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Directors’ report

The directors present their annual report and financial statements of Venzon UK Limited (the “Company”) for the
year ended 31 December 2012

Principal activities

The principal activities of the Company comprise the provision of telecommunications services and international
support services within the Verizon Communications Inc (*Verizon™) group of companes

The principal nisks and uncertainttes facing the Company are similar to those facing other compames 1n the
telecommunications sector, namely, credit nsk from the Company’s debtors, revenue nisk from competing
businesses, and operational dependence on a fibre network The Cempany also has exposure to foreign currency risk
which arises from sales and purchases 1n currencies other than its funcuonal currency These risks are managed at a
global and a European regional level, and are significantly miugated by being an integral part of a leading global
communications provider, delwvering innovative, cost-effective, advanced communications connecuivity 1o
businesses, governments and consumers

Venzon UK Limrted has two overseas branches, Abu Dhabi and Duban

The Company 1s expected to conunue with 11s principal activity for the foresceable future

Business review and trading performance
Performance in the year

The audited financial statements for the year ended 31 December 20i2 are set out on pages 7 1o 25 The profit for
the year after taxatron was £23,785,000 (2011 £29,500,000)

As at 31 December 2012 the Company's balance sheet shows net assets of £429,650,000 (2011 £405,865,000)

Turnover has decreased from £481,289,000 1n 2011, to £451,459,000 1n 2012 This decrease in turnover of 6 2%
was primarily due to a reduction 1n Wholesale voice revenue reflecting a strategic move by the company away from
low margin voice traffic services and a smaller planned reduction 1n individual customer equipment sales As a
result of this market strategy, the mix of Retail business increased to 85 0% of 1otal revenue 1n 2012 and the
Strategic Services product mix increased 3 4% to 68 3%

The profit for the financial year was £23,785,000 (2011 £29,500,000) In companison with the preceding year, the
2012 operating profit has decreased by £1,953,000 to £24,210,000 This 1s driven by the operating profit impact
from the revenue decrease of £29,830,000 and operating expense increase of £6,613,000 being partially offset by an
increase in Telecommumcation Service Fees of £34,490,000

The directors do not recommend the payment of a final dividend (20/1 £nil)
Future developments

The directors are sausfied with the performance of the Company for the year and do not expect any sigmficant
changes 1n future activities of the business

Future growth will be focused on further increasing the Retail and Strategic Services product muix

In recent years Verizon has embarked upon a strategic transformation to meet the changing needs of our customers
To support this change the Company 1s focusing efforts around achieving higher margin from existing products and
growing specific areas of our business particularly Data and Strategic services, incleding Cloud Computing services
and Secunty and Professional Services

Despite the challenging economic environment, the Company will continue to focus on growing key areas of our
business by providing supenor network reliability and offering innovative product bundles to our customers It will
also continue to focus on cost efficiencies to attempt to offset adverse impacts from unfavourable econormc
conditions and intense competitive pressure
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Directors’ report (continued)

Telecommunications Services Agreement

Effective as of 1 January 2007, the Company entered into a replacement Tier 2 agreement with Verizon European
Holdings Limuted (“VEHL"), which had entered into a replacement Tier 1 agreement reflecting the centrahized U S
management of the global telecommunications network following Verizon’s 2006 acquisition of the MCI group
The other party to the Tier 1 agreement 15 MCI Communications Services, Inc, the US entity that controls the
overall management of the Verizon global network Fees chargeable between the Company and VEHL for the use
and supply of telecommunications services are calculated according to a low risk methodology that 15 OECD
compliant

Effective as of | January 2010, the Company and VEHL amended the Tier 2 agreement to provide for additional
compensation to the Company for its performance of certain centralised support services

Going Concern

The company’s business activities, together with the factors likely to affect its future development and position are
set out 1n the Bustness Review section of the Directors” Report

The company 15 expected to continue to generate profits and positive cash flows for the foreseeable future The
company partictpates 1n the group’s treasury arrangements and shares banking arrangements with s parent
company and fellow subsidiaries

The directors, having assessed future profit forecasts and the level of financial support available from Venzon
Commumications Inc , have no reason Lo believe that a material uncertainty exists about the ability of the company to
ensure that 1t can meet its liabilities to third parties as they fall due and continue as a going concern for a period of at
least a year from the date of approval of these financial statements

Disabled employees

Applicanons for employment by disabled persons are always fully considered, bearing in mind the aptitudes of the
applicant concerned In the event of members of staff becorming disabled, every effort 1s made to ensure that their
employment with the Company continues and that appropriate traimng 1s arranged It 1s the policy of the Company
that the training, career development and promotion of disabled persons should, as far as possible, be identical with
that of other employees

