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Verizon UK Limited

Strategic Report for the Year Ended 31 December 2018

“The directors present their strategic report for the year ended 31 December 2018.

Business review
-Performance in the year

‘Thé principal activitiés of Verizon UK Limited (the “Company”) comprise the provision of telecommunications
services and intemnational sapport services within the Verizon Communications Inc. (*Verizon™) group of
companies..

The Company is expected to continue with its principal activity for the foreseeable future.

Tumover has decreased from £384,627,000 in 2017 to £336,860,000 in 2018. This decrease in tumover of
12.4% was due to a reduction in Private IP and Ethemet sales of 11.8%, Core Voice and Data Networkirig
Services of 30.8% (reflecting a strategic move by the Company away from low margin voice traffic services),
together with a decrease in Professional Services of 9.3% and a decrease in Customier Premise Equipment sales
of 28.6%. These are partially offsét by an increase in Strategic. Communications tumover of 15.9%. The mix of
Retail business increased from 82.7% 10 86.0% of total revenue in 2018 and the Strategic Services product mix
increased from 73.2% to 78.5%.

The profit on ordinary activities before taxation was £120,146,000 (2017: £35,033,000). In comparison with the
preceding year, the 2018 operating profit has increased by £28,381,000 to £59,581,000. This is driven by the
operating profit impact from an operating expense decrease of £93,205,000 and a decrease in
Telecommunication Sérvice Fees of £17,057,000. The operating expense decrease is primarily due to foreign
exchange gains.

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

Despite the challenging economic environment, the Company will continue to focus on growing key areas of
our business by providing superior network reliability -and offering innovative product bundles to our customers.
It will also continue to focus on cost cfficiencies to attempt to offset adverse impacis from unfavourable
economic conditions and intense competitive pressure.

In August 2018, the Company received as cash dividend from MK International Limited of $70,000,000
(£54,217,000) and subsequently declared a cash dividend of $500,000,000 (£387,265,000) to its immediate
parent company, Verizon European Holdings Limited. The dividends were translated using a spot rate of
$1.2911 : £1.
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Verizon UK Limited
Strategic Report for the Year Ended 31 December 2018 (confinued)

Telecommunicatioiis Services Agreement

Effective as of 1 January 2007, the Company entered into a replacement Tier 2 agreement with Verizon
European Holdings Limited (“VEHL”), which had entered into a replacement Tier | agreement reflecting the
centralized U.S. managément of the global telecommunications network followirig Verizon's 2006 acquisition
of the MCI group. The other party to the Tier | agreement is MCI Communications Setvices, Inc., the U.S.
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 is OECD compliant.

Effective as of | January 2010, the Company and VEHL amended the Tier 2 agreement 1o provide for additional
compensation to the Company for its performance of certain centralised support services.

Principal risks and uncertainties

The principal risks and uncertainties facing the Company are similar to those facing othér companies in the
telecomnitinications séctor, namely, credit risk from the Company’s debtors, revenue risk from competing
businesses, and operational dependence on a fibre network. The Company also has exposure to foreign currency
risk which arises from sales arid purchases in currencies other than its functional currency. These risks are
managed at a global and a European regional level, and are significantly mitigated by being an integral part of a
leading global communications provider, delivering inriovative, cost-effective, advanced communications
connectivity 1o businesses, govemments and consumers.

Approved by the Board on 20 September 2019 and signed on its behalf by:

C Aitkenhead
Director
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Verizon UK Limited

Directors' Report for the Year Ended 31 December 2018

The directors present their report and the financial statements for the year ended 31 December 2018.
The audited financial stateinents for the year ended 31 December 2018 are sef out-on pages 10 to 43,

Directors of the company _
The directors, who served during the year and to the date of this report were as follows:

C Aitkenhead
F De Maio

Branches outside the United Kingdom
Verizon UK Limited has an overseas branch in Dubai.

Dividends
‘The directors declared and paid a dividend of $500,000,000 (£387,265,000) to Verizon European Holdings
Limited on 28th August 2018 (2017: £nil).

Future developments _
The directors are satisfied with the performance of the Company for the year and do not expect any: significant
changes in future activities of the business.

Future growth will be focused on increasing the Retail and Sirategic Services product mix as set out in the
Strategic report.

