through the services contract.

Credit risk

Cash flows are generated from the availability of the hospital and from the maintenance provided to NHS
Lothian. Cash flows are secured under a long term contract with NHS Lothian, whose liabilities are effectively
underwritten by the Scottish Government.

Liquidity risk

The Company’s liquidity risk is principally managed through financing the Company by means of long-term
borrowings which are tailored to match the expected costs and revenues arising from the contract under the Non
Profit Distributing program.

Interest rate cash flow risk

The Company has interest bearing assets and interest bearing liabilities. Interest bearing assets include only
cash balances which earn interest at variable rates. Interest bearing liabilities include senior debt, senior
subordinated debt and loan notes, all of which bear interest at a fixed rate.

Directors
The directors, who served throughout the period and up to the date of signature of the financial statements, were
as follows:

Mr M Bradshaw ‘ (Appointed 18 December 2014)

Mr M Dooley (Appointed 18 December 2014 and resigned 20 July 2015)
Mr A Rose (Appointed 12 February 2015)

Mr J McDonagh (Appointed 20 July 2015)

Mr B Saunders (Appointed 18 December 2014)

Directors' indemnities
The company has made qualifying third party indemnity provisions for the benefit of its directors which were
made during the period and remain in force at the reporting date.




IHS LOTHIAN LIMITED

DIRECTORS' REPORT (CONTINUED)
FOR THE PERIOD ENDED 31 MARCH 2016

Future developments
The Company will continue the construction works. At the end of the construction period the Company will
continue to provide planned and reactive maintenance work until the end of the concession in July 2042.

Auditors
PricewaterhouseCoopers LLP were appointed auditors to the company and in accordance with section 485 of
the Companies Act 2006, a resolution proposing that they be re-appointed will be put at a General Meeting.

Statement of directors' responsibilities
The directors are responsible for preparing the Annual Report and the financial statements in accordance with
applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under that [aw the
directors have elected to prepare the financial statements in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the European Union. 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 these financial statements,
International Accounting Standard 1 requires that directors:

+ properly select and apply accounting policies;

« present information, including accounting policies, in a manner that provides relevant, reliable, comparable
and understandable infarmation;

« provide additional disclosures when compliance with the specific requirements in IFRSs are insufficient to
enable users to understand the impact of particular transactions, other events and conditions on the entity's
financial position and financial performance; and

« make an assessment of the company's ability to continue as a going concern.

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. They
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.

Statement of disclosure to auditors
Each director in office at the date of approval of this annual report confirms that:

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

+ the director has taken all the steps that he / she ought to have taken as a director in order to make himself /
herself aware of any relevant audit information and to establish that the company's auditors are aware of
that information.

This confirmation is given and should be interpreted in accordance with the provisions of section 418 of the
Companies Act 2006.




IHS LOTHIAN LIMITED

DIRECTORS' REPORT (CONTINUED)
FOR THE PERIOD ENDED 31 MARCH 2016

Going Concern
The Directors have considered a number of factors in determining whether the Company remains a going
concern.

The key factors and related conclusions are summarised below:

* The Directors have considered the ability of NHS Lothian to meet future contractual payments. The
Directors have concluded that they do not currently consider this to be a material risk;

» The Directors have considered the impact of changes in the performance of key subcontractors, and
their ability to continue to meet contractual commitments. The Directors do not currently consider this to
be a material risk;

+ The Company is funded by a secured loan facility of £73,975,000 with The Prudential Assurance
Company Limited and Prudential Retirement Income Limited of which £36,701,000 had been drawn
down at the period-end; a secured loan facility of £72,431,000 with the European Investment Bank (EIB)
of which £35,960,000 has been drawn down at the period-end; an “on-loan” agreement with fellow
group undertaking IHS Lothian Holdings Limited which has secured a £10,743,000 loan facility of which
£5,330,000 has been drawn down at the period-end; and an “on-loan” agreement with fellow group
undertaking IHS Lothian Holdings Limited which has secured a £10,514,000 loan facility of which
£5,220,000 has been drawn down at the period-end. The Directors have considered the continued
availability of finance from the Company’s lenders. During the investment phase of the project, the
Directors regularly monitor the creditworthiness of the lenders and do not currently consider this to be a
material risk; and

+ The Directors have considered the Company’s compliance with financial covenant tests. The Directors
do not consider there to be a material risk that these covenants will be breached in the foreseeable
future.

