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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 2018.

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”). On 9 October 2018 the offer by Comcast Bidco Limited, an indirect wholly-owned subsidiary of Comcast
Corporation, to acquire the entire issued and to be issued share capital of Sky plc became wholly unconditional. As a
result, and as of that date, the ultimate controlling party of the Company is now Comcast Corporation (note 26).

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 48. The profit after tax for the year was
£69,518,000 (2017: £49,386,000). The Company’s shareholder’s equity is £630,483,000 which is higher than at the prior
period end (2017: £551,515,000) 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. For this reason, 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 foreign exchange 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 balance sheet of the Company includes intercompany balances due from related parties. The Company is therefore
exposed to credit risk on these balances. The intercompany balances of the Company are detailed in notes 13 and 14.
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 a £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 foreign currency exchange rates. The Company
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
8,604 (2017: 9,673).

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 they're already making a difference. 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 ROl 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,

e

CJTaylor
Director

Grant Way
Isleworth
Middlesex
TW7 5QD
ﬂA November 2018
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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 (2017: £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 concemn

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 himself/herself 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 5'*{ November2018.

On Behalf of the Board,

CJTaylor
Director

Grant Way
Isleworth
Middlesex
TW7 5QD

XI November 2018
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Statement of Directors’ responsibilities

Thedirectors 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 eIectéd 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:

¢ properly select and apply accounting policies; "

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

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

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

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

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 of Sky Subscribers Services Limited (the ‘company’):
e give a true and fair view of the state of the company’s affairs as at 30 June 2018 and of its profit for the year then
ended;
e have been properly prepared in accordance with International Fiinaricial Reporting Standards (IFRSs) as adopted
by the European Union and IFRSs as issued by the International Accounting Standards Board (IASB); 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:
¢ 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 26.

e ¢ o o o

The financial reporting framework that has been applied in their preparation is applicable law and 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 Financial Reporting Council's (the ‘FRC's") Ethical Standard, and we have
fulfilled our other ethical responsibilities 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
» thedirectors have not disclosed in the financial statements any identified material uncertainties that may cast
significant doubt about the company’s ability to continue to adopt the going concern basis of accounting for a
period of at least twelve months from the date when the financial statements are authorised for issue.

We have nothing to report in respect of these matters.

Other information

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

not express any form of assurance conclusion thereon.
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 knowtedge obtained
6 SKY SUBSCRIBERS SERVICES LIMITED
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Auditor’s report (continued)

in the audit or otherwise appears to be materially misstated. If we identify such material inconsistencies or apparent
material misstatements, we are required to determine whether there is a material misstatement in the financial
statements or a material misstatement of the other information. If, based on the work we have performed, we conclude

that there is a material misstatement of this other information, we are required to report that fact

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

Responsibilities of directors ;

As explained more fully in the directors’ responsibilities statement, the directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true and fair view, and for such internal control as the
directors determine is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

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

do so.

Auditor’s responsibilities for the audit of the financial statements

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

www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor’s report.

Report on other legal and regulatory requirements

Opinions on other matters prescribed by the Companies Act 2006

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

e 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

e the strategic report and the directors’ report have been prepared in accordance with applicable lega!
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.
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Auditor’s report (continued) |

Matters on which we are required to report by exception )
Under the Companies Act 2006 we are required to report in respect of the following matters if, in our opinion:
e adequate accounting records have not been kept, or returns adequate for our audit have not been received from
branches not visited by us; or
the financial statements are not in agreement with the accounting records and returns; or
certain disclosures of directors’ remuneration specified by law are not made; or
we have not received all the information and explanations we require for our audit.

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

Use of our report A

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies
Act 2006. Our audit work has been undertaken so that we might state to the company’s members those matters we are
required to state to them in an auditor’s report and for ho other purpose. To the fullest extent permitted by law, we do not
accept or assume responsibility to anyone other than the company and the' company’s members as a body, for our audit

work, for this report, or for the opinions we have formed.

1.7

Jon Young FCA (Senibr Statutory Auditor)
For and on behalf of Deloitte LLP
Statutory Auditor

London, United Kingdom

1\ November 2018
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Income Statement
For the year ended 30 June 2018

Notes 30 June 2018 30 June 2017

£'000 £000

Revenue 947,346 924,963
Operating expense (878,323) (855,248)
Operating profit 69,023 69,715
Investment income 4 1,100 1,100
Finance costs 4 (605) (7239
Profit before tax 5 69,518 63,576
Tax 7 (13,765) (14,190)
Profit for the year attributable to equity shareholder 55,753 49,386

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

All results relate to continuing operations.
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Statement of Comprehensive Income
Forthe year ended 30 June 2018

30 June 2018 30 June 2017
£'000 £'000
Profit for the year attributable to equity shareholder 55,753 49,386
Other comprehensive income
Amounts recognised directly in equity that may subsequently be
recycled to the income statement
Gain/(Loss) on cash flow hedges (see note 17) 270 (6,318)
Tax on cash flow hedges (see note 7) (34) 790
236 (5528)
Amounts reclassified and reported in the income statement
Gain on cash flow hedges (see note 17) 5,676 1,495
Tax (charge) on cash flow hedges (see note 7) (709) (87)
4,967 1,308
Other comprehensive loss for the year (net of tax) 5,203 (4.220)
Total comprehensive gain for the year attributable to equity
60,956 45,166

shareholder

All results relate to continuing operations.
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Balance Sheet
As at 30 June 2018

Notes 30 June 2018 30 June 2017
£'000 £'000
Non-current assets ]
Intangible assets 8 209,352 181,881
Property, plant and equipment 9 28,487 32129
Investment in subsidiaries ] 10 11,196 11,196
Deferred tax assets n 5,481 6,814
Other Prepayments 171 -
Derivative financial assets 17 - -
254,687 232,020
Current assets
Inventories 12 502 1,705
Trade and other receivables 13 593,089 550,154
Cash and cash equivalents : 10,323 9,821
Derivative financial assets 17 - -
603,914 561,680
Total assets 858,601 793,700
Current liabilities
Borrowings 16 1,643 1,663
Trade and other payables 14 221,593 223506
Provisions 15 9,479 1,984
Derivative financial liabilities 17 2,265 3544
234,980 230,697
Non-current liabilities
Borrowings 16 2,172 3,823
Trade and other payables 14 4,790 5283
Derivative financial liabilities 17 - 2,382
6,962 11,488
Total liabilities 241,942 242185
Share capital 19 - -
Share premium 19 149,802 149,802
Reserves 466,857 401,713
Total equity attributable to equity shareholder 616,659 551,515
Total liabilities and shareholder’s equity 858,601 793,700

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

These financial statements of Sky Subscribers Services Limited, registered number 02340150, were approved by the
Board of Directors on 52 | November 2018 and were signed on its behalf by:

CR Jones Sy
Director /
g/ November 2018
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Cash Flow Statement , . .
For the yearended 30 June 2018

