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Mitsubishi Electric R&D Centre Europe B.V.

Management report

The directors are pleased to submit their report together with the financial statements
of Mitsubishi Electric RBD Centre Europe B.V. (hereinafter ‘the company’ or *"MERCE’)
for the year ended 31 March 2020,

MERCE Is a company with limited kiability, which was founded in the Netherlands on
15 September 1995, whose 90% shares are owned by Mitsubishi Electric Corporation
(‘MELCO"), Japan and 10% shares by Mitsubishi Electric Europe B.V. (‘MEU"), the
Netherlands. The statutory seat of the company is Schiphol-Rijk and the address is
Capronilaan 46, Schiphol-Rijk, the Netherlands. The company has two operating
branches In France "MERCE-FR") and the UK (MERCE-UK").

The company's principal activity is research and development with respect to
technolagies on communication and energy and environment, primarily for the purpose
of its parent company MELCO. The mission of MERCE is "To develop new technologies
to be applied to MELCO products through its R&D activities in Europe”.

Activities and financial performance financial year 2019/2020

MERCE Is managing Iits activities with continuous improvement of ethics, safety and
health guidelines via regular management committees and external and internal audits.
It conducted e-learning programs for all the employees, such as on competition law,
GDPR, information security management, trademarks & trade compliance, and anti-
bribery & conflict of interest during this year. Recruitment of new researchers and
management of individual talents was being conducted in line with R&D plan. European
academic and university collaborations have been exploited tc understand the latest
technology trends and create new ideas for the future MELCO businesses.
Standardization activities are also conducted in line with patenting of competitive
technologies of MERCE.

1) CIS (Communication & Information Systems) division at MERCE-FR conducted
R&D activities on communication and information technologies and systems, to
create and strengthen train communication and signalling businesses, factory
network and software engineering businesses, automotive communication and
control businesses, satellite communication businesses by targeting anti-fragile
innovations from trans-disciplinary approaches mixing fundamental
technologies like 5G, formal methods and distributed cooperation.

2) PES (Power Electronic Systems) division at MERCE-FR conducted R&D activities
on power electronic technologies and systems to strengthen and expand power
module business by targeting value-added technologies for highly integrated
conversion, reliability and robustness as well as diagnostics and prognostics.
PES is assisting MELCO to understand aergspace ecosystemn and technolegical
trends. The self-healing concept has been started to research as fundamental
development for future module and converter businesses.

3) EES (Environment & Energy Systems) division at MERCE-UK strengthened
cooperation and HVAC system development with M-ACE, other MELCO factaries

3

Document to which the KPMG report (1765186-20W00172515AVN) dated 21 August 2020 also refors.




DocuSign Envelope ID; DF763F46-C70C-46E8-A56C-BDBABFEG145B4

Mitsubishi Electric R&D Centre Enrope B.V.

In Europe and MEV sales branches. Division worked on key-technology research
for ATW (Air-To-Water) heat pump and systems for zerc-energy
buildings/houses {ZEB/ZEH) utilizing the House-type HVACS Evaluation Facllity
of M-ACE or research institutes. Fundamental research on water crcuit reliability
continued strongly. EES pursued the RAD direction and strategies created In
financial year 2017/2018.

In the financial year 2019/2020, MERCE achieved EUR 14.5 million of sales, EUR 2.0
million profit after tax. This was achieved by the two operating branches, MERCE-FR
achieved EUR 11.5 million of sales, EUR 1.8 million of profit after tax in MERCE-FR, and
EUR 3.0 million {GBP 2.6 million) of sales and EUR 0.2 million (GBP 0.2 million) of profit
after tax in MERCE-UK. The company's solvency ratio measured as Total
liabilities/Equity amounts to 18.39% (2018/2019: 15.9%). The net profit percentage
was 14.3% (2018/2019: 14.3%), the return on equity percentage were 7.4%
{2018/2019: 7.1%). The R&D activities are predetermined based on the agreement
with the parent company before the start of the company'’s financial year. All the resuits
are pravided to the parent company without any risks on direct and immediate business
contribution by its own. The company’s net assets increased from EUR 31.6 miillion to
EUR 33.1 million, which reflects steady growth for the company.

Investments and divestments

During the financial year 201972020, MERCE invested EUR 461 thousand in machinery
and equipment and divested FUR 98 thousand as presented under the tangible fixed
assets,

Cash flow and need for external financing

The Company'’s liquidity position as at 31 March 2020 was EUR 20.5 million (2019: EUR
17.4 million). There is no need for external financing. As for the 201B/2019 and
2019/2020 cash flows, the company reflected a cash balance decrease in 2019/2020
of EUR 675 thousand compared to a decrease in 2018/2019 of EUR 1 million. In
accordance with article 360.104 of the Dutch Accounting Standards, the Company's
individual cash flows are not incduded in this annual report, as they are included in the
cash fliow statement of the consolidated financial statements of Mitsubishi Electric
Corporation (‘MELCO,), Japan.

Risk management and risk profile

The board of directors, under the supervision of the main shareholder MELCO, has
overall responsibility and sets rules for the company’s risk management and control
systems, They are reviewed regularly to refiect changes in (market) conditions and the
company’s activities. The board of directors oversees the adequacy and functioning of
the entire system of risk management and internal control, assisted by MELCO Group
departments.

The day-to-day management and the board of directors reqularly assess material risks
to which the company is exposed to and take the necessary actions to manage and
mitigate such risks satisfactorily. It is, and had been throughout the financial year, the
company’s policy that no trading in finandal instruments shall be undertaken.

4
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Mitsubishi Electric R&D Centre Europe B.V.

The risks can be divided into the various categories below.

Strategic risks

MERCE’s involvernent in the research of technologies on communication and energy
and environment and the development of new technologies to be applied to MELCO
products in a number of European countries leads to a number of unavoidable strategic
risks that occur naturally. These include geopolitical risks, market risks and risks in
connection with social responsibility and environmental behaviour. Inherent to this
strategy is that MERCE will take risks and be exposed to a variety of factors that directly
or indirectly affect the company's results. However, we believe that because MELCO
Group is being active in a number of segments, each with its own market dynamics, we
obtain a certain degree of ‘counter cydicality' between the activities and hence a
somewhat more stable result development.

The goals set up within the MELCO Group to mitigate the risks in connection with social
responsibllity and environmental behaviour are explained under the heading
‘Information regarding the aspects of corporate social responsibility”.

Operational risks

The company is exposed to operational risks caused by e.g. supplier risks, IT risks, and
risks related to business and work processes. Management is closely monitoring
operational risk factors, to which the company is exposed to, through a variety of
internal control measures to manage such risks effectively.

Additionafly, through cooperation with only trustworthy and well-known parties (e.q.
suppliers, service providers, advisors), we are of the opinion that the aforementioned
risks are mitigated to an acceptable level.

Financial risk

The policy of the company regarding the use of financial instruments is to avoid risks.
Financial instruments are not used for trading and speculation purposes. The financial
instruments recognised in the financial statements consists solely primary financial
instruments. The company’s financial risks include foreign currency risks, interest rate
risks, credit risks, and liquidity risks. The company is exposed to developments in the
currency markets and to interest-rate developments. With respect to exchange rates,
MERCE is affected primarily by changes in the GBP and JPY value in relation to EUR.

Credit risk

Credit risk is the risk of financial loss to the company if a customer or counterparty to
a financial instrument fails to meet its contractual obligations, and arises principally
from the company'’s receivables from customers and tax credit recelvables. Receivables
and cash and cash equivalents contain credit risks. The trade receivables are primarity
concentrated at one major dient: MELCO.

Customer and parent company MELCO has been transacting with the company since its
incorporation on 15 September 1995, and no impairment loss has been recognised
against this customer. Management considers the credit risk as low, since all sales are

5
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Mitsubishi Electric R&D Centre Europe B.V.

made to a2 customer with sufficient creditworthiness. Management also considers the
credit risk on tax credit receivables as low,

The Company only deals with financial institutions with good credit rating as assessed
by imternational credit rating agencies. Cash and fixed deposits are placed in banks and
financlal institutions with good credIt rating.

