Company Registration No. 09178521

HLR Schools Limited

Annual Report and Financial Statements

For the year ended 31 December 2016

*L692DH74"
LD3 11

21/06/2017 #
COMPANIES HOUSE

>
<
[a]
2
w
z
[a)
w
s




HLR Schools Limited

Contents

Officers and professional advisers
Strategic report

Directors' report

Directors' responsibilities statement
Independent auditor's report
Income statement

Statement of financial position
Statement of changes in equity
Cash flow statement

Notes to the cash flow statement

Notes to the financial statements

Page

10

11

12

13



HLR Schools Limited

Officers and professional advisers

Directors

N W M G Chism
C R Field

S M Jones

F I Maroudas

K S Hawkins

Company secretary
J A Cheadle
Registered office

55 Baker Street
London

United Kingdom
W1U 8EW

Bankers

Lloyds Bank plc
Auditor

Deloitte LLP
Statutory Auditor

London
United Kingdom



HLR Schools Limited

Strategic report

The directors present their annual report on the affairs of HLR Schools Limited (“the company”), together with the financial
statements and auditors' report for the year to 31 December 2016.

Business review and principal activities
The company is a wholly-owned subsidiary of HLR Schools Holding Limited (“HLRHL”).

The principal activity of the company is to design, build and finance 7 schools under the Education Funding Agency's Priority
School Building Programme, using private finance funding.

Results and dividends

As shown in the company’s Income statement on page 8, the company made a profit of £260,878 (2015: £126,990) in the year.
The profits made are not directly comparable as the previous period was for a 16 month period and this year the company has
achieved part operational phase, having reached hand over on 6 of the 7 schools.

No dividends have beer; paid in the year and the directors recommend that no final dividend be paid, (2015: £nil).

Financial position

The directors are satisfied with the net asset position of the company at the year end. Net assets of £388,868 (2015: £127,990)
as shown in the Statement of financial position on page 9 are in line with expectation.

Future developments

The directors .a.re not aware, at the date of this report, of any likely major changes in the company’s activities in the next year.
Principal risks and uncertainties

The principal risks to which the company is exposed include:

Credit risk
The company’s credit risk is attributable to its future unitary charge income from its sole customer. The credit risk and
associated cash flow risk are not considered significant as the sole customer is the Department for Education.

Interest rate risk
The company’s bank loan bears interest at a fixed rate. As such the directors consider the interest rate risk to be effectively

mitigated.

Liquidity risk

The company mitigates its liquidity risk by the use of long-term borrowings and by maintaining reserve bank accounts to
provide short-term liquidity against future debt service and other expenditure requirements. The directors acknowledge that,
during drawdown, the company takes a risk on the solvency of the lending institution. However, given the senior loan was
drawn down in full during the year, this risk has been mitigated. In addition, the company maintains a rolling cash flow forecast
based on the bank-approved financial model, which is regularly updated to reflect actual cash movements and any projected
changes. This forecast is used to monitor the company’s ability to meet its future cash commitments and ensure compliance
with the bank covenants.



HLR Schools Limited

Strategic report (continued)

Principal risks and uncertainties (continues)

As the schools are now operational, there is no construction completion risk, however demolishing the old buildings as per the
requirement of the construction contract, now poses a small demolition risk.

Key Performance Indicators

The company monitors results through two key performance indicators:

Construction progress against programme, with progress monitored as described above; and
Cash flows being in accordance with the financial close model.

The directors are aware that construction during the year fell behind schedule on all seven sites. Liquidated and ascertained
damages (LADs) have beern charged to the contractors to recover any excess costs and lost revenue caused by the delays. Cash
flows during the first part of the year remained largely in line with the financial close model, however, due to the delays,
cashflows have altered during the latter part of the year, with the inflow from the LADs replacing the previously forecast
inflows from the unitary charges and the costs associated with the operational phase largely not occurring.

Going concern

The company meets its day to day working capital requirements principally through receipt of the monthly unitary charges
raised. As a result of market uncertainty due to the economic environment, the ability of key sub-contractors to continue to
meet their contractual commitments is considered the main potential risk to the company.

The directors do not consider the ability of the sole customer, the Department for Education, to pay future unitary fees to be a
material risk. :

The company's forecasts and projections, taking into account the above risks show that the company expects to be able to
continue to operate within the level of its facilities and continue to meet loan covenants. The principal loan covenants are
historic and forecast financial ratios.

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
annual report and financial statements.

By Order of the Board

~Ehle

J A Cheadle
Company Secretary

2 (“'Aus& 2017



HLR Schools Limited

Directors' report

The directors of HLR Schools Limited (“the company™) present their annual report and the audited financial statements for the
year to 31 December 2016.

Details of key performance indicators, future developments and events that have occurred after the Statement of financial
position date can be found in the Strategic report on pages 2-3 and form part of this report by cross-reference.

Share capital

The share capital comprises 1,000 (2015: 1,000) ordinary shares of £1 .

