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Strategic and Directors’ Report

Strategic Report
The Directors present their Strategic and Directors’ report on the affairs of the Company, together with the financial
statements and Auditor's Report for the year ended 30 June 2017.

The purpose of the Strategic Report'is to inform members of the Company and help them assess how the Directors
have performed their duty under section 172 of the Companies Act 2006 (duty to promote the Company).

Business review and principal activities

The Company is a wholly-owned subsidiary of Sky UK Limited (the immediate parent company). The ultimate parent
company is Sky plc (“Sky”) and the Company operates together with Sky's other subsidiaries as a part of the Sky Group
(“the Group”).

The Company’s principal activities are to provide support services (including conditional access, which is the technical
process of ensuring encryption of our broadcasted channels, and subscriber management services) and to act as an
agent for the direct-to-home (“DTH") pay TV, broadband, telephony and mobile business of its parent company Sky UK
Limited. The Company also operates the Irish branch of the Group, operating pay television, broadband and telephony
services in Ireland. ‘

The audited financial statements for the period are set out on pages 9 to 46. The profit after tax for the year was
£49,386,000 (2016: £56,624,000). The Company’s shareholder's equity is £551,515,000 which is higher than at the
prior period end (2016: £499,845,000) and is primarily due to profit for year, hedging reserves movement and share
options movement.

Key performance indicators (KPis)

The Group manages its operations on a divisional basis and the KPIs used are as reported in the Group Annual Report.
The Company’s directors believe that further key performance indicators for the Company are not necessary or
appropriate for an understanding of the development, performance or position of the Company.

Principal risks and uncertainties
The principal risks facing the Company are liquidity risk, credit risk and interest rate risk which is mainly associated with
intercompany balances. The intercompany balances of the Company are detailed in notes 13 and 14.

The Directors do not believe the Company is exposed to significant cash flow risk or price risk.

Financial risk management objectives and policies

The use of financial derivatives is governed by the Group's treasury policy approved by the Board of Directors, which
provides written principles on the use of financial derivatives to manage these risks. The Company does not use
derivative financial instruments for speculative purposes.

Credit risk

The Company’s principal assets are intercompany balances. The Company’s credit risk is primarily attributable to these
balances. The Company has no significant concentration of credit risk, with exposure spread over a large number of
counterparties and customers, other than amounts payable to and receivable from other Group companies.

Liquidity risk

The Company relies on the Group Treasury function to manage its liquidity and ensure that sufficient funds are
available for ongoing operations and future developments. The Group currently has access to an undrawn £1 billion
revolving credit facility which is due to expire on 30 November 2021. The Company benefits from this liquidity through
intra-group facilities and loans.

Foreign exchange risk
The Company’s activities expose it to the financial risks of changes in fareign currency cxchange rates. The Cumnpany
uses foreign exchange forward contracts to hedge these exposures. Refer to note 18 for further information.
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Strategic and Directors’ Report (continued)

Employment policies

Organisation

Over the year, the Company has continued in its efforts to make the Company a great place to work. The Company has
continued to place particular focus on leadership capability, looking both at the Company’s leaders of today and future
leaders. The average monthly number of full-time equivalent persons employed by the Company during the year was
9,673 (2016: 8,592).

Managing and developing our people
Equal opportunities ‘

At Sky we believe in equal opportunities and that everyone should have full and fair consideration for all vacancies,
promotions, training and development. We work with employees who have disabilities to remove barriers from the

working environment to allow them to maximise their potential.

Inclusion

It's our people that make Sky Europe’s leading entertainment company and we know that embracing different
perspectives fosters innovation. Having diverse voices contribute to the decisions we take as a business helps us
better anticipate and meet the needs of all our customers. Our ambition is to become the industry leader for inclusion,
both on screen and behind the scenes. To help us achieve this we are focused on increasing the representation of
people from BAME (Black, Asian, and minority ethnic) backgrounds in our business and remain committed to achieving
gender parity. We have put in place a range of initiatives to achieve this ambition and theyre already making a
difference. For example, we have increased the number of women in the top 400 positions from 32% to 39%. We are
also actively supporting women to develop skills in traditionally underrepresented areas, with initiatives such as 'Get
into Tech’. We support the aims of the new UK legislation requiring organisations to publish their gender pay gap and
are committed to equal pay. '

Employee engagement

At Sky we listen to our people and encourage everyone to be involved. We know great ideas come from all corners of our
business and it is part of our ‘believe in better spirit to harness those ideas for the benefit of our customers and our
people. This year we used a new survey provider, GLINT, to gather feedback from our teams in the UK, ROl and Italy. We
achieved record levels of participation in the survey (82% in the UK and RO! and 79% in Italy) and we continue to achieve
high levels of engagement, outperforming external benchmarks by 8% in the UK and ROl and 13% in Italy. In July 2017 the
survey was extended to the whole Sky Group which will allow us to consistently gather feedback from all five territories

we operate in.

On Behalf of the Board,
o —
{ l‘”\v\/
CJTaylor
Director

Grant Way
Isleworth
Middlesex
TW75QD

KO October 2017
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Strategic and Directors’' Report (continued)

Directors’ Report
The Directors who served during the year are shown on page 1. The Directors do not recommend the payment of a

dividend for the year (2016: £nil).

The Company has chosen, in accordance with section 414C(11) of Companies Act 2006, to include such matters of
strategic importance to the Company in the Strategic Report which otherwise would be required to be disclosed in the
Directors' report.

Going concern _

The Company’s business activities, together with the factors likely to affect its future development and performance
are set out in the Business Review. The Strategic Report details the financial position of the Company, as well as the
Company’s objectives and policies, and details of its exposures to credit risk and liquidity risk. '

After making enquiries, the Directors have formed a judgement at the time of approving the financial statements that
the Company will have access to adequate resources to continue in existence for the foreseeable future. Accordingly,
they continue to adopt the going concern basis in preparing the financial statements. .

Auditor
In accordance with the provisions of Section 418 of the Companies Act 2006, each of the persons who are Directors of
the Company at the date of approval of this report confirms that: ’

. so far as the Director is aware, there is no relevant audit information (as defined in the Companies Act 2006)
of which the Company’s auditor is unaware; and

. the Director has taken all the steps that they ought to have taken as a Director to make themselves aware of
any relevant audit information (as defined) and to establish that the Company’s auditor is aware of that

information.

Deloitte LLP have expressed their willingness to continue as auditor and a resolution to reappoint them was approved
by the Board of Directors on %O October 2017.

On Behalf of the Board,

e -

CJTaylor
Director

Grant Way
Isleworth
Middlesex
TW75QD

770 October 2017
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Statement of Directors’ responsibilities

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

Company law requires the directors to prepare financial statements for each financial year. Under that law the

" directors have elected to prepare the financial statements in accordance with international Financial Reporting

Standards (IFRSs) as adopted by the European Union. Under company law the directors must not approve the financial
statements unless they are satisfied that they give a true and fair view of the state of affairs of the company and of the
profit or loss of the company for that period.  In preparing these financial statements, International Accounting
Standard 1 requires that directors: '

e properly select and apply accounting policies;v

e present information, including accounting policies, in @ manner that provides relevant, reliable, comparable and
understandable information~

. provnde additional dlsclosures when compliance with the speaf‘c requurements in IFRSs are insufficient to
enable users to understand the impact of particular transactlons other events and condltuons on the entity's

financial position and financial performance; and
e _make an assessment of the company's ability to continue as a going concern.

The directors are responsible for keeping adequate éccounting records that are sufficient to show and explain the
company’s transactions and disclose with reasonable accuracy at ény time the financial position of the company and
enable them to ensure that the financial statements comply with the Companies Act 2006. They are also responsible
for safeguarding the assets of the company and 'hence for taking reasonable steps for the prevention and detection of
fraud and other irregularities. '
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-Auditor’s report - .
Independent Auditor's Report to the members of Sky Subscribers Services Limited

Report on the audit of the financial statements

Opinion
In our opinion the financial statements: -
e give atrue and fair view of the state of the companys affairs as at 30 June 2017 and of its profit for the year then
ended;
e have been properly prepared in accordance with International Financial Reporting Standards (IFRSs) as adopted
by the European Union and IFRSs as issued by the International Accounting Standards Board (JASB); and
. » have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements of Sky Subscribers Services Limited (the ‘company’) which comprise:
e theincome statement; ] :

the statement of comprehensive income;

the balance sheet;

the cash flow statement;

the statement of changes in equity; and

the related notes 1to 24.

The financial reporting framework that has been applied in their preparation is applicable law and International Financial
Reporting Standards (IFRSs) as adopted by the European Union. ’

Basis for opinion

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

We are independent of the company in accordance with the ethical requirements that are relevant to our audit of the
financial statements in the UK, including the FRC's Ethical Standard, and we have fulfilled our other ethical respdnsibilitieé
in accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and appropriate

to provide a basis for our opinion.

Conclusions relating to going concern

We are required by ISAs (UK) to report in respect of the following matters where:’ .
e thedirectors’ use of the going concern basis of accounting in preparation of the financial statements is not
appropriate; or
o the directors have not disclosed in the financial statements any identified material uncertainties that may cast
significant doubt about the company’s ability to continue to adopt the going concern basis of accounting for a
period of at least twelve months from the date when the financial statements are authorised for issue.

We have nothing to report in respect of these matters.

Other information’

The directors are responsible for the other information. The other information comprises the information included inthe
annual report, other than the financial statements and our auditor’s report thereon. Our opinion on the fi nanaal
statements does not cover the other information and, except to the extent otherwise explicitly stated inour mport we do
not express any form of assurance conclusion thereon.
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Auditor’s report (continued)

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the financial statements or our knbwledge obtained
in the audit or otherwise appears to'be materially misstated. If we identify such material inconsistencies or apparent
material misstatements, we are required to determine whether there is a matefial misstatement in the financial
statements or a material misstatement of the other information. if, based on the work we have performed, we conclude
that there is a material misstatement of thi; other information, we are required to report tnat fact.

We have nothing to report in respect of these matters.

Responsibilities of directors

As explained more fully in the statement of directors’ responsibilities, the directors are respbnsible for the preparation of
the financial statements and for being satisfied thatlthey give a true and fair view, and for such intérnal control as the-
directors determine is necessary to enable the preparation of financial statements that are free from material

misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the company’s ability to continue as a
going concern, disclosing as applicable, matters related to going concern and using the going concern basis of accounting
unless the directors elther mtend to liguidate the company or to cease operations, or have no realistic alternative but to

do so.

Auditor’s responsibilities for the audit of the financial statements

' ~ Our objectives are to obtain rea‘sonable'“assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs
(UK) will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic

.

decisions of users taken on the basis of these financial statements.

