ANNUAL REPORT

2016

CONTENTS

03

COMPANY PROFILE

03

KEY FIGURES 2012-2016

04

REPORT OF THE SUPERVISORY BOARD

06

REPORT OF THE BOARD OF MANAGEMENT

12

ABBREVIATED FINANCIAL
INFORMATION 2016

15

NOTES TO THE ABBREVIATED FINANCIAL
INFORMATION 2016

17

INDEPENDENT AUDITOR'S REPORT

SUPERVISORY BOARD
J.C. ten Cate, Chairman
C.J. de Bruin
C. Korevaar
B.H.C. de Bruin-van Eijck
J.H.N.M. van der Horst

BOARD OF MANAGEMENT
D.A.A.J.A.G. Vander Heyde, CEO
A. Vergunst, CFO

DIRECTORS
A.A. den Boon
M.P. Hakkert
C. de Hey-Maas
A. Klijnsoon
M. de Korte
W.J. Kruijt
P.W. Maris
J.A. Westerbeek

COMPANY
PROFILE
ROYAL IHC: INNOVATIVE SOLUTIONS FOR MARITIME
SERVICE PROVIDERS
In an ever-changing political and economic landscape, Royal IHC
enables its customers to execute complex projects from sea level to
ocean floor in the most challenging of maritime environments. We are
a reliable supplier of innovative and efficient equipment, vessels and
services for the offshore, dredging and wet mining markets.
With a history steeped in Dutch shipbuilding since the mid-17th
Century, we have in-depth knowledge and expertise of engineering and
manufacturing high-performance integrated vessels and equipment,
and providing sustainable services. From our head office in The
Netherlands and with 3,000 employees working from sites and offices
on a global basis, we are able to ensure a local presence and support
on every continent.

Dredging operators, oil and gas corporations, offshore contractors,
mining houses and government authorities all over the world benefit
from IHC’s high-quality solutions and services. With our commitment
to technological innovation, in which sustainability and safety are key,
we strive to continuously meet the specific needs of each customer in a
rapidly evolving world.
All shares of IHC Merwede Holding B.V. are held by IHC B.V.
Shareholders of IHC B.V. and are as follows: Parkland N.V.: 62.1%,
Stichting Administratiekantoor Management en Personeel IHC: 27.89%,
Rabo Capital B.V.: 10.01%. Shareholders are committed to IHC in the
long-term.

KEY FIGURES
2012-2016
AMOUNTS IN MILLIONS OF EUROS, UNLESS STATED OTHERWISE

2016

2015

2014

2013

2012

New orders

695.5

826.7

582.9

1,767.1

678.7

Revenue

764.1

1,161.3

1,214.7

984.5

894.9

Order portfolio as at 31 December

745.0

834.7

1,165.5

1,743.1

963.6

Profit for the period

-21.6

27.9

124.0

56.3

36.9

Profit for the period attributable to owners of the company

-20.8

29.1

123.0

54.4

34.7

15.1

84.8

191.9

108.0

83.9

Group equity

280.2

305.4

295.7

315.4

370.4

Total assets

886.1

1,100.2

1,189.3

1,083.8

832.3

Group equity/total assets

32%

28%

25%

29%

45%

Group equity/capital employed

60%

64%

60%

65%

76%

3,255

3,434

3,263

3,224

3,239

EBITDA

Average number of employees (head count)
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INTRODUCTION

MAIN TOPICS

2016 has been a disappointing year for Royal IHC. Without doubt, it
will be remembered as one of pivotal changes: Brexit brings instability
to Europe while the underlying growth is still unsatisfyingly low in
spite of years of ECB quantitative easing. Upcoming elections in The
Netherlands, France, Italy and Germany paralyse Europe to start the
necessary actions and reforms. The new presidency of the USA also
adds unpredictability and seems to negatively impact international
trade.

Adverse market conditions required the Group to adapt the
organisation to the lower order intake. A second downsizing of 425
jobs was necessary with key attention focused on reducing overhead
costs as well as lower added value activities. Contrary to last year, the
Supervisory Board would like to express its appreciation for the swift
round of negotiations with the Works Council and the trade unions
in achieving full agreement about the downsizing process within two
months.

In addition, a lower growth rate in China together with the political
decision to rebalance the economy from production to a more serviceoriented model, and from export to domestic consumption, impacts
trade and results in lower demand for minerals and energy. In the
other BRIC countries and upcoming markets, the picture is mixed with
growing political self-confidence but also struggling economics due to
low crude oil and mineral prices, and political unrest.

To meet changing market requirements, the Group has to become
more top-tail with a focus on high-end, value-added activities.
Therefore, design and engineering, innovative equipment
developments and commissioning, as well as services during the
entire lifetime of the asset will be strengthened. In-house production
of vessels and equipment remains an important base for continuous
improvement but will also be internationalised, preferably to IHC’s
subsidiaries abroad.

The impact on all of IHC’s core markets (dredging, offshore and mining)
has been high. This includes low levels of capital expenditure (capex),
consolidations and cost-cutting programmes directly impacting price
levels and rebalancing risk from buyer to supplier.
The major exception to a difficult year has been the offshore wind
market, in which IHC is active through its subsidiary, IHC IQIP. A growing
number of projects in a maturing European market have been awarded
for installation in coming years, and it is expected that IHC IQIP will
take its share of these.