Directors and their interests

The current directors of the company are shown on page 1. On 28 April 2017 K S Hawkins was appointed as director and K G
V Taylor resigned.
Disclosure of information to auditor

Each of the directors at the date of approval of this report confirms that:
» so far as the directors are aware, there is no relevant audit information of which the auditor is unaware; and

« the directors have taken all the steps that they ought to have taken as directors to make themselves aware of any relevant
audit information and to establish that the company’s auditor is aware of that information.

This information is given and should be interpreted in accordance with the provisions of s418 of the Companies Act 2006.

Auditor

Deloitte LLP, having expressed their willingness to continue in office, will be deemed reappointed for the next financial period
will be proposed in accordance with Section 487(2) of the Companies Act 2006 and, unless the company receives notice under
Section 488(1) of the Act, offer themselves for reappointment as auditor in accordance with the Companies Act.

By Order of the Board

J A Cheadle
Secretary
215 June 2017



HLR Schools Limited

Directors' responsibilities statement

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

Company law requires the directors to prepare financial statements for each financial year. Under that law the directors have
elected to prepare the financial statements in accordance with International Financial Reporting Standards (IFRS) as adopted by
the European Union. Under company law the directors must not approve the financial statements unless they are satisfied that
they give a true and fair view of the state of affairs of the company and of the profit or loss of the company for that period. In
preparing these financial statements, the directors are required to:

« select suitable accounting policies and then apply them consistently;

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

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

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

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



HLR Schools Limited

Independent auditor's report to the members of HLR Schools Limited

We have audited the financial statements of HLR Schools Limited for the year ended 31 December 2016 which comprise the
Income statement, the Statement of financial position, the Statement of changes in equity and the related notes 1 to 20 and the
cash flow statement with corresponding notes a-c. The financial reporting framework that has been applied in their preparation
is applicable law and Intemnational Financial Reporting Standards (IFRSs) as adopted by the European Union.

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.

Respective responsibilities of directors and auditor

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. Our responsibility is to audit and express an
opinion on the financial statements in accordance with applicable law and International Standards on Auditing (UK and
Ireland). Those standards require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from material misstatement, whether caused by fraud or error. This includes an
assessment of: whether the accounting policies are appropriate to the company’s circumstances and have been consistently
applied and adequately disclosed; the reasonableness of significant accounting estimates made by the directors; and the overall
presentation of the financial statements. In addition, we read all the financial and non-financial information in the annual report
to identify any material inconsistencies with the audited financial statements and to identify any information that is apparently
materially incorrect based on, or materially inconsistent with, the knowledge acquired by us in the course of performing the
audit. If we become aware of any apparent material misstatements or inconsistencies we consider the implications for our
report.

Opinion on financial statements

In our opinion the financial statements: ‘
« give a true and fair view of the state of the company’s affairs as at 31 December 2016 and of its profit for the year then
ended;
« have been properly prepared in accordance with IFRSs as adopted by the European Union; and
* have been prepared in accordance with the requirements of the Companies Act 2006.

Opinion on other matter prescribed by the Companies Act 2006

In our opinion, based on the work undertaken in the course of the audit:

- 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
- the Strategic report and the Directors’ report have been prepared in accordance with applicable 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 and the Directors’ report.

6



HLR Schools Limited

Independent auditor's report to the members of HLR Schools Limited (continued)

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you if, in
our opinion:

» 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.

balo for g

Makhan Chahal ACA (Senior Statutory Auditor)
for and on behalf of Deloitte LLP

Statutory Auditor

London, United Kingdom

?(9*_\‘;“, 2017



HLR Schools Limited

Income statement
For the year ended 31 December 2016

Period from

15 August
2014 to 31
December
2016 2015
Note £ £
Revenue ‘ 3 93,487,100 30,323,887
Cost of sales (92,985,656) (30,172,993)
Gross profit : 501,444 150,894
Administrative expenses ' (35,944) (9,700)
Operating Profit 6 465,500 141,194
Finance income 4 2,453,030 287,286
Finance costs 5 (2,592,433) (269,245)
Profit on ordinary activities before taxation 326,097 159,235
Tax on profit on ordinary activities ‘ 7 (65,219) (32,245)
Profit on ordinary activities after taxation . 260,878 126,990

All results are derived from continuing operations. The company had no other recognised gains or losses for the year.
Accordingly, no Statement of other comprehensive income is required.

The notes on pages 12 to 28 form part of these financial statements.