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

Use of our report

This report is madé 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 companys members as a body, for our audit
work, for this report, or for the opinions we have formed. :
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Auditor’s report (continued)

Report on other legal and regulatory requirements

Opinions on othef matters prescribed by the Companies Act 2006

In our opinion, based on the work undertaken in the course of the audit:
¢ theinformation 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 strategicreport and the dlrectors report have been prepared in accordance with applucable legal
requirements.

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

Matters on whlch we are required to report by exception

Under the Companles Act 2006 we are required to report in respect of the followmg matters if, in our opinion:
e adequate accounting records have not been kept, or returns adequate for our audit have not been received from
branches not visited by us; or
e the financial statements are not in égreement 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 an;‘j explanations we require for our audit.

AY

We have nothing to report in respect of these matters.
Pl

1

Jon Young (Senior Statutary Auditor)
For and on behalf of Deloitte LLP
Statutory Auditor

London, United Kingdom

30 October 2017
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Income Statement
For the year ended 30 June 2017

Notes 30 June 2017 30 June 2016

£000 £'000

Revenue 924,963 - 893,402
Operating expense 3 (855,248) (810,493)
Operating profit 69,715 82909
Investment income 4 1,100 1‘07.8
Finance costs 4 (7.239) Mm,319)
Profit before tax 5 63,576 72,668
Tax 7 (14,190). (16,044)
Profit for the year attributable to equity shareholder 49,386 ‘ 56,624

The accompanying notes are an integral part of this Income Statement.

Ali results relate to continuing operations.
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Statement of Comprehensive Income
For the year ended 30 June 2017

30 June 17 30 June 16
: . " £000 £°000
Profit for the year attributable to equity shareholder 49,386 56,624
Other comprehensive income .
Amounts recognised directly in equity that may subsequently be
recycled to the income statement
Excf'wange differences on translation of ) >
foreign operations ]
Loss on cash flow hedges (see note 17) (6,318) (45984)
Tax on cash flow hedges (see note 7) . 790 6474 .
(5.528) (39,508)
Amounts reclassified and reported in the income statement
Loss/(Gain) on cash flow hedges (see note 17) 1,495 (M,681)
Tax (charge)/credit on cash flow hedges (see note 7) (187) " 1,460
1,308 (10,221)
Other comprehensive loss for the year}(rget of tax) (4.220) (49,729)
Total comprehensive gain for the year attributable to equity :
45,166 6,895

shareholder

Allresults relate to continuing operationé.
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Balance Sheet
As at 30 June 2017

30 June 2016

Notes 30 June 2017
£'000 £'000

Non-current assets
Intangible assets 8 181,881 168,532
Property, plant and equipment 9 32,129 37,382
Investment in subsidiaries 10 11,196 11,196
Deferred tax assets n 6,814 , 5873
Derivative financial assets 17 - 3422

232,020 226,405
Current assets )
Inventories 12 1,705 _ 3225
Trade and other receivables 13 550,154 752055
Cash and cash equivalents 9,821 1,527
Derivative financial assets o 17 - 3903

561,680 ___770,710
Total assets 793,700 997,115
Current liabilities
Borrowings 16 1,663 1,663
Trade and other payables 14 223,506 483948
Provisions 15 1,984 1,821
Derivative financial liabilities 17 3,544 _ 612

230,697 488,044
Non-current liabilities
Borrowings : 16 3,823 : 5003
Trade and other payables 14 5,283 4112
Derivative financial liabilities 17 2,382 11

11,488 9,226

Total liabilities : 242,185 497,270
Share capital ' 19 - -
Share premium . 19 149,802 149,802
Reserves 401,713 350,043
Total equity attributable to equity shareholder 551,515 499,845
Total liabilities and shareholder’s equity 793,700 997,115

The accompanying notes are an integral part of this Balance Sheet.

These financial statements of Sky Subscribers Services Limited, registered humber 02340150, were approved by the
Board of Directors on 30 October 201 were signed on its behalf by:

A J Griffith
Director

%\O October 2017
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Cash Flow Statement
For the year ended 30 June 2017

30 June 2016

30 June 2017

Note £°000 * £'000
Cash flows from operating activities v
Cash generated from operations 20 41,283 ‘59,156
Net cash from operating activities 41,283 59,156
Cash flows from investing activities -
Dividends received 4 1,100 1,078
Purchase of property, plant and equipment (2.775) (8,782)
Purchase of intangible assets 8 (32,897) (36933) .
Net cash used in investing activities (34.572) (44,637)
Cash flows from financing activities
Repayment of obligations under finance leases - (1.178) (994)
Interest paid (7.239) (11,319)
Net cash used in financing activities (8.417) (12,313)
Net (decrease)/increase in cash and cash equivalents (1,706) 2206
Cash and cash equivalents at the beginning of the year 11,527 9,321
Cash and.cash equivalents at the end of the year 9,821 1,527

The accompanying notes are an integral part of this Cash Flow Stateément.

All results relate to continuing operations. -
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Statement of Changes in Equity.
For the year ended 30 June 2017

Share Share Hedging Retained Total
capitél premium reserve  earnings shareholder's
equity
‘ £'000 £000 £'000 - £000 £000
At 1July 2015 - 149,802 45,333 293,918 489,053
Profit for the year - - - 56,624 56,624
Excﬁange differences on translation of ' '
foreign operations ) - - - 2 2
Recognition and transfer of cash flow hedges - - (57663) - (57,663)
Tax on items taken directly to equity - - 7,208 724 7932
Total comprehensive income for the year - - (50,455) . 57,350 ) ' 6,895
Share-based payment - - - 4,941 4941
Tax on items taken directly to equity - ' - - - (i,044) (1,044)
At 30 June 2016 - 149,802 (5.122) 355,165 499,845
Profit for the year - - - 49,386 49,386
Recognition and transfer of cash flow hedges - - (4,823) - (4.823)
Tax on items taken directly to'equity - - 603 - 603
Total comprehensive income for the year - - (4.220) '49,386 45,166
Share-based payment - - - 6,186 6,186
Tax on items taken directly to equity - - - 318 318
At 30 June 2017 - 149,802 (9,342) 411,055 551,515

The aécompanying notes are an integral part of this Statement of Changes in Equity.
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Notes to the financial statements

1. Accounting policies .

Sky Subscribers Services Limited (the “Company”) is a limited liability company incorporated in the United Kingdom
and registered in England and Wales.

a) Statement of compliance

The financial statements have been prepared in accordance with International Financial Reporting Standards
('IFRS") as adopted by the European Union (“EU") and the Companies Act 2006. In addition, the Company also
complied with IFRS as issued by the International Accounting Standards Board (“IASB").

b) 8a5|s of preparation

The financial statements have been prepared on a gomg concern basis (as set out in the Strategic and Directors’
Report) and on a historical cost basis, except for the remeasurement to fair value of certain financial assets and
liabilities as described in the accounting policies below. The Company has adopted the new accounting
pronouncements which became effective this period, none of which had'a significant |mpact on the Company's
results or Fnanaal position.

The Company maintains a 52 or 53 week fiscal year ending oh the Sunday nearest to 30 Jurie in each year. In fiscal
year 2017, this date was 2 July 2017, this being a 52 week year (fiscal year 2016: 3 July 2016, 53 week year). For
‘convenience purposes, the Company continues to date its financial statements as at 30 JUne.'The Company has
classified assets and -liabilities as current when they are expected to be realised in, or intended for sale or
consumption in, the normal operating cycle of the Company.

The Company has taken advantage of the exemption from preparing the consolidated accounts afforded by section
400 of the Compariies Act 2006, because it is a wholly-owned subsidiary of Sky plc which prepares consolidated
financial statements which are publicly available (see note 24).

c) Foreign currency translation

The Company’s functional currency and presentational currency is pounds sterling. Trading activities denominated
in ‘foreigh currencies are recorded in pounds sterling at the applicable monthly exchange ‘rates. Monetary assets,
. liabilities and commitments denominated in foreign currencies at the balance sheet date are recorded at the rates
of exchange at that date. Non -monetary assets and Ilab|I|t|es denominated in forelgn currencies are translated at
" the exchange rate prevaﬂmg at the date of the initial transaction. Gains and losses on retranslation of assets and
liabilities are included net in the profit or loss for the year.

The assets and liabilities of the Company’s foreign operations are translated at exchange rates prevailing on the
. balance sheet date. Income and expense items are translated at the applicable monthly average exchange rates.
Any exchange differences arising are classified as equity within the foreign currency transiation reserve.

d) Intangible assets

Research expénditure is recognised in operating expense in the Income Statement as the expenditure is incurred.
Development expenditure.(relating to the application of research knowledge to plan or design new or substantially
improved products for sale or use within the business) is recognised as an intangible asset from the point that the -
Company has the intention and ability to. generate probable future economic benefits from the development
expenditure, Fhat the development is technically feasible and that the subsequent expenditure can be measured
_reliably. Any other development expenditure is recognised in operating expense as incurred.

Other intangible assets, which are acquired by the Company separately or through a business combination, are
initially stated at cost or fair value, respectively, less accumulated amortisation and impairment losses.
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Notes to the financial statements (continued)

1. Accounting policies (continued)

d) Intangible assets (continued) _

Amortisation of an intangible asset begins when the asset. is available for use, and is charged to the Income
Statement tHrough operating expense over the asset's useful economic life in order to match the expected pattern -
of consumption of future economic benefits embodied in the asset. Pfincipal useful economic lives used for this
purpose are: )

Trademarks 5 té 25 years straight-line over licence period, as applicable

Internally generated intangible assets 3 to 5 years Straight-line
Software development (external) and 3to 7 years straight-line

software licences

Other intangible assets 1to 5 years straight-line _

If the useful life is indefinite or the asset is not ‘yet available for use, no amortisation is charged and an impairment
test is carried out at least annually. Other intangible assets are tested for impairment in line with accounting policy i
below.

e) Property, plant and equipment (“PPE") )

Owned PPE is stated at cost, net of accumulated depreciation and any impairment losses, (see accounting policy i).
. When an item of PPE comprises major components having different useful economic lives, the components are
accounted for as separate items of PPE. .

Assets held under finance leases, which confer rights and obligations‘similar to those attached to owned assets, are
treated as PPE (see accounting poIicyAm). ‘

The cost of PPE, less estimated residual value, is depreciated in operating expense on a straight-line basis over its
estimated u%eful life. Land, and assets that are not yet available for use, are not depreciated. Principal useful '

economic lives used for this purpose are:

Freehold buildings 25to 40 years

Equipment, furniture and fixtures 3 to 20 years

Assets under finance leases and leasehold Lesser of lease term and the useful economic life of the
improvements : : asset

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 the financing for a qualifying asset is part of the Group’s general borrowings, the interest cost to
be capitaliséd is calculated based upon the weighted average cost of borrowing to the Group (excluding the
interest on any borrowings specific to any qualifying assets). This is then applied to the expenditures on the asset.

