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AAF Limited
Strategic report

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

Business review, prinoipal risks and uncertainties and future developments

AAF Limited’s largest market is the supply of equipment for control of air supply and noise abatement in gas turbines used in the
power generation and oil and gas industries worldwide. This incorporates intake systems, acoustic turbine enclosures and exhaust
systems and principal customers are manufacturers of gas turbines. Related to this, AAF Limited also operates aftermarket
activities, supplying replacement filter consumables and engineered refurbishment solutions to the owners of existing power plants
and site installation services. AAF Limited also supplies products for the control of emrssnons from manufacturmg and processing
industries, and other engineered and fabricated products. :

The directors report a decrease in turnover in the year of 21.5% from £72,475,000 in 2017 to £56,857,000 in the current year.

Overall, gas turbine related markets continued to be impacted by poor global economic conditions. over recent years, low oil prices,

and political factors. Major customers have undergone consolidation and downsizing. The long term: outlook is posmve but itis .
«difficult to assess in the short term when beneficial changes will arise. : -

As described below, a significant proportion of the company’s turnover and cost of sales is earned and incurred in foreign
currencies. In order to mitigate the risk of exchange gains and losses the company enters into.individual foreign exchange contracts-
for each project. A portion of the gains and losses resulting from the fair valuing each year-of those contracts are counteracted by’
gains and losses on debtors, creditors and bank balances that have arisen in the past, but-the gains and losses on the portions of .
those contracts which relate to future transactions, under FRS102, have been recognised in gross margin.. The impact on gross
margin in the year to 31 March 2018 was a profit of £2,579,000 (2017: loss of £1,804,000).

Gross profit margin increased from 11% to 16%. However excluding the impact of the fair valuing of. forward foreign exchange
contracts, gross margin declined from 13.7% in year ended 31 March 2017 to 11.6% in the:year to March 2018. Profit levels were
impacted by increased competition for fewer orders, and costs from rectification of some historical defect issues from prior years.
Distribution and underlying administration expenses have been maintained as resource levels and capabilities have been held
steady to support future growth expectations. However the anticipated upturn in the market has not yet materialised and would
now appear to be further in the future. Corporate costs have increased year on year as AAF Limited has greater influence over the
global activities of other companies in the AAF Power & Industrial Division,-which should.benefit AAF.Limited in the future.
R&D expenditure has continued with recent new products showing positive signs of a significant.contribution to profits.

Given the continuing losses the directors have had no choice under current UK GAAP than to impair fixed assets to their net
realisable value. The directors consider the net book value of land, buildings, plant and machmery and ﬁxtures to be at market
value but the assets under construction to have no realisable value outside of the business....™ .= {75 ¢

Operating loss has increased from £4,036,000 (5.6%) for the year ended 31 March 2017, to £6,142,000 (10.8%) but this is after
impairing assets under construction at a cost of £2,646,000 (2017:£nil). Excluding the impairment cost the loss decreased to
£3,496,000 (6.1%) for the current year. Again, however, excluding the impact of the fair’ valumg of forward foreign exchange
contracts and the impairment, operating loss rose from £2,232,000 to £6,075,000. B R E AT

Working capital (net current assets excluding cash, overdraft,-and short term borrowings) at 9.0% of annual sales was less than the
previous year (2017: 17.8% of annual sales). Working capital fell as payment for projects was collected and order levels fell
generating less need for working capital on new projects. Although the year end working capital position is improved, from time to
time throughout the period new projects required funding with resulting interest expenditure increased compared: to the prior year.

It is still expected that markets will start to show signs of recovery from the economic downturn in the long term, and overall
volumes are expected to grow from that point for all aspects of the business, though various economic factors have delayed this.
The continued low oil price, attitudes to trading with certain countries, and political uncertainty in some locations have all
impacted the return to the growth. Gas turbines are seen as having particular advantages-in the-energy-sector and remain essential -
to the oil and gas distribution industry. AAF Limited will concentrate on the most profitable areas of business and drive the
benefits of new products whilst maintaining strict cost control and establishing further efficiencies in project execution. Since the
end of the period staff numbers have been reduced as part of an exercise to reposition the company relative to the market.
Resources are being focussed on the growing and more profitable aftermarket aspects of the business. AAF Limited hopes to.see a
return to profitability in the near future, and continues to enjoy the support of ultimate parent company Daikin Industries L1m1ted
towards long term goals. e

The company has undertaken various initiatives during the year to enhance the working environment and employment conditions
and to maximise its relationship with staff though training and development and new processes, to-ensure that it continues to attract
the best employees.



AAF Limited '
Strategic report (contmued) - « S

Business review, principal risks and uncertainties and future developments (continued)

AAF Limited manufactures and provides goods and services throughout the world, and there is a possibility that performance
could be impacted if political or economic changes occur in any region in which the company operates. These changes could
include the deterioration of political or economic conditions, raw material price surges, environmental considerations or foreign
currency exchange fluctuations. Any impact from the proposed withdrawal of the United Kingdom from the European Union
cannot be assessed in advance as the terms of such a withdrawal are not yet clear. This could impact the company’s dccess to
customers and suppliers within the European Union, related taxation and duties, and could also impact the company’s access to
customers and suppliers outside the European Union if the United Kingdom tradmg agreements with other locations are amended.
Impacts could be posmve or negative.

Unexpected civil unrest in countries with emerging economies with otherwise increasing power generation requirements, or in oil
producing and distributing regions, can impact new investment levels in those areas and the risk of existing projects not being
completed, in what would otherwise be strong potentlal markets for AAF Limited. The company actively seeks to comply with all
government restrictions, embargoes or sanctlons on trade with different countries or entities, which reduces these risks. However,
the company recognises that any changes in such restrictions could also influence access to markets and completion of existing -
projects.

To minimise the impact of ﬂuctuatmg raw material prlces specrf ically steel, the company constantly updates product costs and
sales prices, buys materials at early stages m new contracts ‘and incorporates price escalation agreements in contracts with
customers where possible.

Exposure to impact from fluctuations in ciirrency exchange rates arises from operating in international markets. To avoid such A
currency related risks, the Company undertakes short term I‘lSk hedging via forward exchange contracts. However, exchange rate
related risk cannot be completely avorded

The company is in a net liability position of £12,462, 000 (2017: £6,629,000). As shown in the statement of comprehensive income
the fall is due to the loss after tax for the year of £5,620,000 (2017: £4,293 000) and a loss on the re-assessment of the pension .
liability, less a deferred tax credrt of £213, 000; (2017 £2,441,000). The pension deficit is being addressed through deficit reducing
* contributions, investment retums and by‘ the admlnlstratlve costs being borne directly by the employers. The company contmues to
have the support of the ultlmate parent as » escrlbed in Note 1 to the financial statements: '

Research and development

AAF Limited continugs to 1nvest in new fac11|t1es for deve]oplng and testing existing and new products to provide a competltlve
advantage now and .in the future. The directors regard investment in this area as vital for success in the medium to long-term
future.

The company continues to invest in the latest engmeenng and design technology to maintain its position as a strong force in the
marketplace. ) o \

Pension risk

The company operates a number of pension schemes, which includes one defined benefit scheme. The pension fund liabilities are
partially matched with a portfolio of assets, which leaves potential risk around the value of the liabilities as a result of changes in
life expectancy, inflation, future salary increases, as well as risks regarding the value of investments, the returns derived from such
investments and the Pension Protectlon Fund-levy. In addition, actions by the Pensions Regulators or the Trustees and/or any
material revisions to the existing pension legislation could require increased contributions by the company to the pensnon fund.