SUPERVISION
The Supervisory Board convened 10 times (eight plenary sessions and
two conference calls), with the Board of Management in attendance.
In August 2016, a two-day session of the Supervisory Board meeting
was entirely dedicated to in-depth, constructive discussions regarding
the strategy and further internationalisation of the Group. During
this meeting, the Supervisory Board also discussed the quality of
collaboration, as well as the Group’s strategy with the Works Council.
In advance of regular Board meetings, the Supervisory Board also met
six times without the Board of Management to cover topics such as
remuneration, management succession planning and internal auditing.
The remuneration committee and the audit committee each met twice.
The Supervisory Board received all relevant documents and
information pertaining to the subjects discussed from the Board of
Management. Members of the Supervisory Board were able to attend
some of the biweekly Executive Committee meetings and visited a
number of business units. This allowed it to form an independent and
fair opinion on the Group’s overall activities.
Alternating members of the Board attended some of the meetings
between the Works Council and the Board of Management.
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Order intake – which was burdensome during the first nine months of
2016 – has been extensively discussed at each meeting of the Board.
During each session, special attention was also paid to compliance
rules in relation to agents.
Another area of concern was the execution of projects. In 2016, some
projects had difficulty in being executed OSBIT (on specification,
budget and in time) with an important effect on the financial results.
The reasons for this were linked to the downsizing of the workforce
with immediate operational effects, the reorganisation of the Group’s
structure and the learning curve of engineering and building in
international locations. Added to the current buyers’ market with price
and margin pressure, as well as the obligation to take more contractual
risks by IHC, it proved to be a toxic cocktail for the company’s results.
Safety, health, environment and quality (SHEQ) remain a priority for
the Supervisory Board. As such, it will continue to pay attention to
increasing SHEQ standards in 2017. The same goes for HR matters such
as talent management and succession planning, which are vital to the
continuity of the company.
The Supervisory Board also closely monitored the One IHC programme,
which aims to bring all business units under a single ICT/ERP system.
The first ERP roll-outs have been effected and the new integrated
engineering platform is almost ready for its inaugural roll-out during
the second half of 2017 in the equipment-focused business units.
At the end of June, IHC obtained a 57% majority stake in Tompkins
Holdings UK, based in Darlington, UK. IHC also acquired a participation
of 40% in Allard Europe, Turnhout, Belgium in February 2016.
In close consultation between the Supervisory Board and Bram Roelse,
the Supervisory Board decided to rearrange the Board of Management

as of 1 September. Mr Bram Roelse stepped down as CEO and was
succeeded by Mr Dave Vander Heyde, who had previously been the
CFO. We would like to thank Mr Roelse for his long-term efforts at
IHC. The COO position has been abolished in line with simplifying
the organisation and reducing overheads. As of 1 October, Mr Arie
Vergunst, who has been with the company for nine years, has been
appointed CFO.

FINANCIAL RESULTS
The Supervisory Board of IHC Merwede Holding BV hereby presents
the Annual Report 2016. This incorporates the financial statements
for the year as prepared by the Board of Management. The financial
statements were audited and discussed with KPMG Accountants N.V.
(KPMG). They issued an unqualified independent auditor’s report on
the 2016 financial statements.
The financial statements were approved by the Supervisory Board on 5
April 2017. The result attributable to the shareholders of the company
for 2016 is -€20.8 million, down from €29.1 million in 2015. Taking
into account the one-off expenditures, such as reorganisation costs,
exceptional items and impairments, the net result is -€14.8 million in
2016, compared to €52.4 million in 2015.
The balance sheet totals €886.1 million with Group equity standing at
€280.2 million.
The Board of Management proposes to deduct the net loss from other
reserves. This has been approved by the Supervisory Board.

CONCLUSION
2016 was without doubt the most difficult year for IHC since it was
carved out of IHC Caland in 2005. Adverse market conditions, low order
intake and more difficult than expected organisational and cultural
changes have resulted in the first loss for the Group in 13 years.
Meanwhile, the necessary changes have been implemented and shall
be pursued further in line with the overall strategy. The Supervisory
Board is therefore confident that in 2017, IHC will again realise a higher
turnover and positive results.
The Supervisory Board wishes to express its appreciation to all IHC
employees for their continuous support in difficult circumstances. The
Board recognises that the necessary changes for IHC are not always
easy to adapt to. Employees’ dedication to IHC in these challenging
times is highly valued.
Kinderdijk, 5 April 2017
J.C ten Cate, Chairman
C.J. de Bruin
C. Korevaar
B.H.C. de Bruin-van Eijck
J.H.N.M. van der Horst

PREVIEW FOR 2017
Although the geopolitical outlook remains volatile, and economic
growth and stability have not yet returned, there are strong indications
that IHC’s core markets are again on the rise. Order intake is improving,
capex expenditure is returning and – most importantly – the necessary
organisational changes have been implemented. IHC’s focus will remain
on order intake and OSBIT, as well as related operational issues such as
SHEQ.
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IHC faced many challenges in 2016, as core markets remained
depressed and almost no new capital expenditure was being brought
in. The inevitable downsizing of the organisation further impacted the
entire workforce and contributed to the first downward trend IHC has
experienced in 13 years.
The geopolitical landscape in the Western world has shifted sharply
over the past year towards an inward-looking, protectionist and
populist focus. This comes partly as a result of the unrelenting threat
of terrorism, and of the fact that the democratic system faces everincreasing pressure as populism and spin enjoy a heyday.
The prevailing geopolitical trend can be characterised by increasing
protectionism in world trade, a USA that is withdrawing into ‘splendid
isolation’, a highly divided, inward-looking and ineffectual Europe,
Brexit looming in the UK and growing self-confidence in China and the
Arab world. This could have a genuinely significant impact on the global
economy, especially if free trade is limited by embargoes or restrictions
on the free movement of goods and people.

MARKET DEVELOPMENTS
The influence of these geopolitical and economic developments can
be seen across the whole of IHC’s portfolio. All markets (dredging,
offshore and mining) are showing high levels of uncertainty and this
requires some adaptation from IHC.
In the offshore industry, low oil prices are continuing to deter
customers from making major CAPEX investments. The majority of the
offshore fleet is currently inactive, because of a lack of sufficient work.
The expectation is – assuming there is a substantial increase in the oil
price – that customers will opt to re-purpose existing equipment (by
converting or re-equipping it) rather than ordering completely new
stock.
For IHC’s product portfolio, this meant that 2016 saw the sale of only
one pipelaying tower and some smaller equipment for the replacement
market. As such, IHC’s offshore activities performed below expectations
in 2016.
However, the offshore renewables market is showing positive signs of
development. This is primarily in northwest Europe and increasingly
in the Far East (China and Japan). In northwest Europe, 2016 saw an
increasing number of tenders for new wind farms to be built in the
next few years. IHC’s subsidiary IHC IQIP, which specialises in piledriving and on-board equipment, has a strong position in this market.
It is expected that it will be able to maintain this position in a growing
market in the period ahead.
In the dredging market, IHC started the year sluggishly. Although a
number of Beavers and some dredging equipment were sold in the first
three quarters, there were no sales of larger equipment. It was only