30 June 2018 30 June 2017
Note £'000 £000
Cash flows from operating activities
Cash generated from operations 21 48,394 41,283
Net cash from operating activities 48,394 . 41283
Cash flows from investing activities
Dividends received 4 1,100 1100
Purchase of property, plant and equipment (S04) 2775)
Purchase of intangible assets ‘ 8 (45.,812) (32,897)
Net cash used in investing activities (45,616) (34572
Cash flows from financing activities
Repayment of obligations under finance leases 1,671) (1178)
Interest paid : . (605) (7,239)
Net cash used in financing activities (2,276) 8417
Net increase/(decrease) in cash and cash equivalents 502 (1,706)
Cash and cash equivalents at the beginning of the year 9,821 1,527
Cash and cash equivalents at the end of the year 10,323 9,821

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

All results relate to continuing operations.
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Statement of Changes in Equity
For the year ended 30 June 2018

Share Share Hedging Retained Total
capital premium reserve earmmings shareholder's
equity
£'000 £'000 £'000 £'000 £'000
At 1July 2016 - 149,802 (5.122) 355,165 499,845
Profit for the year - - - 49,386 49,386
Recognition and transfer of cash flow hedges:
-In equity - - (6,318) - (6,318)
- In non-financial assets (basis adjustment) - - 1495 - 1495
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
Profit for the year - - - 55,753 55,753
Recognition and transfer of cash flow hedges:
-1n equity - - 270 - 270
- In'non-financial assets (basis adjustment) - Co- 5676 , - 5676
Tax on items taken directly to equity - - (743) - ’ (743)
Total comprehensive income for the year - - 5,203 85,753 60,956
Share-based payment - - - 3504 3504
Tax on items taken directly to equity - - - 684 684
At 30 June 2018 - 149,802 (4.139) 470,996 616,659

The accompanying 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 private limited liability company, limited by shares,
incorporated in the United Kingdom and registered in England and Wales. The address of the registered office is Grant
Way, Isleworth, Middlesex, TW7 5QD and registered number is 02340150.

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) Basis of preparation

The financial statements have been prepared on a going 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 impact on the Company’s

results or financial position.

The Company maintains a 52 or 53 week fiscal year ending on the Sunday nearest to 30 June in each year. In fiscal
year 2018, this date was 1 July 2018, this being a 52 week year (fiscal year 2017: 2 July 2017, 52 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 Cémpany.

Adjusted measures, which are a type of alternative performance measure, disclosed in the financial statements
exclude items that may distort comparability in order to provide a measure of underlying performance. Such items
arise from events or transactions that fall within the ordinary activities of the Sky Group but which management
believes should be separately identified to help explain underlying performance. Adjusted measures are not defined
terms under IFRS and may not be comparable to similar measures used by other companies.

The Company has taken advantage of the exemption from preparing the consolidated accounts afforded by section
400 of the Companies Act 2006, because it is a wholly-owned subsidiary of Sky plc which prepares consolidated
accounts which are publicly available (see note 25).

c) Intangible assets and Property, plant and equipment (“PPE")

i. Intangible assets

Research expenditure 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 poiﬁt that the
Company has the intention and ability to generate future economic benefits from the development expenditure, that
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.

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
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Notes to the financial statements (continued)

1. Accounting policies (continued)

c) Intangible assets and Property, plant and equipment (“PPE”) (continued)
i. Intangible assets (continued)

Principal useful economic lives used for this purpose are:

Internally generated intangible assets 3 to 5years straight-line
Software development (extemal) and 3 to 7 years straight-line
software licences

Otherintangible assets 1to 5years straight-line

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

ii. Property, plant and equipment (“PPE")

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

The costs of assets comprise the following, where applicable:

. Purchase price, including import duty and non-refundable purchase taxes, after probable trade discounts
and rebates

. Directly attributable costs of bringing the asset to the location and condition necessary for it to be capable
of operating in the manner intended by management, including relevant delivery and logistics costs

Assets held under finance leases, which confer rights and obligations similar to those attached to owned assets, are
treated as PPE.

The cost of PPE, less estimated residual value, is depreciated in operating expensé on a straight-line basis over its
estimated useful 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

15 SKY SUBSCRIBERS SERVICES LIMITED -




Notes to the financial statements (continued)

1. Accounting policies (continued)

c) Intangible assets and Property, plant and equipment (“PPE"”) (continued)

ii. Property, plant and equipment (“PPE") (continued)

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 capitalised 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.

d) Derivative financial instruments and hedging activities
The Company uses derivative financial instruments to hedge its exposure to fluctuations in interest and 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 fairvalue of derivative financial instruments is calculated by discounting future cash flows
with reference to the benchmark LIBOR curve, adjusted by the relevant credit default 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. Other derivatives which hedge changes in fair value of fixed rate financial
instruments and meet the requirements of IAS 39 are designated as fair value hedges. 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. In circumstances in which the derivative used is a currency option, only
changes in the intrinsic value of the option are designated under the cash flow hedging relationship, with all other
movements being recorded immediately in the Income Statement.
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Notes to the financial statements (continued)

1. Accounting policies (continued)

d) Derivative financial instruments and hedging activities (continued)

ii. Derivatives that qualify for cash flow hedge accounting (continued)

Amounts accumulated in the hedging reserve are subsequently recognised in the Income Statement/Statement of
Comprehensive Income when the related hedged item is recognised in the Income Statement/Statement of
Comprehensive Income or in the initial cost or other carrying value of the non-financial asset or liability on the balance
sheet, again being recognised in the Income Statement/Statement of Comprehensive Income in the periods in which
the related hedged items are recognised in the Income Statement/Statement of Comprehensive Income. At
inception, the effectiveness of the Company’s cash flow hedges is assessed through a comparison of the principal
terms of the hedging 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
qualifying criteria for hedge accounting, any cumulative gain or loss existing in the hedging reserve at that time
remains in the hedging reserve and is in the initial cost or other carrying amount of the non-financial asset or liability
on the balance sheet 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.

e) Inventories

Raw materials, consumables and goods held for resale are valued at the lower of cost and NRV. The cost of raw
materials, consumables and goods held for resale is recognised through the operating expense line of the Income
Statement on a first-in-first out basis.

f) Financial assets and liabilities

Directly attributable transaction costs are included 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 liabilities are derecognised from the Company’s Balance Sheet when
the obligation specified in the contract is discharged, cancelled or expires.
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Notes to the financial statements (continued)

1. Accounting policies (continued)

f) Financial assets and liabilities (continued)

i. Trade and other receivables

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 forimpairment losses
identified from objective evidence, with movements in the allowance account, either from increased impairment
losses or reversals of impairment losses, being recognised in the 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 also included as a component of cash and
cash equivalents.