The Directors have, at the time of approving the financial statements, a reasonable expectation that the
Company has adequate resources to continue in operational existence for the foreseeable future.
Accordingly the Directors consider that it is appropriate for the financial statements of the Company to be
prepared on a going concern basis.

On behalf of the board

Mr J McDonagh
Director
22 July 2016




IHS LOTHIAN LIMITED

INDEPENDENT AUDITOR'S REPORT
TO THE MEMBERS OF IHS LOTHIAN LIMITED

Report on the financial statements
Our opinion
In our opinion, IHS Lothian Limited's financial statements (the “financial statements”):

< give a true and fair view of the state of the company'’s affairs as at 31 March 2016 and of its resuit and
cash flows for the 15 month period (the “period”) then ended;

+ have been properly prepared in accordance with International Financial Reporting Standards
(“IFRSs") as adopted by the European Union; and

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

What we have audited
The financial statements, included within the Annual Report, comprise:

+ the Statement of financial position as at 31 March 2016;

« the Income statement for the period then ended;

+ the Cash flow statement for the period then ended;

« the Statement of changes in equity for the period then ended; and

+ the notes to the financial statements, which include a summary of significant accounting policies and
other explanatory information.

The financial reporting framework that has been applied in the preparation of the financial statements is IFRSs
as adopted by the European Union, and applicable law.

In applying the financial reporting framework, the directors have made a number of subjective judgements, for
example in respect of significant accounting estimates. In making such estimates, they have made
assumptions and considered future events.

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Strategic Report and Directors' Report for the financial period for
which the financial statements are prepared is consistent with the financial statements.

Other matters on which we are required to report by exception
Adequacy of accounting records and information and explanations received
Under the Companies Act 2006 we are required to report to you if, in our opinion:

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

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

+ the financial statements are not in agreement with the accounting records and returns.
We have no exceptions to report arising from this responsibility.

Directors' remuneration

Under the Companies Act 2006 we are required to report to you if, in our opinion, certain disclosures of
directors’ remuneration specified by law are not made. We have no exceptions to report arising from this
responsibility.




“IH S LOTHI AN LIMITED . e o e

INDEPENDENT AUDITOR'S REPORT (CONTINUED)
TO THE MEMBERS OF IHS LOTHIAN LIMITED

Responsrbllltres for the flnancral statements and the audit
. Our reponsibilities and those of the directors
As explained more fully in the Statement of Directors' Responsibilities set out on page 3, the. directors are.

responsible for the preparation of the financial statements and for being satisfied that they give a true and fair .

view.

-Our responsibility is to audit and express an opinion on the ﬂnancial statements in accordance with applicable’
law and Internationail Standards on Auditing (UK and Ireland) (“ISAs (UK & Ireland)”). Those standards require .
- us to comply with the Auditing Practices Board's Ethical Standards for Auditors.

- This report, including the oprnrons 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 |nto whose hands it may come save where expressly agreed by our prior consent in
wrltrng

' What an audit of financial statements involves

We conducted our audit in accordance with ISAs (UK & Ireland). An audit involves obtarnrng evrdence about

the amounts and disclosures in the financial statements sufficient to give reasonable assurance that the

financial statements are free from material misstatement, whether caused by fraud or error. This includes an
assessment of: .

« whether the accountlng policies are appropriate to the company’s crrcumstances and have been
consistently applied and adequately disclosed; : . .

- the reasonableness of srgnrf icant accounting estlmates made by the directors; and
- the overall presentatron of the f nancial statements. '

. We primarily focus our work.in these areas by assessrng the directors”judgements against available evrdence
forming our own Judgements and evaluating the disclosures in the financial statements.

. We test and examine information, using sampling and other auditing techniques, to the extent we consider
necessary to provide a reasonable basis for us to draw conclusions. We obtain audit evidence through testing
the effectiveness of controls, substantive procedures or a combination of both.

In addition, we read all the financial and non-financial information in the Annual Report to identify material
inconsistencies with. the audited financial statements and to |dent|fy any information that is apparently .
materially incorrect based on, or materially inconsistent with, the knowledge acquired by us in the course of
performing the audit. If we become aware of any apparent material misstatements or inconsistencies we
consider the implications for our- report. .