6   ROYAL IHC | ANNUAL REPORT 2016

due to a final flurry in the last quarter – admittedly involving smaller
equipment – that the order intake for dredging was ultimately able to
achieve forecast levels. It is very much a buyer’s market, with serious
pressure on prices.
Prices of minerals remain low in mining. Although still strategically
important, deep-sea mining is not commercially viable, which is why
no major investments are to be expected in the near future. R&D in
this area remains important in order to ensure IHC is in place when
the market matures. The short-term focus is currently on advising
customers about wet mining.

COMPANY DEVELOPMENTS
The company’s transition was initiated in 2015 with the announcement
of the first streamlining process, which became a full and concrete
reality in 2016. IHC staffing levels in The Netherlands will fall by around
650 employees. Abroad, around 625 people work for IHC.
As a result, expenditure is once more in line with the lower order
intake. Parallel to the second streamlining process, the organisation
also underwent a similar process of simplification, focusing on clear
lines in management and a re-establishment of entrepreneurship
and responsibility. However, no part of the business has been left
unscathed by these changes. In every department and every unit, there
have been compulsory redundancies.
This has obviously had an impact on the atmosphere and levels of
motivation. IHC’s management have engaged in a range of activities
in order to steer this process along as smooth a course as possible,
focusing both on colleagues who have been made redundant and
those remaining with the company. Calm has now returned almost
everywhere and attention has been directed towards orders that need
to be delivered.
In 2016, IHC persisted with its strategy of focusing on activities with
high added value. Partly as a result of market developments and trends
in expenditure, IHC has begun – in accordance with its plan, but at
greater speed – its transformation into a knowledge-intensive, hightech company.
Production activities have been reduced, including in shipbuilding
and mission equipment units. At the same time, knowledge-intensive
activities (eg design, engineering, commissioning, services and
advisory) are being strengthened further. The stake in Tompkins (UK)
is part of that process. IHC therefore continues to be on the lookout
for more than 100 qualified engineers, project/contract managers and
service engineers.
From late 2016, there was serious focus on internationalisation. Taking
on a partner’s minority share in Brastec (Brazil) and the fact that JV
IHC Robbins became operational in Australia are important examples
of this. In addition, there were continued efforts to expand the (local)

market share by developing IHC’s service centres into regional offices
worldwide. By adopting this strategy, IHC can most effectively capitalise
on local market demand.
One area of concern in 2016 was the company’s capacity for
delivering projects within the agreed OSBIT parameters. This
was often due to the innovative nature of these projects, but the
streamlining and organisational changes were also factors. Changes
in senior management and the management of the clusters, the reestablishment of unified leadership and communication, a focus on
sales and OSBIT implementation will ensure that projects can once
more be kept under control in the future.
In addition, SHEQ has been an important area of focus and concern.
Although there has been a reduction in the number of SHEQ-related
incidents across the company, safety levels are not yet entirely
satisfactory. Many safety and environmental incidents are the result
of carelessness and can easily be prevented. Continuing to raise
awareness of SHEQ among all employees in the interests of the entire
company will therefore remain a key cornerstone of policy.

FINANCIAL
General
The results for the financial year 2016 have been influenced by both
external and internal factors. Externally, the company’s markets
remain challenging. This resulted in both decreased sales and a
decreased order book compared to 2015. The existing order intake
has a higher risk profile and the margins are under pressure. To adjust
the organisation and the corresponding cost levels to the expected
revenue levels over the coming years, a second downsizing has been
announced.
Internally, IHC did not succeed in realising a number of projects on
specification, on budget and in time (OSBIT). The reasons for this have
been analysed thoroughly and appropriate measures taken. Pleasingly,
the first results on new projects show the return of IHC’s traditional
high standards.
The first loss in 13 years is the combination of a decrease in revenue,
lower margins, the effects of a number of projects not achieving OSBIT,
and the costs associated with the second downsizing. Despite this loss,
the balance sheet remains healthy with a solvency ratio of 31.6%. With
the proposed measures taken, IHC is expected to regain profitability as
of 2017.
Revenue and result development
Revenue during the year decreased by 34.2% to €764.1 million (2015:
€1,161.3 million). External costs decreased by 35.8% to €484.9 million
(2015: €755.1 million). These expenses amounted to 63.5% of revenue,
which is a decrease of 1.5% compared to 2015 (65.0%). Although
employee expenses decreased with €40.6 million compared to last
year, due to the decrease in revenue the employee expenses as a
percentage of revenue increased from 25.6% to 33.7%.
The average cost per employee amounted to €64,427, a decrease of
1.1% compared to 2015. Depreciation and impairment of property,
plant and equipment increased (from €31.3 million in 2015 to €33.4
million in 2016). Amortisation and impairment of intangible assets
decreased from €16.5 million in 2015 to €12.3 million in 2016.
The result from operating activities, plus the depreciation and
impairment of property, plant and equipment, and amortisation and
impairment of intangible assets (EBITDA) amounted to €15.1 million
(€84.8 million in 2015).