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
towhich they relate, to the extent that they are not settled in the period in which they arise.

v.investment in subsidiaries

An investment 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. '

g) 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 e), assets classified as held-for-sale, financial
assets (see accounting policy f) and deferred taxation (see accounting policy I) 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, defined
as the fair value less costs to sell, and value in use. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that refiects 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 the unit on a pro-rata basis.
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Notes to the financial statements (continued)

1. Accounting policies (continued)

g) Impairment (continued)

An impairment loss for an individual asset or cash generating unit 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.

h) 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.

i) Revenue recognition

Revenue, which excludes value added tax, represents the gross inflow of economic benefit from the Company’s
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.

j) Employee benéﬁts .

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.

Where 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 are recognised as a liability at the earier of when the Company can no longer withdraw the offer
of the termination benefit and when the Group recognises any related restructuring costs, such termination being
before the normal retirement date or as the result of an offer to encourage voluntary redundancy.

The Company issues equity-settled share-based payments to certain employees which are measured at fair value
and recognised as an expense in the Income Statement with a corresponding increase in equity.

The fair values of these 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 vestir{g period is recognised immediately in the income statement
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Notes to the financial statements (continued)

1. Accounting policies (continued)

j) Employee benefits (continued)

Deferred or contingent payments (often referred to as earn-out agreements), arising in business combinations,
which are linked to the future employment of previous shareholders in the post-completion period, are recognised
as employee remuneration costs in operating expense, whereby the expected fair value of subsequent payments is
accrued in accordance with 1AS 19. Employee remuneration is presented in operating activities in the cash flow
statement.

k) 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.

Sub-lease income from operating leases is recognised on a straight-line basis over the term of the lease.

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 lower, at the present value of the minimum lease payments. The corresponding
liability to the lessor is induded 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.

When the Company is a lessor, assets which are provided under operating lease arrangements are recognised as
assets within property, plant and equipment. The assets remain in the economic ownership of the Group for the
duration of the lease, and are depreciated over their useful economic lives.

1) 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, except in a business combination, the initial recognition of
assets orliabilities 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 the 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.

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 expected 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 directly to equity, in which case the deferred tax is also included within equity.
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Notes to the financial statements (continued)

1. Accounting policies (continued)

1) Employee benefits (continued)

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. '

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

n) Foreign currency translation
The Company’s functional currency and presentational currency is pounds sterling.

Trading activities denominated in foreign 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 liabilities denominated in
foreign currencies are translated to pounds sterling at the exchange rate prevailing at the date of the initial
transaction. Gains and losses from the retranslation of assets and liabilities are included net in profit for the year.

0) Accounting Standards, interpretations and amendments to existing standards that are not yet effective
The Company has not yet adopted certain new standards, amendments and interpretations to existing standards,
which have been published but are only effective for accounting periods beginning on or after 1 July 2018. These new
pronouncements are listed below. The Directors are currently evaluating the impact of the adoption of these
standards, amendments and interpretations in future periods.

e Amendments to IFRS 2 ‘Share-based Payments’ (effective 1 January 2018)

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

e Amendments to IFRS 4 ‘Insurance contracts’ (effective 1 January 2018)

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

e IFRS17 Insurance Contracts’ (effective 1 January 2021)*

e IFRIC 23 ‘Uncertainty over Income Tax Treatments’ (effective 1 January 2019)*

e Amendments to IAS 28 Investments in Associates and Joint Ventures - Long term interests (effective 1
“January 2019)*

e Annual Improvements to IFRS Standards 2015-2017 (effective 1 January 2019)*

¢ Amendments to IAS 19 ‘Employment Benefits’ - Plan amendment, Curtailment or Settlement (effective 1

January 2019)*
e Amendments to References to the Conceptual Framework in IFRS Standards (effective 1 January 2020)*
e Prepayment Features with Negative Compensation - Amendments to IFRS 9 (effective 1 January 2019)*

¢ IFRS 15 ‘Revenue from Contracts with Customers’ is effective on the Company from 1 July 18 onwards.

IFRS 15 provides a single, principles-based five-step model to be applied to all contracts with customers:

» Identify the contract with the customer :

+ I|dentify the performance obligations in the contract, introducing the new concept of ‘distinct’

+  Determining the transaction price

. Allocatlng the transaction price to the performa nce obligations in the contracts, on a relative stand-alone
selling price basis.

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

1. Accounting policies (continued)

o) 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.

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 cumulative impact of IFRS 15 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 15 on each line item in the financial statements in the reporting period.

The Group has determined that it will adopt IFRS 15 on a modified retrospective basis. The Group has also determined
that the results of its segments will exclude IFRS 15, on the basis that the Group will continue to be managed internally
using the Group's current ‘cash-led’ accounting policies, for both revenue and cost In line with the modified
retrospective adoption approach, the Group will also present its consolidated group result on under both IFRS 15 and
its existing accounting policies.

In the current year, management has concluded a detailed accounting scoping analysis across each of the Group's
operating segments and across the products and services within the Group's revenue streams, the results of which
are summarised below. Management has also determined and developed implementation approaches for each
revenue stream based on the potential materiality, complexity and volatility of impacts, utilising a mixture of system
led and manually derived estimates, as appropriate given the specific nature of IFRS 15 adjustments identified.

Overall, IFRS 15 is expected to result in the recognition of a material new contract asset and a material new asset
pertaining to the costs of obtaining customer contracts. Material year-on-year changes to revenue, operating profit
and profit before tax are not anticipated. However, significant and potentially volatile changes in these statutory
measures are foreseeable, depending on the specific volume, value and mix of trading activity in a given period.

At the time of finalising and approving the Company financial statements in November 2018, the Company remains
in the process of calculating, reviewing and validating the [FRS 15 transition impacts in order to derive the company
balance sheet under IFRS 15, as at 30 June 2018. Where practicable, further direction on expected impacts (pre-tax)
is provided below.

Direct to consumer revenue - Subscription
+ The Group’s revenue recognition for bundled subscription products will no longer be limited to the
consideration receivable for a delivered element. As a result, the Group will bring forward revenue for distinct
products and services delivered at the start of a subscription contract, where the price charged for those
performance obligations is lower than the stand-alone selling price. This will correspondingly reduce
subsequent subscription revenue across the remainder of the customer contract, but will not change
revenue recognised in total or the amount or timing of associated cash flows. Specifically:

o Revenue will be brought forward and a contract asset recognised, for the installation of Sky TV and
Fibre Broadband services, resulting in higher initial revenue and lower subsequent subscription
revenues than our current accounting policy

o Revenue will be brought forward and a contract asset recognised, on delivery of equipment which is
owned by the customer, such as certain set-top boxes or broadband routers, resulting in higher
initial revenue and lower subsequent subscription revenues than our current accounting policy

o Revenue will now be allocated to third party equipment and vouchers included within customer
bundles for marketing and customer acquisition purposes. As a result, revenue will be brought
forward resulting in a contract asset being recognised, compared to our current treatment of
recognising a cost upfront on delivery of the marketing offer -
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Notes to the financial statements (continued)

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

(continued)

*  Where product or service discounts reduce the total consideration for a customer's bundle, these will be
allocated to all distinct performance obligations in the bundle. The impact of discounts will be spread over
the minimum contract period. Currently, discounts reduce revenue over the offer period, rather than over
the minimum contract period.