_~— o c

Martin Cowie (Senior Statutory Auditor)
for and on behalf of PricewaterhouseCoopers LLP
" Chartered Accountants and Statutory Auditors
Edinburgh
United Kingdom

 July 2016




IHS LOTHIAN LIMITED

INCOME STATEMENT
FOR THE PERIOD ENDED 31 MARCH 2016

Period

ended

31 March

2016

Notes £000

Revenue 4 68,855
Cost of sales (65,530)
Gross profit 3,325
Administrative expenses . (3.131)
Operating profit ' 194
Finance income 7 1,601
Finance costs 8 (1,795)

Profit before taxation

Income tax expense

Profit for the period

The income statement has been prepared on the basis that all operations are continuing operations.
The notes on pages 12 to 22 form part of these financial statements.




IHS LOTHIAN LIMITED

STATEMENT OF COMPREHENSIVE INCOME
FOR THE PERIOD ENDED 31 MARCH 2016

Period

ended

31 March

2016

£000

"Result for the period -

Other comprehensive income
Total other comprehensive income for the period

Total comprehensive income for the period -

The notes on pages 12 to 22 form part of these financial statements.




IHS LOTHIAN LIMITED

STATEMENT OF FINANCIAL POSITION
AS AT 31 MARCH 2016

Non-current assets
Financial asset

Current assets

Trade and other receivables
Cash and cash equivalents

Total assets

Current liabilities

Trade and other payables
Non-current liabilities

Borrowings
Long term provisions

Total liabilities

Net assets

Equity

Called up share capital
Retained earnings

Total equity

Notes

10

10

15

1"
16

17

2016
£000

69,591

1,823
15,533

17,356

86,947

(6,656)

(79,907)
(384)

(80,291)

(86,947)

The financial statements were approved by the Board of directors and authorised for issue on 22 July 2016

Signed on its behalf by:

Mr J McDonagh
Director

Company Registration No. SC493676

The notes on pages 12 to 22 form part of these financial statements.




IHS LOTHIAN LIMITED

STATEMENT OF CHANGES IN EQUITY
FOR THE PERIOD ENDED 31 MARCH 2016

Notes
Balance at 18 December 2014
Profit for the period
Issue of share capital 17

Balance at 31 March 2016

The notes on pages 12 to 22 form part of these financial statements.

Share
capital
£000

Retained
earnings
£000

Total

£000

-10-



IHS LOTHIAN LIMITED

STATEMENT OF CASH FLOWS
FOR THE PERIOD ENDED 31 MARCH 2016

Cash absorbed by operations

Net cash outflow from operating activities

Financing activities

Interest paid

Proceeds from borrowings

Proceeds of new bank loans

Net cash generated from/(used in) financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at end of period

The notes on pages 12 to 22 form part of these financial statements.

Notes

20

2016
£000

(1,795)
10,310
69,597

£000

(62,579)

(62,579)

78,112

15,533

15,533

-1 -



IHS LOTHIAN LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 31 MARCH 2016

1.1

1.2

1.3

1.4

1.5

1.6

Accounting policies

Accounting convention

The financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) as adopted for use in the European Union and with those parts of the Companies Act
2006 applicable to companies reporting under IFRS, (except as otherwise stated).

The financial statements have been prepared on the historical cost basis . The principal accounting policies
adopted are set out below.

These financial statements are presented in pounds sterling because that is the currency of the primary
economic environment in which the Company operates and all values are rounded to the nearest (£000s),
except where otherwise indicated.

Going concern

The directors have at the time of approving the financial statements, 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 financial statements. Going
concern is discussed in the Directors' Report on page 4.

Revenue
Service income is recognised in accordance with the financial asset and services income accounting policy
shown under 'Accounting for Non-Profit Distributing (NPD) contracts’ policy and excludes VAT.

Fair value measurement

IFRS 13 establishes a single source of guidance for all fair value measurements. IFRS 13 does not change
when an entity is required to use fair value, but rather provides guidance on how to measure fair value
under IFRS when fair value is required or permitted. The resulting calculations under IFRS 13 affected the
principles that the Company uses to assess the fair value, but the assessment of fair value under IFRS 13
has not materially changed the fair values recognised or disclosed. IFRS 13 mainly impacts the disclosures
of the Company. It requires specific disclosures about fair value measurements and disclosures of fair
values, some of which replace existing disclosure requirements in other standards.