Going concern

The company is expected to continue to generate profits and positive cash flows for the foreseeable future. The
company participates in the group's treasury arrangements and shares banking arrangements with its parent
company and fellow subsidiaries. '

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

Directors’ liabilities

The Company has granted indemnity to its directors against liability in respect of proceedings brought by third
parties, subject to conditions set out in section 234 of the Companies Act 2006, Such qualifying third party
indemnity provision was in force during the year and is in force as at the date of approving the directors’ report.

Employment of disabled persons

Applications 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 becoming disabled, every effort is made to ensure that
their employment with the Company continues and that appropriate training is arranged. It is 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 its employees and has continued to keep them
informed on matters affecting them as employees and on the various factors affecting the performance of the
Company. This is achicved through regular information bulletins which seek to achieve a common awareness of
the financial and economic factors affecting the performance of the business.
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Verizon UK Limited
Directors' Report for the Year Ended 31 December 2018 (continued)

Events since the balanceé sheet date _

There have been no significant events occurring after the balance sheet date which may affect either the
Company’s operations or results of those operations or the Company’s state of affairs.

Auditors '

The directors have appointed Emst & Young LLP as auditors for the Company. Emst & Young LLP are deemed
to be reappointed in accordance with section 485 of the Companies. Act 2006 by Virtiie of an elective resolution
passed. by the members on 21 August 2006.

Disclosure of information to the auditors

So far as the directors at the date of approving this report are aware, there is no relevant audit information, being
iformation needed by the auditor in connection with preparing this report, of ‘'which the auditor is unaware.
Having made enquiries of the company’s auditor, the directors have taken all the steps that they are obliged to
take.as directors 'in order to make themselves aware of dny relevant audit information and to establish that the
auditor is aware of that information.

Approved by the Board on 20 September 2019 aid signed on its behaif by:

CAilkehhead o
Director

Reading Intemational Business Park
Basingstoke Road

Reading

Berkshire

RG2 6DA
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Verizon UK Limited
Directors' Responsibilities Statement

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

Compariy law requires the directors to prepare financial statements for each financial year. Under that law the
directors have elected to prepare the financial siatements in accordance ‘with United Kingdom: Accounting
Standards (United Kingdom Generally Accépted Accounting Practice), including FRS 101 ‘Reduced Disclosure
Framework' (FRS 101’). Under company law the difectors raust 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 periad. In preparing these financial statements, the diréctors are required to:

* select suitable accounting policies and apply them consistently;
= ‘make judgements and accounting estimates that aré reasofiablé and prudent;

+ state whether FRS 101 has 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 it is inappropriate {0 presume that the
company will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
company's iransactions and disclose with reasonable accuracy at any time the finaricial position of the Company
and enable them fo 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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Independent Auditor's Report to the Members of Verizon UK Limited

Opinion

We have audited the financial statements of Verizon UK Limited for the year ended 31 December 2018 which
comprise the Statement of Profit or Loss and Other Comprehenswe Income, the Balance Sheet, the Statement of
Changes in Equity, and the related notes 1 fo 29, mcludmg a summary of significant accounting policies. The
financial reporting framework that has been applied in their preparation is applicable law and United Kingdom
Accounting Standards (United Kingdom Generally Accepted Accounting Practice), including Financial
Réporting Standard 101 ‘Reduced Disclosure Frameworsk’ (United Kingdom Generally Accepted Accounting
Practice).

In our opinion the financial statements:

» give a true and fair view of the state of the company’s affairs as at 31 December 2018 and of its profit for the
year then ended;

+ have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice;
and

 have been prepared in accordance with the requirements of the Companies Act 2006.

Basis for opinion

We conducted our audit in accordance with Intemational Standards on Auditing (UK) (ISAs (UK)) and
applicable law. Our responsibilities under those standards are further described in the Auditor’s res;:onsnbllmes
for the audit of the financial statemetits section of our report below. We are independent of the company in
accordance ‘with the ethical requirements that are relevant to our audit of the findancial statements in the UK,
including 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 te going concern
We have nothing to report in respect of the following matters in relation to which the ISAs (UK) require us to
report to you where:

s the directors’ use of the going concern basis of accounting in the preparation of the financial
statements is not appropriate; or

* the directors have not disclosed in the financial statements any identified material uncertainties that may cast
significant doubt about the company’s ability to continue to adopt the going concern basis of accounting for
a period of at least twelve months from the date when the financial statements are authorised for issue.,

Other information

The other information comprises the information included in the annual report, other than the financial
siatements and our auditor's report théreon. The directors are responsible for the other information.