» Discounts will also be allocated to all distinct performance obligations in the customer bundle on a pro-rata
basis. This will reduce the revenue recognised upfront or brought forward, for upfront delivery.

» Certain upfront fees relating to separately identifiable deliverables, but which are concluded not to pertain
to distinct performance obligations under IFRS 15 requirements, will result in revenue being deferred
compared to our current accounting treatments.

« Certain propositions are concluded to be within the scope of the new ‘repurchase agreement’ and ‘right of
return’ guidance in IFRS 15. As a result, Sky anticipates deferring a portion of upfront revenues and also a
portion of upfront cost, to represent its best estimate of the expected value of the assets it anticipates
repurchasing from customers, compared to its current accounting treatment of recognising total revenue
and cost on delivery to the customer.

» The accounting for contract modifications not made at stand-alone sales price will differ compared to
current accounting treatments of recognising all contract modifications as separate contracts on a
prospective basis. This is anticipated to accelerate the amortisation of a given contract asset through
revenue, potentially resulting in contract liabilities at certain points of the customer’s minimum subscription
pericd. The overall effect of this is anticipated to reduce the quantum of contract asset recognised on
balance sheet, at any point in time.

»  The Group will apply IFRS 9's new provisioning model to newly recognised contract assets, such that an
allowance account will be set-up against the contract asset at inception, to represent the effect of
anticipated customer churn within the minimum contract period. The recognition of the new allowance
account is expected to decrease the net contract receivable recognised at any point in time, with the
corresponding impact being incurred in operating expense.

Across the Group, the cumulative net contract asset recognised as at 30 June 2018 on transition, resulting from the
accounting changes to subscription revenues discussed above is expected to be in the order of £20-£70 million.

e IFRS 9 ‘Financial Instruments’ replaces IAS 39 ‘Financial instruments: Recognition and Measurement’ is
effective on the Group from 1July 2018 onwards.

The areas which impact the Group relate to the recognition of impairment provisions for customer receivables and
other financial assets and the accounting for available-for-sale investments. IFRS 9 also contains new rules relating
to hedge accounting, although the adoption of these is not mandatory and the Group will continue to apply IAS 39
hedge accounting policies.

With respect to impairment provisions, IFRS 9 introduces a model based on expected credit loss. This requires a
provision to be made for impairment from the initial point at which the receivable is recognised, compared to IAS 39
which requires a provision to be made only when a loss event occurs. The IFRS 9 credit loss model is not expected to
have a material impact on either the Group’s balance sheet position or income statement result.

IFRS 9 requires certain of the Group’s trade receivables to be measured at fair value, as opposed to amortised cost.
The balance sheet impact of this is expected to be less than £2 million.
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Notes to the financial statements (continued)

1. Accounting policies (continued)

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

IFRS 9 requires all available-for-sale investments to be held on the balance sheet at fair value, with associated
movements incurred in either the income statement or in equity reserves, as an accounting policy choice. The balance
sheet impact on transition is expected to be less than £15 million.

IFRS 9 requires that amounts recognised in non-financial assets (basis adjustment) are removed directly from
reserves, rather than being released through other comprehensive income as is currently allowed under IAS 39.

e [FRS 16 Leases’ (effective 1January 2019)* and is effective on the Group from 1July 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 with 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 Group has not yet
determined which method it will adopt.

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

Where a contract meets IFRS 16's definition of a lease, 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.

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 the income statement, and will also impact the classification of associated cash flows.

The detailed assessment of the impact on the Group is ongoing, with the current focus being on assessing of the
completeness of lease contracts.

The adoption is expected to have a material impact on the presentation of the Company’s assets and liabilities,
mainly relating to significant property leases. Due to the quantity of contracts under review, management has not
completed the impact assessment of the new accounting standard, and therefore a quantification of the impact on
the Company’s results cannot currently be reliably estimated.

* not yet endorsed for use in the EU
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Notes to the financial statements (continued)

1. Accounting policies (continued)

p) 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 position
or results. The application of the Group’s accounting policies also requires the use of estimates and assumptions
that affect the Group’s financial position or results.

Below is a summary of the Company’s critical accounting policies and details of the key areas of judgement that are
exercised in their application.

(i) Revenue (see note 2)

Selecting the appropriate timing for, and amount of, revenue to be recognised requires judgement. This may involve
estimating the fair value of consideration before it is received. Judgement is required in determining which products
constitute a bundle, and how revenue is allocated to products within the bundle. When the Company sells a set-top
box, installation service and TV, home communications and/or mobile subscription in one bundled transaction, the
total consideration from the arrangement 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, which is not
contingent on the delivery of additional goods or services.

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.

Mobile handset and tablet revenues are recognised upfront on delivery to the customer. The Sky Mobile proposition
includes an option whereby the customer can sell their handset to Sky at a preset market price. This requires the
application of judgement in assessing whether or not the customer's option is on-market, taking into account the
expected future resale value of the equipment. If the option is concluded to be on-market, the Group recognises
handset and tablet revenue on delivery, and any future purchases of customer handsets or tablets at the time of
purchase, as inventory.

(ii) Tax, including deferred tax (see notes 7 and 11)

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, management 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 litigation. The amounts recognised in the financial statements in respect of each matter
are derived from the Companys 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 (continued)

1. Accounting policies (continued)

p) Critical accounting policies and the use of judgement and estimates (continued)

(ii) Tax, including 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, which requires an estimation of the
period and profile over which the Company expects to consume the future economic benefits embodied in the assets.
The Company reviews its useful economic lives on at least an annual basis.

Determining whether the carrying amount of these assets has any 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, for example, the net present value of future cash flows forecast to be derived from the asset. This
forecast involves cash flow projections and selecting the appropriate discount rate, where applicable.

Assessing whether assets meet the required criteria for initial capitalisation requires judgement. This requires a
determination of whether the assets will result in future benefits to the Company. In particular, internally generated
intangible assets must be assessed during the development phase to identify whether the Company has the ability
and intention to complete the development succeséfully.

Determining the costs of assets to be capitalised requires judgement. Specifically, judgement and estimation is
required in determining the amount of duties and non-refundable taxes, probable trade discounts and rebates, and
directly attributable costs to bring the asset to the location and condition necessary for it to be capable of operating
in the manner intended by management (including relevant delivery and logistics costs to the customer's premises)
to be allocated to the asset.

26 SKY SUBSCRIBERS SERVICES LIMITED

%



Notes to the financial statements (continued)

2. Revenue

30 June 2018 30 June 2017

£'000 £'000

Group support services revenue 525,706 527,432
Irish branch revenue 421,640 397,531
947,346 924963

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 telephony subscriptions in Ireland. All revenue arises from

services provided in the UK and Ireland.