All other borrowing costs are recognised in profit or loss in the period to which they relate..
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Notes to the financial statements (continued)
1. Accounting policies (continued)

f) Derivative financial instruments and hedging activities
The Company uses derivative financial instruments to hedge its exposure to fluctuations in foreign exchange rates.

Derivatives are held at fair value from the date on which a derivative contract is entered into. Fair value is defined as
_ 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 under IFRS 13 “Fair Value Measurement”. The Company calculates a
separate credit valuation adjustment (‘CVA") or debit valuation adjustment (DVA) for each derivative based upon
the net position for each counterparty relationship. The Company calculates the CVA where it has a net asset
position using a quoted credit default swap curve for the counterparty and calculates the DVA where it has a net
liability position using an industry proxy credit default swap curve for the Company. The fair value of derivative
financial instruments is calculated by discounting future cash flows with reference to the benchmark Libor curve,

adjusted by the relevant credit defaulit swap curve.

Certain derivatives held by the Company which relate to highly probable forecast transactions ("hedged items”),
which meet qualifying criteria under IAS 39 “Financial Instruments: Recognition and Measurement” ("IAS 39"), are
designated as cash flow hedges, and are subject to cash flow hedge accounting. Certain other derivatives held by
the Company do not meet the qualifying criteria for recognition for accounting purposes as hedges; despite this
being their economic function. Changes in the fair values of these derivatives are recognised immediately in the
income statement. The Company does not hold or issue derivatives for speculative purposes. '

i. Derivatives that qualify for cash flow hedge accounting

Changes in the fair values of derivatives that are designated as cash flow hedges (“cash flow hedging instruments”)
are initially recognised in the hedging reserve. Amounts accumulated in the hedging reserve are subsequently
recognised in the income statement in the periods in which the related hedged items are recognised in the income
statement. ’

At inception, the effectiveness of the Company's cash flow hedges is assessed through a comparison of the
principal terms of the hédging instrument and the underlying hedged item. The ongoing effectiveness of the
Company’s cash flow hedges is assessed using the dollar-offset approach, with the expected cash flows of hedging
. instruments being compared to the expected cash flows of the hedged items. This assessment is used to
demonstrate that each hedge relationship is expected to be highly effective on inception, has been highly effective
in the period and is expected to continue to be highly effective in future periods. The measurement of hedge
ineffectiveness for the Company’s hedging instruments is calculated using the hypothetical derivative method, with
the fair values of the hedging instruments being compared to those of the hypothetical derivative that would result
in the designated cash flow hedge achieving perfect hedge effectiveness. The excess of the cumulative change in
the fair value of the actual hedging instrument compared to that of the hypothetical derivative is deemed to be
hedge ineffectiveness, which is recognised in the income statement.

The Company uses a range of 80% to 125% for hedge effectiveness, in accordance with IAS 39, and any relationship
which has effectiveness outside this range is deemed to be ineffective and hedge accounting is suspended.

When a cash flow hedging instrument expires, is terminated or is exercised, or if a hedge no longer meets the
quahfymg criteria for hedge accounting, any cumulatlve gain or loss existing in the hedging reserve at that time
" remains |n the hedging reserve and is recogmsed when the forecast transaction is ultimately recognised in the
income statement, provided that the underlying transaction is still expected to occur. When a forecast transaction
is no longer expected to occur, the cumulative gain or loss that was reported in the hedging reserve is immediately
recognised in the income statement and all future changes in the fair value of the cash flow hedging instruments

are immediately recognised in the income statement.
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Notes to the financial statements (continued)
1. Ac;oynting policies (continued)

g) Inventories
Raw materials, consumables and goods held for resale are valued at the lower of cost and nét realisable value-
("NRV"). The cost of raw materials, consumables and goods held for resale is recognlsed through the operating
expense line of the i income statement on a first-in-first-out basis.

h) Financial assets and liabilities

Directly attributable transaction costs are mcluded in the initial measurement of financial assets and liabilities only
with respect to those assets and liabilities that are not subsequently measured at fair value through profit and loss. »
At each balance sheet date, the Company assesses whether there is any objective evidence that any financial asset
is impaired. Financial assets and liabilities are recognised on ‘the Company’s Balance Sheet when the Company
becomes a party to the contractual provisions of the financial asset or liability. Financial assets are derecognised
from the Balance Sheet when the Company’s contractual rights to the cash flows expire or the Company transfers
substantially all the risks and rewards of the financial asset. Financial Iiabilit.ies are derecognised from the '
Company’s Balance Sheet when the obliga&ion, specified in the contract is discharged, cancelled or expires.

i. Trade and other recejvables .

Trade and other receivables are non-derivative financial assets with fixed or determinable payments and, where no
‘stated interest rate is applicable, are' measured at the original invoice amount, if the effect of discounting is
immaterial. Where discounting is material, trade and other receivables are measured at amortised cost using the
effective interest method. An allowance account is maintained to reduce the carrying value of trade and other
receivables for impairment losses identified from objective evidence, with movements in the allowance account,
either from increaséd impairment losses or reversals of impairment Iosées, being recognised in th\e income statement.

ii. Cash and cash equivalents ,

Cash and cash equivalents include cash in hand, bank accounts, deposits receivable on demand and deposits with
maturity dates of three months or less from the date of inception. Bank overdrafts that are repayable on demand
and which form an integral part of the Company’s cash management are included as a component of cash and cash

equuvalents

iii. Trade and other payables

Trade and other payables are ‘non-derivative financial liabilities and are measured at amortised cost using the
effective interest method. Trade and other payables with no stated interest rate are measured at the original
invoice amount if the effect of discounting is immaterial. '

iv. Borrowings

Borrowings are recorded as the proceeds received, net of direct issue costs. Finance charges including any premium
payable on settlement or redemption and direct issue costs, are accounted for on an accruals basis in the income
Statement using the effective interest method and are added to the carrying amount of the underlying instrument
to which they relate, to the extent that they are not settled in the period in which they arise.

\

v. Investment in subsidiaries

* Aninvestment in a subsidiary is recognised at cost less any provision for impairment. As permitted by section 133 of
the Companies Act 2006, where the relief afforded under section 131 of the Companies Act 2006 applies, cost is the
aggregate of the nominal value of the relevant number of the Company’s shares and the fair value of any other
consideration given to acquire the share capital of the subsidiary undertakings.

7
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Notes to the financial statements (continued)

1 Accounting policies (continued)

i) Impairment

At each balance sheet date, in accordance with IAS 36 “Impairment of Assets”, the Company reviews the carrying
amounts of all its assets excluding inventories (see accounting policy g), financial assets (see accounting policy h)
and deferred tax (see accounting policy n) to determine whether there is any indication that any of those assets
have suffered an impairment loss.

An impairment is recognised in the Income Statement whenever the carrying amount of an asset or its cash
generating unit exceeds its recoverable amount. The recoverable amount is the greater of net selling price, defi ned
as the fair value less costs to sell, and value in use. In assessing value in use, the estlmated future cash flows are
discounted to their present value’ usnng a pre-tax discount rate that reflécts current market assessments of the
time value of money and risks specific to the asset. Where it is not possible to estimate the recoverable amount of
an individual asset, the Company estimates the recoverable amount of the cash generating unit to which the asset
belongs. Impairment losses recognised in respect of cash generating units are allocated first to reduce the carrying
amount of any goodwill allocated to those units, and then to reduce the carrying amount of other assets in Fhe unit

on a pro-rata basis.

An impairment loss for an‘individual asset shall be reversed if there has been a change in estimates used to
determine the recoverable amount since the last impairment loss was recognised and is only reversed to the extent
“that the asset’s carrying amount does not exceed the carrying amount that would have been determined, net of

depreciation or amortisation, if no impairment loss had been recognised. .

j)) Provisions

Provisions are recognised when the Company has a probable, present legal .or constructive obligation to make a
transfer of economic benefits as a result of past events where a reliable estimate is available. The amounts
recognised represent the Company’s best estimate of the transfer of benefits that will be required to settle the
obligation as of the balance sheet date. Provisions are discounted if the effect of the time value of money is
material using a pre-tax market rate adjusted for risks specific to the liability. '

k) Revenue recognition

Revenue, which excludes value added tax, represents the gross |nﬂow of economic benefit from the Companys
operating activities, and is measured at the fair value of the consideration received or receivable. The Company’s
main sources of revenue are derived from intercompany revenue earned from the provision of call centre services to
other Group companies and from Irish customers.

1) Employee benefits

Wages, salaries and social security contributions .
Wages, salaries, social security contributions, bonuses payable and non-monetary benefits for current employees
are recognised in the Income Statement as the employees’ services are rendered.

Pension Obligations

The Company provides pensions to eligible employees through deﬁned contribution schemes. The amount charged
to the Income Statement in the year represents the cost of contributions payable by the Company to the schemes in
exchange for employee services rendered in that year. The assets of the schemes are held independently of the
Company.

Termination benefits

Termination beneﬁt§ are recognised as a liability when, and only when, the Company has a demonstrable
commitment to terminate the employment of an employee or grodp of employees before the normal retirement
date or as the result of an offer to encourage voluntary redundancy.
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Notes to the financial statements (continued)

1. Accounting policies (continued)
‘I) Employee benefits (continued)

Equity Compensation Benefits
The Company issues equity-settied share-based payments to certain employees which must be measured at fair
value and 'recc_)gnised as an expense in the Income Statement with a cdrresponding increase in equity. The fair values
of equity-settled payments are measured at the dates of grant using option-pricing models, taking into account the
terms and conditions upon which the awards are granted. The fair value is recognised over the period during which
" employees become unconditionally entitled to the awards, subject to the Company’s estimate of the number of
awards which will be forfeited, either due to employees leaving the Company prior to vesting or due to non-market
based performance conditions not being met. Where an award has market-based performance conditions, the fair
value of the award is adjusted for the probability of achieving these via the option pricing model. The total amount
recognised in the Income Statement as an expense is adjusted to reflect the actual number of awards that vest,
except where forfeiture is due to the failure to meet market-based performance measures. In the event of a
cancellation, whether by the Company or by a participating employee, the compensation expense that would have
been recognised over the remainder of the vesting period is recognised immediately in the income statement.

m) Leases .
Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and
rewards incidental to ownership of the asset to the lessee. All other leases are classified as operating leases.

When the Company is lessor, sublease income from operating leases is recognised on a straight-line basis over the term of
the lease. Assets which are provided under operating lease arrangements are recognised as assets within property, plant
and equipment. The assets remain in the economic cwnership of the Group for the duration of the lease, and are

depreciated over their useful economic lives.