Our opinion on the financial statements does not cover the other information and, except to the extent otherwise
explicitly stated in this 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 knowledge obtained in the audit or otherwise appears 10 be materially misstated. 1f 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 the other information, we are
‘required to report that fact.

We have nothing to report in this regard.
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Independeént Auditor's Report to the Members of Verizon UK Limited (continued)

Opinion on other matter prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:

« the information given i the Strategic Report and the Directors' Report for the financial year for which the
financial statements are prepared is consistent with the financial statements; and

» the Strategic Report and the Directors’ Report have been prepared in accordance with applicable legal
requirements,

Matters on which we are required to report by exception ,
In light of the knowledge and understanding of the Company and its environment obtainied in the course of the
audit, we have identified no material misstatements in the Strategic Report or Directors’ Report.

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

+ adequate accounting records have not been kept, of retums 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 returmns; or
« cerfain 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.

Responsibilities of directors

As explained more fully in the Directors’ Responsibilities Statement (et out on page 6), 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 ervor.

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 o cease operations, or
have no realistic alternative but to do so.

Auditor's responsibilities for the audit of the financial statements

Our objectives are 10 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

Financial Reporting Council’s website at https://www.frc.org.uk/auditorsresponsibilities. This description forms
part of our auditor’s report.
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Independent Auditor's Report to the Members of Verizon UK Limited (continued)

Use of aur report

“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 mattérs we are required to state fo them in an auditor's repoit ard 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.

&0 e %’ Yorme (o

San Gunapala (Senior Statutory Auditor)
For and on behalf of Ernst & Young LLP, Statutory Auditor
Reading

20 September 2019
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Verizon UK Limited

Statement of Profit or Loss and Other Comprehensive Income for the Year Ended 31
December 2018

Revenue

Net operating expenses

Other operating income

Operating profit

Income from shares in group undertakings
(Loss)Profit on sale.of tangible fixed assets

Profit on ordinary aclivities before interest and taxation
Other interest receivable and similar income
Interest payable and similar charges

Profit on ordinary activitics before taxation

Tax on profit on ordinary activities

Profit for the year

Other comprehensive income for the year, net of tax

Total comprehensive income for the year

The above results were derived from continuing operations.

The notes on pages 13 to 43 form an integral part of these financial statements.
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Note

3

4
5
6
7

12

2018 2017
£000 £000
336,860 384,627
(406,534) (499,739)
129,255 146,312
59,581 31,200
54,217 -
(942) (20
112,856 31,180
11,359 7,460
(4,069) (3.607)
120,146 35,033
(2,295) 1,206
117,851 36,239
117,851 36,239




Verizon UK Limited

Balance Sheet as at 31 December 2018

Fixed assets

Tangible assets

‘Currént assets

Stock

Debtors - amounts falling due within one year
Debtors - amounts falling due after one year
Cash at bank and in hand

Creditors: Amounts falling due within one year

Net current assets

Totasl assets less cirrent liabilities

Creditors: Amounts falling due after more than one year
Provisions for linbilities

Net assels

Capital and reserves

Called up share capital

Special reserve
Reserves

Shareholders® funds

Approved by the Board on 20 Septembér 2019 and signed on its behalf by:

C Aitkenhead
Director

The notes on pages 13 to 43 form an integral part of these financial statements.
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Note

15
16
16

17

18

20
21

2018 2017
£000 £000
216,007 221,087
83 88
376,462 634,754
29,101 29,657
7.286 14127
412,932 678,626
(158,571) (151,185)
254,361 527,441
470,368 748,528
(12,795) (10,732)
(10,458) (19,708)
447,115 718,088
128,263 128,263
- 244,883
318,852 344,942
447,115 718,088




Statement of Changes in Equity for the Year Ended 31 December 2018

At | January 2018

Effect of adaption of IFRS 15
(Note 29)

At 1 January 2018 (as restated)
Profit for the year

Dividends distributed

Transfer to Retained earnings
Share based payment
trarisactions

At 31 December 2018

At | January 2017
Profit for the year
Share based payment
transactions

At 31 December 2017

The notes on pages 13 ta 43 form an integral part of these financial statements.