The credit risk on receivables and cash and cash equivalents is limited to the carrying
amount of the outstanding balances as at 31 March 2020.

Liquidity risk

Liquidity risk is the risk that the company will encounter difficulty in meeting the
obligations assoclated with its financial liabilities that are settled by delivering cash or
another financial asset. The company’s approach to managing liquidity Is to ensure, as
far as possible, that it will always have sufficient liquidity to meets its liabilities when
due, under both normal and stressed conditions, without Incurring unacceptable losses
or risking damage to the reputation of the company.

The company manages its liquidity risk with the view to maintaining a healthy level of
cash and cash equivalents appropriate to the expected cash flows of the company.

The company Is not exposed to significant liquidity risk. The contractual cash flows of
the financial liabilities do not differ significantly from their carrying amounts, The
expected contractual cash outflows of current Habilities fall within one year.
Furthermore, management considers the liquidity risk as low in view of the company’s
cash position and, if needed, its access to debt funding sources.

Intarest rate risk

As at 31 March 2020 the interest rate risk relates to possible changes in the fair value
of the cash held at banks. The company considers this interest rate risk as low.

The company’s policy Is not to use derivative financial instruments to control interest
rate fluctuations.

Foreign currency risk

The company has exposure to foreign currency risk arising from its financial instruments
which are denominated in foreign currencies; mainly in GBP and JPY. The company's
policy is not to use derivative finandal instruments to control any foreign currency
fluctuations. The company considers the foreign currency risk as low since the
transactions of the company are mainly based on EUR, which is the company's
functional currency.

The board of directors Is aware that the foreign currency risk is not fully mitigated.
However, given the significant amount of shareholder’s equity and the company's cash
position this will not result in any significant financial risk.

Regulatory risks

The business areas are geographically represented in a variety of countries and the
company is therefore naturally exposed to a number of legal risks, tax risks and risks

6
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Mitsubishi Electric R&D Centre Europe B.V.,

in connection with the reporting to public authorities or other extemal reporting.
Management is closely monitoring the development concerning the regulatory
environment to manage such risks. It is the company’s policy to invest in the knowledge
and experience of its personnel and to share knowledge with other MELCO Group
entities. This enables us to address any regulatory risks. Furthermore, we engage
professional experts (e.g. tax advisors, legal advisors) to assist us in identifying and
tnitigating regulatory risks.

Personnel related information

During the year ended 31 March 2020, the Company employed on aggregate an
average of 71 employees (2018/2019: 70). We refer to note 11 of the financial
statements for details about personnel related information, such as staff categories,
numnber of staff employed, and staff employed outside of the Netheriands.

During the year ended 31 March 2020 there were no changes in Senior Management
positions of the company and no major changes have been noted in the management
policies and operation practices. From April 2020, Tatsuya Ishikawa was appointed as
President of MEU and a Director of this Company.

Information regarding the aspects of corporate social responsibility

The MELCO Group promotes its corporate social responsibility (CSR) activities based on
the conviction that all business activities must take CSR into consideration. The MELCO
Group's Corporate Mission and Seven Guiding Principles form its basic CSR palicies.

We are committed to the MELCO Group’s CSR policies, details of which can be found on
MELCO Group’s website (www.mitsubishielectric.com/company/csr).

We are vigifant in our enfoercement of corporate ethics and compliance and constantly
work to improve educational programs and strengthen our internal control system. At
the same time, we pursue initiatives related to guality management, environmental
preservation, philanthropy and improved communication with all stakeholders.

Information regarding male/female ratio of board members

The members of the board of directors are being assigned by the essential stakeholders
of MERCE {that is, MELCO corporate R&D department which is in charge of managing
MERCE and MEU which is in charge of supervising MELCO subsidiaries In Europe)
without any discrimination by gender. During 2020, the management board of the
Company did not comprise a female Director and therefore the ratio male/female stays
below 30%. The composition of the Board is considered on a regular basis and if needed,
adjusted based on the knowledge and experience of the Directors.

Outiook
For the financial year 2020/2021, the consolidated outlook reflect sales of EUR 10.9
million for MERCE-FR and EUR 2.9 million {GBP 2.5 million) for MERCE-UK, which is 6%
decrease in MERCE-FR and 5% decrease in MERCE-UK, compared with each
corresponding sales in 2019/2020. The decrease in Sales is due to the global impact of
Covid-19 on the MELCO Group.
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Mitsubishi Electric R&D Centre Europe B.V.

The recent outbreak of the COVID-19 (Coronavirus) continues to impact the global
economy and markets. At this time, the effects of the Coronavirus on our business have
been limited. However, these events may impact our customers, supply chain,
workforce and operations of our facliities, our markets and our liguidity. Accordingly,
we are closely evaluating the recent developments and will take necessary actions.
Contingency plans are being developed, monitored and implemented. Based on our
current knowledge and available information, we do not expect Covid-19 to have an
impact on our ability to continue as a going concemn in the future.

Euture outlook for MERCE

1) CIS further reinforces its efforts on system development in factory automation,
transportation and vehicle applications based on competitive communication and
information technologies by strengthening the collaborations with MEU branches to
expand MELCO's businesses in these areas.

2) PES division is further involved in activities on power electronics and modules by
establishing power cycling testing, power conversion and fundamental technologies
towards safe and robust products to expand global power electronic systems
businesses of MELCO.

3) EES division further focuses efforts towards sustainable 8 comfortable society in
Europe, specifically Energy Autarky (energy independence), with ZEB/ZEH and
district energy systems, mainly based on thermal management, water based HVAC
system and IAQ (Indoocr Alr Quality) & comfart technologies.

The average number of employees, investments and R&D budget are expected to be
comparable to 2019/2020.

Schiphol-Rijk, 21 August 2020

Board of directors:
Jun Someya Toru Oka Tatsuya Ishikawa
President of MERCE Director-A Director-B
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2. Financial statements

2.1 Balanca sheat s at 31 March, 2020

(before appropriation of result)

31-03-2020 1-03-201

€ €

FIXED ASSETS
Intangible fixed assets: 1 153,402 131,000
Tangible fixed assets: 2 1,195,369 1,295,058
Financial fixed assets: 3 7,547,230 7,344 835
CURRENT ASSETS
Trade and other receivables: 4 17,420,116 15,419,304
Cash and cash equivalents: 5 6,820,787 7,495 644

33.1;6,904 31@85#1
SHAREHOLDERS' EQUITY [
Issued and paid up share capital 720,000 720,000
Translation reserve ~-310,985 -122,131
Other reserves 25,528,460 24,585,337
Result after taxation 2,084,392 1,933,123

28,021,867 27,116,329

PROVISION 7 661,415 530,000
CURRENT LIABILITIES a 4,453,622 4,039,512

33,1 31!“5‘g1
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2.2 Profit and loss account for the period 1-4-2019 until 31-3-2020

2019{2020 2018/2019
€ €

Net tumover 9 14,552,079 13,507,329
Other operating income 10 2'761 439 2,777,089
Operating incoma 17,313,518 16,284,418
Research and development and 11

headquarter related costs 15,236,331 14,474,024
Oparating result 2,077,187 1,810,394
Interest receivable and similar income 50.836 58,197

Interest payable and similar charges =9,243 -7,576

Financial income and expanses 41,593 50,621
Result before tax 2,118,780 1,861,015
Taxes -34,388 72,108
Result after tax 2 392 15933!12

Document to which the KPMG report (1765100—20%017261 SAVN) dated 21 August 2020 also refers.




DocuSign Envelope ID: DF763F46-C70C-46FE8-A56C-BDBABF6145B4

2.3  Notes to the financial statements

General information

Registerad address and registration number trade register
Mitsubishi Electric R&D Centre Europe B.V. is a private limited company, with its registered office in
Schiphol-Rijk and listed in the Dutch Chamber of Commerce trade register under number: 33271172,

The most important activities of the entity

The main activity of Mitsubishi Electric R&D Centre Europe B.V. is research with respect to
technologies on communication and energy and environment, primary for the purpose of its parent
company Mitsubishi Electric Corporation, Japan.