HLR Schools Limited

Statement of financial position
As at 31 December 2016

Non-current assets
Financial asset

Current assets

Trade and other receivables
Cash at bank and in hand
Short term investments
Total current assets
Current liabilities

Trade and other payables
Corporation tax
Borrowings

Net current assets

Total assets less current liabilities

Non-current liabilities
Borrowings

Net assets

Equity
Called up share capital
Retained earnings

Equity attributable to owners of the Company

Note

10

11

13

12/13

14
15

2016 2015
£ £
124,107,681 30,605,304
1,568,266 802,732
26,672,480 9,838,058
4,766,783 -
33,007,529 10,640,790
(9,931,641) (8,483,669)
(79,464) (32,245)
(4,909,179) -
18,087,245 2,124,876
142,194,926 32,730,180

(141,806,058)

(32,602,190)

388,868 127,990

1,000 1,000
387,868 126,990
388,868 127,990

The financial statements of HLR Schools Limited, registered number 09178521, were approved by the Board of Directors

on l we. 2017 and signed on its behalf by
-7k

Nigel Chism
Director

The notes on pages 12 to 28 form part of these financial statements.

9



HLR Schools Limited

Statement of changes in equity
Year ended For the year ended 31
December 2016

Balance on incorporation

Profit for the period

Total comprehensive income for the period

Issue of share capital

Balance at 31 December 2015

Profit for the year

Total comprehensive income for the year

Balance at 31 December 2016

The notes on pages 12 to 28 form part of these financial statements.

10

Called up Retained
share capital earnings Total

£ £ £
- 126,990 126,990
- 126,990 126,990

1,000 - 1,000

1,000 126,990 127,990
- 260,878 260,878
- 260,878 260,878

1,000 387,868 388,868




HLR Schools Limited

Group Cash flow statement
Year ended 31 December 2016

Note
Net cash from operating activities a
Financing activities
Increase in share capital
Increase in borrowings
Net cash from financing activities
Net increase in cash and cash equivalents b

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year c

2016
£

(92,114,322)

113,715,527

113,715,527

21,601,205

21,601,205

9,838,058

31,439,263

The notes on pages 12 to 28 form part of these financial statements.

11

Period from
15 August to
31
December
2015

£

(22,765,133)

1,000
32,602,191
32,603,191
9,838,058
9,838,058

9,838,058



HLR Schools Limited

Notes to the Group Cash flow statement
Year ended 31 December 2016

a)  Net cash from operating activities

Profit before taxation

Adjustments for:
Finance income
Finance costs

Operating cash flows
Movements in finance asset

(Increase) in receivables
Increase in payables

Cash generated by operations
Finance income
Finance cost

Income tax paid

Net cash from operating activities

b)  Analysis of changes in net debt

Period from

15 August

2014 to 31

December

2016 2015

£ £

723,617 159,235
(2,453,030) (287,286)
2,194,864 269,078
465,451 141,027

(91,762,570)

(30,323,888)

(765,534) (802,732)
1,447,972 8,483,669
(90,614,681)  (22,501,924)
35,973 18,042
(1,517,614) (281,251)
(18,000) -

(92,114,322)

(22,765,133)

At31 Cash flow At31
. December December
2015 2016
£ £ £
Cash and bank balances 9,838,058 21,601,205 31,439,263
Borrowings (32,602,190)  (113,715,527) (146,317,717)
Net debt (22,764,132) (92,114,322)  (114,878,454)
Borrowings comprise a sole subordinated and senior loan, as per note 13.
¢)  Cash and cash equivalents 2016 2015
£ £
Cash and bank balances 26,672,480 9,838,058
Short term investments 4,766,783 -
31,439,263 9,838,058

Cash and cash equivalents comprise cash and short-term bank deposits with an original maturity of three months or less, net of
outstanding bank overdrafts. The carrying amount of these assets is approximately equal to their fair value.

12



HLR Schools Limited

Notes to the financial statements
Year ended 31 December 2016

1 ACCOUNTING POLICIES

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

Basis of accounting

HLR Schools Limited is a company incorporated in the United Kingdom under the Companies Act. The company is
registered in England and Wales and is a private company limited by shares. 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 business review on page
2.

The financial statements have been made up for a twelve month period compared with fithteen months to 31 December
2015. This makes the amounts in the financial statements not entirely comparable year on year.

These financial statements are presented in pounds sterling because that is the currency of the primary economic
environment in which the company operates.

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRSs).
The financial statements have also been prepared in accordance with IFRSs adopted by the European Union.

Going concern _

The company’s business activities, together with the factors likely to affect its future development, performance and
position are set out in the Strategic report on pages 2 to 3. The Strategic report also describes the financial position of
the company; its cash flows, liquidity position and borrowing facilities and exposure to credit, liquidity and cash flow
risk.

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 annual report and accounts.

Amendments to IFRSs that are mandatorily effective for the current year

In the current year, the company has applied a number of amendments to IFRSs issued by the International Accounting
Standards Board (IASB) that are mandatorily effective for an accounting period that begins on or after 1 January 2016.
Their adoption has not had any material impact on the disclosures or on the amounts reported in these financial
statements.

Annual Improvements to IFRSs 2012-2014 Cycle
The company has adopted the amendments to IFRSs included in the Annual Improvements to [FRSs 2012-2014 Cycle
for the first time in the current year.