Order book
The order book as at 31 December 2016 amounted to €745.0 million
– which is 10.7% lower than the order book on 31 December 2015
(€834.7 million). IHC sold its location in Hardinxveld-Giessendam at
the end of 2016 to align the permanent capacity with the expected
occupation in the coming years.
Sales in 2016 amounted to €695.5 million, a decrease of €131.2 million
compared to 2015.
Cash flow
The following represents the cash flow in the past two years:

2016

2015

Operating activities (excluding
changes in working capital)

-5.4

85.2

Changes in working capital

48.3

-17.4

Investing activities

-26.4

-29.9

Financing activities

-65.2

1.3

Net increase/decrease in cash and
cash equivalents

-48.7

39.2

IN MILLIONS OF EUROS

Net cash flow from:

Working capital
Working capital amounting to -€32.3 million, as at 31 December
2016, is in line with the previous year (-€45.2 million). Fluctuations in
working capital are due to the characteristics of the company, as work
in progress is financed either on a milestone payment schedule by the
customer or by an agreed payment schedule with the bank consortium.
Depending on the agreed payment schedule with the customer and
the stage of completion of the projects under construction, the amount
due to or from customers, or the amount of trade receivables, may
differ substantially.
Investments
Investments in property, plant and equipment during 2016 can be
specified as follows:
			
IN MILLIONS OF EUROS

Land, docks, slipways, dry docks, business
premises, floating equipment
Plant and machinery

15.3
3.1

Rental equipment and other operating fixed
assets

34.4

Other items

15.1
67.9

Investments in property, plant and equipment are directly related to
the current business. Investments in rental equipment are related to
the rental fleet of IHC IQIP. With the acquisition of a majority share in
the Tompkins Group, IHC obtained an additional €14.8 million worth of
plant and machinery.

ANNUAL REPORT 2016 | ROYAL IHC   7

ANNUAL REPORT 2016
Balance sheet ratios
The condensed balance sheet as at 31 December is:
31 DEC

31 DEC

IN MILLIONS OF EUROS

2016

2015

DIFFERENCE

Non-current assets

364.3

336.0

28.3

Working capital
(excluding cash and
cash equivalents)

-32.3

-45.2

12.9

Cash and cash equivalents

138.4

188.0

-49.6

Net assets

470.4

478.8

-8.4

Non-current liabilities

190.2

173.4

16.8

Group equity

280.2

305.4

-25.2

Financing

470.4

478.8

-8.4

Group equity decreased by €25.2 million. This decrease is the balance
of the loss for the 2016 financial year (€21.6 million negative), the
distributed dividend (€14.5 million) and a negative currency differences
(€9.8 million), a positive movement in the hedging reserve (€11.0
million after tax) related to hedge accounting on outstanding contracts
and changes following amended fair values and other movements
(€9.7 million). The solvency ratio as at 31 December 2016 was 31.6%,
an increase of 3.9% compared to 31 December 2015. The current ratio
as at year-end 2016 was 1.3 (year-end 2015 = 1.2).

FINANCING
Bank facility: credit facilities, outstanding guarantees and securities
In 2016, the Group has amended and restated its existing
€1,535,000,000 credit facility. The credit facility is divided as follows:
AMOUNT

MATURITY
DATE

AMORTISATION

TYPE

762,000

30 May 2020

Not applicable

Committed

255,773

Project working capital

48,800

30 June 2017

Delivery vessel

Committed

20,000

Project working capital

39,000

31 Dec 2017

Delivery vessel

Committed

20,000

Project working capital

69,000

31 July 2018

Delivery vessel

Committed

20,000

Revolving credit facility

85,000

30 May 2020

Bullet

Committed

35,000

Term debt

50,000

30 May 2019

Bullet

Committed

50,000

481,200

30 May 2020

Not applicable

Uncommitted

-

Bank guarantees

Accordion facility

1,535,000
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DRAWN PER
31-12-2016

400,773

Usage of the project working capital is limited to fund working capital
for certain designated vessels and the maturity date is linked to the
expected delivery date of the relevant vessel. Pro rata, the delivery
of the relevant vessels means that the borrowings are repaid and the
facility (partly) cancelled. The cancelled amount will become available
again as ‘uncommitted accordion facility’ and can be subsequently
reinstated.
In 2016, the Group has agreed to extend most of the above-mentioned
facilities by one year. These facilities are provided by a consortium
of financial institutions consisting of ABN AMRO, DBS Bank Ltd,
Delta Lloyd, Deutsche Bank, ING Bank, Rabobank and the Royal Bank
of Scotland. In the context of this credit agreement, most of the
immovable property has been mortgaged and certain inventories,
receivables, bank balances, other movable property and current assets
have been pledged to the lenders. The commitments to the financial
covenants have been met in full as at 31 December 2016.
In addition to above mentioned credit facilities, the Group has the
following other credit facilities:
(i)

A €60 million guarantee facility with NV Nationale BorgMaatschappij of which €15.6 million was outstanding at
31 December 2016;

(ii) €19.6 million term loan provided by a vendor finance provider
in the form of a 5-year annuity on a quarterly basis. Outstanding
loan amount was €14.0 million at 31 December 2016;
(iii) €29.8 million outstanding under a lease facility provided by a
leasing company to finance (part of) the rental assets of the group
in the form of a 5-year annuity on a quarterly basis;
(iv) €10 million revolving credit facility of which €7.8 million was
outstanding at 31 December 2016;
(v) €6.0 million outstanding loans of Tompkins UK and €2.0 million
outstanding loans of Brastec Technologies SA.
Research & development
Innovation, as one of the building blocks of IHC 2020, is crucial to
answer tomorrow’s market demands and is focused on innovative
output that sells. IHC annually spends approximately 3% of its revenue
on innovation and has a specialist in-house R&D institute, IHC MTI. Its
focus is to deliver the most efficient vessels, equipment and services
for the specialist maritime industry.