Financial reporting period
The financial reporting period 2019/2020 covers the period from 1 April 2019 until 31 March 2020.
The financial reporting period 2018/2019 covers the period from 1 April 2018 until 31 March 2019,

Basis of preparation

The consolidated financial statements of the Company are part of the statutory financlal statements of
the Company and have been prepared in accordance with Title 9, Book 2 of the Dutch Civil Code.

The accounting policles applied for measurement of assets and liabillties and determination of results
are based on the histarical cost convention, unless otherwise stated in the further accounting principles.

Disclosurs of going concern
These financial statements have been prepared on the basis of the going concern assumption,

Disciosure of group structure
90% of the shares of the company are held by Mitsubishi Electric Corporation ("MELCO?), Japan and the
remaining 10% are held by Mitsubishi Electric Europe B.V., The Netherlands.

The company has two operating branches in France and the United Kingdom (UK), which are induded in
these financial statements,

Disclosura of astimates

In preparing these financial statements, management has made judgements, estimates and assumptions
that affect the application of the accounting principles and the reported amounts of assets, liabilities,
income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates are
recognised prospectively.

Specification of reisted party transactions of importance and not taken under mariket
conditions
Transactions with related parties (refer to nate 13 for the identified related parties) are disciosed if they
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have not been entered into at arm’s length. Disclosed are the nature and amounts involved with such
transactions, and other infarmation that is deemed necessary for an insight into the transactions.

General accounting principles
The accounting standards used to prepare the financial statements
Assets and liabilities are measured at nominal value, unless otherwise stated in the further principles.

An asset is recognised in the balance sheet when it is probable that the expected future econormic
benefits that are attributable to the asset will flow to the Company and the asset has a cost price or
value of which the amount can be measured reliably. Assets that are not recognised in the balance
sheet are considered as off-balance sheet assets.

A liabllity is recognised in the balance sheet when it is expected that the setdement of an existing
obligation will result In an outflow of resources embodying economic benefits and the amount necessary
to settle this abligation can be measured reliably. Provisions are Included In the liabllities of the
Campany. Liabilities that are not recognised in the balance sheet are considered as off-balance sheet
liabilities.

An asset or liability that is recognised in the balance sheet, remains recognised on the balance sheet if a
transaction (with respect to the asset or liability} does not lead to a major change in the economic reality
with respect to the asset or liabllity. Such transactions will not result in the recognition of results. When
assessing whether there is a significant change in the economic drcumstances, the economic benefits
and risks that are likely to occur in practice are taken into account. The benefits and risks that are not
reasonably expected to occur, are not taken into account in this assessment,

An asset or lizbility is o longer recognised in the balance sheet, and thus derecognised, when a
transaction results in all or substantially all rights to economic benefits and all or substantially al of the
risks related to the asset or liability are transferred to a third party. In such cases, the results of the
transaction are directly recognised in the profit and loss account, taking into account any provisions
related to the transaction. If assets are recognised of which the Company does not have the Jegal
ownership, this fact is being disclosed.

Income is recognised in the profit and loss account when an increase in future economic potential related
to an increase in an asset or a decrease of a liability arises, of which the size can be measured reliably.
Expenses are recognised when a decrease in the economic potential related to a decrease in an asset or
an increase of a liability arises, of which the size can be measured with sufficient refiability.

Revenues and expenses are allocated to the respective period to which they relate. Revenues are
recogrised when the Company has transferred the significant risks and rewards of awnership of the
goods to the buyer. Events that provide further information on the actual situation at the balance sheet
date and that appear before the financial statements are being prepared, are recognised in the financial
statements,
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Events that provide no inforrnation on the actual situation at the balance sheet date are not recagnised
in the financial statements, When those events are relevant for the economic decisions of users of the
financial statements, the nature and the estimated financial effects of the events are disdosed in the
financial statements.

The financial statements are presented in euros (EUR"), which is the Company’s functional currency.

Conversion of amounts denominated in foreign currency
At initial recognition, transactions denominated in a foreign currency are translated into the functional
currency of the Company at the exchange rates at the date of the transactions.

Monetary assets and liabilities denominated in foreign currencies are translated at the balance sheet
date into to the functionat currency at the exchange rate applying on that date. Exchange differences
resulting from the settlement of monetary items, or resulting from the translation of monetary items
denominated in foreign currency, are recognised in profit and loss in the period in which the exchange
difference arise. Exempted from this are exchange differences on monetary items that are part of a net
Investment in a foreign operation (see below).

Non-monetary assets and liabilities denominated in foreign currency that are measured based on
historical cost, are transtated into the functional currency at the exchange rates at the date of the
transactions.

Non-monetary assets and liabliities denominated in foreign currencles that are measured at current
value, are translated into the functional currency at the exchange rates when the current value is
determined. Exchange rate differences that arise from this transiation are directly recognised in equity
as part of the revaluation reserve.

The company has muitiple functional currencies. The functionai currency of the UK branch is GBP and
the functional currency of the French branch is EUR.

The following exchange rates were applied:

31 March 2020: GBP 1 = EUR 1.1186 (31 March 2019: GBP 1 = 1.1600)
2019-2020: GBP 1= EUR 1.144 (2018-2019: GBP 1 = 1.1300)

4
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Foreign operations
The assets and liabilities that are part of the net investment in a foreign operation are transiated intg the

functional currency at the exchange rate on the reporting date. The revenues and expenses of such a
foreign operation are translated into the functional currency at the exchange rate on the transaction
date. Currency translation differences are directly recognised in the translation reserve within equity.

When a foreign operation is fully or partially soid, the cumulative amount that refates to that foreign
gperation is transferred from the translation reserve to the profit and loss account.

Laases

The Company may enter into finance and operating leases. A lease agreement under which the risks and
rewards of ownership of the leasad object are carried entirely or almost entirely by the lessee are
classified as finance leases. All other leases are classified as operating leases. For the lease classification,
the economic substance of the transaction is conclusive rather than the legal form,

At inception of an arrangement, the Company assesses whether the lease classifies as a finance or
operating lease.

Operating leases

If the Company acts as lessee in an operating lease, the leased property Is not capitalised. Benefits
received as an incentive to enter into an agreement are recognised as a reduction of rental expense over
the lease term. Lease payments and benefits regarding operating leases are recognised to the profit and
loss account on a straight-line basis over the lease term, unless another systematic basis is more
representative of the time pattern of the benefits from the use of the leased asset.

Financial instruments

Financial instruments include investments in shares and bonds, trade and other receivables, cash items,
loans and other financing commitments, derivative financial instruments, trade payables and other
amounts payable. These financial statements contain the following financial instruments: loans and
recelvables (both purchased and Issued) .

Financial sssets and liabilities are recognised in the balance sheet at the moment that the contractual
risks or rewards with respect to that financial instrument originate.

Financial instruments are derecognised if 2 transaction results in a considerate part of the contractual
risks or rewards with respect to that financial instrument being transferred to a third party.

Financial instruments (and individual components of financial instruments) are presented in the
consolidated financial statements in accordance with the economic substance of the contractual terms.
Presentation of the financial instruments is based on the individual components of financial instruments
as a financial asset, financial liability or equity insttument.
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Financial and non-financial contracts may contain terms and conditions that meet the definition of
derivative financial instruments. Such an agreement is separated from the host contract If its economic
characteristics and risks are not closely related to the economic characteristics and risks of the host
contract, a separate instrument with the same terms and conditions as the embedded derivative would
meet the definition of a derivative, and the combined instrument is not measured at fair value with
changes in fair value recognised in the profit and loss account,

Financial instruments embedded in contracts that are not separated from the host contract are
recognised In accordance with the host contract.

Financial instruments are initially measured at fair value, Inciuding discount or premium and directly
attributable transaction costs. However, if financial instruments are subsequently measured at fair value
through profit and loss, then directly attributabile transaction costs are directly recognised in the profit
and loss account at the initial recognition.

After initial recognition, financial instruments are valued in the manner described below.