Cash and cash equivalents

Cash and cash equivalents in the balance sheet comprise cash at bank and short term deposits with
original maturity of three months or less. For the purposes of the Statement of Cash Flows, cash and cash
equivalents comprise cash and short term deposits as defined above.

Financial assets
Financial assets are recognised in the company's statement of financial position when the company
becomes party to the contractual provisions of the instrument.

Financial assets are classified into specified categories. The classification depends on the nature and
purpose of the financial assets and is determined at the time of recognition.

Financial assets are initially measured at fair value plus transaction costs, other than those classified as fair
value through profit and loss, which are measured at fair value.

-12-



IHS LOTHIAN LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE PERIOD ENDED 31 MARCH 2016

1.7

1.8

Accounting policies (Continued)

Loans and receivables

Trade receivables, loans and other receivables that have fixed or determinable payments that are not
quoted in an active market are classified as ‘'loans and receivables'. Loans and receivables are measured at
amortised cost using the effective interest method, less any impairment.

interest is recognised by applying the effective interest rate, except for short-term receivables when the
recognition of interest would be immaterial. The effective interest method is a method of calculating the
amortised cost of a debt instrument and of allocating the interest income over the relevant period. The
effective interest rate is the rate that exactly discounts estimated future cash receipts through the expected
life of the debt instrument to the net carrying amount on initial recognition.

Impairment of financial assets

Financial assets, other than those at fair value through profit and loss, are assessed for indicators of
impairment at each reporting end date.

Financial assets are impaired where there is objective evidence that, as a result of one or more events that
occurred after the initial recognition of the financial asset, the estimated future cash flows of the investment
have been affected.

Derecognition of financial assets

Financial assets are derecognised only when the contractual rights to the cash flows from the asset expire,
or when it transfers the financial asset and substantially all the risks and rewards of ownership to another
entity.

Financial liabilities
Financial liabilities are classified as either financial liabilities at fair value through profit or loss or other
financial liabilities.

Other financial liabilities

Other financial liabilities, including borrowings, are initially recognised at proceeds, net of transaction costs.
They are subsequently measured at amortised cost using the effective interest method, with interest
expense recognised on an effective yield basis.

The effective interest method is a method of calculating the amortised cost of a financial liability and of
allocating interest expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments through the expected life of the financial liability to the net
carrying amount on initial recognition.

Derecognition of financial liabilities
Financial liabilities are derecognised when, and only when, the company’s obligations are discharged,
cancelled, or they expire.

Equity instruments
Equity instruments issued by the company are recorded at the proceeds received, net of direct issue costs.

-13-



IHS LOTHIAN LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE PERIOD ENDED 31 MARCH 2016

1

Accounting policies (Continued)

1.9 Provisions

Provisions are recognised when the company has a legal or constructive present obligation as a result of a
past event, it is probable that the company will be required to settle that obligation and a reliable estimate
can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle the
present obligation at the reporting end date, taking into account the risks and uncertainties surrounding the
obligation.

Where a provision is measured using the cash flows estimated to settle the present obligation, its carrying
amount is the present value of those cash flows.

When some or all of the economic benefits required to settle a provision are expected to be recovered from
a third party, a receivable is recognised as an asset if it is virtually certain that reimbursement will be
received and the amount of the receivable can be measured reliably.

1.10 Accounting for Non-Profit Distributing (NPD) Contracts

The Company has been established to undertake the design, build, operation and maintenance of a new
hospital and department for clinical neuroscience. The Company has subsequently entered into agreements
with finance providers and sub-contractors. Based on the contractual arrangements, the Company has
classified the project as a service concession arrangement, and.has accounted for the principal assets and
income streams from the project in accordance with IFRIC 12 Service Concession Arrangements

During construction, revenue will be recognised at cost, plus a deemed profit margin. A sale of the
construction cost is recorded in the statement of financial position as revenue amounting to cumulative
asset spend plus an appropriate margin. Revenue taken will increase the financial asset by the same
amount. The financial asset represents a long term receivable due from NHS Lothian. It represents the
cumulative asset spend attributable to the availability based revenues with imputed interest on the balance.

During the operational phase the unitary charge received will be applied to revenue, capital repayment of
the financial asset and interest income, applying the effective interest rate method. Revenue will be
calculated based on cost plus an appropriate profit margin. The financial asset will be decreased to residual
value over the life of the concession.