The pension trustees, in consultation with the company, regularly review the scheme’s investment strategy to mitigate the volatility
of liabilities and to diversify mvestment risk and the company takes professional advice regarding options to manage liability
volatility.

Approved by the directors and srgned on behalf of the board

JUREY

Ian Creasey ) ,
Director & Company Secretary
30 January 2019

AAF Limited

Bassington Lane

Cramlington

Northumberland

NE23 8AF




AAF Limited
Directors’ report

The directors present their annual report on the affairs of the Company, together with the financial statements and auditor’s
report, for the year ended 31 March 2018.

Results and dividends
The loss before tax for the year amounted to £6,657,000 (2017: loss of £4,435,000).
The loss for the year, after taxation, amounted to £5,620,000 (2017: loss of £4,293,000).

There were no dividends pald during the year (2017 £nil) and the directors are unable to recommend the payment of a final
dividend.

Given the continuing losses the directors have had no choice under current UK GAAP than to impair fixed assets to their net
realisable value at a cost of £2,646,000. The directors consider the net book value of land, buildings, plant and machinery and
fixtures to be at market value but the assets under construction to have no realisable value outside of the business.

Principal activity - .
The principal activity of the company is the manufacture and marketing of products and systems for the control of environment
air. : ' '

Future develonments and Research and development ’
Details of future developments and Research and development can be found in the Strategic report on pages 2 to 3 and form part
of this report by cross reference. -

Going Concern

All members of the AAF McQuay UK Ltd group, of which the company is one, continue to enjoy the support of the ultimate
parent company, Daikin Industries Ltd. Further details regarding the adoption of the going concern basis can be found in note 1
of the notes to the financial statements.

The ultlmate holding company, Daikin Industries Limited, has provided letters of undertaking to the company’s main lenders,
Daikin Europe Coordination Centre NV and Barclays Bank plc and has confirmed to the Directors that it will provide sufficient
financial support, should it be required, to enable the Company to meet its liabilities as they fall due for a period of not less than
12 months from the date of the approval of the financial statements..

The company’s forecasts and projections, taking account of reasonably possible changes in trading performance of both 1tself and -
the other UK resident members of the group of companies headed by AAF McQuay UK Limited (“the UK Group™), show that
-the company and group should be able to operate within the level of its current facilities for the foreseeable future. The UK group
continues to hold discussions with its bankers about its future borrowing needs and no matters have been brought to its attention
to suggest that future renewal may not be forthcoming on acceptable terms.

After making enquiries; the directors have a reasonable expectation that the company has adequate resources to continue in
operational existence for the foreseeable future. Accordingly, they continue to adopt the going concern basis in preparing the
financial statements.

Directors
The directors who served during the year and subsequently were as follows:

D Allsopp

C S Wantland
V P Chen

B Liow

[ Creasey

Director’s Indemnities
The company has made qualifying third party indemnity provisions for the benefit of its directors which were made during the.
year and remain in force at the date of this report.

Employees . -
The directors attach the greatest importance to employee involvement. Financial and commercial lnformatlon is made available
to all groups of employees. . .

The company gives full and fair consideration to applications for employment made by dlsabled persons. The company’s policy
includes, where practicable, the continued employment of those who may become disabled during their employment. Equal
training facilities are provided for disabled and other employees to improve performance, to learn new skills and to qualify for
promotion.

Charitable contributions 1)

Donations to UK charities amounted to £2,227 (2017: £1,500).

Events after the balance sheet date :
There were no events after the balance sheet date that require disclosure in the financial statements.



AAF Limited
Directors’ report (continued)

Financial risk management objectives and f)olicies

Financial risk

The company’s activities expose it primarily to the financial risks of changes in foreign currency exchange rates. The company
uses foreign currency exchange forward contracts in order to fix the value of sales and purchases in foreign currencies, thereby
reducing the financial risk of exchange rate fluctuation.

Credit risk
The company’s principal financial assets are bank balances and trade and other debtors. The company’s credit risk is primarily
attributable to its trade debtors. The amounts presented in the balance sheet are net of allowances for doubtful debtors.

. The credit risk on liquid funds and derivative financial instruments is limited because the counterparties are banks with high credit
ratings assigned by international credit rating agencies. ' . v

The company has no significant concentration of credit risk, with exposure spread over a number of counterparties and customers.

Liquidity risk

In order to maintain liquidity and to ensure that sufficient funds are avallable for on-going operations and future developments,
the company uses a mixture of inter group borrowings and a bank overdraft. Further details can be found in note 1 of the notes to
the financial statements.

Audltor
Each of the persons who is a director at the date of approval of this report confirms that:

o 5o far as the director is aware, there is no relevant audit information of which the Company's auditor is unaware; and

o 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 auditor is aware of that information.

This confirmation is given and should be interpreted in accordance with the provisions of s418 of the Companies Act 2006.
. Deloitte LLP have been deemed re-appointed under sectlon 487 of the 2006 Act.

Approval of reduced disclosures

The company, as a qualifying entlty, has taken advantage of the disclosure exemptlons in FRS 102 paragraph 1.12. Daikin
Industries Limited, the company’s ultimate shareholder has been notified in writing about the mtent10n to take advantage. of the
dlsclosure exemptions and no objections have been received. .

The company also intends to take advantage of thése exemptions in the financial statements to be issued in the following year.
Objections may be served on the company by Daikin Industries Limited, as the ultimate parent of the entity.

Approved by the directors and signed on behalf of the Board by:

Gy

Ian Creasey

Director & Company Secretary
30 January 2019

AAF Limited

Bassington Lane

Cramlington

Northumberland

NE23 8AF



AAF Limited
Directors’ responsibilities statement

The directors are responsnb]e for preparing the annual report and the financial statements in accordance w1th applicable law and
regulations. :

Company law requires the directors to prepare financial statements for each financial year. Under that law the directors have
elected to prepare the financial statements in accordance with United Kingdom Generally Accepted Accounting Practice (United
Kingdom Accounting Standards and applicable law), including FRS 102 “The Financial Reporting Standard applicable in the UK
and Republic of Ireland.” 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 year In
preparing these financial statements, the directors are required to:

U select suitable accountmg pohcles and then apply them consistently;
e make judgements and accounting estimates that are reasonable and prudent

e  state whether applicable UK Accounting Standards have been followed subject to any material departures dlsclosed
and explained in the ﬁnancnal statements; and

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

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the company’s
transactions with reasonable accuracy at any time the financial position of the company and to 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.

. The directors are responsible for the maintenance and integrity of the eorporate and financial information included on the
company’s website. Legislation in the United Kingdom govemmg the preparation and dissemination of financial statements may
differ from legislation in other jurisdictions.



Independent auditor’s report to the members of AAF Limited
Report on the audit of the financial statements

Opinion
In our opinion the financial statements of AAF Limited (the ‘company’):

e give a true and fair view of the state of the company’s affairs as at 31 March 2018 and of its loss for the year
then ended,;

e have been properly prepared in accordance with Umted Kingdom Generally Accepted Accounting Practice,
including Financial Reporting Standard 102 “The Financial Reporting Standard applicable in the UK and
Republic of Ireland”; and

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

We have audited the financial statements which comprise:

the profit and loss account;

the statement of comprehensive income;
the balance sheet;

the statement of changes in equity, and
the related notes 1 to 24.