Trade and other receivables

Receivables are initially valued at the fair value of the consideration to be recelved. Receivables are
subsequently valued at the amortised cost price. If there is no premium or discount and there are no
transaction costs, the amortised cost price equais the nominal value of the accounts receivable. If
payment of the receivable is postponed under an extended payment deadline, fair value is measured
on the basis of the discounted value of the expected revenues. Provisions far bad debts are deducted
from the carrying amount of the receivable.

Currant liabilities
Current liabilities are measured after their initial recognition at amortised cost on the basis of the
effective interest rate method. The effective interest is directly recorded in the profit and loss account.

Redemption payments regarding non-current liabilities that are due next year, are presented under
current liabilities.

Intangible fixed assets

Intangible fixed assets are only recognised in the baiance sheet when it is probable that the expected
future economic benefits that are attributable to the assets wlil flow to the Company and the cost of that
assets can be measured reliably.

Intangible fixed assets are measured at acquisition or construction cost, less accumulated amortisation
and impairment losses,

Expenditures made after the initial recognition of an acquired or constructed intangible fixed asset are
included to the acquisition or construction cost if it is probable that the expenditures will lead to an
increase in the expected future economic benefits, and the expenditures and the allocation to the asset
can be measured reliably. If expenditures do not meet these conditions, they are recognised as an
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expense in the profit and loss account.

The accounting principles for the determination and recognition of impalrments are induded under the
section Impairments of fixed assets.

Tangible fixed assats

Tangible fixed assets are recognised in the balance sheet when it is probabie that the expected future
economic benefits that ave attributable to the asset will flow to the Company and the cost of that asset
can be measured rellably.

Land and buildings, piant and equipment and other fixed operating assets, are measured at cost, less
accumulated depreciation and impairment losses.

If the payment terms for the purchase price of a tangible fixed asset is beyond normal credit terms, the
cost of the asset Is based on the present value of the obligation.

In the event that tangible fixed assets are acquired in return for a non-monetary asset, the costs of the
tangibie fixed asset is determined on the basis of fair value, insofar as the exchange transactions resuit
in a change in the economic conditions and the fair value of the acquired asset or the specified asset
can be measured reliably.

Depreciation is recognised in profit or loss on a straight-line basis over the estimated useful lives of each
item of the tangible fixed assets. Tangible fixed assets under construction and prepayments on tangible
fixed assets are not depreciated. Depreciation starts as soon as the asset is available for its intended
use, and ends at decommissioning or divestment.,

The following rates of depreciation are applied:

~— Buildings and structure: 10%

— Machinery and equipment: 20-33%

The Company determines the depreciable amount without taking into account a residual value.
Maintenance expenditures are only capitalised when the maintenance leads to extension of the useful life
of the asset and/or future petrformance units regarding the assets. A provision is recognised for expected

costs of periodic major maintenance to buildings and equipment.

Assets retired from active use are measured at the lower of book value or net realisable vakie.
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Impairments of fixed assets

Tangible and intangible fixed assets are assessed at each reporting date whether there is any indication
of an impairment. If any such indication exists, the recoverable amount of the asset is estimated. The
recoverable amount is the higher of vaiue in use and net realisable value. If it is not possible to assess
the recoverable amount for an individual asset, the recoverable amount is assessed for the cash-
generating unit to which the asset belongs.

When the carrying amount of an asset or cash-generating unit exceeds its recoverable amount, an
impairment loss is recognised for the difference between the carrying amount and the recoverable
amount. If there is an impairment loss for 2 cash-generating unit, the loss is first aflocatad to goodwilt
allocated to the cash-generating unit. Any resldual loss is allocated to the other assets of the unit pro
rata to their book values.

Subsequently, at each reporting date, the entity assesses whether there is any indication that an
impairment loss that was recorded in previous years has been decreased. If any such indication exists,
then the recoverable amount of the asset or cash-generating unit is estimated.

Reversal of a previously recognised impairment loss only takes place when there Is a change in the
agsessment used to determine the recoverable amount since the recognition of the last impairment
loss. In such case, the carrying amount of the asset (or cash- generating unit) is increased

to Its recoverable amount, but not higher than the carrying amount that would have applied

{net of depreciation) if no impairment loss had been recognised in previous years for the asset

{or cashgenerating unit) .

An impairment loss of goodwill is not reversed in a subsequent period.

Contrary to what is stated befare, at each reporting date the recoverable amount is assessed for the
foliowing assets (irrespective of whether there Is any Indicator of an impairment) :

— intangible assets that have not been put into use yet;

— intangible assets that are amortised aver a useful #ife of more than 20 years (counting from the
moment of initia! operation/use).

Disposal of fixed assets
Fixed assets avallable for sale are measured at the lower of their carrying amount and net realisable
value.

Financial fixed assets

The accounting policies for financial fixed assets are included under the heading 'Financial instruments’.
The accounting palicies for the tax receivable and the deferred tax assets are induded under the
heading 'Income Tax Expense’.
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Impalrment of financial assets

A financial asset that is not measured at (1) fair value with value changes reflected in the profit and loss
account, or at {2) amortised cost or lower market value, is assessed at each reporting date to determine
whether there Is objective evidence that it Is impaired. A financial asset is impaired if there is objective
evidence of impairment as a result of one or more events that occurred after the initial recognition of the
asset, with negative impact on the estimated future cash flows of that asset, which can be estimated

reliably.

Objective evidence that financial assets are impaired includes significant financiat difficulty of the issuer
or obligar, breach of contract such as default or delinquency n interest or principat payments, granting
to the borrower a concession that the Company would not otherwise consider, indications that a debtor
or issuer will enter bankruptcy or other financial restructuring, the disappearance of an active market for
that financial asset because of financial difficulties or observable data indicating that there Is a
measurable decrease in the astimated future cash flow, including adverse changes in the payment
status of borrowers or Issuers, indications that a debtor or issuer is approaching bankruptcy, and the
disappearance of an active market for a security. Indicators for subjective evidence are also considered
together with cbjective evidence of impairments, such as the disappearance of an active market because
an entity’s financal instruments are no longer publicly traded, a downgrade of an entity’s credit rating or
a decline in the fair value of a financial asset below its cost or amortised cost.

The entity considers evidence of impairment for financial assets measured at amortised cost (loans and
receivables and financial assets that are held to maturity) both individually and on a portfolio basis. All
individually significant assets are assessed individually for impairment. The individually significant assets
that are not found to be individually impaired and assets that are not individually significant are then
collectively assessed for impairment by grouping together assets with similar risk characteristics.

1n assessing collective impairment, the Company uses historical trends of the probability of default, the
timing of collections and the amount of loss incurred, adjusted for management’s judgement as to
whether current econemic and credit conditions are such that the actual losses are likely to be greater
or lesser than suggested by historical trends.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the
difference between its carrying amount and the present value of the estimated future cash flows
discounted at the asset’s original effective interest rate.

Impairment losses are recognised in the profit and loss account, and reflected in an allowance account
against loans and receivables or investment securities held to maturity. Interest on the impaired asset

continues to be recognised by using the asset's originat effective interest rate.

Impairment losses below (amortised) cost of investments in equity instruments that are measured at fair
value through prafit or loss, are recoghnised directly in the profit and loss account.
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When, in a subsequent period, the amount of an impainment loss decreases, and the decrease can be
related objectively to an event occurring after the impairment was recognised, the decrease in
impairment loss is reversed through profit or loss (up to the amount of the original cost).

Receivables
The accounting policies applied for the valuation of trade and other receivables are desaribed under the

heading 'Financial instruments’

Cash and cash equivalents
Cash and cash equivalents are measured at nominal value. If cash and cash equivalents are not readily
available, this fact is taken into account in the measurement.

Cash and cash equivalents denominated in foreigh currencies are translated at thve balance sheet date in
the functional currency at the exchange rate ruling at that date. Reference is made to the accounting
policies for foreign currencies.

Cash and cash equivalents that are not readily available to the Company within 12 months are presented
under financial fixed assets.

Share capital

Financial instruments that are designated as equity instruments by virtue of the economic reality are
presented under shareholders’ equity. Payments to holders of these instruments are deducted front the
shareholders’ equity as part of the profit distribution.