The amendments to IFRS 5 introduce specific guidance in IFRS 5 for when an entity reclassifies an asset (or disposal
group) from held for sale to held for distribution to owners (or vice versa). The amendments clarify that such a change
should be considered as a continuation of the original plan of disposal and hence requirements set out in IFRS 5
regarding the change of sale plan do not apply. The amendments also clarifies the guidance for when held-for-
distribution accounting is discontinued.

13



HLR Schools Limited

Notes to the financial statements (continued)
Year ended 31 December 2016

1.

ACCOUNTING POLICIES (continued)

Amendments to IFRSs that are mandatorily effective for the current year (continued)

The amendments to IFRS 7 provide additional guidance to clarify whether a servicing contract is continuing involvement
in a transferred asset for the purpose of the disclosures required in relation to transferred assets.

The amendments to IAS 19 clarify that the rate used to discount post-employment benefit obligations should be
determined by reference to market yields at the end of the reporting period on high quality corporate bonds. The
assessment of the depth of a market for high qualify corporate bonds should be at the currency level (i.e. the same
currency as the benefits are to be paid). For currencies for which there is no deep market in such high quality corporate
bonds, the market yields at the end of the reporting period on government bonds denominated in that currency should be
used instead.

New and revised IFRSs in issue but not yet effective
At the date of authorisation of these financial statements, the company has not applied the following new and revised
IFRSs that have been issued but are not yet effective and had not yet been adopted by the EU:

IFRS 9 Financial Instruments
IFRS 15 Revenue from Contracts with Customers

The directors do not expect that the adoption of the Standards listed above will have a material impact on the financial
statements of the Group in future periods, except as noted; IFRS 9 will impact both the measurement and disclosures of
financial instruments; and IFRS 15 may have an impact on revenue recognition and related disclosures.

The application of IFRS 9 may change the measurement and presentation of many financial instruments, depending on
their contractual cash flows and the business model under which they are held. The impairment requirements of IFRS 9,
which are based on an expected credit loss (ECL) model that replaces the IAS 39 incurred loss model, will generally
result in earlier recognition of credit losses.

IFRS 15 is more prescriptive than the current IFRS requirements for revenue recognition and provides more application
guidance. The disclosure requirements are also more extensive.

Beyond this, it is not practicable to provide a reasonable estimate of the effect of these standards until a detailed review
has been completed.

Taxation
The tax expense represents the sum of the tax currently payable and deferred tax.

Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as reported in the
income statement because it excludes items of income or expense that are taxable or deductible in other years and it
further excludes items that are never taxable or deductible. The company’s liability for current tax is calculated using tax
rates that have been enacted or substantively enacted by the balance sheet date.

14



HLR Schools Limited

Notes to the financial statements (continued)
Year ended 31 December 2016

1. ACCOUNTING POLICIES (continued)

Deferred tax

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of assets and
liabilities in the financial statements and the corresponding tax basis used in the computation of taxable profit, and is
accounted for using the balance sheet liability method. Deferred tax liabilities are generally recognised for all taxable
temporary differences and deferred tax assets are recognised to the extent that it is probable that taxable profits will be
available against which deductible temporary differences can be utilised. Such assets and liabilities are not recognised if
the temporary difference arises from the initial recognition of goodwill or from the initial recognition (other than in a
business combination) of other assets and liabilities in a transaction that affects neither the taxable profit nor the
accounting profit.

The carrying amount of deferred tax assets is reviewed at each statement of financial position date and reduced to the
extent that it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset to be
recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or the asset
is realised based on tax laws and rates that have been enacted or substantively enacted at the statement of financial
position date. Deferred tax is charged or credited in the Income statement, except when it relates to items charged or
credited in other comprehensive income, in which case the deferred tax is also dealt with in other comprehensive
income.

The measurement of deferred tax liabilities and assets reflects the tax consequences that would follow from the manner
in which the company expects, at the end of the reporting period, to recover or settle the carrying amount of its assets
and liabilities.

Current tax and deferred tax for the period

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets against
current tax liabilities and when they relate to income taxes levied by the same taxation authority and the Company
intends to settle its current tax assets and liabilities on a net basis.

Current and deferred tax are recognised in profit or loss, except when they relate to items that are recognised in other
comprehensive income or directly in equity, in which case, the current and deferred tax are also recognised in other
comprehensive income or directly in equity respectively.

Revenue
Revenue, which is stated net of value added tax, represents amounts invoiced for services provided in the year after
allowing for the repayment of, and interest imputed on, the finance asset (see below).

Financial instruments .

Financial assets and financial liabilities are initially measured at fair value. Transaction costs that are directly
attributable to the acquisition or issue of financial assets and financial liabilities (other than financial assets and financial
liabilities at fair value through profit or loss) are added to or deducted from the fair value of the financial assets or
financial liabilities, as appropriate, on initial recognition. Transaction costs directly attributable to the acquisition of
financial assets or financial liabilities at fair value through profit or loss are recognised immediately in profit or loss.