The financial reporting framework that has been applied in their preparation is applicable law and United Kingdom
Accounting Standards, including Financial Reporting Standard 102 “The Financial Reporting Standard apphcable in the
UK and Republic of Ireland” (United Kingdom Generally Accepted Accounting Practice).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and apphcable law
Our responsibilities under those standards are further described in the auditor's responsibilities for the audit of the
financial statements section of our report.

We are independent of the company in accordance with the ethical requirements that are relevant to our audit of the
financial statements in the UK, including the Financial Reporting Council’s (the ‘FRC’s’) Ethical Standard, and we have
fuifilled our other ethical responsibilities in accordance, with these requirements. We believe that the audit evidence we
have obtained is sufficient and approprlate to provide a basis for our opinion.

Conclusions relating to going concern
We are required by [SAs (UK) to report in respect of the following matters where:

o the directors’ use of the gomg concern basis of accounting in preparatlon of the financial statements is not
appropriate; or .

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

We have nothing to report in respect of these matters.
Other information

The directors are responsible for the other information. The other information comprises the information included in the
annual report, other than the financial statements and our auditor’s report thereon. Our opinion on the financial statements
does not cover the other information and, except to the extent otherwise explicitly stated in ourreport, we do not express
any form of assurance conclusion thereon. I

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 such material inconsistencies or
apparent material misstatements, we are required to determine whether there is a material misstatement in 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 in respect of these matters.



Independent auditor’s report to the members of AAF Limited (continued)

Responsibilities of directors

As explained more fully in the directors’ responsibilities statement, the directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true and fair view, and for such internal control as the
directors 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
s0. :

Auditor’s responsibilitieé 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 auditor's 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 mﬂuence the economic decisions of
users taken on the basis of these financial statements.

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

Report on other legal and regulatory requirements
Opinions on other matters prescribed by the Companies Act 2006
In our opAinion based on the work undertaken in the course of the audit:

o the information given in the strategic report and the directors’ report for the financial year for which the financial
statements are prepared is consistent with the financial statements; and

e the strategic report and the directors’ report have been prepared in accordance with appllcable legal
requirements.

In the light of the knowledge and understanding of the company and its environment obtained in the course of the audit,
we have not identified any material misstatements in [the strategic report or] the directors’ report.

Matters on which we are required to rebort by exception
Under the Companies Act 2006 we are required to report in respect of the following matters if, in our opinion:

e 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; or
certain disclosures of directors’ remuneration specified by law are not made; or
we have not received all the information and explanations we require for our audit.

We have nothing to report in respect of these matters.
Use of our report '

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. Our audit work has been undertaken so that we might state to the company’s members those
matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest extent permitted by
law, we do not accept or assume responsibility to anyone other than the company and the company’s members as a body,
for our audit work, for this report, or for the opinions we have formed.

Matthew Hughes BSc (Hons) ACA (Senior statutory auditor)
for and on behalf of Deloitte LLP

Statutory Auditor

Newcastle upon Tyne, UK -

31 January 2019



AAF Limited
Profit and loss account _
For the year ended 31 March 2018

Turnover
Cost of sales

Gross profit
" Distribution costs
Administrative expenseé
Operating administrative expenses

Fixed asset impairment

Total administrative expenses

Operating loss
Finance costs (net).

Loss before taxation
Tax on loss

Loss for the ﬁnanclal year attributable to the equnty
- shareholders of the Company

Note

2017

2018
£'000 £000
156,857 72,475
(47.660)  (64,378)
9,197 8,097
(6,316) (6,483)
(6,377) (5,650)
(2,646) .
(9,023) (5,650)
(6,142) (4,036)
(515) (399)
(6,657) (4,435
1,037 142
(5,620)  (4,293)

10



AAF Limited .
Statement of comprehensive income
For the year ended 31 March 2018

Loss for the financial }ear

Re-measurement of net defined benefit liability
Tax credit relating to components of other comprehensive
expense ’

Other comprehensive expense

~ Total comprehensive expense attributable to equity
shareholders of the Company

Note

22

3017

(4,293)

2018
£°000 £°000
(5,620)
(56)  (2,937)
43 496
(213) (2,441)
(5.833) (6,734)

11



'AAF Limited
Balance sheet
At 31 March 2018

Fixed assets
Intangible assets
Tangible assets
Investments

Current assets

Stocks

Debtors

—amounts falling due within one year

— amounts falling due after more than one year
Cash at Bank ' )

Creditors: amounts falling due within one year -

Net current liabilities

Total assets less current liabilities B

Creditors falling due after more than one year

Provisions for liabilities
Pension liability

Net liabilities
Capitaland reserves
Called-up share capital

Profit and loss account

Shareholder’s deficit

" Note

10

11
12

13

14
.14

15

16
17
22

19

o

2017

.

2018
£000 £000
416 184
2,961 5,400
. 4
© 3,381 5,588
2,029 1,813
33,683 51,003
L 535 505
838 -
36,085 - 53,321
(44,830)  (58,553)
(8,745) (5,232)
(5,364) - 356
(3,600) (3,600)
(352) (416)
(3,146) (2,969)
(12,462) (6,629)
125 125
(12,587) (6,754)
(12,462) (6,629)

The financial statements of AAF Limited (registered number 875806) were approved by the Board of directo‘rs and

authorised for issue on 30 January 2019. They were signed on its behalf by:

R

Ian Creasey
Director

12



AAF Limited
Statement of changes in equity
For the year ended 31 March 2018

At 1 April 2016

Loss for the financial year

Re-measurement of net defined benefit liability

Tax relating to items of other comprehensive expense

Total comprehensive expense -

At 31 March 2017

Loss for the financial year

Re-measurement of net defined benefit liability (note 22)

Tax relating to items of other comprehensive expense (note 9)

Total comprehensive expense

At 31 March 2018
. . .

Called-up
share
capital Profit and
: loss account Total
£°000 £°000 £°000
125 (20) 105
- (4,293) (4,293)
- - (2,937) (2,937)
- 496 496
- (6,734) (6,734)
125 (6,754) (6,629)
- (5,620) (5,620)
- (256) (256)
- 43 43
- (5,833) (5,833)
125 (12,587) (12,462)

13



AAF Limited
Notes to the financial statements
For the year ended 31 March 2018

1. Accounting policies

The principal accounting policies are summarised below. They have all been applied consistently throughout the
year and to the preceding year: .

a. General information and basis of accountmg

‘AAF Limited is a private limited company, limited by shares, incorporated in the United Kingdom under the
Companies Act and registered in England and Wales. The address of the registered office is given on page 1. The
nature of the Company s operations and its principal activities are set out in the Directors’ report on pages 410 5.

The financial statements have been prepared under the historical cost convention, modified to include certain items at
fair value, and in accordance with Financial Reporting Standard 102 (FRS 102) issued by the Financial Reporting
Council.

The functional currency of AAF Limited is considered to be pounds sterling because that is the currency of the
primary economic environment in which the Company operates.

AAF Limited meets the definition of a qualifying entity under FRS 102 and has therefore taken advantage of the
disclosure exemptions available to it in respect of its separate financial statements. AAF Limited is consolidated in
the financial statements of its ultimate parent, Daikin Industries Ltd, which may be obtained at the address given in
note 24. Exemptions have been taken in these separate Company financial statements in relation to financial
instruments, presentation of a cash flow statement and remuneration of key management personnel.

b. Going concern

The company’s business activities, together with the factors likely to affect its future development, performance
and position, risks and uncertainties are set out in the Strategic report on pages 2 to 3.