Financial instruments that are designated as a financial Habllity by virtue of the economic reality are
presented under liabilities. Interest, dividends, income and expenditure with respect to these financlal
instruments are recognised in the profit and loss as financial income or expense. The purchase of own
shares is deducted from the other reserves.

Provisions

A provision is recognised if the following applies:

— the Company has a legal or constructive abligation, arising from a past event; and

— the amount can be estimated reliably;

— it is probabie that an outflow of resources embodying economic benefits will be required to settle the
obligation.

Rights and obligations resulting from contracts under which neither party has performed any of its
obligations or both parties have partially performed their obligations to an equal extent, are not
recognised, Recognition occurs when the consideration to be received is not (or no longer) in balance
with the performance obligation of the Company and this imbalance has adverse effects for the Company.

If all or part of the payments that are necessary to settle a provision are likely to be fully or partially
compensated by a third party upon settlement of the provision, then the compensation amount is
presented separately as an asset.
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Provisions are measured at the nominal value of the best estimate of the expenditures that are expected
to be required to settle the hiabilities and {osses.

Current Habilities

At initial recognition, current liabilities are recognised at fair value. After Initial recognition, current
liabilities are measured at amortised cost, If no premium or discount and transaction costs are applicable,
the amortised cost is equal to the nominal value of the liability.

Revenue recognition

Revenue relates to recharged R&D and headquarter related costs with a mark-up to the parent company
based on a contractual agreement. Revenue from services rendered is accounted for in net tumover at
the fair value of the consideration received or receivable, net of allowances and rebates. Revenues are
recognised in the profit and loss account when the revenue amount can be determined in a reliable
manner, collection of the related compensation to be received is probable and the costs akeady incurred
and (possibly) yet ta be incurred can be determined reliably.

Gross operating resuit
The company does not engage in capitalised research and development programmes. Research and

developrnent costs incurred in the financial reporting period are recognised in the income statement.

Wages

Employee benefits are charged to the profit and loss account In the period in which the employee
services are rentdered and, to the extent not already paid, as a llability on the balance sheet. If the
amount already paid exceeds the benefits owed, the excess is recognised as a current asset to the
extent that there will be a reimbursement by the employees or a reduction in future payments by the
Company.

Foreign pension plans

Pension plans that are comparable in design and functioning to the Dutch pension system, having a strict
segregation of the responsibilities of the parties involved and risk sharing between the said parties (the
Carnpany, the fund and its members) are receanised and measured in accardance with Dutch pension
plans.

For foreign pension plans that are not comparabile in design and functioning to the Dutch pension
system, a best estimate is made of the liability as at balance sheet date. Thig liability is measured on the
basis of an actuarial measurement principle generally accepted in the Netherlands,

Dutch pension pians

Basic principle is that the pension charge to be recognised for the repotting period is equal to the
pension contributions payable to the pension provider over the period. In so far as the payable
contributions have not yet been paid as at balance sheet date, a liability is recognised. If the
cantributions already paid at balance sheet date exceed the payable contributions, a receivable is
recognised to account for any repayment by the fund or setiement with contributions payable in future.
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I, on the basls of an administration agreement with respect to a group plan / mylti-employer plan, there
is an cbiigation at balance sheet date, a provision is recognised when It is probable that the measures,
which are necessary for the recovery of the existing funding ratio at balance sheet date, will result in an
outflow of resources and the amount thereof can be estimated reliably.

If there are adjustments to rights accrued as at the balance sheet date arising from future salary
increases that are alrsady committed to at the balance sheet date and which shall be paid by the
Company, a provision is recognised.

In addition, a provision is included as at balance sheet date for existing additional cormmitments to the
fund and the emplayees, pravided that it is probable that there wili be an outflow of funds for the
settiement of the commitments and It is possible to reliably estimate the amount of the commitments,
The existence or non-existence of additional commitments is assessed on the basis of the administration
agreement concluded with the fund, the pension agreement with the employees and other (explicit or
implicit) commitments to the employees. The provision is measured at the best estimate of the present
value of the anticipated costs of settiing the commitments as at balance sheet date. The pre-tax discount
rate reflects the market interest rate at the balance sheet date of high quality corporate bonds / yield on
government bonds. Risks that have already been taken into account in estimating future expenditure are
not included in the discount rate.

For any surplus at the pension provider as at balance sheet date, a receivable is recognised if the
Company has the pawer to withdraw this surplus, if it is likely that the surplus will flow to the Company
and if the receivable can be reliably determined.

Government subsidies

Government grants are initlally recognised in the balance sheet as deferred income when there is
reasonahle assurance that they will be recelved and the company will comply with the conditions
associated with the grant. Grants that compensate the company for expenses incurred are recognised

in the profit and loss under *‘Other income’ on a systematic basis in the same period in which the
expenses are recognised. Grants that compensate the company for the cost of an asset are recognised

in the profit and loss account under ‘Other income’ on a systematic basis over the useful life of the asset.

Financial income and expenses

Interest income and expenses are recognised on a pro rata basis, taking account of the effective interest
rate of the assets and liablities to which they relate. In accounting for interest expenses, the recognised
transaction expenses for loans received are taken into consideration.

Exchange differences that arise from the settiement or translation of monetary items are recorded in the
profit and loss account in the period in which they occur, unless hedge-accounting is applied.

Dividends to be received from participations and securities not carried at net asset value are recognised
as sooh as Mitsubishi Electric R&AD Centre Europe B.V. has acquired the right to them.
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Changes in the value of financial instruments recognised at fair value are recorded in the profit and loss
account.

Income tax expense
Corporate income tax comprises the current and deferred corporate income tax payable and deductible

for the reporting period. Corporate income tax is recognised In the profit and loss account except to the
extent that it relates to items recognised directly to equity, in which case it is recognised in equity, or to
business combinations.

Current tax comprises the expected tax payable or recoverable on the taxable profit or loss for the
financial year, calculated using tax rates enacted or substantively enacted at the reporting date, and any
adjustments to tax payable in respect of previous years.

If the carrying amount of assets and liabilities for financlal reporting purposes differ from their values for
tax purposes {tax base) , this results in temporary differences.

For taxable temporary differences, a provision for deferred tax liabilities is recognised,

For deductible temporary differences, available tax losses and uaused tax credits, a deferred tax asset is
recognised, but only to the extent that it is prabable that future taxable profits will be available for set-
off or compensation. Deferred tax assets are reviewed at each reporting date and reduced to the extent
that it is no longer probable that the related tax benefit will be realised.

The measurement of deferred tax liabilities and deferred tax assets is based on the tax consequernces
following from the manner in which the company expects, at the balance sheet date, to realise or settle
its assets, provisions, debts and accrued liabilities. Deferred tax assets and fiabilities are measured at
nominal value.

Cash flow statement
Based on the exemption as pravided in articie 360.104 aof the Dutch Accounting Standards, the

Company has not prepared a cash flow statement. The consolidated financlal statements of the parent
company, Mitsubishi Electric Corporation {"MELCQ") , Japan, are available on demand at the office.
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2.4 Notes to the balance sheet
ASSETS
FIXED ASSETS

1 Intangible fixed assets
Movements in intangible fixed assets were as follows:

Balance as at 1 April 2019
Actual cost
Accumulated amortisation

Carrying amount start financial year

Changes ir carrying amount
Investments

Currency translation differences
Amortisation for the year
Disposals

Disposal accumulated amortisation

Balance as at 31 March 2020
Actual cost
Accumulated amortisation

Carrying amount end financial year

Software
EUR

1,182,183
-1,051,183

131,000

90,302

-67,896
-1,609
1,600

22,402

1,258,593
-1,105,191

15, 2

The Board of Managing Directors believes that there has not been any permanent diminution in the
value of the company’s intangible fixed assets. Consequently, no impairment loss was recognised

in the financial year ended 31 March 2020.
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2 Tangible fixed assets
Movements in tangible fixed assets were as follows:

Buildings Machinery Yotal
and and
structure _ squipmant
EUR EUR EUR
Balance as at 1 Aprii 2019
Actual cost 905,555 5,541,478 6,447,033
Accumulated amortisation -796,995 -4,354,980 5,151,975
Carrying amount start financial year 1&560 1,186 498 1,295 058
Changes in carrying amount
Investments 25,217 460,765 485,982
Amortisation for the year -21,810 -556,879 -578,689
Disposals - -97.957 -97,957
Disposal accumulated amortisation - 97,957 97,957
Currency transiation differences - -8,982 -6,982
3,407 -103.098 -99,689
Balance as at 31 March 2020
Actual cost 930,762 5,809,001 6,739,763
Accumuiated amortisation -818,795 -4,725,599 «5,544,394
Carrying amount end financial year 111,967 1,083,402 1,195,369

The Board of Managing Directors believes that there has not been any permanent diminution In the
value of the company’s tangible fixed assets. Consequently, no impairment loss was recognised in
the financial year ended 31 March 2020.
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3 Financial fixed assets
Movements in financial fixed assets were as follows:

Deferred tax Tax credit Total

assets recelvable
EUR EUR EUR
Carrying amount as at 1 April 2019 220,037 7,124,798 7,344,835
Grant for the current year - 2,529,710 2,529,710
Increasing 3,320 -218 3,102
Reclass to short-term ~ -2,330,417 -2,330.417

Carrying amount as at 31 March 2020 223,357 7,323,873 2,547,230

The deferred tax assets relate to temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for taxation

purposes.

The deferred tax assets mainly relate to the company's pension obligation and prepaid
expenses regarding partnerships with labs in France and other European countries.

The tax credit receivable relates to a tax credit for the financing of the RAD costs incurred
from the French tax authorities. The tax credit is calculated based on the R&D costs incurred
over the period 2014 until 2019. According to French law, companies can request a tax
reimbursement after a 3- year period.

CURRENT ASSETS
L) Trade and other receivables

31-03-2020 31-03-2019

EUR EUR
Trade debtors 106,388 111,582
Receivables from affiliated companies 13,676,538 9,912,575
Value added tax receivable 430,053 419,746
Other receivables and accrued income 3,207,157 4,975,401

17,420,116 15,419,304
The trade and other receivables are due within one year.

The receivable from affiliated company relates to Mitsubishi Electric's Euro Cash Management
System, established from July 1999, As at 31 March 2020, EUR 13,677 thousand is deposited
to Mitsubishi Electric Finance Europe PLC {31 March 2019: EUR 9,913 thousand). This affillated
company manages the cash balances of Mitsubishi Electric Carporation group companies
against an interest rate based on ane-month Libor of average 0.00% (2018/2019: 0.00%).
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Value added tax recelvable
31-03-2020 31-03-2019
EUR EUR
Value added tax receivable MERCE France 339,605 370,000
Value added tax receivable MERCE UK 90,448 49,746
Total 430, 419,746

Other recoivables and accrued income

31-03-2020 31-03-2019

EUR EUR
Tax credit receivable 2,435,313 4,231,967
Advance payments 771,844 591,816
Other receivables - 151,618
Tetal 3|107!:|.57 4|975|401

The tax credit receivable relates to the short-term receivable for the financing of the R&D costs
incurred from the French tax authorities. Please refer to note 3.

5 Cash and cash equivaients

All cash at banks is available on demand.
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] Sharcholders' equity

Issued snd
paid up Transiation Other Reult
sharccapitsl repurve  ressrves sfertpption ~~~ Totpl
EUR EUR EUR EUR EUR
Balance as at 1st April 2018 720,000 -199,411 23,464,207 2,151,130 26,135,926
Appropriation of result - - 2,151,130 -2,151,130 -
Dividend payment - - -1,030,000 - -1,030,000
Resul for the year - - - 1,933,123 1,933,123
Translation difference - 72,280 - 72,280

Balance as at 31st March 2019 220090 132,131 24 éiiﬂi 19233423 22116329

Issued and
paid up Translation Other Result
Share capital _ reserve resorves aftertaxation  Tot]
EUR EUR SUR EUR EUR
Balance as at 1st April 2019 720,000 -122,131 24,585,337 1,933,123 27,116,329
Appropriation of result - - 1,933,122 -1,933,123 -
Dividend payment - - -990,000 - -990,000
Resuk for the year - - - 2,084,392 2,084,392
Translation difference ~ _-188.854 - = ~188.854

Balance as at 31st March 2020 ____720.000 -310,905 25.528.460 2,004,392 38,021,967

The Company’s authorized capital, amounting to EUR 3,600,000 (2018/2019: EUR 3,600,000), consists
of 8,000 ordinary shares of EUR 450 each, of which 1,600 ordinary shares have been issued.

In 2019/2020, the company distributed and paid EUR 990,000 dividend (2018/2019: EUR 1,030,000) to
its shareholders.

The transiation reserve relates to the financial figures of the UK branch which are transiated from the
functional currency GBP to the presentation currency EUR.

Proposed appropriation of result

The General Meeting of Shareholders will be asked to approve the foliowing appropriation of the
2019/2020 resuft after taxation: an amount of EUR 2,084,392 to be added to the retained eamings. The
result after tax for 201972020 is included under net result for the financial year in shareholders’ equity.
The Company can only make paymems to the shareholders and other parties entitied to the distributabie
profit insofar as (1) the Company can continue to pay its outstanding debts after the distribution (the
so-called distribution test), and (2) the shareholders’ equity exceeds the legal reserves and statutory
reserves under the articles of association to be maintained (the so-called balance sheet test). If not,
management of the Company shall not approve any distribution,
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7 Provision
The provisions relate to the pension provisions of the French branch.

The 2019/2020 pension provision fully relates to the pension scheme of the French Branch of MERCE.
The French Branch pension provision as at 31 March 2020 amounted to EUR 661 thousand.

in France, the basic pension is topped up by compulsory supplementary pensions, which, like the basic
pension, are financed on a pay-as-you go basis. For private-sector employees, the compulsory
supplementary schemes are ARRCO, covering all categories of employees and AGIRC, covering only
managerial and executive staff,

The basic pensions of the general scheme are paid by the Pensions and Occupational Risks Fund
(CARSAT), the National Old-Age Insurance Fund for Employees of Ile de France (in the case of the Parls
region) and the General Social Security Fund (in the case of the Overseas Departments).

For private-sector employees, supplementary pensions are administered by ARRCO (Association for
Employees’ Supplementary Schemes), covering all categories of employees (managerial and
nonmanagerial), and AGIRC (General Association of Retirement Institutions for Executives) covering
only managerial and executive staff.

The ealculation of supplementary retirement pensions is points-based. Each year, the amount of
contributions paid on the basis of a reference salary or income is converted into points, taking into
account the unit purchase value of the point for the relevant tax year, The pension paid to the employee
will be contingent upon the number of points accrued during the total period of insurance of the
employee and the age at which they retire. To calculate the pension, the number of points accrued
during the total period of insurance is multiplied by the value of the point at the time the pension is

f calculated. In these schemes the amount of the pension is proportional to eamings over the total
period of insurance, rather than the 25 best years as applicable in the basic scheme.

Contributions to the ARRCO scheme by non-executives are based on their total earnings up to three
times the social security ceiling. Managerial and executive employees pay contributions to both the

! ARRCO and AGIRC schemes: up to one time the social security ceiling to ARRCO and beyond one time
this ceiling to AGIRC based on their whole earnings and up to eight times the soclal security celling.
The contribution rate is the point accrual rate multiplied by 125%.

Under both schemes, the normal retirement age is between 65 and 67, depending on date of birth.

However, a wage earner may claim an early retirement pension as of the age of 55 or 57 (depending
on date of birth). In this case, a reduction coefficient is applied to the pension.
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Employees in foreign countries have pension schemes which are structured and cperate differently
from the Dutch pension system. For these foreign schemes, a best estimate has been made of the
pension liability at the balance sheet date. The best estimate of the pension liability is in accordance
with the actuarial projected unit credit method.

The calculation of the post-retirement pension obligation Is performed annually by MERCE using the
projected unit credit method.