RISK MANAGEMENT
The ongoing low dynamics in IHC’s markets, and fierce competition
eroding prices and margins over the last couple of years have raised
the company’s risk profile. It is essential that these risks are managed,
and to a large extent mitigated, via stringent procedures for project,
contract, technical and financial risk management. Notwithstanding
strong focus on risk management, some developments on orders
originating in 2015 have forced some hard lessons to be learned and
implemented.
Effective risk management in everything IHC does is of the utmost
importance, but in 2016, the main focus was on project and contract
management. IHC’s project management approach contains
continuous risk and opportunities assessment, and risk mitigating
sessions during project boards, which are reported and managed in
the company’s corporate risk management system. The objective for

2017 is to further improve risk awareness and risk management in
operational levels of the organisation.
The Board of Management has overall responsibility for the risk
management and control framework within the company. The Chief
Financial Officer acts as formal representative of this responsibility
and is advised by staff functions, aided by information from the
risk management system. The adequacy and effectiveness of the
framework are regularly reviewed.
In general, the types of risk inherent within the company’s business
have not altered substantially.
Market risks
The character of IHC’s business – high-end integrated products with
high capital value – makes order intake rather irregular and binary.
Balancing the level of outsourced work and flexible workforce – and
last year also the fixed workforce – remains necessary in order to
adapt the cost base of IHC to the workload available. Steps are also
taken to make IHC’s order intake more opex- and less capex-driven, by
performing more services, consultancy and engineering orders, giving
support to operators and by offering financing arrangements to our
products.
Contract risks
IHC has a strict acceptance policy for political and payment risks. In
principle, these are covered by credit insurance or a letter of credit,
except in the case of existing customers with an excellent credit rating.
IHC is also in continuous dialogue with export credit agencies to look
for tailor-made solutions to mitigate political and payment risks.
Before binding offers are sent out, a formal contract risk assessment is
completed, with the aim of lowering unwanted technical and execution
risks and making explicit the accepted risks of the most important
topics.
Project risks
The products that IHC delivers to its customers are managed
predominantly on a project basis. The IHC project management
methodology has risk management as one of its most prominent
controls. Project risk logs are maintained in the centralised
risk management system and monitored by overarching project
management, business control and risk management functions. All
major contracts are assessed on technical, operational, financial and
legal risks including mitigating measures and reviewed by the Board
of Directors before they are concluded. In addition, all major projects
are reported to – and discussed with – the Executive Committee and
important milestones to a larger audience of internal stakeholders.
Interest rate and currency risk
All currency risks are managed in accordance with the company’s
strict hedging policy. The company follows a policy of ensuring that its
exposure to changes in interest rates on loans and borrowings is on
a fixed-rate basis. This is done by entering into interest rate swaps or
caps for almost all loans and borrowings.
Credit risk
IHC has strict acceptance and risk policies for credit risks. The
company has established a credit policy under which each customer’s
creditworthiness is analysed before the company’s standard payment
and delivery terms and conditions are offered. If deemed necessary,
based on the creditworthiness analysis, credit risks are covered by
obtaining payment security, such as bank guarantees, (confirmed)
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letters of credit, advance payments, parent company guarantees
and/or credit risk insurance. These procedures and the geographical
diversity of the customer base reduce the credit risk.

company’s production activities. The installation of solar panels at two
IHC locations will contribute to the reduction of the CO2 emissions
caused by electricity consumption.

Liquidity risk
Liquidity risk covers the difficulty of meeting financial obligations when
they are due. The company’s approach to managing liquidity is to
ensure that it will always have sufficient liquidity to meet its liabilities
when due – both under normal and stressed conditions – without
incurring unacceptable losses or risking damage to its reputation. Cash
forecasting is of high importance in mitigating liquidity risks.

In addition, the company focuses on reducing its total energy
consumption. Another high priority issue is safety. Due to an active
safety policy, the number of reported Lost Time Injuries was drastically
reduced by 46% compared to 2015. IHC’s Lost Time Injury Frequency
decreased from 12,9 in 2015 to 7,7 in 2016.

Tax risks
Tax risks are managed at Group level by the Tax Manager, who assists
the business units in day-to-day tax questions, manages foreign tax
risks for projects abroad, and ensures overall compliance with tax rules
and regulations.

HUMAN RESOURCES
Human resources activities were very much focused on the
implementation of the first downsizing (May and September) and the
planning of the second round (autumn). A request for advice on a
second round was submitted to the Works Council in October 2016.
Intensive consultation with the trade unions and the Works Council led
to an agreement on both the Social Plan, as well as on the request for
advice in December. Although the speed of the process was quick, it
was a difficult year for both employees and managers.
This was also noticeable in the results of the Employee Survey,
conducted in June 2016. These were strongly affected by the
downsizing processes. Results for topics such as 'engagement',
'involvement' and 'satisfaction with the work' were significantly lower
than in 2015.
In addition to the focus on the downsizing, IHC has invested in the
development of its managers. The second quarter started with the
first (of four) training modules for all IHC managers. The company will
continue to put efforts into improving management skills at all levels.
Strategic HR goals were prioritised further: 'Leadership and culture',
'Strategic workforce planning', 'Modernisation of employment
conditions', 'Learning and development' and 'Developing HR
International’. Ensuing projects have been started on all of these
subjects.

CORPORATE SOCIAL RESPONSIBILITY
IHC’s CSR policy is built on the pillars of sustainable entrepreneurship,
social responsibility and environmental accountability. With
these fundamentals, IHC takes its responsibilities to minimise the
environmental and social impacts of the company’s activities. Annually,
the CSR advisory board determines the most relevant material topics
and related objectives based on the corporate strategy, worldwide
trends and developments and stakeholder input. Some of the most
important issues for 2016 included sustainable product development,
the reduction of the carbon footprint and safety. An extensive overview
of all material issues and the related results is provided in IHC’s annual
CSR report.
CSR in practice
With sustainability as one of its key values, IHC aims to develop
sustainable solutions that are compliant with increasingly stringent
regulations. The sustainable developments of IHC were granted an
‘International Green Shipping Award 2016’. A secondary focus point
in IHC’s CSR strategy is the reduction of the carbon footprint of the
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IHC Foundation
IHC aims to make a difference to local communities via the IHC
Foundation. Since 2012, the IHC Foundation has focused on building
sustainable partnerships with projects and initiatives in regions where
the company is active or in projects related to the knowledge and skills
of the company. Currently, the IHC Foundation is actively involved in
projects in Zambia, South Africa and Bangladesh.
Compliance
Compliance with national and international legislation is of the
utmost importance for IHC. To achieve this, several regulations are in
place including a code of conduct, anti-corruption regulations and a
whistleblower policy. Compliance is closely monitored.