When the Company is lessee, assets held under finance leases are recognised as assets of the Company at their fair
value on the date of acquisition, or, if IoWer, at the present value of the minimum lease paymenté. The corresponding
liability to the lessor is included in the Balance Sheet as a finance lease obligation. Lease payments are apportioned
between finance charges and reductions of the lease obligation so as to achieve a constant rate of interest on the
remaining balance of the liability. ' ‘ ' '

The lease expense arising from operating leases is charged to the Income Statement on a straight-line basis over the
term of the lease. Benefits received and receivable as incentives to enter into operating leases are recorded on a
straight-line basis over the lease term.

n) Tax, including deferred tax
The Company'’s liability for current tax is based on taxable profits for the year, and is calculated using tax rates that
have been enacted or substantively enacted at the balance sheet date.

Deferred tax assets and liabilities are recognised using the balance sheet liability method, providing for temporary

. differences between the carrying amounts of assets and liabilities in the Balance Sheet and the corresponding tax
bases used in the computation of taxable profits. Taxable temporary differences arising from goodwill and the initial
recognition of assets or liabilities that affect neither accounting profit nor taxable profit are not provided for.
Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries and
associates, and interests in joint ventures, except where the Company is able to control the reversal of the
temporary difference and it is probable that the temporary difference will not reverse in thé foreseeable future. The
amount of deferred tax provided is based on the expected manner of realisation or settlement of the carrying
amount of assets and liabilities, using tax rates that have been enacted or substantively enacted at the balance
sheet date. : e
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"Notes to the financial statements (continued)

1. Accounting policies (continued)
n) Tax, including deferred tax (continued)

The carrying amount of deferred tax assets is reviewed at each balance sheet date and adjusted to reflect an
amount that is probable to be realised based on the weight of all available evidence. Deferred tax is calculated at
the rates that are expécted to apply in the period when the liability is settled or the asset is realised. Deferred tax
assets and liabilities are not discounted. Deferred tax is charged or credited in the Income Statement, except where
it relates to items charged or credited directlv to equity, in which case the deferred tax.is also included within equity.
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 tax authority and the
Company intends to settle its current tax assets and liabilities on a net basis.

o) Distributions to equity shareholders
Dividends are recognised in the retained earnings reserve in the year in which they are declared.

.

P) Accountmg Standards, mterpretatlons and amendments to exustlng standards that are not yet effective
The Company has not yet adopted certain new standards, amendments and interpretations to eX|st|ng standards, which
have been published but are only effective for accounting periods beginning on or after 1 July 2017. These new
pronouncements are listed below: The Directors are currently evéluating the impact Q'f the adoption of these
standards, amerjdments and interprétations in future periods.

e Amendments to IAS 7 ‘Disclosure Initiative’ (effective 1 January 2017)* '

. Amendments to IAS 12 ‘Recognition of Deferred Tax Assets for Unrealised Losses’ (effective 1 January 2017)*
'o Amendments to IFRS 2 ’Share—bdsed Payments’ (effective 1 JanLIJary 2018)*

e IFRIC 22 ‘Foreign Currency Transactions and Advanced Consideration’ (effective 1 January 2018)*

o Amendments to IFRS 4 ‘Insurance contractsA'(effective 1 January 2018)*

e Amendments to IAS 40 ‘Investment Properties’ (effective 1 January 2018)*

e IFRS 15 ‘Revenue from Contracts with Customers’ (effective 1 January 2618) and is effective on the Company
from 1 July 18 onwards. )

When IFRS 15 is adopted, it can be applied either on a fully retrospective basis, requiring the restatement of the
comparative periods presented in the financial statements, or with the cumAulative impact of IFRS 15 applied as ‘
an adjustmerlwt to equity on the date of adoption; when the latter approach is applied, it is necessary to disclose
the impact of IFRS 15 on each line item in the financial statements in the reporting period. The Company has not
yet determined which method will be adopted.

IFRS 15 provides a single, principles based five-step model to be applied to all contracts with cdstomers:
- Identify the.contract with the customer
- Idedtiﬁ/ the performance obligations in the contract, introducing the new conceﬁt of ‘distinct’
- Determining the transaction price A

- AIIocating the transaction price to the performance obligations in the contracts, on a relative stand-
alone selling price basis

- Recognise revenue when (or as) the entity satisfies its performance obligation
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Notes to the financial statements (continued)

1. Accounting policies (continued) ‘

P) Accounting Standards, interpretations and amendments to existing standards that are not yet effective
(continued) '

IFRS 15 also introduces new guidance on, amongst other areas, combining contracts, discounts, variable
consideration, contract modifications and requires that certain costs incurred in obtaining and fulfilling customer
contracts be deferred on the balance sheet and amortised over the period an entity expects to benefit from the
customer relationship ‘ '

In the curre|\'1t year, management has conducted a detailed accounting scoping analysis across each of the
Company's operating segments and across the products and services withi;\ the Company's revenue streams.
Management has also assessed accounting irriplementation approaches for each revenue stream in each segment
based on the potential materiality, complexity and volatility of impacts. ’

Qualitatively, management currently expects the following impécts:

- TheCompany's revenue recognition for bundled subscription products will no longer be limited to césh
received or consideration receivable for a delivered element. As a result, the Company will bring forward
revenue for distinct producté and services delivered at the start of a subscription contract, where the
price charged for those performance obligations is lower than the standalone selling price. This will
correspondingly reduce subsequent subscription revenue ~across the remainder of the customer
.contract, but will not change revenue recoghised in total or the amount or timing of associated cash

flows

- Where product or service discounts reduce the total consideration for a customer’s bundle, the
revenue which will be brought forward for upfront deliverables will be reduced. The impaét of discounts
will be spread over the minimum contract period. There is also new guidahce regarding how and to
which products discounts should be allocated, which may result in differences to current treatments

- Under the guidance as to what constitutes distinct performance obligations, there rhay be differences
compared to what the Company currently considers to be separately identifiable deliverables.
Management will also need to consider any associated cost implications of any differences

- Under the guidance regarding contract modifications, the accounting for contract modifications not
made at standalone sales price, is expected to differ compared to current accounting treatments

- There may be certain costs to obtain customer contracts that will require capitalisatidn and
amortisation over the -period the Company expects to benefit from the customer relationship,
compared to being expensed as incurred, as currently

- Existing Principal versus Agent judgements require evaluation against new guidance. Should current
judgements change, this could significantly change gross revenue and cost, but with no expected -
- impact on operating profit

- The phasing of revenue for long-term contracts may vary compared to current treatments
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Notes to the financial statements (continued)

1. Accounting policies (continued)
p) Accounting Standards, interpretations and amendments to existing standards that are not yet effective

(continued)

e IFRS 9 ‘Financial Instruments’ (effective 1 January 2018) and is effective on the Company from 1 July 2018

onwards.

The standard is expected to impact the classification and measurement of financial instruments and is
expected to require certain additional disclosures.

It introduces an ‘expected credit loss’ model for the measurement of the impairment of financial assets, so
it is no longer necessary for the credit event to have occurred before a credit loss is recognised.

It also introduces a new hedge accounting model that is designed to more closely align with how entities
undertake risk management activities when hedging financial and non-financial risk exposures..

The Company is currently assessing the impact of the accounting changes that will arise under IFRS 9.
e IFRS 16 ‘Leases’ (effective 1 January 2019)* and is effective on the Company from 1 July 2019 onwards

When IFRS 16 is adopted, it can be applied either on a fully retrospective basis, requiring the restatement of
the comparative periods presented in the financial statements, or within the cumulative retrospective
impact of IFRS 16 applied as an adjustment to equity on the date of adoption; when the latter approach is
applied it is necessary to disclose the impact of IFRS 16 on each line item in the financial statements in the
reporting period. Depending on the adoption method that is utilised, certain practical expedients may be
applied on adoption. The Company has not yet determined which method will be adopted.

IFRS 16 replaces IAS 17 ‘Leases’ and will primarily change lease accounting for lessees; Iessor accounting
under IFRS 16 is expected to be similar to lease accounting under IAS 17.

Where a contract meets IFRS 16's definition of a lease and new associated guidance, where the Company
acts as a lessee, lease agreements will give rise to the recognition of a non-current asset representing the
right to use the leased item, and a loan obligation for future lease payables on the Company’s balance
sheet. ' ' ' '

Lease costs will be recognised in'the form of depreciation of the right to use asset and interest on the
-lease liability, which may impact the phasing of operating profit and profit before tax, compared to existing
~cost profiles and presentation in income statement, and will also impact the classification of associated

cash flows. ' '

The Company is currently assessing the impact of the accounting changes that will arise under IFRS 16.
Lessee accounting under IFRS 16 will be similar in many respects to existing IAS 17 accounting for finance
leases, but is expected to be substantively different to existing accounting for operating leases.

e IFRS 17 'Insurance Contracts’ (effective 1 January 2021)*

*hot yet endorsed for use in the EU

.
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Notes to the financial statements (continued)

1. Accounting policies (continued)

q) Critical accounting policies and the use of judgement and estimates

Certain accounting policies are considered to be critical to the Company. An accounting policy is considered to be
critical if, in the Directors’ judgement, its selection or application materially affects the Company’s financial pesition
or results. Below is a summary of the Compan\/s' critical accounting policies and details of the key areas of
judgement that are exercised in thelr application.

(i) Revenue (see note 2) ;
— Selecting the appropriate timing for, and amount of, revenue to be recognlsed requires judgement. This may
involve estimating the fair value of consideration before it is received. '

— Judgement is required in detérmining which products constitute a bundle, and how revenue is allocated to
products within the bundle. When the Company sells a set-top box, installation or service and a subscription in one
bundled transaction, the total consideration from the arrahgement is allocated to each element based on its
relative fair value The fair value of each individual element is determined using vendor specific or third party

evidence.

— The amount of revenue the Company recognises for delivered elements is limited to the cash received or

_consideration receivable. Discounts are allocated to products on a pro-rata basis according to relative fair values,
except where there is observable evidence that the discount relates to one or more, but not all, products within the
bundle, so as to faithfully represent the commercial substance of the transaction.

— Judgement is also required in evaluating the likelihood of collection of customer debt after revenue has been
recognised. This evaluation requires estimates to be made, including the level of provision to be made for amounts
with uncertain recovery profiles. Provisions are based on historical trends in the percentage of debts which are not

recovered or on more detailed reviews of individually significant balances. '

(i) Tax, including deferred tax.(see notes 7 and 1)

— The Company’s tax charge is the sum of the total current and deferred tax charges. The calculation of the
Company's total tax charge necessarily involves a degree of estimation and judgement in respect of certain items
whose tax treatment cannot be finally determined until resolution has been reached with the relevant tax authority
or, as appropriate, through a formal legal process.