15



HLR Schools Limited

Notes to the financial statements (continued)
Year ended 31 December 2016

1. ACCOUNTING POLICIES (continued)

Financial Assets

The company has adopted IFRIC 12 - Service Concession Arrangements whereby the client the Education Funding
Agency has contracted with the company to design, build and finance 7 schools for 25 years. IFRIC 12 draws a
distinction between two types of concession arrangement; financial asset and intangible asset. All financial assets are
recognised and derecognised on a trade date where the purchase or sale of a financial asset is under a contract whose
terms require delivery of the financial asset within the timeframe established by the market concerned, and are initially
measured at fair value, plus transaction costs, except for those financial assets classified as at fair value through profit or
loss, which are initially measured at fair value.

In accordance with IFRIC 12 the company has an unconditional right to receive specified or determinable amounts of
cash from the client in return for constructing and then operating and maintaining the schools. In the construction phase,
income is recognised by applying an attributable profit margin on the construction costs representing the fair value of
construction services. In the operational phase, income is recognised by allocating a proportion of total cash received
over the life of the project to service costs by means of a deemed constant rate of return on these costs. The residual
element of projected cash is allocated to the financial asset using the effective interest rate method giving rise to interest
income. Due to the nature of the contractual arrangements the projected cash flows can be estimated with a high degree
of certainty. Investment income is recognised when it is probable that the economic benefits will flow to the company
and the amount of revenue can be measured reliably. Interest income is accrued on a time basis, by reference to the
principal outstanding and at the effective interest rate applicable, which is the rate that exactly discounts estimated
future cash receipts through the expected life of the PPP financial asset to that asset's net carrying amount on initial
recognition.

Financial assets are classified into the following specified categories: financial assets ‘at fair value through profit or loss’
(FVTPL), ‘held-to-maturity’ investments, ‘available-for-sale’ (AFS) financial assets and ‘loans and receivables’. The
classification depends on the nature and purpose of the financial assets and is determined at the time of initial
recognition.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date, regardless of whether that price is directly observable or estimated
using another valuation technique. In estimating the fair value of an asset or a liability, the Group takes into account the
characteristics of the asset or liability if market participants would take those characteristics into account when pricing
the asset or liability at the measurement date. Fair value for measurement and/or disclosure purposes in these
consolidated financial statements is determined on such a basis, except for share-based payment transactions that are
within the scope of IFRS 2, leasing transactions that are within the scope of IAS 17, and measurements that have some
similarities to fair value but are not fair value, such as net realisable value in IAS 2 or value in use in IAS 36.

In addition, for financial reporting purposes, fair value measurements are categorised into Level 1, 2 or 3 based on the
degree to which the inputs to the fair value measurements are observable and the significance of the inputs to the fair
value measurement in its entirety, which are described as follows:

* Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the entity can
access at the measurement date;

« Level 2 inputs are inputs, other than quoted prices included within Level 1, that are observable for the asset or liability,
either directly or indirectly; and

» Level 3 inputs are unobservable inputs for the asset or liability.

16



HLR Schools Limited

Notes to the financial statements (continued)
Year ended 31 December 2016

1. ACCOUNTING POLICIES (continued)

Effective interest method

The effective interest method is a method of calculating the amortised cost of a debt instrument and of allocating interest
income over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash
receipts (including all fees and points paid or received that form an integral part of the effective interest rate, transaction
costs and other premiums or discounts) through the expected life of the debt instrument, or, where appropriate, a shorter
period, to the net carrying amount on initial recognition.

Income is recognised on an effective interest basis for debt instruments other than those financial assets classified as at
fair value through profit and loss ("FVTPL").

Impairment of financial assets

Financial assets, other than those at FVTPL, are assessed for indicators of impairment at each balance sheet date.
Financial assets are impaired where there is objective evidence that, as a result of one or more events that occurred after
the initial recognition of the financial asset, the estimated future cash flows of the investment have been affected.

For all other financial assets, including redeemable notes classified as available for sale ("AFS") and finance lease
receivables, objective evidence of impairment could include:

« significant financial difficulty of the issuer or counterparty; or
+ default or delinquency in interest or principal payments; or
* it becoming probable that the borrower will enter bankruptcy or financial re-organisation

For certain categories of financial asset, such as trade receivables, assets that are assessed not to be impaired individually
are, in addition, assessed for impairment on a collective basis. Objective evidence of impairment for a portfolio of
receivables could include the company’s past experience of collecting payments, an increase in the number of delayed
payments in the portfolio past the average credit period of 30 days, as well as observable changes in national or local
economic conditions that correlate with default on receivables.

- For financial assets carried at amortised cost, the amount of the impairment is the difference between the asset’s carrying
amount and the present value of estimated future cash flows, discounted at the financial asset’s original effective interest
rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets with the
exception of trade receivables, where the carrying amount is reduced through the use of an allowance account. When a
trade receivable is considered uncollectible, it is written off against the allowance account. Subsequent recoveries of
amounts previously written off are credited against the allowance account. Changes in the carrying amount of the
allowance account are recognised in profit or loss.