Verizon UK Limited

. Special Retained
Share capital reserves carnings Total
£000 £ 000 £ 000 £ 000
128,263 244,883 344,942 718,088
_ - - (1 84) (184)
128,263 244,883 344,758 717,904
- - 117,851 117,851
- - (387,265) (387,269)
- (244,883) 244,883 -
- - (1,375) v (1.375)
128,263 - 318,852 447,115
A Special Retained
Share capital reserves earnings Total
£ 000 £ 000 £000 £ 000
128,263 244,883 304,043 677,189
- - 36,239 36,239
- - 4,660 4,660
128,263 244,883 344,942 718,088
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018

1 Authorisation of financial statements and statément of compliance

The financial statements of Verizon UK Limited (the *Company™) for the year ended 31 December 2018 were
authorised for issue by the board of directars cn 20 September 2019 and the balance sheet was signed on the
board’s behalf by C Aitkenhead. Verizon UK Limited is a private limited by shares company, incorporated and
domiciled in England and Wales.

These financial statements were prepared in accordance with Financial Reporting Standard. 101 Reduced
Disclosure Framework (FRS 101) and in accordance with applicable accounting standards.

The Company’s financial statements are presented in Sterling and all values are rounded to the nearest thousand
pounds (£000) except when otherwise indicated.

The Company has taken advantage of the exemption under Section 401 of the Companies Act 2006 not to
prepare group accounts a5 it is a wholly owned subsidiary of Verizon Communications Inc.

The results of Verizon UK Limited are included in the consolidated financial statements of Verizon
Commimications Inc which are available from 1095 Avenue of the Americas, New York, New York, 10036
USA.

The principal accounting policies adopted by the Company are set out in note 2.

2 Accounting policies

Summary of significant accounting policies and key accounting estimates
The principal accounting policies applied in the preparation of these financial statements are set out below.
These policies have been consistently applied to all the years presented, unless otherwise stated.

Basis of preparation
These financial statements were prepared in accordance with Financial Reporting Standard 101 Reduced
Disclosure Framework.

The firancial statements have been prepared on a historical cost basis, excepl for certain financial assets and
liabilities which are fair valued in accordance with réspective guidance.
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

2 Accounting policies (continued)

Summary of disclosure exemptions
The company has taken advantage of the following disclosure exemptions under FRS 101;

(i)  the requirements of paragraph 17 of IAS 24 Related Party Disclosures

(i) the requirements in [AS 24 Related Party Disclosures to disclose related party trasisactions entered into
between two or more members of a group, provided that any subsidiary which is a party to the
transaction is whotly owned by such a member

(iii)  the requirements of IAS 7 Statement of Cash Flows

(iv) the requirements of paragraphs 45b and 46-52 of IFRS 2 Shar¢ Based Payment because the share based
payment arrangement concerns the instruments of another group entity

(v) the requirements of paragraphs 91-99 of IFRS 13 Fair Value Measurement

(vi) thé requirement in paragraph 38 of IAS 1 Presentation of Financial Statements to present comparative
information in respect of paragraph 79(a)(iv) of IAS 1 and paragraph 73(e) of IAS. 16 Property Plant arid
Equipment

(vii) the requirements of paragraphs 10(d), 10(f) and 134-136 of IAS | Presentation of Financial Statements

(viii) the requiremernits of paragraph 30 and 31 of 1AS 8 Accounting Polices, Changes in Accounting Estimates
and Errors

(ix)  the requirements of IFRS 7 Financial Instruments: Disclosures

(x)  the requirements of paragraphs 110, 113(a), 114, 115, 118, 119(a) to (c), 120 to 127, and 129 of IFRS 15
Revenue from Contracts with Customers

(xi) the requirements of IFRS 9 Financial Instruments

(xii) the requirements of paragraphs 130(f)(ii), 130 (f(iii), 134(d) - 134(f) and 135(c) - 135(e) of IAS 36
Impairment of Assets.

Going concern

The directors have a reasonable expectation that the Company has adequate resources to continue i _o‘peralional
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 financial statements.

New standsrds, amendments and IFRIC interpretations

The Company applied IFRS 15 and IFRS 9 for the first time. The nature and effect of the changes as a result of
adoption of these new accounting standards are described under the ‘Revenue recognition’ and ‘Financial
instruments’ sections below.