As highlighted in notes 15 and 20 to the financial statements, the compariy meets its day to day working capital
requlrements through an overdraft facility which is shared with the rest of the UK resident members of the group
of companies to which it belongs (“the UK group™) and through inter-company loans from the Holding Company
of the UK group, AAF McQuay UK Limited. The UK group’s borrowing facility provided by Daikin Europe NV
was renewed on 31 March 2017. The UK group overdraft and guarantee facility with Barclays Bank plc was
renewed on 31 March 2017 and continues until renewed or cancelled. While the current economic conditions
create uncertainty over the level of demand for the company’s products, uncertainty over future exchange rates is
mitigated by incurring some cost in the same currency as revenue and the company finds that bank finance is
more available through being a subsidiary of Daikin Industries Limited than it would be for an independent
company of its size.

" The company’s forecasts and projections, taking account of reasonably possible changes in trading performance
of both itself and the other members of the UK group, show that the company and UK group should be able to
operate within the level of its current facilities. The UK group continues to hold discussions with its bankers
about its future borrowing needs and no matters have been brought to its attentlon to suggest that future renewal

- may not be forthcoming on acceptable terms.

Due to the net current and net liability position of company, the ultimate parent company, Daikin Industries
Limited has confirmed that it will provide sufficient financial support, should it be required, to enable the
Company to meet its liabilities as they fall due for a period of not less than 12 months from the date of the
approval of the financial statements. The going concern of the company is therefore dependant on the going
concern of the Group which has been assessed and has adequate resources to be able to provide this support.

Daikin Industries Limited has also provided letters of undertaking to the company’s main lenders, Daikin Europe
Coordination Centre NV and Barclays Bank plc.

Having made appropriate enquiries and on the basis of management’s forecasts and parental support, the .
Directors are satisfied that there is sufficient funding available for the Company and the UK group to operate for .
the foreseeable future. Accordingly, they have continued to adopt the going concern basis in preparing the
financial statements. In making their assessment, the Directors have considered future cash flows and borrowing
facility availability as well as considering the Company’s normal trading, working capital cycles and support

from parent companies. .

The directors have received an assurance from AAF McQuay UK Limited, the immediate holdmg company that the
repayment of the £3,600,000 loan will not be demanded before 31 January 2020.
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AAF Limited
Notes to the financial statements (continued)
For the year ended 31 March 2018

1. Accounting policies (continued)
c Intangible fixed assets and amortisation

Intangible fixed assets purchased separately from a business are capitalised at their cost and amortised over their
useful economic lives. :

Licences and patents purchased by the company are amortised to nil over their useful economic lives, generally .
their respective unexpired periods. The carrying value of intangible fixed assets is reviewed for impairmentif
events or changes in circumstances indicate that the carrying value may not be recoverable. Any impairment in
the value is charged to the profit and loss account. '

d. Tangible Fixed assets and depreciation
Tangible fixed assets are stated at cost or valuation, net of depreciation and any provision for impairment.

Depreciation is provided to write off the cost less the estimated residual value of tangible fixed assets by equal
" instalments over their estimated useful economic lives as follows:

Freehold buildings ‘ 10 - 45 years straight line
Plant and machinery ' 7 - 10 years straight line
Fixtures, fittings , 5 -'10 years straight line

No depreciation is provided on freehold land or assets in the course of construction.
e. Financial instruments

Financial assets and financial liabilities are recognised when the Company becomes a party to the contractual
provisions of the instrument.

Financial liabilities and equity instruments are classified according to the substance of the contractual arrangements
entered into. An equity instrument is any contract that evidences a residual interest in the assets of the Company after
deducting all of its liabilities.

@) Financial assets and liabilities ) .

All financial assets and liabilities are initially measured at transaction price (including transaction costs), except for
those financial assets classified as at fair value through profit or loss, which are initially measured at fair value (which
is normally the transaction price excluding transaction costs), unless the arrangement constitutes a financing transaction.
If an arrangement constitutes a financing transaction, the financial asset or financial liability is measured at the present
value of the future payments discounted at a market rate of interest for a similar debt instrument.

Financial assets and liabilities are only offset in the statement of financial position when, and only when there exists a
legally enforceable right to set off the recognised amounts and the Company intends either to settle on a net basis, or to -
realise the asset and settle the liability simultaneously.

Debt instruments which meet the following conditions are subsequently measured at amortised cost usmg the effective
. mterest method:

(@)  The contractual return to the holder is'(i) a fixed amount; (ii) a positive fixed rate or a positive variable rate; or
(iii) a combination of a positive or a negative fixed rate and a positive variable rate.
(b)  The contract may provide for repayments of the principal or the return to the holder (but not both) to be linked
' " to a single relevant observable index of general price inflation of the currency in which the debt 1nstrument is
denominated, provided such links are not leveraged.

(¢)  The contract may provide for a determinable variation of the return to the holder during the life of the instrument,
_ provided that (i) the new rate satisfies condition (a) and the variation is not contingent on future events other
than (1) a changé of a contractual variable rate; (2) to protect the holder against'credit deterioration of the issuer;
(3) changes in levies applied by a central bank or arising from changes in relevant taxatlon or law; or (ii) the
new rate is a market rate of interest and satisfies condition (a).

(d). There is no contractual provision that could, by its terms, result in the holder losmg the principal amount or any
interest attnbutable to the current period or prior periods.
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AAF Limited , .
Notes to the financial statements (continued)
For the year ended 31 March 2018

1. Accounting policies (continued)

e. ~ Financial instruments (continued)

(e)  Contractual provisions that permit the issuer to prepay a debt instrument or permlt the holder to put it back to

' the issuer before maturity are not contingent on future events, other than to protect the holder against the credit

deterioration of the issuer or a change in control of the issuer, or to protect the holder or issuer against changes
in levies applied by a central bank or arising from changes in relevant taxation or law.

® Contractual provisions may permit the extension of the term of the debt instrument, provided that the return to
the holder and any other contractual provisions apphcable during the extended term satisfy the conditions of
paragraphs (a) to (c).

" Debt instruments that are classified as payable or receivable within one year on initial recognition and which meet the
above conditions are measured at the undiscounted amount of the cash or other consideration expected to be paid or
received, net of impairment.

Intercompany loans presented as due in more than one year are repayable on demand and have not therefore been
discounted. -

Commitments to make and receive loans which meet the conditions mentioned above are measured at cost (which
may be nil) less impairment.

Financial assets are derecognised when and only when a) the contractual rights to the cash flows from the financial
asset expire or are settled, b) the Company transfers to another party substantially all of the risks and rewards of
ownership of the financial asset, or ¢) the Company, despite having retained some, but not all, significant risks and
rewards of ownership, has transferred control of the asset to another party.

Financial liabilities are derecognised only when the obligation specified in the contract is discharged, cancelled or
expires.

(ii)  Investments

Investments in subsidiaries and associates are measured at cost less impairment. For investments in subsidiaries
acquired for consideration including the issue of shares qualifying for merger relief, cost is measured by reference to
the nominal value of the shares issued plus fair value of other consideration. Any premium is ignored.

(iii)  Derivative financial instruments

The Company uses derivative financial instruments to reduce exposure to foreign exchange risk and interest rate
movements. The Company does not hold or issue derivative financial instruments for speculative purposes.

Derivatives are initially recognised at fair value at the date a derivative contract is entered into and are subsequently
re-measured to their fair value at each reporting date. The resulting gain or loss is recognised in profit or loss

. immediately unless the derivative is designated and effective as a hedging instrument, in which event the timing of
the recognition in profit or loss depends on the nature of the hedge relationship.