— Provisions for tax contingencies require management to make judgements and estimates in relation to tax audit
issues and exposures. Amounts accrued are based on management's interpretation of country-specific tax law and
the likelihood of settlement. Tax benefits are not recognised unless it is probable that the tax positions will be
sustained. Once considered to be probable, managenrlent reviews each material tax benefit to assess whether a
provision should be taken against full recognition of the benefit on the basis of the likely resolution of the issue
through negotiation and/or Iltlgatlon

— The amounts recognised in the fi nancxal statements in respect of each matter are derived from the Company’s
best estimation and judgement, as described above. However, the inherent uncertainty regarding the outcome of
these items means the eventual resolution could differ from the provision and in such event the Company would be
required to make an adjustment in a subsequent period which could have a material impact on the Company’s profit
and loss and/or cash position.
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Notes to the financial statements (cont‘inued)
1. Accounting policies (continued)

q) Critical accounting policies and the use of judgement and estimates (continued)
(i) Tax, mcludmg deferred tax (see notes 7 and 11) (continued)

- The key area of judgement in respect of deferred tax accounting is the assessment of the expected timing and
manner of realisation or settlement of the carrying amounts of assets and liabilities held at the balance sheet date.

" In particular, assessment is required of whether it is probable that there will be suitable future taxable profits

against which any deferred tax assets can be utilised.

(iii) Intangible assets and property, plant and equipment (see notes 8 and 9)
— The assessment of the useful economic lives of these assets requires judgement. Depreciation and amortisation
is charged to the Income Statement based on-the useful economic life selected. This assessment requires estimation

-. of the period over which the Company will benefit from the assets.

- Determining whether the carrying amount of these assets has ény indication of impairment also requires

judgement. If an indication of impairment is identified, further judgement is required to assess whether the carrying
amount can be supported by the net presen't value of future cash flows forecast to be derived from the asset. This

‘forecast involves cash flow projections and selecting the appropriate discount rate.

— Assessing whether assets meet the required criteria for initial capltallsatlon requires Judgement This requires a
determination of whether the assets will result in future benefits to the Company. In particular, mtemally generated
intangible assets must be assessed during the development phase to identify whether the Company has the ability
and intention to complete the development successfully.
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Notes to the financial statements (coﬁtinued)

2. Revenue
30 June 2017 30 June 2016
] £000 £'000
Group support s_'ervices revenue R 527,432 548,262
Irish branch revenue , : 397,531 345140
924,963 893,402

Group support services revenue is generated from intercompany recharges for the provision of core management
and call handling services to the rest of the Sky Group (the “Group”). Irish branch revenue relates to revenue from
direct-to-home ("DTH") pay television, broadband and teléphony subscriptions in lreland. All revenue arises from
services provided in the UK and Ireland.

3. Operating expense

30 June 2017 30 June 2016
A £000 £000
Programming S o . 148,106 131100
Sales, general and administration - ) 707,142 . 679,393
‘ ' 855,248 810493
4. Investment income and finance costs
’ - 30 June 2017 30 June 2016
£000 £'000
Investment income ' .
Distribution receivable® ' 1,100 ' 1,078
Finance costs ) _ ) . _ '
Finance lease interest® ‘ . (123) (159)
Remeasurement of derivative financial instruments not qualifying for
hedge accounting o . ‘ ‘ (7.116) (Mm,160)-
' ' (7.239) (11,319) °

(i) During the year, the Company received a distribution of £1,00,000 (2016: £1,078,000) from its investment in
Athena Court Property Unit Trust (see note 10).

(i) Finance lease interést is payable on ﬁnancing arrangements in connection with a building in Dunfermline which
bears interest at a rate of 8.5% (see note 16). The present value of the finance lease liability is £5,486,000 (2016:
£6,666,000) (see note 16). ’ '
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Notes to the financial statements (continued)

5. Profit before tax
Profit before tax is stated after charging:

30 June 2016

30 June 2017
£000 £000
Cost of inventories récognised as an expense . 205 462
Depreciation and impairment of property, plant and equipment 7,185 8,662
Amortisation and impairment of intangible assets 19,548 21,40§
Rentals on operating leases and similar arrangements 6,187 ' 8,147

Foreign exchange

Foreign exchange losses.recognised in the Income Statement during the year amounted to £7,103,000 (2016: loss

of £11,155,000).

Audit fees

Amounts paid to the auditor for the audit of the Company’s financial statements of £15,000 (2016: £15,000) were
borne by another Group subsidiary in 2017 and 2016. No amounts for other services have been paid to the auditor.

6. Employee benefits and key management compensation

a) Company employee benefits

30 June 2016

30 June 2017
. £000 £000
Wages and salaries 270,201 238140
Social security costs 22,942 20,504
Costs of employee share option schemes® 6,186 4,941
Contributions to the Sky plc pension scheme (“the Pension Plan”)(® 12,713 9,577
' ' 312,042 273162

(i) The expense recognised for employee share option schemes relates wholly to equity-settled share-based
payments.’ ' ’ ) '

(i) Sky plc ("Sky”) operates defined contribution. pension schemes. The pension chai’ge for the year represents the
cost of contributions payable by the Company to the schemes during the year. The amount payable to the schemes
at 30 June 2017 was £1,391,000 (2016: £1,286,000)..

The average monthly number of full-time equivalent persons- (including temporary employees) employed by the
Company during the year was as follows: ’

30 June 2017 30 June 2016

Customer service, sales and marketing 8,557 7521
Transmission and technology - 480
Management and administration 986 455
Channels and services 130 136
9,673 8592

b) Key management compensation

The Directors did not receive any remuneration during the year (2016: £nil) in
Company, including in relation to the cost of employee share option schemes.
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Notes to the financial statements (contihued)

7. Tax .
a) Taxrecognisedin the Income Statement )
: 30 June 2017 .30 June 2016
£000 £'000
" Current tax expense ' ,
Current year 14,803 16912 -
Adjustments in respect of prior years. (452) (1,356)
Total current tax 14,351 15,556
Deferred tax (credit)/expense
Origination and reveréal of tempofary differences ' (649) 93
Adjustment in respect of prior years . 488 395
Total deferred tax ~ : ‘ | ' . (161) 488
Tax : ‘ 143190 16,044
b) Tax recognised directly in equity )
‘ 30June2017  30June2016
_ £000 £'000
Current tax credit relating to share-based payments A 141 724
‘Deferred tax credit (charge) relating to share-based payments. 177 1.044)
Deferred tax credit relating to cash flow hedges 603 ’ 7208
' ' 921 6,888 -

¢)  Reconciliation of effective tax rate .

N

The tax expense for the year is higher (2016: higher) than the expense that would have been charged using the
blended rate of corporation tax in the UK 19.75% (2016: 20%) applied to profit before tax. The applicable or
substantively enacted rate of UK corporation tax for the period was 19.75% (2016: 20%). The differences are

éxplained below: L

/

30 June 2017 30 June 2016
£000 £'000
Profit before tax : : - A 63,576 72,668
Profit before tax multiplied by blended rate of corporation tax in the UK of
19.75% (2016: 20%) 12,556 14534
Effects of:
Non-deductible expense 2,908 3,697
Non-taxable income - : (2215 : (74)
N'th (decrease) increase in respect of share-based payments ’ ) . (180) 297
Change in corporation tax rate ‘ . . 361 219
" Effect of branch exemption ' - (1.270) (1,666)
Adjustments in respect of prior years . ) ) 36 (963)
Tax - , 14,190 16,044
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Notes to the financial statements (cont‘injued)'

8. Intangible assets

Internally

Software  Software ~ Other Internally  Acquired Total
generated development licences intangible generated intangible
intangible ° (external) assets  assetsnot assets
assets yet not yet
) 3 available available
' foruse foruse -
£'000 £000 £000 £000 £000 ~ _£000 £000
Cost . ' .
At 1July.2015 68,195 132150 23719 3817 204 81,987 310,072
Additions 14,840 1254 857 ms 1550 17,317 36933
Disposals - 1,491y (668) anz - - - (3276)
Transfers 3 101 - - 3. Qomn -
At 30 June 2016 81,575 132,837 23,459 4,932 1,723 99,203 343,729
Additions 9,021 1,462 2,373 409 - 19,632 32897
Disposals ' 81 (50) (1,000) - - - (1231
Transfers 68 48 - : 8 76) (48) -
At 30 June 2017 90,483 134,297 24,832. 5,349 1,647 118,787 375,395
Amortisation . i
At 1 July 2015 31,538 103,479 20,730 1,317 - - 157,064
Amortisation . 12,761 6,236 1,261 1149 - - 21407
Impairment 2 ‘ - - - - - 2
Disposals (1,497 (668) anzy - - - (3276).
At 30 June 2016 42,810 109,047 20,874 2,466 - - 175,197
Amortisation - : 1,683 6,183 ' 889 . 793 - - 19,548
Disposals (81) (50) (1,000) - - - (1,231)
At 30 June 2017 54,312 115,180 20,763 3,259 - - 193,514
Carrying amounts ' ‘ '
At 30 June 2015 36,657 28,671 2989 2500 204 - 81,987 153,008
At 30 June 2016 .+ 38765 23790 2585 2,466 1723 + 99,2203 168,532
19,117 4,069 2,090 1,647 118,787 181,881

At 30 June 2017 36,171

The Company’s internally generated intangible assets relate to software development associated with our customer

management system. The Company’s other intangible assets mainly include copyright licences, customer lists and

relationships. ,

The estimated future annual amortisation charge on intangible assets with finite lives for each of the next five years

is set out below. It is likely that future amortisation will Vary from the figures below as the estimate does not include
the impact of any future investments, disposéls or capital expenditure.

2018 2019 2020 2021 2022
£000 £'000 £000 £000 £000
Estimated amortisation charge 18,513 15,644 l 12,462 8242 - -2,346
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Notes to the financial statements (continued)

9. Property, plant and equipment

Freehold

Leasehold Equipment, Assets not Total
land and improvgments furnitureand  yet available
‘ buildings® ) fixtures foruse
£'000 £000 £'000 £000 £000
Cost )
At 1July 2015 19,270 388 30,839 .222 50,719
" Additions 1,519 279 7218 782 9,798
Disposals ' - - (2827) - (2.827)
Transfers (23) - (68) 91 -
At 30 June 2016 20,766 667 35,162 1,095 57,690
Additions 700 34 1,198 - 1,932
Disposals - (76) (2.245) - (2321
Transfers 13 - 25 (38) -
At 30 June 2017 21,479 625 34,140 1,057 ' 57,301
. . .
Accumulated Depreciation
At 1July 2015 11986 102 2,382 - 14,470
Depreciation 752 47 7,855 - 8,654
Impairment - - 8 - 8
Disposals - - T (2.824) - (2.824)
At 30 June 2016 12,738 149 7.421 - 20,308
Depreciation 783 47 6331 - 7,61
- Impairment - 24 - - 24
_ Disposals - 76) (2245) - C(2321)
At 30 June 2017 13,521 144 11,507 - ~25,172
Carrying amounts '
At 30 June 2015 7284 286 . ’28,457 222 36,249
At 30 June 2016 8,028 518 2774 1,095 37,382
At 30 June 2017 7,958 481 22,633 1,057 32,129

(i) Depreciation was not charged on £634,000 of land (2016: £634,000).