3. Operating expense

30 June 2018 30 June 2017
£'000 £'000
Programming 211,577 148,106
Sales, general and administration 666,746 707,142
878,323 855,248
4. Investment income and finance costs
30 June 2018 30 June 2017
£000 £'000
Investment income
Distribution receivable® 1,100 1,100
Finance costs
Finance lease interest(® (106) (123)
Remeasurement of derivative financial instruments not qualifying for
hedge accounting (499) @ne)
(605) (7.239)

(i) During the year, the Company received a distribution of £1,100,000 (2017: £1,500,000) from its investment in

Athena Court Property Unit Trust (see note 10).

(ih) Finance lease interest 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 £3,815,000 (2017:

£5,486,000) (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 2018 30 June 2017

£'000 £000

Cost of inventories recognised as an expense 135 205
Depreciation and impairment of property, plant and equipment 5,904 7,85
Amortisation and impairment of intangible assets 18,341 19,548
Rentals on operating leases and similar arrangements 5,984 6,187

Foreign exchange
Foreign exchange losses recognised in the Income Statement during the year amounted to £1,359,000 (2017: loss of
£7,03,000).

Audit fees
Amounts paid to the auditor for the audit of the Company's financial statements of £15000 (2017: £15000) were
borne by another Group subsidiary in 2018 and 2017. No amounts for other services have been paid to the auditor.

6. Employee benefits and key management compensation

a) Company employee benefits

30 June 2018 30 June 2017

£'000 £'000

Wages and salaries 268,177 270,201
Social security costs 22,020 22942
Costs of employee share option schemes® 3,505 6,186
Contributions to the Sky plc pension scheme (“the Pension Plan”)® 12,158 12,713
305,860 312,042

(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 charge 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 2018 was £2,229,000 (2017: £1,391,000).

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 2017

Customer service, sales and marketing 8,152 8,557
Transmission and technology - -
Management and administration 339 986
Channels and services ' 13 130
8,604 9,673

b) Key management compensation
The Directors did not receive any remuneration during the year (2017: £nil) in respect of their services to the Company,
including in relation to the cost of employee share option schemes.
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Notes to the financial statements (continued)
7. Tax

a) Taxrecognisedinthe Income Statement

30 June 2018 30 June 2017
£'000 £'000
Current tax expense
Current year 12,715 14,803
Adjustments in respect of prior years 1 (452)
Total current tax 12,716 14,351
Deferred tax expense /(credit)
Origination and reversal of temporary differences 529 (649)
Adjustment in respect of prior years 520 488
Total deferred tax 1,049 (aen
Tax 13,765 14,190
b) Tax recognised directly in equity
30 June 2018 30 June 2017
£'000 £'000
Current tax credit relating to share-based payments 224 141
Deferred tax credit relating to share-based payments 460 177
Deferred tax (charge)/credit relating to cash flow hedges (743) 603
(59) 921

c) Reconciliation of effective tax rate

The tax expense for the year is higher (2017: higher) than the expense that would have been charged using the rate
of corporation tax in the UK19.0% (2017: 19.75%) applied to profit before tax. The applicable or substantively enacted
rate of UK corporation tax for the period was 19.0% (2017: 19.75%). The differences are explained below:

30 June 2018 30 June 2017

, £000 £'000
Profit before tax 69,518 63576
Profit before tax multiplied by blended rate of corporation tax in the UK of
19.0% (2017: 19.75%) 13208 12556
Effects of:
Non-deductible expense ~ 2,090 2908
Non-taxable income (190) (221)
Net (decrease) increase in respect of share-based payments (192) (180)
Change in corporation tax rate 29 361
Effect of branch exemption : (1,701) (1270)
Adjustments in respect of prior years 521 36
Tax 13,765 14,190

Tax predominantly relates to UK corporation tax and is settled by Sky UK Limited on the Company’s behalf.
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Notes to the financial statements (continued)

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 4
available available
for use for use
£'000 £'000 £°000 £'000 £°000 £'000 £'000
Cost
At1July 2016 81575 132,837 23,459 4932 1,723 99,203 343,729
Additions 9,021 1462 2373 409 - 19,632 32,897
Disposals 18mn (50) (1,000) - - - (1,231
Transfers 68 48 - 8 76) (48) -
At 30 June 2017 90,483 134,297 24,832 5,349 1,647 118,787 375,395
Additions 2,387 3,016 147 277 18,265 21,720 45812
Disposals (817) (59) an 16) - - (903)
Transfers - - - - - - -
At 30 June 2018 92,053 137,254 24,968 5,610 19,912 140,507 420,304
Amortisation
At 1July 2016 42,810 109,047 20874 2,466 - - 175197
Amortisation 1,683 6,183 889 793 - - 19548
Disposals 181) (50) (1,000) - - - (1231)
At 30 June 2017 54,312 115,180 20,763 3,259 - - 193,514
Amortisation 8,770 6,035 1,223 1,384 - - 17,412
Impairment 776 19 12 22 - - 929
Disposals 817) (39 an ae) - - (903)
At 30 June 2018 63,041 121,275 21,987 4649 - - 210,952
Carrying amounts
At 30 June 2016 38,765 23,790 2585 2466 1,723 99,203 168,532
At 30 June 2017 36,171 1917 4,069 2,090 1,647 18,787 181,881
At 30 June 2018 29,012 15,979 2,981 A 961 19,912 140,507 209,352

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, disposals or capital expenditure.

2019 2020 2021 2022 2023
£°000 £°000 £°000 £'000 £'000
Estimated amortisation charge 30,561 33,093 27,416 20,592 17,399
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Notes to the financial statements (continued)

9. Property, plant and equipment

Freehold Leasehold Equipment, Assets not Total
land and improvements fumitureand  yet available
buildings® fixtures foruse
£'000 £'000 £'000 £'000 £'000

Cost
At 1July 2016 20,766 667 35162 1,095 57,690
Additions 700 34 1198 - 1932
Disposals - 76) (2,245) - 2321
Transfers 13 - 25 (38) -
At 30 June 2017 21,479 625 34,140 1,057 57,301
Additions 468 210 651 933 2,262
Disposals - - 87) - (87)
At 30 June 2018 21,947 835 34,704 1,990 59,476
Accumulated Depreciation
At 1July 2016 12,738 149 7,421 - 20,308
Depreciation ) 783 47 6,331 - ' 7,161
‘Impairment - 24 - - 24
Disposals - (76) (2245) - 2321
At 30 June 2017 13,521 144 11,507 - 25,172
Depreciation 337 56 5332 - 5725
‘Impairment - - 179 - 179
Disposals - - 87) - 87)
At 30 June 2018 13,858 200 16,931 - 30,989
Carrying amounts
At 30 June 2016 8,028 518 2774 1,095 37,382
At 30 June 2017 7,958 481 22,633 1,057 32129
At 30 June 2018 8,089 635 17.773 1,990 28,487

(i) Depreciation was not charged on £634,000 of land (2017: £634,000).