Employee consultation

The Company places considerable value on the involvement of 1ts employees and has continued to keep them
formed on matters affecting them as employees and on the varous factors affecung the performance of the
Company This is achieved through regular information bulletins which seek to achieve a common awareness of the
financial and economuic factors affecting the performance of the business

Directors and directors’ interests

The directors who served dunag the year and to the date of this report were as follows

D Gaillard (resigned 28 June 2012)
C Aitkenhead
F De Maio (appointed 28 June 2012)
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Events since the balance sheet date

No matter or circumstance has arisen since 31 December 2012 that has sigmficantly affected, or may significantly
affect

(a) the current and future Company's operations, or

{b) the current or future state of affairs of the Company

Dhrectors’ Indemnity

The Company has granted indemmity to tts directors against hability in respect of proceedings brought by thurd
parties, subject to conditions set out in section 234 of the Compamies Act 2006 Such qualifying third party
indemnity provision was n force dunng the year and 1s 1n force as at the date of approving the directors’ report

Auditors

The directors have appointed Ernst & Young LLP as auditors for the Company Ernst & Young LLP are deemed to
be reappointed 1n accordance with section 485 of the Compantes Act 2006 by virtue of an elective resolution passed
by the members on 21 August 2006

IDisclosure of information to auditors

So far as the directors at the date of approving this report are aware, there 15 no relevant audnt information, bemg
information needed by the auditor in connection with preparing this report, of which the auditor 1s unaware Having
made enquiries of the company’s auditor, the directors have taken all the steps that they are obliged to take as
directors mn order to make themselves aware of any relevant audit information and to establish that the auditor 1s
aware of that information

By order of the Board

(B

C Aitkenhead

Durector 12 SEQ:E!“’“ICEV‘ 2013

Reading International Business Park
Basingstoke Road

Reading

Berkshire

RG2 6DA
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Directors’ responsibilities statement

The directors are responsible for preparing the Directors’ Report and the financial statements 1n accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the
directors have elected to prepare the financial statements 1n accordance with United Kingdom Generally Accepted
Accounting Pracuce (United Kingdom Accounting Standards and apphicable law) Under company law the directors
musl 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 ot the profit or loss of the Company for that period In preparing those financial
statements, the directors are required to

e select suitable accounting policies and then apply them consistently,
*  make judgments and estimates that are reasonable and prudent,

¢ statc whether applicable UK Accounting Standards have been followed, subject to any material departures
disclosed and explained in the financial statements, and

®  prepare the financial statements on the going concern basis unless 1t 15 inappropraite to presume that the
Company will continue tn business

The directors are responsible for keeping proper accounting records that are sufficient to show and explain the
Company's transactions and disclose with reasonable accuracy at any time the financial position of the Company
and to enable them to ensure that the financial statements comply with the Companies Act 2006 They are also
responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and
detection of fraud and other irregulanties

Registered number 2776038 4
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Independent Auditor’s Report to the members of Verizon UK Limited

We have audited the financial statements of Verizon UK Limited for the year ended 31 December 2012 which
comprise the Profit and Loss Account, the Statement of Total Recognised Gamns and Losses, the Balance Sheet and
the related notes 1 10 26 The financial reporung framework that has been applied 1n their preparation 15 applicable
law and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Pracuce)

This report 1s 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 slate to them n an auditor’s report and for no other purpose  To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the company and the company's
members as a body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully n the Directors’ Responsibilities Statement set out on page 4, the directors are responsible
for the preparatton of the financial statements and for bemng sausfied that they give a true and fair view Cur
responsibility 1s to audit and express an opimon on the financial statements 1n accordance with apphcable law and
International Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing
Practice Board’s Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures 1n the financial statements sufficient to give
reasonable assurance that the financial statements are free from matenial misstatement, whether caused by fraud or
error  This includes an assessment of whether the accounting policies are appropriate to the company's
circumstances and have been conststently apphed and adequately disclosed, the reasonableness of sigmificant
accounting estimates made by the directors, and the overall presentation of the financial statements  In addition, we
read ail the financtal and non-financial information 1n the Report and financial statements to wdentify material
inconsistencies with the audited financial statements If we become aware of any apparent material misstatements or
inconststencies we consider the imphcatons for our report

Opinion on financial statements

In our opinion the financial statements
= pgive a true and fair view of the state of the company's affairs as at 31 December 2012 and of 1ts profit
for the year then ended,
* have been properly prepared 1n accordance with the United Kingdom Generally Accepted Accounting
Pracuce, and
*  have been prepared 1n accordance with the requirements of the Companies Act 2006
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Independent Auditor’s Report to the members of Verizon UK Limited (continued)