FUTURE
The final months of 2016 saw the initial signs of market recovery in
IHC’s key markets. Depending on major geopolitical shifts, this tentative
market recovery is expected to continue in 2017. IHC also expects to
achieve a recovery in its order intake in 2017. In addition, it is essential
when completing innovative orders that they remain in control (OSBIT),
since this is IHC’s core value in its customer and market proposition.
Strengthening engineering capacity has an important role to play in
this.
On an organisational level, IHC is continuing its strategy in 2017
– a focus on creating innovative solutions and added value for
our customers in an internationally competitive environment. To
achieve that, IHC will increasingly outsource production activities,
whilst managing sales and marketing centrally and strengthening its
engineering, project management and (advisory) services.
All of this will be conducted in an international environment, in which
regional offices will be further expanded in order to offer customers a
better and faster service worldwide. R&D and innovation will remain
essential in realising this and IHC will set aside the necessary resources
to do so.
The combination of the expected market recovery and the streamlined
organisation, continued internationalisation and bringing project
completion back under control strengthens the expectation that IHC
will see a financial turnaround in 2017 and a return to growth and
profit.
Finally, IHC’s staff are the most important factor within the company.
They are what makes IHC and are the real source of knowledge in
devising creative solutions for customers. In 2017, the company
continues to invest in the future of all staff. With them, IHC once more
looks forward to achieving an even more innovative, international and
customer-focused position.
Kinderdijk, 5 April 2017
Board of Management
D.A.A.J.A.G Vander Heyde, CEO
A. Vergunst, CFO
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ABBREVIATED FINANCIAL
INFORMATION 2016
CONSOLIDATED INCOME STATEMENT
IN THOUSANDS OF EUROS

2016

Revenue
Other income
Operating income

764,140
8,784

External costs
Employee expenses
Depreciation and impairment of property, plant and equipment
Amortisation and impairment of intangible assets
Other expenses
Operating expenses

484,915
256,996
33,411
12,316
15,865

772,924

Result from operating activities
Finance income
Finance expenses
Net finance expense

2015

1,161,347
3,517
1,164,864
755,094
297,563
31,286
16,527
27,382
803,503

1,127,852

-30,579

37,012

4,950
-7,535

7,135
-7,339
-2,585

-204

Share of result of equity accounted investees (net of income tax)
Profit / (loss) before income tax

-1,156
-34,320

-1,021
35,787

Income tax (expense) / income
Profit / (loss) for the period

12,756
-21,564

-7,852
27,935

Profit / (loss) attributable to:
Owners of the company
Non-controlling interests
Profit / (loss) for the period

-20,751
-813
-21,564

29,138
-1,203
27,935
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CONSOLIDATED BALANCE SHEET
(Before appropriation of result)
IN THOUSANDS OF EUROS

31 DEC 2016

31 DEC 2015

Assets
Property, plant and equipment
Investment property
Intangible assets and goodwill
Investments in equity accounted investees
Deferred tax assets
Other non-current financial assets
Non-current assets

253,658
9,206
89,357
7,082
3,549
1,414

217,640
9,360
95,020
5,113
1,800
7,043

Inventories
Due from customers for construction contracts
Trade and other receivables
Current tax receivables
Cash and cash equivalents
Asset held for sale
Current assets

364,266
122,706
94,082
158,747
6,082
138,371
1,875

Total assets
Group equity
Share capital
Share premium reserve
Reserves
Unappropriated result
Total equity attributable to equity holders of the company
Non-controlling interests
Total Group equity
Liabilities
Loans and borrowings
Derivatives
Deferred tax liabilities
Provisions
Other liabilities
Total non-current liabilities
Trade and other payables
Due to customers for construction contracts
Current portion of loans and borrowings
Current tax liabilities
Provisions
Total current liabilities

335,976
117,453
243,744
213,494
1,504
188,003
-

521,863

764,198

886,129

1,100,174

250
68,136
228,320
-20,751

250
68,136
206,670
29,138
275,955
4,241
280,196

142,883
2,400
21,486
17,610
5,774

304,194
1,166
305,360

114,756
3,287
41,855
8,113
5,396
190,153

260,266
56,357
61,815
1,001
36,341

173,407
352,669
82,607
131,915
2,649
51,567

415,780

621,407

Total liabilities

605,933

794,814

Total Group equity and liabilities

886,129

1,100,174

ANNUAL REPORT 2016 | ROYAL IHC   13

ANNUAL REPORT 2016
CONSOLIDATED STATEMENT OF CASH FLOWS
2016

2015

-21,564

27,935

45,727
-99
-5,591
1,156
-4,912
2,585
-12,756
-5,793
-1,247

47,813
64
90
1,021
204
7,852
20,906
105,885

-2,826
-1,351
-5,424

-1,923
-18,710
85,252

Changes in working capital
- Acquisition of rental fleet
- Inventories
- Due from customers for construction contracts
- Trade and other receivables (excluding derivatives and accrued interest)
- Due to customers for construction contracts
- Trade and other payables (excluding derivatives and accrued interest)
- Derivatives
Changes in working capital
Net cash flow from operating activities

-32,256
-4,876
149,662
52,303
-26,250
-24,234
-66,073
48,276
42,852

-25,207
-11,141
82,546
48,923
-76,603
-42,575
6,601
-17,456
67,796

Acquisitions of intangible assets and property, plant and equipment
Proceeds from divestments of property, plant and equipment
Acquisition of subsidiaries, net of cash acquired
Proceeds from disposal of participations in limited partnerships, net of cash disposed
Investments in equity accounted investees
Dividends received
Proceeds of loans and receivables
Net cash flow used in investing activities

-42,560
15,957
-1,915
4,645
-3,050
110
382
-26,431

-24,526
1,655
-4,880
2,029
-5,003
372
497
-29,856

Capital contribution related to non-controlling interests
Dividends paid to minority interests
Additions to loans and borrowings
Repayment of loans and borrowings
Dividends paid
Net cash flow used in financing activities