Several other amendments and interpretations apply for the first time in 2018, but do not have an impact on the

financial statements of the Company. The Company has not early adopted any standards, interpretations or
amendments that have been issued but are not yet effective.
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Verizon UK Limited

Notes to the Financial Stateiments for the Year Ended 31 December 2018 {continued)

2 Accounting policies (continued)

Revenue recognition ,
The company has applied IFRS 15 with effect from | January 2018 and going forward.

The company has availed of the disclosure exemptions available in accordance with FRS 101 as mentioned in
the summary of disclosure exemptions.

None of the company's contracts with customers at the daie of adoption of IFRS 15 contained a significant
financing component or incurred significant costs to obtain such contracts and as such it was. ot hecessary for
the company to avail of any of the practical expedient options available under IFRS 15 upon adoption of the
siandard.

The company has adopted IFRS_ 15 Revenue from contracts with Customers in these financial siatements for the
first time. The company applied IFRS 15 on a modified retrospective basis b_y recognising the cumulative effect
of initially applying IFRS 15 as an adjustment to the opening balance of retained earnings.

Accordingly the comparative information has riot been restated and continues 10 be reported rinder JAS18.

Revenue is recognised on the basis of usage of networks, facilities and equipment, the pravision of services or
installation revenue.

Usage of netwark

Fixed fees for circuits and certain other services may be billed in advance or in the month of usage, but are
recognised as revenue in the month of usage. Where fees are based on traffic and variable fees, they are
generally billed in arrears and recognised in the month of usage.

Facilities and equipment

At the start of & contract, there may be fees for equipment, customer activation and similar set up costs. Where
the costs and fees are separately identifiable the revenue for these items is recognised when the equipment is
installed in accordance with the contractual specifications and ready for the customer’s use.

Provision of services

Revenue for maintenance and monitoring service is recognised over the term of the contracts as we provide the
services. Where there is a contractual arrangement with multiple deliverables that cannot be considered separate
for accounting purposes, the revenue is recognised evenly over the term of the contract.

Installation Reveniie
The Company defers circuit and CPE related installation revenue and related costs over the contract term.

The adoption of IFRS 15 required the deferral of the installation revenue and related costs which resulted in an
adjustment to increase retained eamings as per note 29.

Costs 1o obtain a contract

The company recognizes incremental direct costs of obtaining a contract, which consist of sales commissions
and incremental fringe benefits, are deferred and amortized over the weighted-average contract term. The
adoption of IFRS 15 required the capitalization of these costs which resulted in an adjustment to increase
retained eamnings as per note 29. '
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

2 Accounting policies (continued)

Accounts receivable and contract balances

The timing of revenue recognition may differ from the time of billing o our customers. Receivables presented
in our Balance Sheet represent an unconditional right to consideration. Contract balances represent amounts
from an arrangement when either the company has performed, by transferring goods or services to the customer
in advance of receiving all or partial consideration for such goods and services from the customer, of the
¢customer has made payment to the company in advance of obtaining control of the goods and/or services
promised to the customer in the contract.

Contract assets primarily refate to our rights to consideration for goods or services provided to the customers but
for which we do not have an unconditional right at the reporting date.

Contract liabilities arise when we bill our customers and receive consideration in advance of providing the
goods or services promised in the contract.

Other operating income )

Other operating income derives from the service agreement with Verizon European Holdings Limited
(“VEHL"). The Company provides teleccommunications services within the UK to service Verizon Group
customers, and the Verizon Group provides telecommunications services outside the UK fo service the
Company’s customers. In consideration for such services, fees are payable. The net charge/income is reflected
in the Statement of Profit or Loss. Effective as of | January 2010, the Company and VEHL amended the
services agreement lo provide for additional compensation to the Company for its performance of certain
centralised support services; this is further explained in the Strategic report.

Foreign currency transactions and balances

Transactions denominated in foreign currencies are recorded at the rate of exchange at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are translated at the rates of
exchange ruling at the balance sheet date. Any gains or loss arising from & change in exchange rates subsequent
to the date of the transaction: is included as an exchange gain or loss in the Statemént of Profit or Loss,
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

2 Accounting policies (continued)

Tax

Current tax assets and liabilities are measured at. the amount expected 1o be recovered from or paid to the
taxation authorities, based on tax rates and laws that are enacted or substantively enacted by the balance sheet
date. .