Opinion on other matter prescribed by the Companies Act 2006

In our opimon the nformauon given in the Directors’ Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report 1n respect of the following matters where the Compames Act 2006 requires us 10 report Lo
you 1f, in our oprmion
= adequate accounting records have not been kept by the company, or returns adequate for our audit have
not been recerved from branches not visited by us, or
* the company’s financial statements are not 1n agreement with the accounting records and returns, or
* certain disclosures of directors’ remuneration specified by law are not made, or
*  we have not recerved all the informauon and explanations we require for our audit

———

Ergt o Hounp LP

Debbie O’Hanlon (Senior Statutory Auditor)
for and on behalf of Ernst & Young, LLP, Statutory Auditor
Reading

Dale |3 fephadsr Ao12

Registered number 2776038 6



Profit and loss account
forthe year ended 31 December 2012

Turnover
Nel operaung expenses

Other operaung income

Operating profit

Profit on sale of tangible fixed assets
Gain on sale of fixed asset investments

Profit on ordinary activities before interest and taxation

Other 1nterest receivable and simular income
Interest payable and simular charges

Profit on ordinary activities before taxation

Tax on profit on ordinary activities

Profit for the financial year

All results were derived from conuinuing activities

Statement of total recognised gains and losses

Jor the year ended 31 December 2012

Verizon UK Limited
Report and financial statements
31 December 2012

Notes
2012 2011
£009 £000
2 451,459 481,289
3 (480,769) (474,156)
4 53,520 19,030
Y 24,210 26,163
308 264
i2 - 3,764
24,518 30,191
7 716 760
8 (1,326) (1,359)
23,908 29,592
10 {123) (92)
21 23,785 29,500

There are no recognised gans and losses other than those shown in the profit and loss account

Registered number 2776038



Balance sheet
at 31 December 2012

Notes
Fixed assets
Tangible assets 11
Investments 12
Current assets
Stocks i3
Debtors
- due within one year 14
- due after one year 14
Cash
Creditors: amounts falling due within one year 15

Net current assets

Total assets less current liabilities

Creditors: amounts falling due after more than i6
one year

Provisions for liabilities and charges 17

Net assets

Capital and reserves

Called up share capital 19
Special reserve 20
Profit and loss account 20
Equity shareholders’ funds 21

£000

315
185,082

69,029
15,166

269,592

{140,860)

Venzon UK Limited

Report and financial statements
31 December 2012

2012 2011
£000 £000 £000
322,003 340,724
350 150
322,353 341,074
162
136,887
71,323
18,154
226,726
(144,495)
128,732 82,231
451,085 423,305
(6,117) (4,918)
(15,318) (12,522)
429,650 405,865
128,263 128,263
243,756 243,324
57,631 34,278
429,650 405,865

These financial statements were approved by the board of directors on 2 W

signed on 1is behalf by

= S
C Aitkenhead
Duirector

Registered number 2776038
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Report and financial statements
31 December 2012

Notes
(formung part of the financial statements)

1 Accounting policies

Basis of accounting and preparation
The financial statements are prepared under the listonical cost conventien and n accordance with
applhicable accounting standards (UK GAAP)

In preparing the financial statements for the current year, certain prior year amounts have been reclassified
to conform to current year presentation

The following accounting policies have been applied consistently throughout the year and the preceding
year

Consolidation

The Company 1s exempt from the requirement to prepare group financial statements by virtue of Section
401 of the Companies Act 2006, and accordingly the financial statements present information about the
Company as an individual undeniaking and not about 1ts group

Going concern

The directors have a reasonable expectation that the Company has adequate resources {o continue in
operational existence for the foreseeable future, being no less than twelve months from the date that the
financial statements are approved Accordingly, they continue to adopt the going concern basis in
preparation of the annual report and accouats

Related party disclosures

As the Company 1s a wholly owned subsidiary of Verizen Communications Inc (“Verizon™), the Company
has taken advantage of the exemption contained in Financial Reporung Standard (“FRS”) 8, and has
therefore not disclosed transactions or balances with wholly owned subsidiaries of Verizon which form part
of the group The consolidated financial statements of Verizon, within which the Company 1s included, can
be obtained from its headquarters at 140 West Street, New York City, New York State, USA 10007

Cash flow statement

In accordance with FRS 1 (revised), Verizon UK Limited has not pubhished a cash flow statement as 1ts
ultimate parent company, Verizon, which 1s incorporated in the United States of Amenica, has published
consolidated financial statements 1n which the cash flows of the Company are included

Fixed asset investments
Fixed asset investments are shown al cost less provision for impatrment