-14-



IHS LOTHIAN LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE PERIOD ENDED 31 MARCH 2016

2  Adoption of new and revised standards and changes in accounting policies

Standards which are in issue but not yet effective

New accounting standards, amendments to standards and interpretations which have been issued but
which are not effective and the likely impact is outlined as follows:

Amendment to IAS 1 'Presentation of financial statements’. These amendments are not expected to
have any material impact on the disclosures provided by the Company;

Amendment to IAS 19, ‘Employee benefits’. The Company has no employees;

Amendment to IFRS 11 ‘Joint arrangements’ on acquisition of an interest in a joint operation. The
Company has no interests in any other entity;

Amendments to IAS 16 ‘Property, Plant and equipment’, IAS 38 ‘Intangible assets’ and IAS 41
‘Agriculture’. These amendments are not currently relevant to the Company'’s activities;

IFRS 14 ‘Regulatory deferral accounts’. Not relevant to the Company;

Amendments to: IAS 27 ‘Separate financial statements’; IFRS 10 ‘Consolidated financial
statements’; and IAS 28 ‘Associates and joint ventures’. The Company has no interests in any
other entity;

IFRS 15 ‘Revenue from contracts with customers’. This standard establishes the principles that an
entity shall apply to report useful information to users of financial statements about the nature,
amount, timing, and uncertainty of revenue and cash flows arising from a contract with a
customer. The Company is evaluating the impact of this standard on the financial statements;

IFRS 9, ‘Financial instruments’ — classification and measurement’ is currently expected to be
effective from the financial year commencing 1 April 2018 although it has not been endorsed by the
EU. The Company does not believe that the adoption of IFRS 9 will lead to any material
measurement changes as compared with the policies currently adopted by the Company. However,
it is expected that IFRS 9 will require additional and different disclosures to those currently provided
by the Company; and

Various amendments to IFRS standards arising from the annual improvement projects that are not
expected to have any significant impact on the Company'’s financial statements.

-15-



IHS LOTHIAN LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE PERIOD ENDED 31 MARCH 2016

3  Critical accounting estimates and judgements

In the application of the company’s accounting policies, the directors are required to make judgements,
estimates and assumptions about the carrying amount of assets and liabilities that are not readily apparent
from other sources. The estimates and associated assumptions are based on historical experience and
other factors that are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised, if the revision affects only that
period, or in the period of the revision and future periods if the revision affects both current and future
periods.

The key area of accounting where the directors are making estimates and judgements is revenue
recognition and the creation of the financial asset, as detailed in accounting policy 1.10 Accounting for Non-
Profit Distributing (NPD) Projects.

The estimates and assumptions which have a significant risk of causing a material adjustment to the
carrying amount of assets and liabilities are outlined below.

Critical judgements
Carrying amount of the financial asset

The carrying amount of the service concession financial asset is measured using the following estimates:
(i) Construction margin applied to construction costs is nil.
(i) Financial asset interest rate is 4.76%
(i) Margin applied to administrative costs is 20.00%

4 Revenue

An analysis of the company's revenue is as follows:

2016
£000
Construction income 68,855
All turnover arose within the United Kingdom.
5 Auditors' remuneration
The analysis of auditor's remuneration is as follows:
2016
£000
Fees payable to the company's auditors for the audit of the company's annual accounts 17

6 Employees

The company had no employees (excluding directors) during the period.

-16-



IHS LOTHIAN LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE PERIOD ENDED 31 MARCH 2016

7 Finance Income 2016
£000
Interest income
Financial asset 1,601
1,601
8 Finance costs 2016
£000
Interest on bank overdrafts and loans 1,477
Other interest payable 318
Total interest expense 1,795
9 Creditrisk

The Company’s long term exposure to credit risk is principally dependent on the creditworthiness of NHS
Lothian as the Company’s sole client. The risk associated with this is mitigated as the cash flows are
secured under the Project Agreement, which is a long term agreement with NHS Lothian, whose obligations
and liabilities are effectively underwritten by the Scottish Government.

There are no debtors that are past due on the reporting date. The maximum credit risk exposure relating to
financial assets is represented by the carrying value at the balance sheet date.

10 Trade and other receivables
Current Non-current

2016 2016
£000 £000
Financial asset - 69,591
VAT recoverable 1,031 -
Prepayments 792 -
1,823 69,591

Amortisation of the financial asset balance will commence once the company is operational using the
effective interest rate method.