-2,367
94,225
-142,521
-14,500
-65,163

639
112,147
-77,033
-34,500
1,253

Net increase / (decrease) in cash and cash equivalents

-48,742

39,193

Cash and cash equivalents as at 1 January
Movements in net cash and cash equivalents
Effect of exchange rate fluctuations on cash held
Cash and cash equivalents as at 31 December

188,003
-48,742
-890
138,371

149,212
39,193
-402
188,003

IN THOUSANDS OF EUROS

Net profit / (loss)
Adjustments for:
Depreciation, amortization and impairment expenses
Revaluation of land through income statement
(Gain) / loss on sale of property, plant and equipment
Share of result of equity accounted investees
Release of liabilities through income statement
Net finance income
Income tax (income) / expense
Changes in provisions
Subtotal
Interest received / (paid)
Income tax paid
Net cash flow from operating activities (excl. changes in working capital)
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NOTES TO THE ABBREVIATED
FINANCIAL INFORMATION
1. GENERAL
The abbreviated financial information is derived from the financial
statements 2016, which are prepared in accordance with the
International Financial Reporting Standards (IFRS) and interpretations
as adopted by the European Union (EU-IFRS) and with Part 9 of Book
2 of The Netherlands Civil Code. The abbreviated financial information
gives the headlines of the financial position of IHC Merwede Holding
B.V. and its consolidated subsidiaries (together referred to as the
‘Group’) for the year ended 31 December 2016.
For a better understanding of the Group’s financial position, we
emphasise that the abbreviated financial information should be read in
conjunction with the unabridged financial statements, from which the
abbreviated financial information was derived. An unqualified auditor’s
report thereon dated 5 April 2017 was issued by KPMG Accountants
N.V. The unabridged financial statements 2016 are available at the
Company or at the Chamber of Commerce in Rotterdam.

2. SIGNIFICANT ACCOUNTING POLICIES
An abbreviation of a selection of the most significant accounting
policies is included below. For a full overview of the accounting policies
refer to the unabridged financial statements 2016.
Basis of preparation
The consolidated financial statements are presented in euros unless
indicated otherwise, the euro being the Group’s functional currency.
The consolidated financial statements are based upon historical cost
unless stated otherwise.

Foreign currencies
The assets and liabilities of foreign operations that are denominated
in foreign currencies, including goodwill and fair value adjustments
arising on acquisition, are converted to the euro at exchange rates at
the reporting date. The income and expenses of foreign operations are
converted to the euro at exchange rates at the date of the transaction.
Foreign currency differences are recognised in the currency translation
reserve in equity. Exchange rate differences as a result of operational
transactions and of the conversion at the end of the reporting period of
monetary assets and liabilities denominated in foreign currencies are
recognised in profit or loss in the reporting period.
Derivatives
The Group holds derivative financial instruments to decrease its
exposure to foreign currency risks and interest rate risks. Derivatives
are measured at fair value and changes therein are recognised in the
consolidated income statement, unless hedge accounting is applied.
When a derivative is designated as the hedging instrument in a
hedge of the variability in cash flows attributable to a particular risk
associated with a recognised asset or liability or a highly probable
forecast transaction that could affect profit or loss, the effective
portion of changes in the fair value of the derivative is recognised in
the hedging reserve in equity. When the hedged item is a non-financial
asset, the amount accumulated in equity is included in the carrying
amount of the asset when the asset is recognised. In other cases the
amount accumulated in equity is reclassified to profit or loss in the
same period that the hedged item affects profit or loss.

Estimates
The preparation of the financial statements in accordance with IFRS
requires management to make judgements, estimates and assumptions
based on experience and various other factors that can be considered
reasonable under the circumstances. Those estimates and assumptions
form the basis for judgements about the carrying values of assets
and liabilities that are not readily apparent from other sources.
Actual outcome may differ from these estimates. The most important
judgements in the financial statements concern the assessment of
the result of contract work, measurement of warranty provisions,
the measurement of recoverable amounts of cash-generating units
containing goodwill, recoverability of development costs, valuation of
inventories, acquisition of subsidiaries and valuation of the deferred
tax assets for tax losses carry forward.

The portion of the gain or loss on an instrument used to hedge a net
investment in a foreign operation that is determined to be an effective
hedge is recognised directly in the currency translation reserve in
Group equity.

Basis of consolidation
Subsidiaries are entities controlled by the Group. The Group controls
an entity when it is exposed to, or has rights to, variable returns from
its involvement with the entity and has the ability to affect those
returns through its power over the entity. The financial statements of
subsidiaries are included in the consolidated financial statements from
the date that control commences until the date that control ceases.
The accounting policies of subsidiaries have been aligned with the
policies adopted by the Group.

An impairment loss is recognised whenever the carrying amount of
an asset or its cash-generating unit exceeds its estimated recoverable
amount. Impairment losses are recognised in profit or loss. Impairment
losses recognised in respect of cash-generating units are allocated
first to reduce the carrying amount of any goodwill (if applicable)
attributable to cash-generating units and subsequently deducted pro
rata to reduce the carrying amounts of the other assets in the unit.