The amounts shown include assets held under finance leases with a net book value of £1,144,000 (2016:
£1,488,000). The cost of these assets was £8,610,000 (2016: £8,610,000) and the accumulated depreciation was
£7,466,000 (2016: £7,122,000). Depreciation charged during the year on such assets was £344,000 (2016:

£345,000).
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10. Investment in subsidiaries R

Details of the investments of the Company are as follows:

. Countryof Description and proportion
Name . Address incorporation of shares held (%)
Direct holdings
. 26 New Street : o .
Athena Court Property Unit Trust Helier Jersey, JE2 3RA UK 95.02% of total units
) Fifth floor, 1 Burlington: Republic of
Sky Ireland Limited Plaza, Burlington Road, P Ireland 1 ordinary share of €1 (100%)

Dublin 4

investments in subsidiaries shown above represent the cost of the shares of the wholly-owned subsidiary
undertakings plus non-current loans advanced, less provisions made for any impairment in value.

On8 September 2008, the entire unit holdings in Athena Court Property Unft Trust (“Trust”) were acquired by the -
Group. The Company acquired 230,737 units, representing 95.02% of the total units in the Trust for £23,169,392.

The remaining 4.98% of the total units in the Trust are held by another Group company.

In 2009 an impairment review was conducted and the value of the asset was reduced to £11,196,000. In the current
and prior periods, the carrying value of the property and the Company’s investment in the Trust were reviewed for
impairment, and no impairments were recorded. '

11. Deferred tax

Recognised deferred tax assets

Accelerated Short- Share-based Financial Total

tax term payments instruments

depreciation temporary temporary temporary

differences differences - differences
£000 £000 £000 €000 . £000
At 1July 2015 3567 177 © 2930 (6,478) 196
Credit (charge) to income 330 188 (1,005) » - (487)
(Charge) credit to equity ‘ - - (1,044) 7208 6,164
At 30 June 2016 3,897 365 ° 881 730 5,873
Credit (charge) to income (315) (109) 585 .- 161
Credit to equity - - a7 603 780
At 30 June 2017 3,582 256 1,643 1,333 ° 6,814

Deferred tax asset split:

30 June 2017 30 June 2016
£000 £000
Gross deferred tax assets 6,814 5873
Net deferred tax asset 6,814 5873

Deferred tax assets have been recognised at 30 June 2017 and 30 June 2016 on the basis that management deems
it probable that there will be suitable taxable profits against which these assets can be utilised.
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11. Deferred tax (continued)

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the periods in which

they reverse. The rates enacted or substéntively enacted for the relevant periods of reversal are: 19% from 1 April

2017 and 17% from 1 April 2020 in the UK (2016: 19%).

.12. Inventories

30June2017 ~ 30June2016
£000 £'000 -
Raw materials and consumables ( 1,705 -3225
13. Tradé and other receivables x ' .
' 30 June 2017 30 June 2016
£000 £000
Gross trade receivables ] 10,175 9,218
Less: provision for impairment of receivables (4,349) (3328)
Net trade receivables ‘ 5,826 5,890
Amounts receivable from the parent company 422,986 222,161
Amounts receivable from other Group companies 109,914 512,505
Amounts owed by oi:her related parties . -316 3
Prepayments 10,631 10937
Accrued income 450 452
Other receivables o - i 31 107
Current trade and other receivables ' 550,154 752,055
The Directors consider that the carrying amount of trade and other receivables approximates their fair value.
The ageing of the Company's net trade receivables which are past due but not impaired is as follows:
30 June 2017 30 June 2016
£000 “£'000
Up to 30 days past due date 1,914 1299
30 to 60 days past due date Lo 17
60 to 90 days past due date - 59
90 t0 120 days past due date 56 27
More than 120 days past due date 357 345
: 2,327 1847
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13. Trade and other receivables (continued)
Provision for doubtful debts

30 June 2017 '30 June 2016

‘ ' £000 . £000
_Balance at beginning of year 4 o . 3328 1,897
Amounts utilised : : ’ g - -
Income Statement charge (credit) ’ 1,021 1431
Balance at end of year ‘ : 4,349 3,328

Trade receivables principally comprise amounts outstanding from customers: The Directors consider that the
carrying amount of trade and other receivables approximates their fair values.

Amounts receivable from immediate parent company
Amounts due from immediate parent company SI_<y UK Limited totalling £422,986,000 (2016: £222,161,000)
represent trade receivables; they are non-interest bearing and are repayable on demand.

Amounts receivable from other Group companies -

There are amounts due from other Group companies totalling £64,810,000 (2016: -£467,401,000) that are trade
receivables; these balances are non-interest bearing and are repayable on demand. The remaining balance of
£45104,000 (2016: £45,104,000) is intercompany loans (see below).

The Company is owed £45104,000 (2016: £45104,000) of non-interest bearing loan receivable from Sky
Operational Finance Limited which is repayable on demand. ) ’ '

"The Co‘mpany is exposed to credit risk on)its trade and other receivables. However, the Combany does not have any -
significant concentrations of credit risk with third parties, as the majority of its receivables are from other Group
companies. No allowances have been recorded against amounts receivable from other Group companies as they
have been assessed to be fully recoverable. ' ‘ ‘

14. Trade and other payables

30 June 2017 30 June 2016

£'000 £'000

Tradepayables | - 39,228 34934
Amounts owed t6 other Group companies . . ' 79,454 330,050
VAT ' o o ’ 1,841 . 13491
Social security and PAYE _ ' - : 5689 5249
Other payables : : 2,099 1,422
Accrudls - ' ‘ 73,296 78730
Deferred income 21,899 - 20072
Current trade and other payables : 223,506 483948
Non-current other payables . ‘ 5,283 412
Total trade and other payables . : ) 228,789 488,060

The Directors consider that the carrying amount of trade and other payables approximates their fair values. Trade
payables principally comprise amounts outstanding for ongoing costs.

Amounts due to other Group companies represent trade payables; they are repayable on demand and are non-
interest bearing. :
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15. Provisions

. At30 Provided Released Utilised  At30 Provided Released Utilised At 30
June ° during during  during June during dufing during' June
2015 the the the 2016 the the the 2017
‘ year year year ‘ year year year .
£'000 £'000 £'000 £'000 £000 £000 - ~‘ £000 £000 £000
Current liabilities E
Restructuring provision® « 1874 . 186 - (1746) 314 1028 - (314) 1,028
Other provision(® 930 1130 47) ' (506) 1,507 843 (584) (810) 956
' 2,804 1316 (47) - (2252) 1821 1,871 (584)  (1.124) 1,984

(i) These provisions relate to costs incurred as part of corporate restructuring and efﬂcienéy programmes.

(ii) These provisions relate to amounts provided for legal disputes.

16. Borrowings

30 June 2017 30 June 2016
£000 £'000
. Current borrowings
Obligations under finance leases . 1.663 1,663
Non-current borrowings
Obligations under finance leases 3,823 5003
Finance leases '
The minimum lease payments under finance leases fall due as follows:
30 June 2017 30 June 2016.
£000 £000
Within one year. 1663 1,663
Between one and two years 1,663 1,663
Between two and three years 1,663 - 1,663
Between three and four years - 1,301 1,663
. Between four and five years ' - 415
After five years - -
6,290 7,067
Future finance charges on finance lease liabilities (804) (407)
Present value of finance lease liabilities 5,486 6,666

" Financing arrangements are in connection with the building in Dunfermline. During the year, repayments of
£1,654,000 (2016: £1,559,000) were.made against the lease. A proportion of these payments have been allocated
against the capital amount outstanding. The lease bears interest at arate of 8.5% and expires in September 2020.
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17. Derivatives and other financial instruments

Set out below are the derivative financial instruments entered into by the Company to manage its interest rate and

foreign exchange risks.

30 June 2017

30 June 2016
Asset Liabilities Asset -Liabilities
Fair value Notional v:::: Notional Fairvalue Notional . Fair value Notional
£000 £000 £000 £000 £000 £'000 £°000 £000
Cash flow hedges:
Forward exchange _ oA '
contracts (4,945) 137,861 1121 121,594 (286) 45837
Derivatives not in
aformal hedge
relationship:
Forward exchang - - (981) 83,472 6204 192101 (437) 32670
contracts . . ) )
Total - - (5.926) 221.333 7325 = 313,695 (723) 78,507
" The maturity of the derivative financial instruments is as follows:
30 June 2017 30 June 2016
Asset Liability Asset Liability
£000 £000 £'000 £'000

In one year or less - (3544) 3903 (612)
Between one and two years - (2,382) 2735 an
Between two and five years - - 687 -
Total ' - (5.926) 7,325 (723)

The Company's portfolio of derivatives is diversified by maturity, counterparty and type. Natural offsets between

transactions within the portfolio and the désignation of certain derivatives as hedges significantly reduce the risk of

income statement volatility.

At 30 June 2017, the carrying value of financial assets that were, upon initial recognition, désignated as financial

assets at fair value through profit or loss was £nil (2016: £nil).

\
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Notes to the financial statements (continued)
17. Derivatives and other financial instruments (continued)

’

Counterparty exposure from all derivatives is managed within credit limits that ensure that there is no significant
risk to any one counterparty. In addition to this deals are only executed with counterparties that have a long-term

réting of "BBB" or better.

Hedge accounting classification and impact

 The Company designates its forward foreign exchahge contracts as cash flow hedges of forecast foreign currency
“sales. Gains or losses are released from the hedging reserve and recycled to the income statement in the same
period as the hedged item is repognised. If forecast transactions are no longer expected.to occur, any amounts
- included in the hedging reserve related to that forecast transaction would be recognised directly in the income
statement. During the current year losses of £1,495000 were removed from the hedg'ing reserve and debited
against revenue in the income statement (2016: gain of £11,681,000). S a

Hedge effectiveness testing is performed quarterly using the dollar-offset approach. The actual movement in the
hedging items is compared with the movement in the valuation of the hypothetically perfect hedge of the
underlying risk at inception, and any ineffectiveness is recognised directly in the income statement. £nil of
ineffectiveness was recognised in the income statement during the current year (2016: £244,000).