(iv) Fair value measurement

The best evidence of fair value is a quoted price for an identical asset in an active market When quoted prices are
unavailable, the price of a recent transaction for an identical asset provides evidence of fair value as long as there has
not been a significant change in economic circumstances or a significant lapse of time since the transaction took
place. If the market is not active and recent transactions of an identical asset on theu' own are not a good estimate of
fair value, the fair value is estimated by using a valuation technique.
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AAF Limited o
Notes to the financial statements (continued)
For the year ended 31 March 2018

1. Accounting policies (continue(i)
f. Stocks '

Stocks are stated at the lower of cost and net realisable value. In determining the cost of raw materials, consumables
and goods purchased for resale, the first in first out purchase price is used. For work in progress and finished goods
cost is taken as production cost, which includes an appropriate proportion of attributable overheads.

Provision is made for obsolete, slow-moving or defective items where appropriate.

g. Impairment of assets

Assets, other than those measured at fair value, are assessed for indicators of impairment at each balance sheet date. If
there is objective evidence of impairment, an impairment loss is recognised in profit or loss as described below.

Non-financial assets

An asset is impaired where there is objective evidence that, as a result of one or more events that occurred after initial
recognition, the estimated recoverable value of the asset has been reduced. The recoverable amount of an asset is the
higher-of its fair value less costs to sell and its value in use.

Where indicators exist for a decrease inbimpéirment loss, the prior impairment loss is tested to determine reversal. An
impairment loss is reversed on an individual impaired asset to the extent that the revised recoverable value does not
lead to a revised carrying amount higher than the carrying value had no impairment been recognised. Y

h. Taxation

Current tax, including UK coi'poration tax and foreign tax, is provided at amounts expected to be paid (or recovered)
using the tax rates and laws that have been enacted or substantively enacted by the balance sheet date.

Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the balance
sheet date where transactions or events that resuit in an obligation to pay more tax in the future or a right to pay less

* tax in the future have occurred at the balance sheet date. Timing differences are differences between the Company's’
taxable profits and its results as stated in the financial statements that arise from the inclusion of gains and losses in
tax assessments in periods different from those in which they are recognised in the financial statements.

Unrelieved tax losses and other deferred tax assets are recognised only to the extent that, on the basis of all available
evidence, it can be regarded as more likely than not that there will be suitable taxable profits from which the future
reversal of the underlying timing differences can be deducted.

When the amount that can be deducted for tax for an asset that is recognised in a business combination is less (more)

than the value at which it is recognised, a deferred tax liability (asset) is recognised for the additional tax that will be

paid (avoided) in respect of that difference. Similarly, a deferred tax asset (liability) is recognised for the additional

tax that will be avoided.(paid) because of a difference between the value at which a liability is recognised and the
amount that will be assessed for tax.

Deferred tax liabilities are recognised for timing differences arising from investments in subsidiaries and associates,
except where the Company is able to control the reversal of the timing difference and it is probable that it will not
reverse in the foreseeable future.

Deferred tax is measured using the tax rates and laws that have been enacted or substantively enacted by the balance
sheet date that are expected to apply to the reversal of the timing difference. Deferred tax relating to property, plant
and equipment measured using the revaluation model and investment property is measured using the tax rates and
allowances that apply to sale of the asset.

Where items recognised in other comprehensive income or equity are chargeable to or deductible for tax purposes, the
resulting current or deferred tax expense or income is presented in the same component of comprehensive income or
equity as the transaction or other event that resulted in the tax expense or income. -

Current tax assets and liabilities are offset only when there is a legally enforceable right to set off the amounts and the
Company intends either to settle on a net basis or to realise the asset and settle the liability simultaneously.
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AAF Limited
Notes to the financial statements (continued)
For the year ended 31 March 2018

1. Accounting policies (continued)
h. Taxation (continued)

Deferred tax assets and liabilities are offset only if: a) the Company has a legally enforceable right to set off current
tax assets against current tax liabilities; and b) the deferred tax assets and deferred tax liabilities relate to income taxes
levied by the same taxation authority on either the same taxable entity or different taxable entities which intend either
to settle current tax liabilities and assets on a net basis, or to realise the assets and settle the liabilities simultaneously,
in each future period in which significant amounts of deferred tax liabilities or assets are expected to be settled or
recovered.

i. Turnover

In the case of short-term contracts, turnover represents the invoiced value of contracts progressed during the year
exclusive of VAT and trade discounts. For long term contracts, see below.

J- Long term contracts

The amount of profit attributable to the stage of completion of a long term contract is recognised when the outcome of
the contract can be foreseen with reasonable certainty. Turnover for such-contracts is stated at the cost appropriate to
their stage-of completion plus attributable profits, less amounts recognised in previous periods. Provision is made for
any losses as soon as they are foreseen.

Contract work in progress is stated at costs incurred, less those transferred to the profit and loss account, after |
.deducting foreseeable losses and payments on account not matched with turnover.

Amounts recoverable on contracts are included in debtors and represent turnover recognised in excess of payments on
account.

k. Employee benefits

AAF Limited participates in the AAF McQuay UK Pension Plan, a defined benefit pension plan, and an appropriate
share of the net defined benefit cost of the plan and of the present value of the benefit obligation of the plan at the
-reporting date is therefore recognised in financial statements of AAF Limited. The assets and liabilities of the
scheme are held separately from those of the company. Pension scheme assets are measured using market values.
Pension scheme liabilities are measured using a projected unit method and discounted at the current rate of return on
a high quality corporate bond of equivalent term and currency to the liability.

The pension scheme surplus (to the extent that it is recoverable) or deficit is recognised in full. The movement in the
scheme deficit is split between operating charges, finance items and, in the statement of other comprehensive income.
The scheme is revalued tri-annually by a fellow of the institute of actuaries and the net deficit is then rolled forward

* to the balance sheet date.

AAF Limited also participates in the AAF J&E Hall Daikin Applied Retirement Benefits Plan, a defined contribution
pension plan. The amount charged to the profit and loss account in respect of pension costs and other retirement
benefits under this plan is the contributions payable in the year. Differences between contributions payable in the
year and contributions actually paid are shown as either accruals or prepayments in the balance sheet.
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_AAF Limited
Notes to the financial statements (continued)
For the year ended 31 March 2018 ‘

1. Accounting policies (continued)
1. Foreign currency - i

Transactions in foreign currencies are recorded at the rate of exchange at the date of the transaction. Monetary assets
and liabilities denominated in foreign currencies at the balance sheet date are reported at the rates of exchange
prevailing at that date.

' 1
Exchange differences are recognised in profit or loss in the period in which they arise except for:
. . exchange differences on transactions entered into to hedge certain foreign currency risks (see above);,and

e . exchange differences arising on gains or losses on non-monetary items which are recogmsed in other
comprehensive income. -

m.  Leases
The Company as lessee

Rentals under operating leases are charged on a straight-line basis over the lease term, even if the payments are not
made on such a basis. Benefits received and receivable as an incentive to sngn an operating lease are similarly spread
on a straight-line basis over the lease term. :

n. Research and Development

Research expenditure is written off as incurred. Development expendlture 1s also written off as incurred. The cost is
shown net of “above the line” RDEC tax credit. \

2. Critical accounting Judgements and key sources of estimation uncertainty

In the application of the Company’s accounting policies, which are described i in note 1, the directors are requlred to
" make judgements, estimates and assumptions about the carrying amounts 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 éstimates 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.