Impairment
The carrying amount of the Group’s assets, excluding inventories,
construction contracts, deferred tax assets and assets that are
classified as held for sale, are reviewed on each balance sheet date
to determine whether there is any indication of impairment. If there
is any such indication, the assets’ recoverable amount is estimated.
The recoverable amount of goodwill, assets with an indefinite useful
lifetime and intangible assets that are not yet available for use is
estimated annually at the same time.
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Property, plant and equipment
Land is measured at cost on initial recognition and subsequently at fair
value less accumulated impairment losses. The fair value is defined as
the estimated amount for which land could be exchanged between a
willing buyer and a willing seller in an arm’s-length transaction after
proper marketing wherein the parties had each acted knowledgeably.
Disposal costs are not deducted in determining the fair value. The fair
value of land is based on appraisals performed by an independent
valuator or for recently acquired land the fair value is based on the
cost value. Any surplus arising on revaluation is recognised in the
revaluation reserve in equity except to the extent that the surplus
reverses a previous revaluation deficit on the same asset recognised
in profit or loss, in which case the credit to that extent is recognised in
profit or loss. Any deficit on revaluation is recognised in profit or loss
except to the extent that it reverses a previous revaluation surplus on
the same asset, in which case the debit to that extent is recognised in
the revaluation reserve in equity. The revaluation reserve is transferred
to other reserves upon ultimate disposal of the asset. Land is not
depreciated.
Other classes of property, plant and equipment are recognised at cost
less accumulated depreciation and accumulated impairment losses.
Intangible assets
Expenditure on development activities, in which research findings are
applied to a plan or design for new or improved products or software,
is capitalised only if development costs can be measured reliably, the
product or software is technically and commercially feasible, future
economic benefits are probable, and the Group is intending and able to
complete development and to use or sell it.
Intangible assets acquired in business combinations (trade name, order
backlog, customer relations, technology) are measured at cost, being
the fair value at acquisition date less accumulated depreciation and
accumulated impairment losses. Goodwill represents the excess of the
cost of the acquisition over the Group’s interest in the net fair value
of the identifiable assets, liabilities and contingent liabilities acquired.
Goodwill is measured at cost less any accumulated impairment losses.
Due from (to) customers for construction contracts
Construction contracts are measured at cost of the work performed at
reporting date, plus a part of the estimated results upon completion
of the project in proportion to the progress made and net of
progress billings, advances and provisions. Provisions are recognised
for expected losses on construction contracts as soon as they are
foreseeable; if necessary, any profits already recognised are reversed.
Costs include all expenditure related directly to specific projects plus
an allocation of fixed and variable indirect production costs incurred in
the Group’s contract activities based on normal operating capacity and
capitalised borrowing costs. The progress of a project is determined
on the basis of the cost incurred of the work done in relation to the
expected total costs of the project. Profits are not recognised unless
a reliable estimate can be made of the total result of the project at
completion. The balance of the value of contract costs, progress billings
and advance payments is determined for each project and presented as
due from customers for construction contracts. For projects where the
progress billings and advance payments exceed the value of contract
costs, the balance is presented as due to customers for construction
contracts.
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Revenue
Contract revenue includes the initial amount agreed in the contract
plus any variations in contract work, claims and incentive payments, to
the extent that it is probable that they will result in revenue and can be
measured reliably. As soon as the outcome of a construction contract
can be estimated reliably, contract revenue is recognised in profit or
loss in proportion to the stage of completion of the contract. Contract
expenses are recognised as incurred unless they create an asset
related to future contract activity. The stage of completion is generally
assessed on the basis of the cost incurred of the work performed in
relation to the expected total costs of the project. When the outcome
of a construction contract cannot be estimated reliably, contract
revenue is recognised only to the extent of contract costs incurred
that are likely to be recoverable. An expected loss on a contract is
recognised immediately in profit or loss.
Revenue from the sale of goods in the course of ordinary activities is
measured at the fair value of the consideration received or receivable,
net of returns, trade discounts, volume rebates and taxes. Revenue
from the sale of goods is recognised when the significant risks and
rewards of ownership have been transferred to the buyer, recovery of
the consideration is probable, the associated costs and possible return
of goods can be estimated reliably, there is no continuing management
involvement with the goods, and the amount of revenue can be
measured reliably.
Revenue from services rendered is recognised in profit or loss in
proportion to the stage of completion of the transaction at reporting
date. The stage of completion is based on the assessment of the ratio
of costs incurred to estimated total costs.
Rental income from property, plant and equipment is recognised
as revenue on a straight-line basis over the term of the lease. Lease
incentives granted are recognised as an integral part of the total rental
income, over the term of the lease.

3. RESEARCH AND DEVELOPMENT EXPENSES
Research and development expenses, net of grants received, amounted
to €14.7 million (2015: €14.3 million) and are included in external costs
and employee expenses.

4. ORDER BOOK
The order book at year-end 2016 amounted to €745 million (year-end
2015: €835 million).

REPORT OF THE
INDEPENDENT AUDITOR
To: the Board of Management of IHC Merwede Holding B.V.
OUR OPINION
The abbreviated financial information 2016 of IHC Merwede Holding
B.V. (hereafter ‘the abbreviated financial information’) is derived from
the audited financial statements 2016 of IHC Merwede Holding B.V.
In our opinion the accompanying abbreviated financial information is
consistent, in all material respects, with those financial statements, on
the basis described in note 1.
The abbreviated financial information comprises:
1 the consolidated income statement for the year ended
31 December 2016;
2 the consolidated balance sheet as at 31 December 2016;
3 the consolidated statement of cash flows for the year
then ended; and
4 the notes comprising a summary of the significant
accounting policies and other explanatory information.

OUR RESPONSIBILITIES FOR THE AUDIT OF THE
ABBREVIATED FINANCIAL INFORMATION
Our responsibility is to express an opinion on whether the abbreviated
financial information is consistent, in all material respect, with the
audited financial statements 2016 of IHC Merwede Holding B.V. based
on our procedures, which we conducted in accordance with Dutch
law, including the Dutch Standard 810 ‘Opdrachten om te rapporteren
betreffende samengevatte financiële overzichten’ (Engagements to
report on summary financial statements).
Rotterdam, 5 April 2017
KPMG Accountants N.V.
J.J. Visser RA

The abbreviated financial information does not contain all the
disclosures required by International Financial Reporting Standards
as adopted by the European Union and with Part 9 of Book 2 of the
Netherlands Civil Code. Reading the abbreviated financial information,
therefore, is not a substitute for reading the audited financial
statements of IHC Merwede Holding B.V. and our report thereon.
THE AUDITED FINANCIAL STATEMENTS AND OUR REPORT
THEREON
We expressed an unmodified audit opinion on the audited financial
statements 2016 of IHC Merwede Holding B.V. in our report dated
5 April 2017.
RESPONSIBILITIES OF MANAGEMENT AND THE
SUPERVISORY BOARD FOR THE ABBREVIATED FINANCIAL
INFORMATION
Management is responsible for the preparation of the abbreviated
financial information on the basis described in note 1.
The Supervisory Board is responsible for overseeing the financial
reporting process of the abbreviated financial information.
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