The amounts shown include assets held under finance leases with a net book value of £799,000 (2017: £1,144,000).
The cost of these assets was £8,610,000 (2017: £8,610,000) and the accumulated depreciation was £7,811,000
(2017: £7,466,000). Depreciation charged during the year on such assets was £344,000 (2017: £344,000).
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10. Investment in subsidiaries
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 ) QE D07 o i
. 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 1 ordinary share of €1 (100%)
Dublin 4 Ireland

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.

On 8 September 2008, the entire unit holdings in Athena Court Property Unit 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 2016 3,897 365 881 730 5873
(Charge)/credit to (315) (109) 585 - 161
income
Credit to equity - - 177 603 780
At 30 June 2017 3,582 256 1,643 1,333 6,814
(Charge)/credit to (392) 2 (660) - (1,050)
income
Credit to equity - - 460 (743) (283)
At 30 June 2018 3,190 258 1,443 590 5,401
Deferred tax asset split:
30 June 2018 .30 June 2017
£'000 £'000
Gross deferred tax assets 5,481 6,814
Net deferred tax asset 5,481 6,814
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Notes to the financial statements (continued)

11. Deferred tax (Continued)

Deferred tax assets have been recognised at 30 June 2018 (and 30 June 2017) on the basis that management deem

it probable that there will be suitable taxable profits against which these assets can be utilised. 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 substantively enacted for the relevant periods of reversal are: 19.0% from 1 April 2017 and 17.0% from 1

April 2020 in the UK; and 12.5% in the Republic of Ireland.

12. Inventories

30 June 2018 30 June 2017

£'000 £'000

Raw materials and consumables 502 1,705

13. Trade and other receivables

30 June 2018 30 June 2017

£'000 £'000

Gross trade receivables 9,620 10175
Less: provision for impairment of receivables (4,443) (4349)
Net trade receivables 5177 5,826
Amounts receivable from the parent company 397,397 422,986
Amounts receivable from other Group companies 175,362 109,914
Amounts owed by other related parties - 316
Prepayments 13,947 10,631
Accrued income 1,201 450
Other receivables 5 31
Current trade and other receivables 593,089 550,154

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 2018 30 June 2017

£'000 £'000

Up to 30 days past due date 1,313 1914
30 to 60 days past due date 192 -
60 to 90 days past due date 51 -
90 to 120 days past due date 112 56
More than 120 days past due date 673 357
2,341 2,327
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Notes to the financial statements (continued)

13. Trade and other receivables (continued)
Provision for doubtful debts

30 June 2018 30 June 2017

£°000 £'000

Balance at beginning of year 4,349 3,328
Amounts utilised - -
Income Statement charge (credit) 94 1,021
Balance at end of year 4,443 4,349

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

a) Amounts receivable from immediate parent company

Amounts due from immediate parent company Sky UK Limited totalling £397,397,000 (2017: £422,986,000)
represent trade receivables; they are non-interest bearing and are repayable on demand.

b) Amounts receivable from other Group companies

There are amounts due from other Group companies totalling £130,258,000 (2017: £64,810,000) that are trade
receivables; these balances are non-interest bearing and are repayable on demand. The remaining balance of
£45104,000 (2017: £45104,000) is intercompany loans (see below).

The Company is owed £45104,000 (2017: £45,104,000) of non-interest bearing loan receivable from Sky Operational
Finance Limited which is repayable on demand.

The Company is exposed to credit risk on its trade and other receivables. However, the Company 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 2018 30 June 2017

£'000 £'000

Trade payables 39,597 39,228
Amounts owed to other Group companies 53,789 79,454
VAT 3,693 1,841
Social security and PAYE 5,633 5689
Other payables 2,530 2,099
Accruals 91,490 73,296
Deferred income 24,861 21,899
Current trade and other payables 221,593 223506
Non-current other payables 4,790 5283
Total trade and other payables 226,383 228,789

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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Notes to the financial statements (continued)

15. Provisions

At1 Provided Relea?ed Utilise At 30 Provided Releas.ed Utilised At 30
July during during June during during during June
the  during the
2016 - the 2017 the : the 2018
year the year
year year year
year
£'000 £'000 £'000  £'000  £'000 £'000 £'000 £'000 £'000
Current liabilities
Restructuring provision® 314 1,028 - (314) 1,028 6,324 - (1,028) 6,324
Other provision® 1507 843 (584) (810) 956 2,260 - (61 3,155
1,821 1,871 (B84 (129 1,984 8,584 - (1,089) 9,479
(i) These provisions relate to costs incurred as part of corporate restructuring and efficiency programmes.
(i) These provisions relate to amounts provided for legal disputes.
16. Borrowings
30 June 2018 30 June 2017
£'000 £'000
Current borrowings
Obligations under finance leases 1,643 1,663
Non-current borrowings
Obligations under finance leases 2172 3,823
Finance leases
The minimum lease payments under finance leases fall due as follows:
30 June 2018 30 June 2017
£'000 £000
Within one year 1,934 1663
Between one and two years 3,984 1,663
Between two and three years - 1,663
Between three and four years - 1301
Between four and five years - -
After five years - -
5,918 6,290
Future finance charges on finance lease liabilities (2,103) (804)
Present value of finance lease liabilities 3,815 5486
Financing arrangements are in connection with the building in Dunfermline. During the year, repayments of
£1,638,000 (2017: £1,654,000) were made against the lease. A proportion of these payments have been allocated
against the capital amount outstanding. The lease bears interest at a rate of 8.5% and expires in September 2020.
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Notes to the financial statements (continued)
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 2018 30 June 2017
Asset Liabilities Asset Liabilities
Fair value Notional v:I:: Notional Fairvalue Notional Fairvalue  Notional
£°000 £'000 £'000 £'000 £'000 £'000 £000 £'000
Cash flow hedges:
Forward exchange _ _ (2,046) 62,699 - - (4945) 137,861
contracts
Derivatives not in
aformal hedge
relationship:
+ Forward exchange : :

contracts - - (219) 12,381 - - (©81) 83,472
Total - - (2,265) 75,080 - - (5926) 221,333

The maturity of the derivative financial instruments is as follows:

30 June 2018 30 June 2017

Asset Liability Asset Liability

£'000 £'000 £°000 £'000

In one year or less - (2,265) - (3,544)
Between one and two years - - - (2,382)
Between two and five years - - - -
Total - (2,265) - (5,926)

The Company’s portfolio of derivatives is diversified by maturity, counterparty and type. Natural offsets between
transactions within the portfolio and the designation of certain derivatives as hedges significantly reduce the risk of

income statement volatility.
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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 rating
of "BBB" or better.

Hedge accounting classification and impact

The Company designates its forward foreign exchange contracls as cash flow hedges of forecast foreign currency
sales. Gains orlosses are released from the hedging reserve and recycled to the income statement in the same period
as the hedged item is recognised. 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 £5,676,000 were removed from the hedging reserve and debited against revenue
in the income statement (2017: losses of £1,495,000).