11 Borrowings

2016
£000

Secured borrowings at amortised cost
Bank loans 69,597
Other loans 10,310
79,907

17 -



IHS LOTHIAN LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE PERIOD ENDED 31 MARCH 2016

1"

(Continued)
Borrowings

Other loans within secured borrowings at amortised cost is shown net of unamortised issue costs of
£240,000. Bank loans within secured borrowings at amortised cost is shown net of unamortised issue
costs of £3,064,000.

Analysis of borrowings
Borrowings are classified based on the amounts that are expected to be settled within the next 12
months and after more than 12 months from the reporting date, as follows:

2016
£000

Non-current liabilities 79,907

On 13 February 2015 the Company entered into an Institutional Investor Senior Subordinated On-Loan
Agreement with IHS Lothian Holdings Limited, a fellow group undertaking, under which IHS Lothian
Holdings Limited guaranteed it a £10,743,000 loan facility attracting a fixed interest rate of 4.538% due in
July 2040, of which £5,330,000 has been drawn down and £5,413,000 remains available. It also entered
into an EIB Senior Subordinated On-Loan Agreement with IHS Lothian Holdings Limited, under which
IHS Lothian Holdings Limited guaranteed it a £10,514,000 loan facility attracting a fixed rate of 4.560%
due in July 2040, of which £5,220,000 has been drawn down and £5,294,000 remains available.

On 13 February 2015 the Company entered into an Institutional Investor Senior Facility Agreement with
The Prudential Assurance Company Limited and Prudential Retirement Income Limited as Institutional
Investor Senior Lenders. The Institutional Investor Senior Lenders guaranteed the Company a
£73,975,000 loan facility attracting a fixed interest rate of 3.288% due in July 2040, of which £36,701,000
has been drawn down and £37,274,000 remains available. It also entered into a Senior Finance Contract
with the European Investment Bank (EIB) where EIB guaranteed it a £72,431,000 loan facility attracting a
fixed interest rate of 2.881% due in July 2040, of which £35,960,000 has been drawn down and
£36,471,000 remains available. .

All loans are repayable in six monthly instalments starting in September 2017. The loans are secured by
a fixed charge over all property, bank accounts, receivables, investments, intellectual property, plant and
machines, insurances and all rights, title and interest.
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12 Fair value of financial assets and liabilities

Set out below is a comparison by category of carrying amounts and fair values of all the Company’s
financial instruments. '

Carrying Fair value
value
2016 2016
£000 £000
Financial Assets
Cash at bank 15,533 15,5633
Finance debtor under construction 69,591 69,591
85,124 85,124
Financial Liabilities
Bank loans ] 69,597 69,597
Amounts due to a fellow group undertaking. 10,310 10,310
79,907 79,907

Determining the fair value of financial assets and liabilities

Due to the fact the debt is only partially drawn down and was therefore recently negotiated, the directors
consider fair value to equal book value. This will be re-assessed in future years.

All financial instruments for which fair value is disclosed are categorised within the fair value hierarchy
described below. The categorisation is based on the lowest level input that is significant to the fair value
measurement as a whole.

* Level 1 Quoted prices in an active market (that are unadjusted) for identical assets or liabilities
* Level 2 Valuation techniques (for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable)
¢ Level 3 Valuation techniques (for which the lowest level input that is significant to the fair value
measurement is unobservable)
Level 1

Cash at bank has been classified as level 1. The fair value is equal to the book value of £15,533,000
Level 2

The company has no financial instruments classified as level 2.

Level 3

The financial instruments classified as level 3 are the finance debtor under construction, the bank loan,
and the amounts due to a fellow group undertaking. At 31 March 2016 the fair value of the finance debtor
under construction is equal to the book value.of £69,591,000; the fair value of the bank loan is equal to
the book value of £69,597,000; and the fair value of the amounts owed to a fellow group undertaking is
equal to the book value of £10,310,000.

During the period there were no transfers between levels.
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13

14

15

16

Liquidity risk

The table below summarises the maturity profile of the Company’s financial liabilities at 31 March 2016
based on contractual undiscounted payments.