Tangible fixed assets and depreciation
Tangible fixed assets are stated at cost less accumuiated depreciation and accumulated 1mpairment losses

Depreciation is provided to write off the cost less the estimated residual value of tangible fixed assets by
equal nstalments over their esumated useful economic hives as follows

Telecommumcations network

- Transmussion equipment - 4-20 years

- Customer faciliues - 4-15 years

- Network cable - 40 years

Leasehold tmprovements - Over the term of the lease
Fixtures and fitings - 3-7 years

Cost includes internal employee costs which are directly attnibutable to capital acuvities of the Company
An asset 1s regarded as being in the course of construction untl ready for its intended use, when 1t 15
reclassified and depreciated over 1ts esuimated usefut economic life
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Notes (conrinued)

1 Accounting policies {(continued)

Asset impairment

Tangible fixed assets are reviewed for impairment when events or changes in circumstances 1ndicate that
the carrying amount of the fixed asset may not be recoverable When an impairment 1ndicator 15 1dentified,
the carrying value of the income generating umit 15 compared with 1ts recoverable amount Where the
recoverable amount 15 less than the carrying value, an impairment 1s recogmsed

Stocks
Stocks of equipment held for use 1n the maintenance and expansion of the Company’s telecommunication
systems are stated at cost, less provision for obsolete and slow moving items

Leases
Operating lease rentals are charged to the profit and loss account on a straight line basis over the period of
the lease

Pension costs

The Company operates a defined contmbution pension scheme The assets of the scheme are held
separately from those of the Company 1n an independently administered fund The amount charged to the
profit and loss account represents the contrmbutions payable to the scheme 1n respect of the accounting
period

Taxation
The charge for taxation 15 based on the profit or loss for the year and takes into account taxation deferred
because of tming differences between the weatment of certain ttems for taxation and accounting purposes

Deferred taxation

Deferred tax 15 recogmsed 1n respect of all uming differences that have originated but not reversed at the
balance sheet date where transactions or events have occurred at that date that will result 1n an obligation to
pay more, or a right to pay less or to recerve more, tax, with the following exception

® deferred tax assets are recognised only to the extent that the directors consider that 1t 1s more likely
than not that there will be suitable profits from which the future reversal of the underlying iming
differences can be deducted

¢ provision 18 made for tax on gans anising from the revaluation (and stmilar fair value adjustments)
of fixed assets, and gains on disposal of fixed assets that have been rolled over into replacement
assets, only to the exient that, at the balance sheet date, there 1s a binding agreement to dispose of
the assets concerned However, no provision 1s made where, on the basis of all available evidence
at the balance sheet date, 1t 1s more likely than not that the taxable gain will be rolled over 1nto
replacement assets and charged to tax only where the replacement assets are sold

Deferred tax 1s measured on an undiscounted basis at the tax rates that are expected to apply 1n the pertods
in which timing differences reverse, based on tax rates and laws enacted or substantively enacted at the
balance sheet date

Share-based compensation - Cash settled transactions

The cost of cash-settled transactions 1s measured at far value using an appropriate option pricing model
Fair value of share-based compensation 1s established imtially at the award grant date and at each balance
sheet date thereafter until the share awards are settled From the end of the vesting period until settlement,
the hability represents the full fair value of the share award as of the balance sheet date Changes 1n the
carrying amount for the hability are recogmsed 1n the profit or loss for the period

Registered number 2776038 10
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Notes (continued)

1 Accounting policies (confinued)

Turnover

Revenue 1s recognised on the basis of usage of networks, facilities and equipment or the provision of
services In general, fixed fees for circuns and certain other services may be billed in advance or n the
month of usage, but are recognised as revenue 1n the month of usage Where fees are based on traffic and
variable fees, they are generally billed in arrears and recogmsed 1n the month of usage At the start of a
contract, there may be fees for equipment, customer activation and sumular set up costs Where the costs
and fees are separately identifiable the revenue for these items is recogmsed when the equipment 1s
mnstalled in accordance with the contractual specifications and ready for the customer’s use Revenue for
maimtenance and monitoring service 1s recognised over the term of the contracts as we provide the services
Where there 15 a contractual arrangement with muluple dehiverables that cannot be considered separate for
accounting purposes, the revenue 1s recogmsed evenly over the term of the contract

Other operating income

Other operating income denives from the service agreement with Venzon European Holdings Limited
(“VEHL”) The Company provides telecommunicanons services within the UK 10 service Venizon Group
customers, and the Verizon Group provides telecommumcations services outside the UK 1o service the
Company’s customers In consideration for such services, fees are payable The net chargefincome 1s
reflected mn the Profit and Loss account Effective as of 1 January 2010, the Company and VEHL amended
the services agreement to provide for additional compensation to the Company for its performance of
certain centralised support services, this 1s further explained 1n the Directors’ Report