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 (2017: £nil).

A hedge relationship is deemed to be effective if the ratio of changes in valuation 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 the year ended 30 June 2018 there
were no instances in which the hedge relationship was not highly effective, all falling within the permitted 80% to
125% effectiveness ratio (2017: no instances).
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Notes to the financial statements (continued)

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:

Derivatives Loans Other _ Total Total
- financial and  liabilities carrying  fair values
instruments  receivables value
£'000 £'000 £000 £000 £'000
At 30 June 2018
Derivative financial instruments (2,265) - - (2,265) (2,265)
Trade and other payables - - (192,196) (192,196) (192,196)
Obligations under finance leases - - (3,815) (3,815) (3,815)
Trade and other receivables - 579,142 - 579,142 579,142
Cash and cash equivalents - 10,323 - 10,323 10,323
At 30 June 2017
Derivative financial instruments (5926) - - (5926) (5926)
Trade and other payables ' : - (194,830) (194,830 (194,830)
Obligations under finance leases - - (5486) (5486) (5486)
Trade and other receivables - 539523 - 539,523 539523
- 9,821 - 9,821 9,821

Cash and cash equivalents

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 conditions 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 2018 and 30 June 2017. 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.
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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 vatues:

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

At 30 June 2018
Financial liabilities i
Financial liabilities at fair value through profit or loss
Forward foreign exchange contracts (2,265) - (2265) -
Total (2,265) - (2.265) -
At 30 June 2017
Financial liabilities
Financial liabilities at fair value through profit or loss
Forward foreign exchange contracts (5926) - (5926) -
Total (5,926) - (5,926) -

Level1
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.

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
for risk management purposes only. it is the Group's policy that all hedging is to cover known risks and no speculative
trading is undertaken. Regulaf 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 principal market risks are exposures to changes in interest rates and foreign exchange rates, which érise
both from the Group's sources of finance and its operations. Following evaluation of those market risks, the Group
selectively enters into derivative financial instruments to manage these exposures. The principal instruments
currently used are interest rate swaps to hedge interest rate risks, and cross currency swaps and forward foreign
exchange contracts to hedge transactional and translational currency exposures.
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Notes to the financial statements (continued)

18. Financial risk management objectives and policies (continued)

Capital Risk Management

The capital structure of the Company consists of equity 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
remaining period at the balance sheet date to the contractual maturity date.

The amounts disclosed in the table are the contractual undiscounted cash flows. The amounts disclosed may not
reconcile to the amounts disclosed on the Balance Sheet for borrowings, derivative financial instruments, provisions
and trade and other payables.

Less than Betweenone Between two More than
12 months and two years and five years five years
£'000 £'000 £'000 £'000
At 30 June 2018
Non-derivative financial liabilities
Trade and other payables 192,196 - - -
Obligations under finance leases 1,934 3,984 - -
Gross settled derivatives
Outflow 75,080 - - -
Inflow (73,302) - - -
At 30 June 2017
Non-derivative financial liabilities
Trade and other payables 194,830 - - -
Obligations under finance leases 1663 1,663 2964 -
Gross settled derivatives
Outflow 147175 74,159 - -
Inflow (144.299) (72,865) - -

Foreign exchange risk
At 30 June 2018, the Company had outstanding commitments to sell, in aggregate, €84900,000 (2017:
€251,900,000) at an average rate of €1.1600 (2017 €1.1600).

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

the forecast transaction affects the income statement.
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Notes to the financial statements (continued)

18. Financial risk management objectives and policies (continued)

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.

e A 25% strengthening in pounds sterling against the Euro would have the effect of reducing profit by
£2,418,000 (2017: beneficial impact on profit of £13,117,000). The same move would have a beneficial impact
on other equity of £12,540,000 (2017: beneficial impact on other equity of £27,572,000).

o A 25% weakening in pounds sterling against the Euro would have the effect of increasing profit of
£4,030,000 (2017: adverse impact on profit of £21,862,000). The same move would have an adverse impact
on other equity of £20,201,000 (2017: adverse impact on other equity of £45,954,000).

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 market rates is constantly changing as the Company’s portfolio of foreign 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 mitigating actions that would be taken by the
Company. The changes in valuations are estimates of the impact of changes in market variables and are not a

prediction of future events or anticipated gains orlosses.

19. Share capital

30 June 2018 30 June 2017
£ £

Allotted, called-up and fully paid
5 (2017: 5) ordinary shares of £1(2017: £1) each 5 5

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

payment
30 June 2018 30 June 2017
£'000 £'000
Share premium 149,802 149,802
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Notes to the financial statements (continued)

19. Share capital (continued)
Share option and contingent share award schemes

The Company operates various equity-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:
30 June 2018 30 June 2017
Number of Numberof ordinary
Scheme . ordinary shares shares
Sharesave Scheme options (i) 3,109,720 2,867,466
Management LTIP awards (ii) 462,317 1,036,911
Management Co-Investment LTIP awards (jii) 123,551 108,174

3,695,588 4,012,551

(i) Sharesave Scheme options
All Sharesave Scheme options outstanding at 30 June 2018 and 30 June 2017 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 in the UK and Ireland. 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 pricé on the dealing day immediately preceding the date of invitation. It is the policy of the Group to make an
invitation to employees to participate in the scheme following the announcement of the end of year resullts.

(ii) Management LTIP awards

All Management LTIP awards outstanding at 30 June 2018 and 30 June 2017 vest only if performance conditions are
met. Awards granted under the Management LTIP must be exercised within five years of the relevant award vesting
date.

Sky plc 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.

(iii) Management Co-Investment LTIP awards

All Management Co-Investment LTIP awards outstanding at 30 June 2018 and 30 June 2017 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.
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Notes to the financial statements (continued)

19. Share capital (continued)

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

Senior Management

Sharesave Scheme Schemes Total
Number of Weighted Number of Weighted Numberof Weighted
average average shares average
shares under . shares A A
. exercise . exercise under exercise
option . under option . L .
price ~ price option price
Number £ Number £ Number £
Outstanding at 1July 2016 2435415 719 970,712 - 3,406,127 514
Granted during the year 1,650,197 6.88 249,849 - 1900,046 598
Exercised during the year 713617) 6.27 (40,540) - (754,157) 594
Forfeited during the year (494581 770 (34,936) - (529517) 719
Expired during the year (9,948) 579 - - (9948) 579
Outstanding at 30 June 2017 2,867,466 7.15 1,145,085 - 4,012,551 5.11
Granted during the year 1,321,721 7.52 306,797 - 1,628,518 6.10
Exercised during the year (599,391) 6.96 (843,60) - (1,442551) 289
Forfeited during the year (470,556) 7.27 (22,854) - (493,410) 6.93
Expired during the year (9,520) 6.77 - - (9,520) 6.77
Outstanding at 30 June 2018 3,109,720 7.33 585,868 - 3,695,588 6.17

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

was £9.89 (2017: £9.46).