Lessthan1 1-5years 5+ years Total
year
£000 £000 £000 £000
At 31 March 2016
Bank loans 2,243 18,880 82,457 103,580
Amounts due to a fellow group undertaking 480 3,182 13,743 17,405
Accruals 6,686 - - 6,686
Profit distribution provision - 384 - 384
9,409 22,446 96,200 128,055
Market risk

Market risk management
Interest rate risk

The directors consider the interest rate risk to the company to be minimal. All of the company’s debt is fixed
rate and this therefore means the borrowings are not impacted by any interest rate fluctuations. Since the
year end the company has made short term cash deposits of less than three months, any changes to
interest rate may impact the interest income received on future deposits.

Trade and other payables
Current
2016
£000
Accruals 6,656

Provisions 2016

_Profit distribution provision 384

Analysis of provisions .
Provisions are classified based oh the amounts that are expected to be settled within the next 12 months
and after more than 12 months from the reporting date, as follows:

2016
£000

Non-current liabilities 384

The above provision relates to surpluses payable to NHS Lothian as a distribution of profit under the Non-
Profit distributing model.
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17

18

19

Share capital 2016
£

Authorised, allotted, called up and fully paid
100 ordinary A shares of £1 each 100
1 ordinary B share of £1 each 1
101

On the 18th of December 2014, the company issued 1 ordinary share of £1 each to IHS Lothian Holdings
Limited for a cash consideration of £1. This share was converted into an ordinary A share on the 12th
February 2015. -

On the 12th February 2015, the company issued 1 ordinary B share of £1 each to Lothian Health Board
for a cash consideration of £1. On the 13th February 2015, the company issued 99 ordinary A shares of
£1 each to IHS Lothian Holdings Limited for a cash consideration of £99.

Capital commitments

Future capital expenditure on the financial asset which is contracted but not provided for in these financial
statements amounts to £93,714,000. The total contracted value of the works to be undertaken is
£150,374,000.

Capital risk management

The Company's capital and debt structure is set out in the concession term financial model at the
commencement of the project. The equity and debt has been subscribed for in accordance with this model
to date.

The Company’s operations expose it to a variety of financial risks that include credit risk, interest rate risk
and liquidity risk which are discussed in separate notes to the financial statements. The Company has in
place a risk management programme that seeks to limit the adverse effects on the financial performance of
the Company by monitoring levels of debt finance and the related finance costs.

Given the size of the Company, the Directors have not delegated the responsibility of monitoring financial
risk management to a sub-committee of the Board. HCP Management Services Limited, as a provider of
financial services to the Company under a management services agreement, implements the policies set by
the Board of Directors.

The Company has raised finance through loans from The Prudential Assurance Company Limited,
Prudential Retirement Income Limited and the European Investment Bank. In addition the Company also
raised finance through loans from a fellow subsidiary undertaking, IHS Lothian Holdings Limited, which had
received loans from a fellow group undertaking, IHS Lothian Investments Limited, which secured loans from
The Prudential Assurance Company Limited, Prudential Retirement Income Limited and the European
Investment Bank. The Company operates a long term business and its policy is to finance it with long term
borrowings.

IHS Lothian Limited will service these loans with cash-flows generated from its NPD concession asset.
Based upon the projected future cash-flows the Directors consider that they will be able to meet their
obligations as they fall due for the foreseeable future.
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20 Cash generated from operations ' ‘ v - . 2016
: - ‘ £000

Profit for the period . ' 4 A - _ .

Adjustments for: : _ .
Finance costs recognised in profit or loss . 1,795

Movements in working capital: . : -

Increase in trade and other receivables T (71,414)
Increase in trade and other payables : ‘ o 6,656
Increase in provisions . ‘ _ : 384
Cash absorbed by operations ' ‘ ‘  (62,579)

21 Related party transactions

Other transactions with related parties
During the period the company entered into the following transactions with related parties:

Purchase of
services
2016

£000

Entities with joint control or significant influence over the company - 10,717

22 Controlling party

As at'31 March 2016, the company was a wholly owned subsidiary of IHS Lothian Holdings Limited. In the
director’s opinion, the ultimate parent undertaking and controlling party was IHS Lothian Corporate Limited -
which is incorporated in Great Britain and registered in England and Wales.

The results of the group ére consolidated in IHS Lothian Corporate Limited.

23 Directors' remuneration ' : ) ' 2016
‘ ' : £000
Sums paid to third parties for directors' services . - o 26
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