When available for sale financial asset is considered impaired, cumulative gains and losses previously recognized in
other comprehensive income are reclassified to profit and loss in the period.

With the exception of AFS equity instruments, if, in a subsequent period, the amount of the impairment loss decreases
and the decrease can be related objectively to an event occurring after the impairment was recognised, the previously
recognised impairment loss is reversed through profit or loss to the extent that the carrying amount of the investment at
the date the impairment is reversed does not exceed what the amortised cost would have been had the impairment not
been recognised.
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HLR Schools Limited

Notes to the financial statements (continued)
Year ended 31 December 2016

1.  ACCOUNTING POLICIES (continued)

Loans and receivables

Trade receivables, loans, and other receivables that have fixed or determinable payments that are not quoted in an active
market are classified as ‘loans and receivables’. Loans and receivables are measured at amortised cost using the effective
interest method, less any impairment. Interest income is recognised by applying the effective interest rate, except for
short-term receivables when the recognition of interest would be immaterial.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are assets
that necessarily take a substantial period of time to get ready for their intended use or sale, are added to the cost of those
assets, until such time as the assets are substantially ready for their intended use or sale.

To the extent that variable rate borrowings are used to finance a qualifying asset and are hedged in an effective cash
flow hedge of interest rate risk, the effective portion of the derivative is recognised in other comprehensive income and
released to profit or loss when the qualifying asset impacts profit or loss. To the extent that fixed rate borrowings are
used to finance a qualifying asset and are hedged in an effective fair value hedge of interest rate risk, the capitalised
borrowing costs reflect the hedged interest rate.

_ Investment income earmned on the temporary investment of specific borrowings pending their expenditure on qualifying
assets is deducted from the borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in profit or loss in the period in which they are incurred.

Financial liabilities
Financial liabilities are classified as either financial liabilities ‘at FVTPL’ or ‘other financial liabilities’.

Financial liabilities at FVTPL

Financial liabilities at FVTPL are stated at fair value, with any gains or losses arising on remeasurement recognised in
profit or loss. The net gain or loss recognised. in profit or loss incorporates any interest paid on the financial liability and
is included in the ‘other gains and losses’ line item in the income statement.

Other financial liabilities .
Other financial liabilities, including borrowings, are initially measured at fair value, net of transaction costs.

Other financial liabilities are subsequently measured at amortised cost using the effective interest method, with
interest expense recognised on an effective yield basis.

Operating profit
Operating profit is stated after charging operating costs but before investment income and finance costs.
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HLR Schools Limited

Notes to the financial statements (continued)
Year ended 31 December 2016

2. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

In the application of the company’s accounting policies, which are described in note 1 above, the directors are required
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 estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised if the revision affects only that period, or in the period of the
revision and future periods if the revision affects both current and future periods.

Critical judgements in applying the company’s accounting policies

The following are the critical judgements, apart from those involving estimations (which are dealt with separately
below), 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 financial statements.

Key sources of estimation uncertainty

There are no key sources of estimation uncertainty which may cause a material adjustment to the carrying amount of
assets and liabilities within the next financial year.

Service concession arrangement

As disclosed in Note 1, the company accounts for the project as a service concession arrangement. The directors use

their judgement in selecting the appropriate financial asset rate to be applied in order to allocate the income received
between revenue, and capital repayment of and interest income on the financial asset; and also the service margin that is
used to recognise service revenue. The directors have also used their judgement in assessing the appropriateness of the
future maintenance costs that are included in the company's forecasts. The directors will continue to monitor the
condition of the assets and undertake a regular review of maintenance spend.

3. REVENUE

2016 2015

£ £
Unitary charge 116,133 150,894
Deemed sales 93,370,967 30,172,993

93,487,100 30,323,887

All revenue arose from the one activity and in the United Kingdom.
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HLR Schools Limited

Notes to the financial statements (continued)

Year ended 31 December 2016

4. FINANCE INCOME

Bank interest receivable
Finance income on financial asset

5.  FINANCE COSTS

Bank loan interest
Subordinate loan interest

6. OPERATING PROFIT

Operating profit is stated after charging:

Fees payable to the company’s auditor:
For the audit of the annual accounts:
Company
Parent (borne by the company)

Total audit fees

Non-audit services:
Taxation compliance services

Total non-audit fees

Total fees

20

2016 2015

£ £
35,973 5,840
2,417,057 - 281,446
2,453,030 287,286

2016 2015

£ £
2,413,485 269,245
178,948 -
2,592,433 269,245

2016 2015

£ £
6,600 6,600
1,000 1,000
7,600 7,600
2,100 2,100
2,100 2,100
9,700 9,700




HLR Schools Limited

Notes to the financial statements (continued)
Year ended 31 December 2016

7. TAXATION

(a) Tax on profit on ordinary activities
The tax charge comprises:

2016 2015
. £ £
Current tax:
UK corporation tax on profits in the year 65,219 32,245
Total tax on profit on ordinary activities 65,219 32,245

The Finance (No 2) Act 2015, which provides for reductions in the main rate of corporation tax from 20% to 19%
effective from 1 April 2017 and to 18% effective from 1 April 2020, was substantively enacted on 26 October 2015.
Subsequently, the Finance Act 2016, which provides for a further reduction in the main rate of corporation tax to 17%
effective from 1 April 2020, was substantively enacted on 6 September 2016. These rate reductions have been reflected

in the calculation of deferred tax at the statement of financial position date.