Deferred income tax is recognised on all temporary differences arising between the tax bases of assets and
liabtlities and their carrying amounts in the financial statements..

Deferred income tax assets are recognised only to the extent that is probable that taxable profit will be available
against which the deductible temporary differences, carried forward tax credits ortax losses can be utilised.
Deferred income tax assets and liabilities are measured on an undiscounted basis at the tax rates that are
expected to apply when the related asset is realised or liability is settled, based on tax rates and laws enacted
substantively at the balance sheet date.

The carrying amount of deferred income tax assets is reviewed at each balance sheet date. Deferred income tax
assets and liabilities are offset, only if a legally enforcement right exists to set off current tax assets against
curierit tax liabilities, the deferred income taxes relate 1o the same taxation authority and that authority permits
the company to make a single net payment.

Income tax is charged or credited to other comprehensive income if it relates to items that are charged or
credited to other comprehensive income. Similarly, income tax is charged or credited directly to equity if it
relates to items that are credited or charged directly to equity. Otherwise income tax is recognised in the
Statement of Profit or Loss. '

Fixed asset investments
Fixed asset investments are shown at cost less provision for impairment.

Tangible fixed assets and depreciation

Tangible fixed assets are stated al cost less accumulated depreciation and accumulated impairment losses. Cost
comprises the aggregate amount paid and the fair value of any other consideration given to acquire the asset and
includes cost directly atiributable to making the asset capable of operating as intended including internal
employee costs which are directly atiributable to capital activities of the Company. Borrowing costs directly
attributable to assets under construction and which meet the recognition criteria in 1AS 23 are capitalised as part
of the cost of that asset. '

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

Telecommunications network

Customer facilities 4-15 years

Transmission equipment 4-20 years.

Network cable 40 years

Leasehold improvements Over the term of the lease
Fixtures and fittings 3-7 years
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

2 Accounting policies (continued)

An asset is regarded as being in the course of construction until ready for its intended use, when it is reclassified
and depreciated over its estimated useful economic life.

Useful lives and residual values are reviewed annually and where adjustments are required these are made
prospectively.

Tangible fixed assets are derecognised upon disposal or when no future economic benefits are expected to arise
from the continued use of asset. Any gain or loss arising on derecognition of the asset is included in the
Statement of Profit or Loss in the period of derecognition.

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

Provisions

A provision is recoghised when the Company has a legal or constructive obligation as a result of a past event; it
is probable that an outflow of economic benefits will be required to settle the obligation; and a reliable estimate
can be made of the amount of the obligation. If the effect is material, the expected future cash flows are
discounted using a current pre-tax rate that reflects, where appropriate, the risk specific to the liability.

Provision is made for onerous leases where the unavoidable costs of meeting (he obligation under the lease
exceed the economic benefits to be received under it in accordance with 1AS 37 “Provisions, Contingent
Liabilities and Cantingent Assets”. Costs piovided for represent the minimum obligation under the fease, net of
any contributions where the property is sub-let, and are discounted. ’
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

2 Accounting policies (continued)

Leases
Operating lease rentals are charged to the Statement of Profit or Loss on a stralght line basis over the period of
the lease.

The Company has a number of subleases for commercial premises and these are accounted for as an operating
lease and a provision is accrued to reflect the present value of the future losses arising from the difference
between the lease paid 1o the lessor according to the master lease agreement and the lease collected from the
sub-lessor according to the sublease agreement,

Company as a lessee

Assets held under finance leases; which transfer to the Company substantially all the risks and benefits
incidental to ownership of the leased item, afe capitalised at the inception of the lease, with a com:spondmg
liability being recognised for the lower of the fair value of the leased asset and the present value of the minimum
lease payments, Leas¢ payments are apportioned between the reduction of the lease. hablhty and finance charges
in the income statement so as to achieve a constant rate of interest on the remaining balance -of the liability.
Assets held under finance leases are depreciatéd over the shorter of the estimated useful life of the asset and the
lease term.

Leases where the lessor retains a significant portion of the risks and benefits of ownership. of the asset are
classified as operating leases and rentals payable are charged to the Statement of Profit or Loss on a straight line
basis over the lease term.