A hedge relationship is deemed to be effective if the ratio of éha;nges invaluation of the underlying hedged item and
the hedging instrument is within the range of 80% to 125%. Any relationship which has a ratio outside this range is
deemed to be ineffective, at which point hedge accounting is suspended. During thé year ended 30 June 2017 there
were no instances in which the hedge relationship was not highly effective, all falling within the permitted 80% to
" 125% effectiveness ratio (2016: the‘re were a number of instances in which the hedge relationship was not highly

effective).
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17. Derivatives and other financial instruments (continued)

(a) Carrying value and fair value

The accounting classification of each class of the Company’s financial assets and liabilities, together with their fair

values is as follows:

Total

Derivatives Loans "Other Total
financial and . liabilities carrying  fair values
instruments  receivables } value
£000 £000 £000 . £°000 E'QOO
At 30 June 2017 )
Derivative financial instruments (5.926) - - (5.926) (5.926).
Trade and other payables - - - (194,830) (194,830)- (1§4.830)
O‘bligatio.ns under finance leases - - (5.486) (5.486) (5.486)
Trade and other receivables - 539,523 - 539,523 539,523
" Cash and cash equivalents - 9,821 - 9,821 , 9,821
At 30 June 2016
Derivative financial instruments 6,602 - - ~ 6602 6,602
Trade and other payables - - (445,777) (445,777) (445777)
Obligations under finance leases - - (6,666) (6,666). (6.666)
Trade and other receivables - 7am9 - 741119 74119,
Cash and cash equivalents - - 1’1,527 11,527

1,527

The fair values of financial assets and financial liabilities are determined as follows:

« The fair value of financial assets and financial liabilities with standard terms and condltlons and which are traded

on active liquid markets is determined with reference to quoted market prices;

* The fair value of other financial assets and ﬁnancial liabilities (excluding derivative instruments) is determined in

accordance with generally accepted pricing' models based on discounted cash flow analysis using prices from

observable current market transactions and dealer quotes for similar instruments;

« Foreign currency forward contracts are measured using quoted forward exchange rates and yield curves derived

from quoted interest rates matching maturities of the contracts; and

« The fair value of obligations under finance leases and other borrowings is eStimated by discounting the future cash

flows to net present value. The fair value of short-term deposits and cash and cash equivalents is equivalent to carrying
value due to the short-term nature of these instruments.

The differences between carrying values and fair values reflect unrealised gains or losses inherent in the financial

instruments, based on valuations as at 30 June 2017 and 30 June 2016. The volatile nature of the markets means that

values at any subsequent date could be significantly different from the values reported above.

Cash and cash equivalents classified as loans and receivables mainly comprise investments in AAA rated money

market funds which can be withdrawn without notice.

36 SKY SUBSCRIBERS SERVICES LIMITED



Notes to the financial statements (continued)
17. Derivatives and other financial instruments (continued)

(b) Fair value hierarchy

The following table categorises the Company's financial instruments which are held at fair value into one of three
levels to reflect the degree to which observable inputs are used in determining their fair values: '

Fair value Level 1 Level 2 Level 3
£000 £'000 £000 . £000

At 30 June 2017
Financial liabilities
Financial liabilities at fair value through profit or /o;s
FonNat;d foreign exchange contracts (5.926) - (5926) -
Total _ (5.926) - (5.926) -
At 30 June 2016
Financial assets
Financial assets at fair value through profit or loss °
Forward foreign exchange contracts 7325 - 7325 -
Total ‘ . 7325 - . 7325 -
Financial liabilities
Financial liabilities at fair value through profit of loss
Forwardb foreign exchange contracts - ' - " (723) - (723) -
Total . 723 - - (@23) -

Level1 A

Fair values measured using quoted prices (unadjusted) in active markets for identical assets or liabilities.
Level 2 . _
Fair values measured using inputs, other than quoted prices included within Level 1, that are observable for the

asset or liability either directly or indirectly. Derivative financial instrument fair values are present values determined
from future cash flows discounted at rates derived from market source data.

Level 3
‘ Fair values measured using inputs for the asset or liability that are not based on observable market data.

»
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18. Financial risk management objectives and policies ‘

‘“The Group’s Treasury function is responsible for raising finance for the Company's operations, together with
associated liquidity management and management of foreign exchange, interest rate and credit risks. Treasury
operations are conducted within a framework of policies and guidelines authorised and reviewed by both the Audit
Committee and the Board, which receive regular updates of Treasury activity. Derivative instruments are transacted
fér risk management purposes only. It is the Group’s policy that all hédging is to cover known risks and no
speculative trading is undertaken. Regular and frequent reporting to management is required for all transactions
and exposures, and the internal control environment is subject to periodic review by the Group’s internal audit

team.

The Group’s prlnopal market risks are exposures to changes in interest rates and foreign'exchange rates, which
arise both from the Group’s sources of finance and its operations. Following evaluation of those market rusks the
Group selectively enters into derivative financial instruments to manage these exposures. The principal instruments
currently used are interest fate swaps to hedge interest rate risks, and cross currency. swaps and forward foreign .
exchange contracts to hedge transactional and translational currency exposures. ‘

Capital Risk Management

The. capltal structure of the Company consists of eqwty attributable to equity holders of the parent Company,
comprising issued capital, reserves and retained earnings. Risk and treasury management is governed by the
Group’s policies approved by its Board of Directors.

Credit risk

The Company’s maximum exposure to credit risk on trade receivables is the carrying amounts disclosed in note 13.
Liquidity risk

The Company's financial liabilities are shown in notes 14, 15 and 16.

" The following table analyses the Company’s financial liabilities into relevant maturity groupings based on the
remammg period at the balance sheet date to the contractual maturlty date

The amounts dlsclosed in the table are the contractual undlscounted cash ﬂows The amounts dlsclosed may not
reconcile to the amounts dlsclosed on the Balance Sheet for borrowings, derivative financial instruments, provisions
and trade and other payables.
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18. Financial risk management objectives and policies (continued)

Less than Betweenone Betweentwo ~ More than
12 months and two vears and five years. five years
£000 - £000 £000 £000
At 30 June 2017 - .
Non-derivative financial liabilities _
Trade and other payables " 194,830 e . -
Obligations under finance leases 1663 1,663 2,964 -
Gross settled derivatives ~ . 4 :
Outflow . 147,175 74,159 - C -
Inflow (144,299) (72,865) - -
At 30 June 2016 )
Non-derivative financial liabilities
.Trade and other payables 445777 - - . -
Obligations under finance leases : 1663 ' 1663 3741 - -
Gross settled derivatives ' ]
Cutflow ' 183,517 : 138,346 70,340 - -
Inflow = (187,176) (142991 ' (72,865) -

Foreign exchange risk :
At 30 June 2017, the Company had outstanding commitments to sell, in aggregate, €251900,000 (2016:

€470,600,000) at an average rate of €1.1600 (2016 €1.1663).

As such, the effective portion of the gain or loss on these contracts is reported as a comp‘dnent of the hedging
reserve, outside the income statement, and is then reclassified into the income statement in the same périods that

the forecast transaction affects the income statement.

Foreign exchange sensitivity

The following analysis details the Company’s sensitivity to movements in pounds sterling and against all currencies'

in which it has significant transactions. The sensitivity analysis includes only outstanding foreign currency

denominated financial instruments and adjusts their translation at the period end for a 25% change in foreign

currency rates.

* A 25% strengthening in pounds sterling against the Euro would have a beneficial impact on profit of

£13,117,000 (2016: beneficial impact on profit of £41,747,000). The same move would have a beneficial
impact on cther equity of £27,572,000 (2016: beneficial impact on other equity of £33,486,000).

e A 25% weakening in pounds sterling.against the Euro would have an adverse impact on profit of
£21,862,000. (2016: adverse impact on profit of £69,578,:OOO). The same move would have an adverse
impact on other equity of £45954,000 (2016: adverse impact on other equity of £55,810,000).
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18. Financial risk management objectives and policies (continued)
Foreign exchange sensitivity (continued)

The sensitivity analyses provided are hypothetical only and should be used with caution as the impacts provided are
not necessarily indicative of the actual impacts that would be experienced because the Company’s actual exposure
to nzlarket rates is constantly changing as the Company’s pbrtfolio of fbreign currency and equity contracts changes.
In addition, the effect of a change in a particular market variable on fair values or cash flows is calculated without
considering interrelationships between the various market rates or mit‘igating actions that would be taken by the
Company. The changes in valuatlons are estlmates of the |mpact of changes in market variables and are not a

prediction of future events or anticipated galns or losses. .

19. Share capital

30June2017 30 June 2016 -
£ o

Allotted, called-up and fully paid ‘
5 (2016: 5) ordinary shares of £1(2016: £1) each ' 5 : 5

The'Company has one class of ordinary shares which carry equal voting rights and no contractual right to receive

payment.
30June2017 30 June2016
£ 000 £°000
Share premium ' A 149,802 149,802

Share option and contingent share award schemes

The Company operates various equitx}-settled share option schemes (the “Schemes”) for certain employees, using
shares in the Company’s ultimate parent company, Sky Plc. The share awards outstanding can be summarised as

follows: .
'  30June 2017 30 June 2016

. Number of Number of ordinary

§cheme _ : ordinary shares shares
Sharesave Scheme options (i) N 2,867,466 ' _ 2435415
Management LTIP awards (ii) * 1,036,911 . 889,240
Management Co-Investment LTIP awards (iii) N 108,174 81472
__4,012551 3406127
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- 19. Share capital (continued)

(i) Sharesave Scheme options

All Sharesave Scheme options outstanding at 30 June 2017 and 30 June 2016 have no performance criteria
attached, other than the requirement that the employee remains in employment with the Group. Options granted
under the Sharesave Scheme must.be exercised within six months of the relevant award vesting date.

The Sharesave Scheme is open to all employees across the Group. Options are normally exercisable after either
three or five years from the date of grant. The price at which options are offered is not less than 80%.of the middle-
market price on the dealing day immediately preceding the date of invitation. It is the policy of the Group to make an
invitation fo employees to participate in the scheme following the announcement of the end of year results.

(ii) Management LTIP awards

All Management LTIP awards outsfanding at 30 June 2017 and 30 June 2016 vest only if performance conditione are
met. Awards granted under the Management LTIP must be exercised within five years of the relevant award vesting :
date. ’

The Company grants awards to selected employees under the Management LTIP. Awards under this scheme mirror
the LTIP, with the same performance conditions. Awards exercised under the Management LTIP can only be satisfied
by the issue of market-purchased shares. '

Awards under the scheme are granted in the form of a nil-priced optlon The awards vest in full or in part dependent
on the satusfactuon of specified performance targets. For awards granted from July 2012 onwards, 30% of the award
vested dependent on TSR performance over a three year performance period, relative to the constituents of the
FTSE 100 at the time of grant, and the remaining 70% vested dependent on performance against operational
targets. For awards that vest in 2017, the TSR performance condition was removed during the current year and
replaced with operational performance targets. This was treated as a modification to the relevant awards. The fair
value of the modlf ed equnty—settled share options at the time of modification was calculated using methodologies
that are consistent with'the calculation of the fair value of equity-settled share options granted during the year as
explained in the section titled "Informatlpn for awards granted during the year".