(b) Factors affecting tax charge for the year
The current tax assessed for the year is calculated by applying the standard rate of

corporation tax in the UK.
2016 2015
£ £
Profit on ordinary activities before tax ) 326,097 159,235
Profit on ordinary activities multiplied by effective rate of UK corporation tax of
20% (2015: 20.25%)* 65,219 32,245
Blended rate for 2016 and 2015.
There is no deferred tax asset or liability at the statement of financial position date.
Deferred tax assets and liabilities are offset where the company has a legally enforceable right to do so.
8. FINANCIAL ASSET
2016 2015
£ £
At 1 January 30,605,304 -
Additions in the year 93,502,377 30,605,304
At 31 December 2016 124,107,681 30,605,304
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HLR Schools Limited

Notes to the financial statements (continued)

Year ended 31 December 2016

9. TRADE AND OTHER RECEIVABLES

Trade receivables
Prepayments and accrued income
Other taxes

10. SHORT-TERM INVESTMENTS

Bank deposits

11. TRADE AND OTHER PAYABLES

Trade Payables
Amounts due to group entities
Accruals and deferred income

12. NON-CURRENT LIABILITIES

Bank loan (secured)
Subordinated loan (unsecured)

2016 2015
£ £

331,689 -

. 68,688 -
1,167,889 802,732
1,568,266 802,732

2016 2015

£ £
4,766,783 -

2016 2015

£ £

284,778 -

178,948 3,041
9,467,915 8,480,628
9,931,641 8,483,669

2016 2015

£ £
127,866,538 32,602,190
13,542,000 -
141,408,538 32,602,190
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HLR Schools Limited

Notes to the financial statements (continued)
Year ended 31 December 2016

13.

14.

BORROWINGS
2016 2015
Borrowings are constituted as follows: £ £
Bank loans (secured) 136,518,985 34,827,845
Subordinated loans (unsecured) 13,542,000 -
Less: Interest charge control account (3,345,748) (2,225,655)
146,715,237 32,602,190
2016 2015
Bank loans are repayable as follows: ‘ £ £
Within one year 4,909,179 -
Between one and five years 19,508,448 19,411,619
Over five years 112,101,358 15,416,226

136,518,985 34,827,845

The bank loan, secured by way of a debenture over the company, is under a facility agreement with a consortium of
lenders. The bank loan bears a fixed interest rate of 3.442% and is repayable in instalments to November 2040. As a
result of associated borrowing costs, the effective rate for the loan is 4.4%.

As described in note 1, the company only capitalises borrowing costs directly attributable to the acquisition, construction
or production of qualifying assets under IFRIC 12, otherwise they are allocated to the Interest charge control account.
Borrowing costs ot £590,266 (2015: £2,114,577) have been capitalised during the year at a rate of 4.4% (2015: 4.4%).

The subordinated loan provided by the company's parent, HLR Schools Holding Limited, has a fixed interest rate of
9.75%.

CALLED UP SHARE CAPITAL :

2016 2015
Allotted, called up and fully paid £ £
1,000 ordinary shares of £1 each. 1,000 1,000
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Notes to the financial statements (continued)
Year ended 31 December 2016

15.

16.

RETAINED EARNINGS
Retained
Earnings
£
Reserves on incorporation -
Profit for the period 15 months to 31 December 2015 : 126,990
At 31 December 2015 126,990
Profit for the year 260,878
At 31 December 2016 387,868

TRANSACTIONS WITH DIRECTORS AND OTHER RELATED PARTIES
There were no transactions with the directors in the year.

During the year, the company carried out a number of transactions with related parties in the normal course of business
and on an arm’s length basis. The names of the related parties and the total value of transactions are shown below:

2016 2015
Value of Payable Value of Payable
transactions at year end transactions at period-end
£ £ £ £
Kajima Partnerships Limited 406,885 - 584,284 3,041
Interserve Investment Limited 113,520 - 575,669 -

Kajima Partnerships Limited ("KPL") and Interserve Investments Limited ("IIL") each holds a 45% interest in the
company's parent HLRHL. KPL is a member of the Kajima group of companies. The transactions were in respect of:
KPL - employer's agent fees, management services and letter of credit fees as well as, in 2015 development fees; IIL -
letter of credit costs and, in 2015, development fees.
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Notes to the financial statements (continued)
Year ended 31 December 2016

17.