The principal assumptions as at the balance sheet date are shown below:

- Discount rate: 0.85% (2018/2019: 1.65%)

- Social charges rate: 50% (2018/2019: 50%)

- Wages Inflation rates: between 1.25% and 8.44% (2018/2019: between 1.25% and 4.44%)

The mortality table applied as 31 March 2020 is INSEE TD-TV 14-16 (from French National Statistical
Institute}

Pension provision

31-03-2020 _31-03-2019

EUR EUR
Carrying amount as per 1 April 530,000 517,000
Provision increased during the year 131,415 13,000
Total 661,41 530,000

8 Current liabllities

a 020 31-03-2019

EUR EUR
Trade creditors 2,337,478 1,619,546
Taxes and social security contributions 377,512 400,179
Other fiabifities 1,738,632 2,019,787

4,453,622 4,039,512

Current liabilities are due within one year.
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Other liabRities
_31-03-2020 _ 31-03-2019
EUR EUR
Social charges accruat 422,281 1,030,376
Holiday allowance and holldays 423,720 439,851
Bonuses and gvertime payable 63,838 64,251
Fatent bonuses 153,303 175,506
Other accruals 673,490 309,803

1,738,632 2,019,787

Disclosure of off-balance shest commitments

The company has entered into an agreement dated 1 November 2013 with Scribe Ball, by which the
company has rented premises in Rennes from Scribe Bail Tertiaire for 3 9-year period from 1 November
2013 to 31 October 2022.

On 29 April 2014, SCI Beaulieu replaced Scribe Bail without any modification in the previous contract.

The annual rental charge amounts to EUR 280,000 per annum. The total lease commitment amounts to
EUR 723,333 and can be divided as follows:

< 1 year: 280,000

1-5 years: 443,333

There are no lease commitments outstanding for & period longer than five years.
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Financial instruments

The board of directors, under the supervision of the main shareholder MELCO, has overall responsibility
and sets rules for the company's risk management and control systems. They are reviewed regularly to
reflect changes in (market) conditions and the company’s activities. The board of directors oversees the
adequacy and functioning of the entire system of risk management and Internai control, assisted by
MELCO Group departments.

The day-to-day management and the board of directors regularly assess material risks to which the
company s exposed to and take the necessary actions to manage and mitigate such risks satisfactorily.
It Is, and had been throughout the financial year, the company’s policy that no trading in financial
instruments shall be undertaken.

The risks can be divided into the various categories below.

Financial risk

The policy of the company regarding the use of financial Instrument is to avoid risks. Financial
instruments are not used for trading and speculation purposes. The financial instruments recognised in
the financial statements consist solely primary financial instruments. The company's financial risks
include forelgn currency risks, interest rate risks, credit risks, and liquidity risks. The company is exposed
to developments in the currency markets and to interest-rate developments. With respect to exchange
rates, MERCE is affected primarily by changes in the GBP and JPY value in relation to EUR.

Credit risk

Credit risk is the risk of financial loss to the company if 2 customer or counterparty to a financial
instrument fails to meet its contractual obligations, and arises principally from the company's receivables
from customers and tax credit receivables. Receivables and cash and cash equivalents contain credit
risks. The trade receivables are primarily concentrated at one majer diient: MELCO,

Customer and parent company MELCO has been transacting with the company since its incorporation on
15 September 1995, and no Impairment loss has been recognised against this customer. Management
cansiders the credit risk as low, since all sales are made to a customer with sufficient creditworthiness.

Management also considers the credit risk on tax credit receivables as fow.

The Company only deals with financial institutions with good credit rating as assessed by internationai
credit rating agencies. Cash and fixed deposits are placed in banks and financial institutions with good
credit rating.

The credit risk on receivables and cash and cash equivalents is limited tn the carrying amount of the
outstanding balances as at 31 March 2020.

Docurment to which the KPMG report (17051“-20%017251 6AVN) dated 21 August 2020 also refars.



DocuSign Envelope ID: DF763F46-C70C-46E8-AS6C-BDBABF6145B4

Liquidity risk

Liquidity risk is the risk that the company will encounter difficulty in meeting the obligations associated
with its financial liabilities that are settied by delivering cash or another financial asset. The company's
approach to managing liquidity is to mnsure, as far as possible, that it will always have suffident liquidity
to meets its liabilities when due, under both normal and stressed conditions, without incurring
unacceptabie lasses or risking damage to the reputation of the company.

The company manages its fiquidity risk with the view to maintaining a healthy level of cash and cash
equivalents appropriate to the expected cash flows of the company

The company is not expased to significant liquidity risk. The contractual cash flows of the financial
Rabilities do not differ significantly from their carrying amounts. The expected centractual cash outflows
of current liabilities fall within one year. Furthermore, management considers the liquidity risk as low in
view of the company’s cash position and, if needed, its access to debt funding sources.

Intarest rate risk

As at 31 March 2020 the interest rate risk relates to possible changes in the fair value of the cash held at
banks. The company considers this interest rate risk as low.

The company's policy is not to use derivative financial instruments to control interest rate fluctuations.

Foreign currency risk

The company has expasure to foreign currency risk arising from [ts financial instruments which are
denominated in foreign currencies; mainly in GBP and JPY, The company’s policy is not to use derivative
financial instruments to control 2ny foreign currency fluctuations. The company considers the foreign
currency risk as low since the transactions of the company are mainly based on EUR, which is the
company's functional currency.

The board of directors is aware that the foreign currency risk is not fully mitigated. However, given the
significant amaunt af shareholder’s equity and the company’s cash position this will nat result in any
significant financial risk.

During the normal course of business, the Company uses financial instruments that expose It to market,
currency, interest, credit and liquidity risks. To control these risks, the Company has instituted
procedures that are intended to limit the risks of unpredictable adverse developments in the financial
markets and thus for the financial performance of the Company.

The fair value of most of the financial instruments recognised on the balance sheet, Induding receivables,
securities, cash and cash equivalents and current liabilities, is approximately equal to their carrying
amount,
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2.5 Notes to the profit and loss account

9 Net turmnmover

2019/2020 2018/2019

EUR EUR
UK branch 3,010,772 2,802,400
France branch 11,541,307 10,704,929

14,552,079 13,507,329

Net turnover relates to recharged expenses to Mitsubishi Electric Corporation, Japan.

10 Other operating Income
_2019/2020  _ 2018/2019

EUR EUR
Tax credlt facility 2,682,601 2,635,450
Government grants 76,836 60,075
Miscellaneous income 2,002 81,564
Total 357514;9 2l777|089

The tax credit facility relates to a facility from the French tax authorities for financing research and
development costs. The government grants relate to subsidies received for funding of RBD projects.
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11 Research and development and headquarter related costs

Salaries and wages

Sacial security

Pension charges

Depreciation and amortisation costs
Research and development costs
Headquarter costs

Other operating expenses

Total

Other operating expensas

Rental and facility expenses
Travel expenses

School collaboration costs
Auditor and consultant fee
Other expenses

Tetal

Auditor's fees

Audit of the financial statements
Other non-audit services
Total

Audit of the financial statements
Other hon-audit services
Total

2019/2020 2018/2019

EUR EUR
4,697,742 5,507,186
1,764,019 76,205
235,613 707,298
631,459 706,711
2,778,295 2,769,402
681,234 501,274
4,447 96 4,205,948

—236,301 14,274,024

_2019/2020  _ 2018/201%

EUR EUR
1,278,222 614,009
615,303 122,828
588,261 -
130,917 285,653

1,734,766 3,183,458
2,447,969 4,205,948

KPMG
Accountants Qther KPMG
N.V. network
2019/2020 2019/2020
EUR EUR
82,503 -
- 12,675
82303 12675
KPMG
Accountants Other KPMG
N.V. network
2018/2019 2018/2019
EUR EUR
78,900 -
8,750 13,269
87.650- 13I259
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Remunerstion of directors

The company has three directors. The directors received remuneration for an amount of
EUR 139,481 during the financial year 2019/2020 (2018/2019: EUR 141,621).