(iii) Management Co-Investment LTIP awards

All Management Co-Investment LTIP awards outstanding at 30 June 2017 and 30 June 2016 vest only if performance
conditions are met. Awards granted under the Management Co-Investment LTIP must be exercised within five years
of the relevant award vesting date. Sky plc grants awards to selected employees under the Management Co-
Investment LTIP. Awards under this scheme mirror the Co-Investment LTIP, with the same performance conditions.

Employees who participate in the plan are granted a conditional award of shares based on the amount they'have
invested in Sky plc shares. The investment will be matched up to a maximum of 1.5 shares for every share invested,
subject to a three-year EPS performance condition.
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19. Share capital (continued)

* The movement in share awards outstanding is summarised in the following table:

Senior Management

Sharesave Scheme' Schemes - Total

Nurﬁber of Weighted Number of Weighted Number of Weighted

sharesunder - Ve8¢ choresunder 2Ve'™8®  haresunder  2Verase

option exercise option . exercise option / exercise

price . price price-
Number £ Number £ Number £

Outstanding at 1 July 2015 2214558 6.54 1,328,334 - . 3542892 £4.09
Granted during the year 936,109 8.17 388,699 - - 1,324,808 £585
Exercised during the year (431,092) 594 ~(675,390) - (1106,482) £2.31
Forfeited during the year (277.895) 733 (44953) - (322,848) £6.35
Expired during the year (6,265) 525 (25978) - (32243) £1.02
Qutstanding at 30 June 2016 2,435,415 7.19 970,712 - 3,406,127 £5.14
Granted during the year 1,650,197 6.88 1249,849 - © 1,900,046 5.98
Exercised during the year (113617) 627 (40,540) - (754157) 594
Forfeited during the year (494,581) 770 (34,936) - (529517) © 719
Expired during the year (9,948) 579 - - (9,948) 579
Outstanding at 30 June 2017 2,867,466 715 1,145,085 - 4,012,551 5N

The weighted average market price of Sky's shares at the date of exercise for share options exercised during the

year was £9.46 (2016: £11.35).

The following table summarises information about share awards outstanding at 30 June 2017:

Sharesave Scheme

Senior management’

schemes Total
2017 . 2017 2017 2017 2017 2017
Weighted Weighted Weighted
average average average
i remaining remaining remaining
- contractual contractual contractual
life life life
Range of Exercise Prices Number - Years Number Years Number Years
£0.00-£1.00 - - 1,145,085 5.21 1,145,085 - 5.21
£5.00 - £6.00 11,544 0.08 - - 11,544 0.08
£6.00-£7.00 1,661,552 3.11 - - 1,661,552 3N
£7.00-£8.00 627,695 1.38 - - 627,695 1.38
£8.00-£9.00 566,675 229 - - 566,675 229
2,867,466 256 1,145,085 5.21 4,012,551 3.3
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19. Share capital (continued)

The following table summarises information about share awards outstanding at 30 June 2016:

Senior management

Sharesave Scheme schemes Total
2016 2016 2016 2016 2016 2016
Weighted Weighted Weighted
average average average
remaining remaining remaining
contractual contractual contractual
_ life life life
Range of Exercise Prices Number Years Number Years Number. Years
£0.00 - £1.00 - - 970,712 5.86 970,712 5.86
£5.00-£6.00 222,081 1.04 - - 222,081 1.04
£6.00-£7.00 629,294 1.46 - - 629,294 1.46
£7.00- £8.00 742,000 237 - - 742,000 237
£8.00-£9.00 842,040 3.30 o~ - 842,040 330
2,435415 233 970,712 5.86 3,406,127 334

The exercise prices of options outstanding at 30 June 2017 ranged from £nil to £817 (2016: £nil to £8.17). For those
outstanding under the Sharesave scheme it was between £5.08 and £8. 17 (2016: £4.33 and £8. 17) and for all
awards outstanding under the Senior Management schemes the exercise price was £nil (2016 £nil). .

Information for awards granted during the year

The weighted average fair value of equity-settled share options granted during the year, as estlmated at the date of
grant, was £9.13 (2016: £11.15). This was calculated using the Black-Scholes share option pricing model except for
awards which have market-based performance conditions, where a Monte-Carlo simulation model was used, and for
grants of nil-priced options, which were treated as the award of a free share. The faif value of nil-priced options
granted during the year was measured on the basis of the market-price of Sky's sharés on the date of grant,
discounted for expected dividends which would not be received over the vesting peridd of the options.

The Monte-Carlo simulation model reflected the historical volatilities of Sky's share price and those of all other -
companies to which Sky's performance would be compared, over a period equal to the vesting period of the awards.

Expected volatility was determined by calculating the historical volatility of the Sky share price, over a period equal
to the expected life of the options. Expected life was based on the contractual life of the awards and adjusted,
based on management'’s best estimate, for the effects of exercise restrictions and behavioural'considerations.

(i) Sharesave scheme

The weighted average fair value of equity-settled share awards grahted during the year under the Sharesave
Scheme, as estimated at the date of grant, was £1.19 (2016: £1.67). This was calculated using the Black-Scholes

share option pricing model.

The following weighted average assumptions were used in calculating these fair values:

30 June 2017 30 June 2016

Share price £8.35 £10.34
Exercise price £6.88 £817
Expected volatility 20.8% 18.2%
Cxpected life ' 3.8 years 3.8 years
Expected dividend ' 3.4% . . . 3.3%
0.2% 1.1%

Risk-free interest rate
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Notes to the financial statements (continued)
19. Share capital (continued) ‘

(i) Senior ManagementSchemes

The weighted average fair value of equity-settled share awards granted during the year under the Senior
Management Schemes, as estimated at the date of grant, was £7.26 (2016: £9.88). The fair value of awards with

market-based performance conditions was calculated using a Monte-Carlo simulation model. Awards granted as nil-
priced options were treated as the award of a free share. For all other awards, fair value was calculated using the

-Black-Scholes share option pricing model!.

The following weighted average assumptions were used in calculating these fair values:

30 June 2017

Cash generated from operations

30 June 2016
Share price £9.09 £N.17 .
Exercise price T P £0.00 ' £0.00
Expected volatility S 20.2% 181%
Expected life 3years 21years
Expected dividend 3.3% 33%
Risk-free interest rate - 0.2% 0.8%
20. Notes to the Cash Flow Statement
Reconciliation of profit before tax to cash generated from operations
' 30 June 30 June
2017 2016
£000 £'000
Profit before tax 63,576 72,667
Depreciation and impairment of property, plant and equipment - 7,185 8,662
Amortisation and impairment of intangible assets 19,548 21,409
" Share-based payment expense 6,186 4941
Finance costs 7,239 11,319
Investment income (1,100) (1,077)
7 102,634 117,921
“Decrease/(increase) in trade and other receivables 187,690 (134,732)
Decrease/(increase) in inventories 1,520 : (1,390)
(Decrease)/increase in trade and other payables (258,429) 51,605
Increasé/(decrease) in provisions 163 (983)
Decrease in derivatives financial instruments 7,705 26,735
41,283 59,156
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Notes to the financial statements (continued) -
21. Contracted commitments, contingencies and guarantees

a) Future minimum exbenditur,e contracted for but not recognised in the financial statements

Between Total at Total at

Less than one and five After five 30 June 30 June

one year . years " years 2017 2016

£000 .£’000 £000 £000 £'000

Property, plant and equipment 375 ' - . - - 375 1222
Intangible assets ‘ 23,380 61,153 ' vl - 84,533 . 71592

Smartcards A 34,968 95,805 - 130,773 189204
Other : 15,441 - 190 . 15,631 27,098
’ 74,164 157,148 ) - - 231,312 289,116

b) Contingencies and guérantees .

The following guarantees are in place relating. to the Group’s borrowings: (a) the Company, Sky UK Limited, Sky
Group Finance plc, Sky Telecommunications Services Limited and Sky CP Limited ("Sky CP") have given jdint and
several guarantees in relation to the Group's £1°billion RCF and outstanding Guaranteed Notes by its ultimate
parent undertaking, Sky plc and (b) the Company, Sky UK Limited, Sky plc, Sky CP and Sky Telecommunications
Services Limited have given joint and several guarantees in relation to the outstanding Guaranteed Notes issued by

Sky Group Finance plc.

22, Operating lease commitments A 4
The minimum lease rentals to be paid under non-cancellable operating leases are as follows:

30 June 2017 30 June 2016

£000 £'000

Within one year ce ‘ ' ' 6,620 . 6,437
Betweeri one and five years ) : ‘ 15,016 15,0M
After five years . ' ’ 4,005 ' 3270
' 25641 - 24,718

All operating leases relate '.to property. The rents payable under these leases are subject to renegotiation at the

various intervals specified in the leases.

t
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Notes to the financial statements (continued)
23. Transactions with related parties

a) Key management
‘The Company has a related party relationship with the Dlrectors of the Company as key management. At 30 June
2017, there were three (2016: two) key managers, all of whom were Directors of the Company. The Directors received
£nil remuneration in respect of their services to the Company (2016: £nil). ’

b) Transactions with the parent company and other Group companies
The Company conducts business transactions with the parent company and other Group companies:

" 30June2017 30 June2016

7 £000 . £'000

Supply of services by the Company to the parent 480,788 482874
Supply of services by the Company to other Group companies 14,971 35,095

For details of amounts owed by and owed to the parent company and other Group companies, see note 13 and 14.

Principal services supplied to the parent company and other Group companies:
- Subscriber management services -
- Conditional access services

The Group's treasury function is responsible for quuidity management across the Company and Group’s operations.
It is standard practice for the Company to lend and borrow cash to and from the parent company and other Group
companies as required. Under this policy, Sky UK Limited has settled liabilities of £681,612,000 (2016 £523,731,000)
on behalf of the Company during the year. -

c) Other transactions with related parties
During the year the Company conducted business transactions with companies that form part of the 21st Century
Fox, Inc. group; a major shareholder in the Company. Amounts outstanding in relation to those transactions with

related parties at 30 June are disclosed in note 13.

24, Ultimate parent undertaking:

The Company is a wholly-owned subsidiary undertaklng of Sky UK Limited, a company incorporated in the United
Kingdom and registered in England and Wales. The Company is ultimately controlled by Sky plc (“Sky”) and operates
together with Sky’s other subsidiaries, as a part of the Group:- Sky plc is the largest and smallest group of which the
Company is amember and for which group financial statements are prepared.

The consolidated financial statements of the Group are available to the public and may be obtained from the
Company Secretary, Sky pic, Grant Way, Isleworth, Middlesex TW7 5QD.
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