FINANCIAL INSTRUMENTS

Company primary financial instruments 2016

Financial asset
Trade and other receivables*

Cash and cash equivalents
Financial assets
Trade and other payables**

Borrowings

Financial liabilities

Company primary financial instruments 2015

Financial asset

Trade and other receivables*
Cash and cash equivalents
Financial assets

Trade and other payables**

Borrowings

Financial liabilities

Financial
Loans and liabilities
receivables Available for measured at Total
at amortised  sale financial amortised carrying
cost assets cost amount
£ £ £ £
124,107,681 - - 124,107,681
1,499,578 - - 1,499,578
- 31,439,263 - 31,439,263
125,607,259 31,439,263 - 157,046,522
- - 463,726 463,726
- - 146,715,237 146,715,237
- - 147,178,963 147,178,963
Financial
Loans and liabilities
receivables Available for measured at Total
at amortised sale financial amortised carrying
cost assets cost amount
£ £ £ £
30,605,304 - - 30,605,304
802,732 - - 802,732
- 9,838,058 - 9,838,058
31,408,036 9,838,058 - 41,246,094
- - 3,041 3,041
- - 32,602,190 32,602,190
- - 32,605,231 32,605,231

*Defined as total trade and other receivables excluding prepayments and accrued income.

**Defined as total trade and other payables including related party balances excluding accruals, deferred income,
taxation and social security and other non-financial liabilities
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Notes to the financial statements (continued) .
Year ended 31 December 2016

17.

FINANCIAL INSTRUMENTS (continued)
Financial risk management

The company is exposed to a variety of risks including interest rate risk, credit risk and liquidity risk as stated and
mitigated in the directors report.

Interest rate risk management
The company mitigates exposure to interest rate risk because it borrows funds at only fixed interest rates.

The company’s exposures to interest rates on financial assets and financial liabilities are detailed in the liquidity risk
management section of this note.

Credit risk management

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in financial loss to the
company and is managed as per disclosed in the Directors report.

Apart from the Department for Education, the sole customer of the company (see below), the company does not have any
significant credit risk exposure to any single counterparty or any company of counterparties having similar
characteristics.

The credit risk on liquid funds is limited because the counterparties are banks with high credit-ratings assigned by
international credit-rating agencies.

The carrying amount of financial assets recorded in the financial statements, which is net of impairment losses,
represents the company’s maximum exposure to credit risk as no collateral or other credit enhancements are held.

Liquidity risk management

Ultimate responsibility for liquidity risk management rests with the board of directors, as described in the Directors'
report.

Liquidity and interest risk tables

The following table details the company’s remaining contractual maturity for its non-derivative financial liabilities with
agreed repayment periods. The tables have been drawn up based on the undiscounted cash flows of financial liabilities
based on the earliest date on which the company can be required to pay. The table includes both interest and principal
cash flows as owed at the balance sheet date. To the extent that interest flows are floating rate, the undiscounted amount
is derived from interest rate curves at the balance sheet date. The contractual maturity is based on the earliest date on
which the company may be required to pay.
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Notes to the financial statements (continued)
Year ended 31 December 2016

17. FINANCIAL INSTRUMENTS (continued)

31 December 2016
Weighted average effective interest rate (%)
Within 1 year

1-5 years
5+ years

Total

31 December 2015

Weighted average effective interest rate (%)
1-5 years

5+ years

Total

18. DIRECTORS REMUNERATION

No Director received any remuneration for services provided to the company during the year (2015: £nil).

19. EMPLOYEES

The company had no employees in the year (2015: nil).
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Subordinated Senior debt
fixed interest  fixed interest
rate loan rate loan Total
£ £ £
- 9.75% 4.4%
- 4,909,179 4,909,179
- 19,508,448 19,508,448
13,542,000 112,101,358 125,643,358
13,542,000 136,518,985 150,060,985
Senior debt
fixed interest
rate loan Total
£ £
4.4%
19,411,619 19,411,619
15,416,226 15,416,226
34,827,845 34,827,845
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20.

ULTIMATE AND IMMEDIATE PARENT COMPANY

The company’s immediate parent company is HLR Schools Holding Limited, a company incorporated in Great Britain.
The smallest group of which the company is a member and for which group financial statements are prepared is HLR
Schools Holding Limited. Copies of its financial statements are available at this company's registered office: 55 Baker
Street, London W1U 8EW.

Kajima Partnerships Limited ("KPL") and Interserve Investments Limited ("IIL") each hold a 45% interest in HLR
Schools Holding Limited and have equal representation on the board of directors, therefore the directors do not consider
the company to have an ultimate parent company as no one entity has ultimate control.

KPL's registered office is: 55 Baker Street, London, W1U 8EW.

ITL's registered office is: Interserve House, Ruscombe Park, Twyford, Reading, Berkshire, RG10 9JU.
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