‘

Critical judgements in applying the Company’s accounting policies

In the directors’ opinion there are no critical judgéments. Sources of estimation that the directors have made in the
process of applying the Company’s accounting policies and that have the most significant effect on the amounts
recognised in the financial statements are dealt with below.

Revenue recognition

Recognition of revenue and profit is based on judgements made in respect of the ultimate profitability of a contract.
Such judgements are arrived at through the use of estimates in relation to the costs and value of work performed to
date and to be performed in bringing contracts to completion. These estimates are made by reference to recovery of
pre-contract costs, surveys of progress against timetable, changes in work scope, the contractual terms under which
the work is being performed, including the recoverability of any un-agreed income from variations and the likely
outcome of discussions on claims and costs incurred.

Impairment of tangible assets

When required by FRS 102 the company will consider whether tangible assets are impaired by estimating their value
in use. The value in use is an estimate of the future cash flows expected to arise from the tangible assets, discounted at
a suitable rate in order to calculate present value.
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AAF Limited
Notes to the financial statements (continued)
For the year ended 31 March 2018 |

2. Critical accounting judgements and key sources of estimation uncertainty (contihued)

Post-Employment Benefits

For the defined benefit scheme, pension valuations have been performed using specialist advice obtained from -
independent qualified actuaries. In performing these valuations, significant actuarial assumptions and judgments have

been made to determine the defined benefit obligation, in particular with regard to discount rate, inflation and

mortality. Details of assumptions used are set out in note 22 Employee benefits.

3. Turnover and revenue

An analysis of the Company’s fumover by geographical market is set out below.

Turnover:

UK

Europe
Americas. )
Rest of World

2018 2017
£°000 £000
6,095 15,951

19,618 19,596
30,282 35,738

862 1,190
56,857 72,475

In the opinion of the Directors, any additional disclosure regarding turnover or revenue would be prejudicial to the

interests of the Company. 4 :

4, Finance costs (net)

Interest payable and similar charges
Other finance costs/(credits)

Interest payable and similar éharges

Payable to Group

Other finance costs

Net interest on defined benefit liability (see note 22)

2017

2018
£000 £:000
453 405
62 (6)
515 399 .
2018 -2017
£2000 £2000
453 405
2018 2017
£000, £000°
62 (6)
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AAF Limited = , .
Notes to the financial statements (continued)
For the year ended 31 March 2018 -

5. Loss on ordinary activities before taxation

Loss on ordinary activities before taxation is stated after charging/(crediting):

2018

£°000

Depreciation of tangible fixed assets (note 11) - S . 638
Impairment of tangible fixed assets (note 11) 2,646
Cost/(Reversal) of impairment of stock through cost of sales - 10,
Research and development 1,625
. Operating lease rentals ’ 188
Foreign exchange differences (gains)/losses 2,579)

12017
£°000

690

37
1,735
166
2,291

The impairment of tangible assets arose as a result of losses arising from the difficult market conditions in which the

. company operates.

Impairments of fixed assets are included in administrative expenses. N

6. Auditor’s remuneration

Fees payable to Deloitte LLP and their associates for the audit of the éompany’s financial statements were £72,000

(2017: £64,000).

Fees payable to Deloitte LLP and their associates for non-audit services of other taxation compliance amounted to £Nil,

(2017: £49,000).

.

7. Staff numbers and costs
: : 20182014 20172014
The average monthly number of employees (including executive directors) was: " ‘Number Number
Production ‘ ' . 148 154
Sales ' 46 - 52
Administration ) . . 47 43
241 249
: 2018 2017
Their aggregate remuneration comprised:’ ' : £000 £000
Wages and salaries " : E 10,581 11,032
Social security costs ' ‘ 987 1,036
Other pension costs — defined contribution plan (see note 22)- 518 496
Other pension costs — defined benefit (see note 22) 1,178 847
13,264 13,411

'Other pension costs' includes only those items included within operating costs. Items reported elsewhere have been

excluded.
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AAF Limited A 3
Notes to the financial statements (continued)
For the year ended 31 March 2018

8. Directors’ remuneration and transactions

Directors’ remuneration

Emoluments
Pension contributions

The number of directors who:
Are members of a defined benefit pension scheme '

Remuneration of the highest pald dlrector
Emoluments :

2018 2017
£°000 £000
369 360
63 58
432 418
‘V Number Number
2 2
2018 2017
£°000 £°000

285

279

The highest paid director is a member of the Company’s defined benefit scheme and had accrued entitlements of

£57,000 (2017: £53,000) per annum under the scheme at the end of the year. There is no accrued lump sum.

Directors not paid by AAF Limited are remunerated by other group companles and it not possible to allocate these

emoluments across the various entltles
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AAF Limited ,
Notes to the financial statements (continued)
For the year ended 31 March 2018

9. Tax on loss

The tax credit comprises:

‘Current tax credit on loss
Group relief

R&D deferred tax credit
Foreign tax

AdJustments in respect of prlOI‘ years
- Group relief -

Total current tax

Deferred tax -

Origination and reversal of timing differences

R&D deferred tax credit

In respect of defined benefit pension scheme (note 22)

In respect of the re-assessment of recoverable tax losses

In respect of prior periods ’

In respect of the effect of the rate change on opening balances

Total deferred tax (see note 14)

Total tax credit on loss on ordinary activities
Total deferred tax relating to items of other comprehensive income

Total tax credit for the year

A}

- The standard rate of tax applied to reported loss on ordinary activities is 19% (2017: 20%).

2018 2017
£000 £000
681) (1,127
19 3,
1 2
661)  (1,122)
75 324
(586) (798)
(446) 182
(19 (3)
13 67
: 631
i (209
- (12)
451) 656
(1,037 (142)
43 (496)
©94)

(638)

Finance Act No. 2 2015, which was substantively enacted on 26 October 2015, included provisions to reduce the
corporation tax rate to 19% with effect from 1 April 2017. In addition, the Finance Act 2016, which was substantively
enacted on 6th September.2016, introduced a further reduction in the main rate of corporation tax to 17% from 1
April 2020. Accordingly these rates have been taken into account when calculatmg deferred tax assets, giving

vcon51deratxon to when the assets will reverse.

There is no expiry date on timing differences, unused tax losses or tax credits.
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AAF Limited
Notes to the financial statements (continued)
. For the year ended 31 March 2018

9. Tax on loss on ordinary activities (continued)

The difference between the total tax credit shown above and the amount calculated by applying the standard rate of
UK corporation tax to the loss before tax is as follows:

2018 2017
£000 £°000

Loss on ordinary activities before tax V (6,657) (4,435)
Tax on loss on ordinary activities at standard UK corporation tax rate of 19%

(2017: 20%) ‘ i (1,265) (887)
Effects of: 4 - o . oo
- Expenses not deductible for tax purposes 17 53
- Chargeable gain 85 -
- Foreign tax ‘ ' 1 2
- Effect of differences between corporate and deferred tax rates 49 44
- Adjustments to tax charge in respect of previous periods 76 - 115
- Re-assessment of recoverable tax losses ' - 631
- Effect of rate change on brought forward deferred tax balance : - (12)
Total tax credit for period | o . _ L (1,037) (142)

During the year beginning 1 April 2018, the net reversal of deferred tax assets and liabilities is expected to decrease
the corporation tax charge for the year by £137,000 (2017 £94,000). This is due to contributions to the pension
scheme exceeding the service charge and capltal allowances exceeding deprematlon for allowable ﬁxed assets.