Foreign currency

Transactions denominated 1n foreign currencies are recorded at the rate of exchange at the date of the
transaction Monetary assets and lhabilities denomunated 1n foreign currencies are translated at the rates of
exchange ruling at the balance sheet date Any gains or loss ansing from a change tn exchange rates
subsequent to the date of the transaction 1s included as an exchange gain or loss 1n the profit and loss
account

Provisions

A provision 1s recognised when the Company has a legal or constructive obligation as a result of a past
event and 1t 1s probable that an outflow of econonmc benefits will be required to settle the obhigation If the
effect 1s matenal, the expected future cash flows are discounted using a current pre-tax rate that reflects,
where appropriate, the nisk specific to the hability

Provision 15 made for onerous leases where the unavoidable costs of meeting the obligation under the lease
exceed the economic benefits to be recerved under it in accordance with FRS12 "Provisions, Contingent
Liabilities and Contingent Assets” Costs provided for represent the minimum obligation under the lease,
nei of any contributions where the property 1s sub-let, and are discounted

2 Turnover

Turnover 1s based on the invoiced value, exclusive of VAT, of services supphed by the Company 1n the
normal course of business, 1n accordance with the revenue recogmuion policy 1n Note | The total turnover
of the Company for the year has been derived from its one principal continuing activity which 1s wholly
undertaken 1n the United Kingdom

Registered number 2776038 11
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Notes (continued)

3 Net operating expenses

2012 2011

£000 £000

Other external charges 284,969 282,526
Salary and associated costs (Note 5) 148,772 143,535
Depreciation (Note 11) 47,028 48,095
480,769 474,156

4  Other operating income

In accordance with its service agreement with VEHL, the Company provides telecommunications services
within the UK to service Venizon Group customers, and the Venzon Group provides telecommunications
services outside the UK to service the Company’s customers In consideration for such services, fees are
payable The net charge/income s reflected m the Profit and Loss account

In accordance with this service agreement, the Company recetved net income mn 2012 of £53,520,000
{2011 £19,030,000)
5 Staff costs

The average number of persons employed by the Company (including executive directors) during the year
was as follows
Number of employees

2012 2011
Operations 448 470
Sales 699 691
Administration 437 463
1,584 1,624
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Notes (continued)

5 Staff costs (continued)

The aggregate payroll costs of these persons were as follows

2012 2011

£000 £000

Wages and salares 124,365 119,667
Social security costs 15,618 15,165
Other pension costs (Note 24) 8,789 8,703
148,772 143,535

Included in wages and salanes are redundancy costs of £3,619,000 (201! £3,108,000)

6 Remuneration of directors

Al] directors are employed by Venzon group compames and their service as directors 15 incidental to their
main employment Consequently, they do not recetve emoluments for their services as directors of this
company

The directors are employed by the Company and their total remuneration for the year, including bonus,
benefits, and pension contributions to a money purchase scheme was £533,000 (2011 £487,000)

The aggregate remuneration of the highest paid director was £243,000 (2011 £318,000)

7 Other interest receivable and similar income
2012 2011
£000 £000
Bank interest 50 47
Loans to fellow group undertakings 666 713
716 760
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Notes (continued)

8 Interest payable and similar charges

Loans from fellow group undertakings
Other
Discounted provisions Unwinding of discount

9 Operating profit

Operating profit 1s stated after charging / (creduing)
Depreciation on tangible fixed assets - owned
Auditors' remuneration
- audit of the financial statements (1)
- statutory audit (in)
- other services (11t)
Operating lease rentals
- plant and machinery
- other
Net foreign exchange loss/(gain)

Venzon UK Limated

Report and financial statements

2012
£000

561

765

1,326

2012
£000

47,028

850
1,434
1,419

1,368
33,840
4,468

The auditors’ remuneration charge includes costs incurred in relation to

(1) the statutory audit of the Company,
() the statutory audit of other group enuties,
(1) corporate and indirect tax services

Registered number 2776038

2011
£000

553
17
789

2011
£000

48,095

850
1,468
1,258

1,492
34,487
(2,360)

31 December 2012
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Notes (continued)

10 Taxation

2012 2011
£000 £000
UK corporation tax at 24 5% (2011 26 5%}
Current tax - -
Overprovision in respect of prior years - -
Withholding tax 123 92
Tax expense 123 92

The table shown reconciles the UK statutory tax expense to the Company’s profit on ordinary activities
before taxation