The following table summarises information about share awards outstanding at 30 June 2018:

Senior management

Sharesave Scheme schemes Total
2018 2018 2018 2018 2018 2018
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 - - 585,868 54 585,868 54
£6.00-£7.00 1,330,190 22 - - 1,330,190 22
£7.00-£8.00 1,303,212 33 - - 1,303,212 33
£8.00-£9.00 476,318 1.3 - - 476,318 1.3
3,109,720 25 585,868 5.4 3,695,588 3.0
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Notes to the financial statements (continued)
19. Share capital (continued)

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

Senior management

Sharesave Scheme schemes Total
2017 2017 2017 2017 2017 2017
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 - - 1,145,085 521 1,145,085 521
£500-£6.00 11,544 0.08 - - 11544 0.08
£6.00-£7.00 1,661,552 an - - 1,661,552 3Mn
£7.00-£8.00 627,695 138 - - 627,695 1.38
£8.00-£9.00 566,675 229 - - 566,675 229
2,867,466 2.56 1,145,085 521 4,012,551 3.31

The exercise prices of options outstanding at 30 June 2018 ranged from £nil to £8.17 (2017: £nil to £8.17). For those
outstanding under the Sharesave scheme it was between £6.82 and £8.17 (2017: £5.08 and £8.17) and for all awards
outstanding under the Senior Management schemes the exercise price was Enil (2017: £nil).

" The following table summarises additional information about the awards exercisable at 30 June 2018 and 30 June
2017:

2018 2017
Average Weighted . Average  Weighted
remaining average remaining average
Options life of exercise Options life of exercise
exercisable exercisable price exercisable exercisable price
at 30 June options £ at 30 June options £
Sharesave Scheme 12,155 01 7.08 34218 01 623
Senior Management Schemes 24535 3.8 - 495174 29 -
36,689 25 2.35 529,392 0.9 0.40

Information for awards granted during the year

The weighted average fair value of equity-settled share options granted during the year, as estimated at the date of
grant, was £3.02 (2017: £9.13). 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 mode!l was used, and for
grants of nil-priced options, which were treated as the award of a free share. The fair value of nil-priced options
granted during the year was measured on the basis of the market-price of Sky's shares on the date of grant,
discounted for expected dividends which would not be received over the vesting period 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 pericd 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.
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Notes to the financial statements (continued)
19. Share capital (continued)
(i) Sharesave scheme

The weighted average fair value of equity-settled share awards granted during the year under the Sharesave Scheme,
as estimated at the date of grant, was £1.90 (2017: £1.19). 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 2018 30 June 2017
Share price £9.30 £8.35
Exercise price £7.52 £6.88
Expected volatility 22.7% 20.8%
Expected life 3.7years 3.8 years
Expected dividend 1.6% 3.4%
Risk-free interest rate 0.7% 0.2%

(ii) Senior Management Schemes

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 £7.84 (2017: £7.26). 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 2018 30 June 2017
Share price £9.78 £9.09
Exercise price £0.00 £0.00
Expected volatility 23.9% 20.2%
Expected life 2.1years 3years
Expected dividend 2.7% 3.3%
Risk-free interest rate 0.2% 0.2%

45 SKY SUBSCRIBERS SERVICES LIMITED




Notes to the financial statements (continued)
20. Shareholder’s equity

2018 2017

£'000 £°000
Share capital . - -
Share premium 149,802 149,802
Hedging reserve . (3,052) (8,478)
Retained earnings 469,908 410,191
616,659 551,515

Hedging reserve

Changes in the fair values of derivatives that are designated as cash flow hedges are initially recognised in the hedging
reserve, and subsequently recognised in the income statement when the related hedged items are recognised in the
income statement or in the initial cost or other carrying value of the non-financial asset or liability on the balance sheet,
again being recognised in the Income Statement in the periods in which the related hedged items are recognised in the
Income Statement. In addition, deferred tax relating to these derivatives is also initially recognised in the hedging
reserve prior to transfer to the income statement.

21. Notes to the Cash Flow Statement
Reconciliation of profit before tax to cash generated from operations

30 June 2018 30 June 2017

£'000 £'000
Profit before tax 69,518 63576
Depreciation and impairment of property, plant and equipment 5,904 7,185
Amortisation and impairment of intangible assets 18,341 19,548
Share-based payment expense 3,505 6,186
Finance costs 605 7239
Investment income (1,100) (1100)

96,773 102634
(Increase)/decrease in trade and other receivables (55,597) 187,690
Decrease in inventories 1,203 1520
Increase /(decrease) in trade and other payables (3,764) (258,429)
Increase in provisions ‘ 7,495 163
Decrease in derivatives financial instruments 2,284 7,705
Cash generated from operations 48,394 41283
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Notes to the financial statements (continued)

22. Contracted commitments, contingencies and guarantees

a) Future minimum expenditure 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 2018 2017

£'000 £'000 £'000 £'000 £'000

Property, plant and equipment 67 - - 67 375
Intangible assets 22264 39,641 - 61,905 84,533
Smartcards 32589 64,639 - 97,228 130,773
Other 21504 39,641 - 61,145 15,631
76,424 143,921 - 220,345 231,312

Commitments in relation to the provision of smartcards. Smartcards under development are included within intangible assets. The amounts included
above are the expected ongoing smartcard costs based on forecast customer levels.

b) Contingencies and guarantees

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

23. Operating lease commitments
The minimum lease rentals to be paid under non-cancellable operating leases are as follows:

30 June 2018 30 June 2017

£°000 £'000

Within one year 5,337 6,620
Between one and five years 15,164 15,016
After five years 9,638 4,005
30,139 25,641

All operating leases relate to property. The rents payable under these leases are subject to renegotiation at the
various intervals specified in the leases.
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Notes to the financial statements (continued)

24, Transactions with related parties

a) Key management

The Company has a related party relationship with the Directors of the Company as key management At 30 June
2018, there were three (2017: three) key managers, all of whom were Directors of the Company. The Directors received
£nil remuneration in respect of their services to the Company (2017: £nil). »

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

30 June 2018 30 June 2017

£'000 £'000

Supply of services by the Company to the parent 477,310 480,788
Supply of services by the Company to other Group companies 16,389 14971

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 liquidity management across the Company and Group’s operations.
Itis 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 £451,721,000 (2017: £681,612,000)
on behalf of the Company duringfhe 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.

25. Ultimate parent undertaking

The Company is a wholly-owned subsidiary undertaking of Sky UK Limited, a Company incorporated and registered in
England and Wales. The Company is ultimately controlled by Sky plc. The only group in which the results of the
Company are consolidated is that headed by Sky.

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

26. Post Balance Sheet Event

On 9 October 2018 the offer by Comcast Bidco Limited, an indirect wholly-owned subsidiary of Comcast Corporation,
toacquire the entire issued and to be issued share capital of Sky plc became wholly unconditional. As a result, and as
of that date, the ultimate controlling party of the Company is now Comcast Corporation.
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