At the balance sheet date, there were unused tax losses of £3,155,000 (2017 £3, 155 000) available for offset agamst

* future profits. A deferred tax asset has been recognised in respect of £NIL (2017 £nil) of such losses. No deferred tax
asset has been recognised in respect of the remaining £3,155,000 (2017: £3,155 000) as it is not considered probable
that there will be future taxable profits available in the immediate future.

-

10. Intangible fixed assets ‘ , .
’ C Patents
: under
Licences development Total
. £000 £000 £°000
Cost .
On 1 April 2017 f : 221 : 184 ~ 405
Additions - , : : - 232 232
As at 31 March 2018 ‘ 221 416 637 4
Amortisation ..
At the beginning and end of the current and preceding years 221 - 221
Net book value .
At 31 March 2018 - 416 . 416

At 31 March 2017 - o ; 184 184




AAF Limited
Notes to the financial statements (continued)
For the year ended 31 March 2018

11: = Tangible fixed assets

“

. Payments

C : : on account
- : and assets

Freehold o in the

land and Fixtures. * Plant and course of

buildings and fittings machinery construction Total

£000 £°000 £°000 £000 £000

Cost or valuation ‘
At 1 April 2017 4,877 2,705 3,236 2,094 12,912
Additions 111 114 ‘ -68 844 1,137
Transfers -3 (3 - - -
Disposals ’ - (14) - (292) (306)
At 31 March 2018 4,991 2,802 3,304 2,646 13,743
Depreciation ! ‘ )
At 1 April 2017 © 3,122 2,171 2,219 - 7,512
Disposals - (14) - - (14)
Transfers | ¢)) - " - -
Charge for the year 239 . 213 186 . - 638
Impairment - - - 2,646 2,646
At 31 March 2018 : 3,362 2,369 - 2,405 2,646 10,782
Net book value’ : ’ . ' .
At 31 March 2018 1,629 433 899 - < 2,961

At 31 March 2017 - 1,755 534 1,017 2,094 5,400

H

Included in freehold land and buildings is land at a cost of £58,000 (2017: £58,000) which is not d_epreciated. ‘



AAF Limited
" Notes to the financial statements (continued)
For the year ended 31 March 2018

12. Fixed asset investments

Subsidiary undertakings

Investments
. The Company has investments in the following subsidiary undertaking.

Country of incorporation or

Subsidiary undertakings principal business address . Principal activity
AAF McQuay SA de CV " Av Primero De Mayo No 85, Col San Environmental air
. Andres Antenco, Tlalnepantla, Estado De  control equipment
Mexico i

Subsidiary undertakings

Cost
At 1 April 2017 and 31 March 2018

Provisions for impairment
At 1 April 2017 and 31 March 2018

Carrying value at 31 March 2017 and 31 March 2018

2018 2017

£000 £000

4 . 4

Holding* %
Ordinary 100%

£000

4

4

The subsidiary undertaking has not been consolidated by AAF Limited as pérmitted by 5.400 of the Companies Act
2006 as it is consolidated in the financial statements of Daikin Industries Limited, which can be obtained from the

address in note 24.

13.  Stocks

Raw materials and consumables
Work in progress ,
Finished goods and goods for resale

N

There is no material difference between the carrying amount and replacement cost of stock.
5

2018 2017
£000 £000
408 505
1,171 746
450 562
2,029 1,813
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AATF Limited

* Notes to the financial statements (continued)

For the year ended 31 March 2018

14. Debtors

At 31 March 2018 82

. 2018 2017
5 © £000 £°000
Amounts falling due within one year:
Trade debtors ' . 13,304 11,162
Gross amount due from customers: for contract work 14,037 34,968
Amounts owed by group undertakings 2,640 2,515
VAT 893 828
Other debtors 71 326
Prepayments and accrued income 568 64
Derivative financial instruments (see note 18) 272 13
Group relief 681 1,127
Deferred Tax 217 -
32,683~ 51,003
Amounts falling due after more than one year: ,
" Deferred tax related to defined benefit pension scheme 535 505
. The movements on the deferred tax assets during the year are as follows:
Difference
between  Other timing Deferred
accumulated differences, tax asset
depreciation and losses and Deferred Total on pension
capital other R&D'tax Deferred deficit
allowances deductions credit (liability)/asset (see note 22) Total
£000 £°000 N £°000 £’000 £000 £°000
At 1 April 2017 _ (368) 59 62 47y 505
Credit to the profit and loss account for . ' i
the year 444 2 19 465 - 465
Charge Related to Final salary Scheme ' - - - - (13) 13)
Credit/(charge) to the profit and loss '
" account in respect of prior periods A6 (0] - 1y - B - 1)
Effect of rate change on opening e '
balance in P&L ) - - - - - -
Effect of rate change on opening
balance in OCI - - - - - -
Amounts included in OCI - - - - 43 43
54 81 217 535 752
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‘Notes to the financial statements (continued)
For the year ended 31 March 2018

15.  Creditors: amounts falling due within one year

2018 2017 -
£000 £000
Bank loans and overdrafts (see note 20) 14,954 . ' 18,159
Payments received on account ' ' 933 551
Trade creditors 2,979 2,420
Amounts owed to group undertakings . ' o 16,123 17,066
Other taxation and social security . ' 263 212
Accruals and deferred income ) 9,362 19,237
Derivative financial instruments (see note 18) . . 216 661
" Deferred tax (see note 14) ’ - 247
44,830 - 58,553

16.  Creditors: amounts falling due after more than one year

2018 2017
£000 £000
Amounts owed to group undertakings - ‘ 3,600 3,600

Amounts owed to group undertakings comprise a variable interest rate loan of £3,600,000 (2017: £3,600,000) from
AAF McQuay UK Limited. On the 31 March 2018 the interest rates applicable was 1.9% per annum (2017: 1.9%).
The loan has no fixed repayment date and is payable on demand. However the directors of AAF McQuay UK Limited
have confirmed that they will not seek any repayment of the balance before 31 January 2019.

17. Provisions for liabilities

Product Contract

' warranties Provision Total

£000 £000 £000

At 1 April 2017 : 154 262 416

Charged to profit and loss account . 1,927 - 1,927
Utilisation of provision (1,729) (262) (1,991)

At 31 March 2018 - i : 352 - 352

Product warranties *

The provision for product warranties reflects an estlmate of future warranty costs arising on current year and prior
period sales. It is expected that the majority of this expenditure will be incurred in the next fmanmal year and if not
that it will all be 1ncurred within three years of the balance sheet date.

Contract provision

For contracts forecast to make a loss, the full foreseeable cost of completing loss making contracts at the balance
sheet date is provided in the contract provision.
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18, Derivative financial instruments

Derivatives that are designated measured at fair value through profit or loss

Due within one year

2018 2017
£000 £000
Assets . . '
Forward foreign currency contracts . 272 13
Liabilities )
Forward foreign currency contracts ) ’ (216) (661)
Net asset/(liability) - . - 56 (648) -

Forward foreign currency contracts are valued using quoted forward exchange rates and yield curves derived from
_quoted interest rates matching maturities of the contracts.