2012 2011

£000 £000
Profit on ordinary activities before tax 23,908 29,592
Current tax at 24 5% (2011 26 5%) 5,857 7,842
Effects of
Expenses / (income) not deducuble / (taxable) 77 (785)
Fixed asset timing differences 11,555 12,695
Other uming differences (907) (1,008)
Tax losses utilised (16,582) (18,744)
Withholding tax 123 92
Tax expense 123 92

Registered number 2776038 15



Notes (continued)
11 Tangible fixed assets

Cost

At 1 January 2012
Additions
Transfers
Disposals

At 31 December 2012

Depreciation

At 1 January 2012
Charge for year
Dasposals

At 31 December 2012

Net book value
At 31 December 2012

At 31 December 201 1

Registered number 2776038

Assets under
construction

£600
27,327

18,128
(25,383)

20,072

20,072

27,327

Telecoms
network

£000
1,285,897
8,954

21,113
(161)

1,315,803

1,025,837
33,900
(113)

1,059,624

256,179

260,060

Venizon UK Limited

Report and financial statements

31 December 2012

Leasehold Total
improvements,
fixtures and
fittings
£000 £000
376,449 1,689,673
1,359 28,441
4,270 -
(6,135) (6,296)
375,943 1,711,818
323,112 1,348,949
13,128 47,028
(6,049) (6,162)
330,191 1,389,815
45,752 322,003
53,337 340,724
16




Notes (continued)

12 Fixed asset investments

Verizon UK Limited

Report and financial statements
31 December 2012

Vernizon UK Liumited has investments 1n the followtng principal subsidiary undertakings

Name of undertaking

MK International
Esrmted

Fox Court Nominees
Eimited

MCI WorldPhone
Lamted

Country of
incorporation

England and
Wales

England and
Wales

England and
Wales

Principal activities Description of

shares held

Investment holding company Ordinary

Shares

Hoiding minonity shareholdings 1n Ordmary

certain undertakings of the Venzon Shares
group

Provider of telecommunications Ordinary

services to certain Venzon group Shares

customers who are resident 1n the
European Union

100%

100%

100%

On the 22 July 2011 the Company transferred 1ts ownership of Verizon Interrational Limited to Verizon
Communications Inc , resulting 1n a gain of £3,764,000

Subsidiary undertakings

Cost
At i January 2012

At 31 December 2012

Amounts written off
At 1 January 2012

At 31 December 2012

Net book value
At 31 December 2012

At 31 December 2011

Registered number 2776038

£000

653,475

653,475

653,125

653,125

350

350
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Notes (continued)

13 Stocks
2012 2011
£000 £000
Network equipment and 1tems for resale 315 362
14 Debtors
2012 2011
£000 £000
Amounts falling due within one year
Trade debtors 52,810 50,518
Amounts owed by group undertakings 98,902 53,424
Other debtors 13 6
Prepayments 16,921 18,904
Accrued income 16,436 14,035
185,082 136,887
Amounts falling due after one year
Amounts owed by group undertakings 66,736 69,793
Other debtors 2,293 1,530
254,111 208,210

In preparing the financial statements for the current year, certain amounts due from group companies have
been reclassified between short and long term debtors to more accurately reflect the substance of the
transaction and conform to current year presentation

Registered number 2776038 18



Notes (continued)

15 Creditors: amounts falling due within one year

Trade creditors

Amounts owed to group undertakings

Taxation and social security
Accruals and deferred income
Other creditors

Cash settled share-based payments

Venzon UK Limited

Report and financial statements
31 December 2012

16 Creditors: amounts falling due after more than one year

Deferred income

Cash settled share-based payments

17 Prowvision for liabilities and charges

2012 2011
£000 £000
7,020 8,772
53,795 73,339
5,465 5,623
59,606 47,309
4,176 4,002
10,798 5,450
140,860 144,495
2012 2011
£000 £000
1,016 -
5,101 4918
6,117 4,918

Provision for habiliues and charges relates to onerous property leases and lease ditapidation costs

The onerous lease provision covers the difference between future property rentals of premmses which the
Company has vacated and expected sub-let income The future net cash outflows have been discounted at

an annual interest rate of 7 5% (2011 7 5%)

The dilapidation provision was created to cover the esumated costs that will be incurred at the end of each
of the Company’s facility leases The future cash outflows have been discounted at an annual interest rate

of 5 5% (2011 55%)

At | January 2012

Amounts provided
Unwinding of discount factor
Utilised during the year

At 31 December 2012

Registered number 2776038

Onerous leases Dilapidations Total
£000 £000 £000
2,998 9,524 12,522
2,539 - 2,539
232 533 765