Staffing level

During the financial year 2019/2020, an average of 71 employees (2018/2019: 70 employees) were
employed by the company. Al employees were empioyed outside the Netherlands, This staffing level

can be divided into the following staff categories:

2019/2020
Active within Active outside Total
the Netherlands the Netherlands
Management 3.00 3.00
Researchers 50.00 50.00
Administration 18.00 18.00
Average number of employees 71.00 71.00
2018/2019
Active within Active outside Total
the Netherands the Netheriands
Management 3.00 3.00
Researchers 49.00 49.00
Administration 18.00 18.00
Average number of employees 70.00 70.00
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12 Tax on result
201972020 201972020 2018/2019 2018/2019

% EUR % EUR

Result before tax - 2,118,780 - 1,861,015
Tax using the company's domestic tax rate -25 -529,69% =25 -465,254
Movement in temporary differences - -2,804 - -2,802
Effect of deferred tax on pensions - 6,614 - 3,500
Tax exempt income 3as 761,455 39 723,022
Current-year losses for which no deferred tax -9 -200,986 ~-12 -231,974
asset is recognised

Non-deductible expenses and other tax items -3 -59,147 3 55,292
Effect of tax rate in foreign jurisdictions - -9,825 -1 9,676

o2..2,084.202 4, 1,933123

The local domestic tax rate for the Netherlands is 19.00% for results before tex up to EUR 200 thousand
and 25,00% for results exceeding the EUR 200 thousand in 2019, 16.5% for results before tax up to
EUR 200 thousand and 25.00% for results exceeding the EUR 200 thousand in 2020.

13 Related parties

Transactions with related parties inciude relationships between the company, Mitsubishi Electric
Corporation group companies, the company’s directors and executive officers (key management
personnel). Based upon its agreement with its parent company, the company receives annual funding
which is based on the expected R&D expenses of the company. Therefore, the annual funding differs per
year and is disclosed in the profit and loss account as such. There were no transactions with related
parties that were not on a commercial basis.

Subssquent events

The recent outbreak of the COVID-19 {Corohavirus) continues to impact the global economy and markets.
At this time, the effects of the Coronavirus on our business have been limited. However, these events
may impact cur customers, supply chain, workforce and operations of our facilities, our markets and our
liquidity. Accordingly, we are closely evaluating the recent developments and will take necessary actions.
Contingency plans are being developed, monitored and implemented. Based on our current knowledge
and available information, we do not expect Covid-19 to have an impact on our ability to continue as a
going concern in the future.
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Schiphol-Rijk, 21 August 2020
Mitsubishi Electric R&D Centre Europe B.V.

kAN N S G

DocuSigned by:

Jun Someya Toru Oka Ta&at?ysaa%ﬁaawa AB...
President of MERCE Director-A Director-8
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3. Other information

3.1 Reference to the audRor's opinion
The independent auditor's report is set forth on the following pages.

3.2 Provisions of the Articies of Association relating to profit appropriation

Under article 14 of the Company’s Articles of Association, the profit is at disposal of the General Meeting
of Shareholders, which can allocate said profit either wholly or partly to the formation of - or addition to -
one or more general or special reserve funds.

3.3 Sranch offices
The Company has branch offices in France and the United Kingdom.
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Independent auditor's report
To: the General Meeting of Shareholders of Mitsubishi Electric R&D Centre Europe B.V.

Report on the accompanying financial statements

Our opinion

We have audited the financial statements for the year ended 31 March 2020 of Mitsubishi Electric
R&D Centre Europe B.V., based in Schiphol-Rijk.

in our opinion the accompanying financial statements give a true and fair view of the financial
position of Mitsubishi Electric R&D Centre Europe B.V. as at 31 March 2020, and of its result for
the year ended on 31 March 2020 in accordance with Part 9 of Book 2 of the Dutch Civil Code.

The financial statements comprise:

1 the balance sheet as at 31 March 2020;

2 the profit and loss account for the year ended on 31 March 2020; and

3 the notes comprising a summary of the accounting palicies and other explanatory information.
Basis for our opinion

We conducted our audit in accordance with Dutch law, including the Dutch Standards on
Auditing. Our responsibilities under those standards are further described in the 'Our
responsibilities for the audit of the financial statements' section of our report.

We are independent of Mitsubishi Electric R&D Centre Europe B.V. in accordance with the 'Wet
toezicht accountantsorganisatias’ (Wta, Audit firms supervision act), the ‘Verordening inzake de
onafhankelijkheid van accountants bij assurance-opdrachten’ (ViQ, Code of Ethics for
Profassional Accountants, a regulation with respect to independence) and other relevant
independence regulations in the Netherlands. Furthermore, we have complied with the
'Verordening gedrags- en beroapsregeis accountants’ (VGBA, Dutch Code of Ethics).

We believe the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.

Report on the other information included in the annual report

In addition to the financial statements and our auditor's report thereon, the annual report contains
other information that consists of:

- management report;

— other information pursuant to Part 9 of Book 2 of the Dutch Civil Code.

Based on the following procedures performed, we conclude that the other information:

— is consistent with the financial statements and does not contain material misstatements;
— contains the information as required by Part 9 of Book 2 of the Dutch Civil Code.

We have read the other information. Based on our knowledge and understanding obtained
through our audit of the financial statements or otherwise, we have considered whether the other
information contains material misstatements.
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By performing these procedures, we comply with the requirements of Part 9 of Book 2 of the
Dutch Civil Code and the Dutch Standard 720. The scope of the procedures performed is less
than the scope of those performed in our audit of the financial statements.

The Board of Directors is responsible for the preparation of the other information, including the
management report, in accordance with Part 9 of Book 2 of the Dutch Civil Code, and other
information pursuant to Part 9 of Book 2 of the Dutch Civil Code.

Description of the responsibilities for the financial statements
Responsibilities of the Board of Directors for the financial statements

The Board of Directors is responsible for the preparation and fair presentation of the financial
statements in accordance with Part 9 of Book 2 of the Dutch Civil Code. Furthermore, the Board
of Directors is responsible for such internal control as the Board of Directors determines is
necessary to enable the preparation of the financial statements that are free from material
misstatement, whether due to errors or fraud.

As part of the preparation of the financial statements, the Board of Directors is responsible for
assessing the Company’s ability to continue as a going concern. Based on the financial reporting
framework mentioned, the Board of Directors should prepare the financial statements using the
going concern basis of accounting unless the Board of Directors either intends to liquidate the
Company or to cease operations, or has no reaiistic alternative but to do so. The Board of
Directors shoukl disclose events and circumstances that may cast significant doubt on the
Company's ability to continue as a going concem in the financial statements.

Our responsibilities for the audit of the financial statements

Our objective is to plan and perform the audit engagement in a manner that allows us to obtain
sufficient and appropriate audit evidence for our opinion.

Our audit has been performed with a high, but not absolute, level of assurance, which means we
may not have detected all material errors and fraud during our audit.

Misstatements can arise from fraud or errors and are considered matenal if, individuaily or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken
on the basis of the financial statements. The materiality affects the nature, timing and extent of
our audit procedures and the evaluation of the effect of identified misstatements on our opinion.

We have exercised professional judgement and have maintained professional scepticism
throughout the audit, in accordance with Dutch Standards on Auditing, ethical requirements and
independence requirements. Our audit included e.g.:

-— identifying and assessing the risks of material misstatement of the financial statements,
whether due 1o errors or fraud, designing and performing audit procedures responsive to
those risks, and obtaining audit evidence that is sufficient and appropriate to provide a basis
for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resuiting from errors, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control;

— obfaining an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company's intemal control;
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— evaluating the appropriatenass of actounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Board of Directors;

— evaluating the overall presentation, structure and content of the financial statements, including
the disclosures; and

— evaluating whether the financial statements represent the underlying transactions and events
in a manner that achieves fair presentation.

Because we are ultimately responsible for the opinion, we are also responsible for directing,
supervising and performing the group audit. In this respect we have determined the nature and
extent of the audit procedures to be carried out for group entities or operations. Decisive were the
size and/or the risk profile of the group entities or operations. On this basis, we selected group
entities or operations for which an audit or review had to be carried out on the complete set of
financial information or specific items.

We communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
findings in internal control that we identify during our audit.

Amstelveen, 21 August 2020
KPMG Accountants N.V.

J. Tunggalwidjaja RA
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