Forward foreign currency contracts
The following table details the forward foreign currency contracts outstanding as at the year-end:

Average contractual

" Outstanding contracts ' exchange rate ' Notional value Fair value
2018 2017 . 2018 - 2017 2018 2017
£°000, £000 £000 ~  £000
Buy Euros 1.11870 1.13559 5,742 - 458 (111) O]
Sell Euros 1.14518 1.17329 (10,711) (1,867) . (36) (32)
Buy USD 1.36464 1.25508 - 2,164 180 - (69) 2
Sell USD : 1.32967 1.29413 (4,630) (15,073) 272 611)
| (7,435)  (16,302) 56 (648)

'

The Company has entered into contracts to supply goods to customers all over the world. The Company has entered
into forward foreign currency contracts to hedge the exchange rate risk arising from these anticipated future
transactions. The hedged cash flows are expected to occur and to affect profit or loss within the next financial year.

19.  Called-up share capital and reserves

2018 2017
£000 £000

Allotted, called-up and fully-paid ,
125,100 ordinary shares of £1each ‘ 125 125

The Company has one class of ordinary shares which carry no right to fixed income.

The profit and loss reserve represents cumulative profits and losses.
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20. Contingent liabilities

At 31 March 2018 bank bonds, indemnities and guarantees issued by Barclays Bank Plc on behalf of the company,
amounting to £6,712,000 (2017: £8,127,000), were outstanding with recourse to the company. All the UK resident
group companies are jointly and severally liable for all guarantees and all indebtedness to Barclays Bank Plc incurred
by the UK Group via a cross guarantee. A list of UK group companies is disclosed in the financial statements of the
UK parent company, AAF McQuay UK Limited. The total UK group liability to Barclays Bank Plc, at 31 March

" 2018, comprising contingent liabilities plus total overdrawn balances less positive account balances amounted to
£12,665,000 (2017: £17,226 000)

21. Financial commitments

Total future minimum lease payments under non-cancellable operating leases are as follows:

2018 2017
Land and Land and
buildings Other  buildings Other
£000 £000 £000  £°000
- within one year ‘ - 128 - 131
- between one and five years : ’ - 191 - 186
- - 319 - 317

22. Employee benefits
. Defined contribution schemes

The Company operates defined contribution retirement benefit schemes for all Qualifying employees in the UK. The
total expense charged to profit or loss in the year ended 31 March 2018 was £518,000 (2017: £496,000).

Defined benefit schemes

The Company operates a funded defined benefit scheme for qualifying employees. Under the scheme, the members
are entitled to retirement benefits of 1/50™ of final pensionable salary for the first 25 years of pensionable service and
-1/100% for each year beyond that. No other post-retirement benefits are provided.

This scheme is for the emp]oyées of AAF McQuay UK Limited, AAF Limited, Air Filters Limited and Daikin
Applied (UK) Limited. The defined benefit scheme was closed to new members on 1 August 2005. The scheme was
replaced with a defined contribution scheme on that date.

The assets and liabilities of the defined benefit scheme are held separately from those of the company in
independently administered funds. Contributions to the defined benefit scheme are paid in accordance with the advice
of a'qualified actuary on the basis of triennial valuations using the projected unit method.

The most recent actuarial valuations of scheme assets and the present value of the defined benefit obligation were
carried out at 1 April 2015 and rolled forward to 31 March 2018 by an independent actuary, who is a Fellow of the
Institute and Faculty of Actuaries and a Partner in Barnett Waddingham. The present value of the defined benefit
obligation, the related current service cost and past service cost, were measured using the projected unit credit
method. "

The contributions, assets and liabilities of the scheme are approximately apportioned between the employers by the
actuary by reference to the liability attributable to each member and to the company that employs, or was to last to
employ, the member. There is no formal agreement between the employers for this allocation.

The company’s share of contributions forecast to be paid in the next 12 months is £1,329,000
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22.  Employee benefits (continued)

Valuation at

2018 2017
Key assumptions used: ' : .
Discount rate S . 2.6% 2.65% -
Future pension increases )
LP15% (RPI) : o , o _ 3.10% 3.2%
LPI2.5% (RPI) o C S 2.25% 2.25%
LPI3% (CPI) A ' — 1.95% 2.0%
Inflation (RPI) ' 3.25% 3.35%
Inflation (CPI) : ‘ 2.25% 2.35%
Salary Increases . , ' : 4.25% 4.35%
Mortality assumptions: : . CMI2015 CMI 2015
- 120% of S1PXA tables _ { : ) _ projections  projections

with a long-term rate of 'improvement of 1% per annum

Amounts recognised in the profit and loss account in respect of these defined benefit schemes are as. follows:

2018 2017

j . £°000 £°000

Current service cost : o _ 1,129 809
Administration cost : 49 38

Net interest cost ' 62 (6)
Plan introductions, changes, curtailments and settlements ' - -
Total cost recognised in the Profit and Loss account . ' . 1,240 841

b(Gain)/loss on scheme assets in excess of interest . 1,346 = (9,124)
Experience gain on liabilities - . -
Loss /(Gain) from changes to assumptions ’ (1,090) 12,061
Loss /(Gain) recognised in Other’comprehensive 4 .
income/(expense) 256 2,937
Total cost/(income) relating to defined benefit scheme ' 1,496 3,778

The amount included in the balance sheet arising from the Gro’up’s obligations in respect of its defined benefit
schemes is as follows: .

2018 2017

, £°000 £000

Present value of defined benefit obligations ) _ 58,610 59,494
Fair value of scheme assets : : (55,464) (56,525)

Net liability recognised in the balance sheet o | 3,146 2,969
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22. Employee beneﬁts (continued)

Movements in the present value of defined benefit obligations were as follows:

2018 2017
‘ . £000 £000
At 1 April 2017 : ‘ 59,494 46,880
Service cost . 1,129 809
Interest cost - . o 1,544 1,653
Actuarial gains and losses . ) (1,090) 12,061
Benefits paid . ) : (2,467) (1,909)
At 31 March 2018 ~ , 4 58,610 59,494
Movements in the fair value of scheme asse%ts were as follows:
' 2018 2017
A ) £000 £000
At 1 April 2017 : 56,525 46,452
Interest income : 1,482 1,659
Return on plan assets (excludmg amounts included in net interest cost) ~(1,346) 9,124
Contributions from the employer A . 1,319 1,237
Benefits paid - » : » 2,467) (1,909
Administration cost ' o (49) (38)
At 31 March 2018 ' ‘ 55,464 56,525
The analysis of the fair value of scheme assets at the balance sheet date was as follows: ,
2018 2017 -
£°000 £000
Equity instruments o - 22,740 23,175
Debt instruments - ' 2,219 2,261
Property 2,219 2,261
Bonds . , ‘ ' 28,286 28,828
Cash . , : - -
55,464 56,525

The actual return on the company’s share of the scheme’s assets over the year was £122,000. The assets do not

include any investment in shares of the Company.
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23.  Related party transactions

The company has taken advantage of the exemption available in FRS 102 33.1A, not to disclose transactions with
other wholly owned members of Daikin Industries Limited. The consolidated financial statements of Daikin
Industries Limited, within which this company is included, can be obtained from the address given in note 24.

~

24.  Parent companies and ultimate controlling party . -~

The company’s immediate parent undertaking and controlling party is AAF McQuay UK Limited, incorporated in
England, registered address c/o AAF Ltd, Bassington Lane, Cramlington, Northumberland. The ultimate parent
undertaking and controlling party is Daikin Industries Limited, incorporated in Japan.

The largest and smallest group in which the results of the company are consolidated is that headed by Daikin
Industries Limited. The consolidated financial statements of this group are available to the public and may be

obtained from Daikin Industries Limited, Umeda Centre Bldg, 2-4-12 Nakazaki Nishi, Kita-Ku, Osaka 530-8323,"

Japan. .
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