(508) - (508)
5,261 10,057 15,318
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Notes (continued)

18 Deferred tax

As at 31 December 2012 a deferred tax asset of £153 mulhon at a rate of 23% (2011 £172 mullion at a rate
of 25%) relating to timing differences has not been recogmsed A net deferred tax asset 1s regarded as
recoverable and therefore recognised only when, on the basis of all avalable evidence, 1t can be regarded as
more hkely than not that there will be switable taxable profits from which the future reversal of the
underlying timing differences can be deducted There 1s currently msufficient evidence that suitable taxable
profits wiil be generated, and therefore the deferred tax asset has not been recognised

The Company estumates that tt has unciaimed capital allowances as at 31 December 2012 of £875 mullion
(2011 £849 million)

In his Budget 2012 on 21 March 2012, the Chancellor of the Exchequer announced a reduction 1n the UK
rate of corporation tax to 24% This reduced rate apphed from 1 Apnl 2012 and was enacted using
secondary legislation A further 1% rate reduction to 23% was also announced and it was intended that this
would be effective from | Apnl 2013

However, in his Budget of 21 March 2013, the Chancellor of the Exchequer announced a number of further
changes to the UK Corporation Tax rate These included a reduction in the UK corporation tax rate from
23% to 21% effective from | Apnit 2014 and to further reduce the UK corporate income tax rate to 20%,
effecive from 1 April 2015, which will be enacted 1n successive Finance Bills Consequently, the
company will only recognise the impact of the rate change which 1s substantively enacted at that ime 1n 1ts
financial statements
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19 Called up share capital

2012 2011
£000 £000
Authorised
255,304,200 ordinary shares of £1 each 255,304 255,304
Allotted, called up and fully paid
128,263,262 ordinary shares at £1 each 128,263 128,263
20 Reserves
Special Profit and
Reserve loss account Total
£000 £000 £000
At 1 January 2012 243,324 34,278 277,602
Profit for the financial year - 23,785 23,785
Transfers 432 432) -
At 31 December 2012 243,756 57,631 301,387

By means of a Special Resolunon dated 15 November 2004, and 1n accordance with Section 381A of the
Companies Act 1985, the Company reduced 1ts share premum account by £1,358.737,799 to zero This
reduction was approved by an Order of the High Court of Justice, Chancery Division on 8 December 2004,
and regsstered at Companies House on 10 December 2004 The purpose of the reduction was to create a
special reserve that could be used to offset any deficits in the Company’s profit and loss account that exist
on or after 31 December 2004, up to the amount of the reserve created

Following this Resolution, in order to protect the Company’s creditors, the Company committed to transfer
from the profit and loss reserve to the special reserve (which 1s non-distributable for so long as debts of the
Company remain which existed on 31 December 2004} amounts arising from any of the following
transactions

a) any distribution to the Company from any of 1us subsidianes, earned from profits up to 31 December
2004,

b) any realised profits from sales of fixed assets (where the fixed asset was held on 31 December 2004),

c) any release of provisions that existed at 31 December 2004 (1¢ where a provision has proved to be
surplus to requirements)

In 2012, this resulted 1n a transfer of £432,000 (2011 £507,000) from the profit and loss reserve to the
special reserve
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Notes (continued)

21 Reconciliation of movements n equity shareholders’ funds

2012 2011
£000 £000
Profit for the year 23,785 29,500
Opening equity shareholders’ funds 405,865 376,365
Closing equity shareholders’ funds 429,650 405,865

22 Share-based payments

Details of the Long Term Incentive Plan

The Company participates in the Vernizon Communications Inc (*Venizon”) Long Term Incentive Pian
(“the Plan” or “LTI Plan™} The Plan permuts the granting of restricted stock umits (RSUs) and performance
stock units (PSUs)

The objective of the Plan 1s to reward execuiives in a manner that aligns remuneration with the creation of
shareholder value As such, LTI Plan grants are only made to executives who are able to influence
generanon of shareholder value and thus have an impact on the performance of Venizon and s
subsidiaries

The LTI Plan grants to executives are delivered in the form of PSUs and RSUs, which represent shares of
Verizon stock that generally vest at the end of the third year after the grant 40% of the LTI Plan
opportunity 15 1n the form of R§Us and 60% 1n the form of PSUs

Restricted Stock Units

The Plan provides for the grant of RSUs that vest at the end of the third year after the grant The RSUs are
classified as hability awards because the RSU awards are paid in cash upon vesting The RSU award
Liability 1s measured at its fair value at the end of each reporting period and, therefore, will fluctuate based
on the performance of Verizon’s stock

Performance Stock Unuis

The Plan also provides for grants of PSUSs that generally vest at the end of the third year after the grant As
defined by the Plan, the Human Resources Commutiec of the Board of Directors of Verizon determines the
number of PSUs a participant earns based on the extent to which the corresponding performance goals have
been achieved over the three year performance cycle The PSUs are classified as hability awards because
the PSU awards are paid 1n cash upon vesting The PSU award liability 1s measured at 11ts fair value at the
end of each reporting period and, therefore, will fluctuate based on the price of Verizon common stock as
well as performance relative to the targets Dividend equivalent units are also paid to participants at the
time that the PSU award 1s determined and paid, and in the same proportion as the PSU award
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22 Share-based payments (continued)

The following share-based payment arrangements were in existence at 3t December 2012

Grant award Grantdate | Number Fair value at Number Fair value at
year of RSUs grant date of PSUs grant date
(£000) (£000)
2010 | 04/02/2010 77,373 1,374 116,050 2,061
2011 | 03/02/2011 62,600 1,425 93,891 2,138
2012 | 02/03/2012 70,890 1,778 106,326 2,667

All RSUs and PSUs granted generally vest at the end of the third year after the grant date, subject to any
variations determined by the Board of Directors of Verizon

Where a participant ceases employment prior to the vesting of their stock units, the stock units are forfeited
unless cessation of employment ts due 1o retirement (at least six months afier the start of the award cycle)
or involuntary termination inttiated by the Company

Fair value of RSUs and PSUs

The Company measures and recogmses compensation expense for all stock based compensation awards
made to employees and directors based on estimated fair values

The carrying amount of the hability relating to the cash settled options at 31 December 2012 1s
£15,899,000 (2071 £10,368,000) Cash settled share based payments valued at £5,492,000 vested and
were settled during 2012 (2011 £5,949,000)

Movements in RSUs and PSUs during the period

The following table 1llustrates the number of, and movements in, RSUs and PSUs during the year

2012 2011
Number of Number of Numberof Number of
RSUs PSUs RSUs PSUs
Balance at | January 227,672 341,380 265,642 398,192
Granted during the year 70,890 106,326 62,600 93,891
Settled during the year (87,699)  (131,43%9) (100,570)  (150,703)
Balance at 31 December 210,863 316,267 227,672 341,380
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23 Financial commitments

a) Capital commitments are as follows

2012 2011
£000 £000
Contracted but not provided for 5,699 2,751

b) Annual commitments under non-cancellable operating leases are as follows

2012 2011

Land and Other  Land and Other

buildings buildings
£000 £000 £000 £000

Operating leases which expire

‘Within one year 21 7,209 - 7,228
Between one and five years 657 4,377 1,010 1,916
After more than five years 15,805 56 15,166 1,619
16,483 11,642 16,176 10,763

Leases of land and buildings are typically subject to rent reviews at specified intervals and provide for the
lessee to pay all insurance, maintenance and repair costs

Other operating lease commutments relate to vehicles, office equipment and telecommunications cireuits
Typically these telecommumcations circuits contracts are for a mimimum penod of 12 months but can be
cancelled by the Company at one to five weeks notice following this mitial erm The commutment 1
respect of these contracts 1s £4,516,000 (2011 £5,795,000) Further telecommunications circults contracts,

which cannot be cancelled and last for a duration of over 5 years, have an annual lease charge ot £56,000
(2011 £1,619,000)

c¢) Intra-EMEA Funding Agreement

A Letter of Agreement exists whereby each of the EMEA Companies undertakes to loan 1ts excess
available cash to any EMEA company with a cash requirement

These loans are unsecured, interest bearing inter-company loans and are due and payable within 5 days of
demand and no later than 15 years after the date the joan was made

24 Pension obligations

The Company contributes to a number of defined contribution schemes for which the pension cost charged
for the year amounted to £8,789,000 (2017 £8,703,000)

There were no outstanding or prepaid contnibuttons at either the beginning or end of the financial year
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25 Ultimate parent undertaking and controlling party

The Company 15 a wholly owned subsidiary undertaking of Venzon European Holdings Limited, a
company incorporated 1n the United Kingdom

The Company 1s a wholly owned indirect subsidiary of Verizon Communications Inc, a company
incorporated n the United States of America, whose principal place of business 15 140 West Street, New
York City, New York State, USA 10007 and 1s the ulumate parent undertaking and controlling party of the
Company

Venzon Communications Inc 1s the ulumate parent company of the largest and smallest group in which the
results of the Company are consolidated

26 Events since the balance sheet date

Ne matter or circumstance has arisen since 31 December 2012 that has sigmficantly affected, or may
sigmficantly affect the Company's operations 1n the current or future financtal years
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