Company as a lessor

Assets leased out under operating leases are included in property, plant and equipment and depreciated over
their estimated useful lives. Rental income, including the effect of lease incentives, is recognised on a straight
linie basis over the lease term.

Where the Company transfers substantially all the risks and benefits of ownership of the asset, the arrangement
is classified as a finance lease and a receivable is recognised for the initial direct costs of the lease and the
present value of the minimum lease payments. As payments fall due, finance income is recognised in the
Statement of Profit or Loss so as to achieve a constant rate of return on the remaining net investment in the
lease.

Impairment of non-financial assets

The Company -assésses at each reporting date whether there is an indication that an asset may be impaired. If
any such indication exists, or when annual impairment tésting for an asset is required, the Company makes an
estimate of the assets recoverable amount in order to determine the extent of the impairment loss. An assets
recoverable amount is the higher of an assets or cash generating unit’s fair value less costs to sell and its value in
use and is determined for an individual asset, unless the asset does not generate cash flows that are largely
independent of those from other assets or groups of assets. Where the carrying amount of an asset exceeds its
recoverable amount, the asset is considered imipaired and is written down to its recoverable amount. Impairment
losses on continuing operations dre recognised in the Statement of Profit or Loss in those expense categories
consistent with the function of the impaired asset.

For assets where an impairment loss subsequently reverses, the carrying amotint of the asset or cash generating
unit is increased to the revised estimate of its recoverable amount, not to exceed the carrying amount that would
have been determined, net of depreciation, had no impairment losses been recognised for the asset or cash
generating unit in prior years. A reversal of impairment losses is recognised immediately in the Statement of
Profit or Loss, unless the asset is carried at a revalued amount when it is treated as a revaluation increase.
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (contiiued)

2 Accounting policies (continued)

Dividends

Dividend income from investments is recogniséd when the shareholders rights to receive payment have been
established (providing that it is probable that the economic benefits will flow to the company and the amount
can be measured reluably)

Dividend received from the subsidiary undertakings is recognised directly in current year's income statement.

The company recognises a liability to pay dividend when the distribution of dividend is authorised by the
shareholders, as per the UK law. A corresponding amount is recognised directly in retained eamings.

Defined contribution pension obligation

The Company operates a defined contribution pension scheme. The assets of the scheme are held separately
from those of the Company in an independently administered fund. The amount charged to the Statement of
Profit or Loss represents the contributions payable to the scheme in respect of the accounting period.

Share based payments
Fair value of the share based compensation is established initially at the award grant date and at each balarce
sheet date thereafier until the share awards are settled using an appropriate option pticing model.

Share based compensation is paid in cash upon vesting by the company’s ultimate parent company, Verizon
Communications Inc. The company has no obligation to settle the transaction and therefore accounts for the
transaction as equity settled, recognising a corresponding credit in equity.

The company does have an obligation to seftle the employee’s tax obligations incurred as a result of the
transaction and therefore recognises a liability relating to this element of the award.

From the end of the vesting period until settlement the combined equny and hab:lny elements represent the full

fair value of the share award as of the balance sheet date. Changes in the carrying amount for the liability are
recognised in the Statement of Profit or Loss.
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

2 Accounting policies (continued)

Financial instruments
The company has applied IFRS 9 with effect from 1 January 2018 and going forward.

The company has availed of the disclosure exemptions available in accordance with FRS 101 as mentioned. in
the summary of disclosure exemptions.

Following review of the company’s financial assets and financial Tliabilities, no material recognition,
measurement or transition |mpacls from the application of IFRS 9 have been identified with financial assets and
liabilities being recognised in the same manner under IFRS 9 as was recognised under the previously applicable
standard IAS 39, Financial Instruments.

Derivative Financial Instrurents

The Company uses forward contracts (o mitigate the effects of changes in foreign exchange relating to certain of
the Company's intercompany receivables and payablés, These derivative instruments dre not formally
designated as hedges and the terms of these instruments generally do ot exceed three months. The fair values of
these instruments are included in the Balance Sheet in Current assets or Current liabilities, with changes in the
fair value recognized in the Statement of Income. The Company has classified these derivative instruments as
fair value through profit and loss (“FVTEL").
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

2 Accounting policies (continued)

Financial instruments (coiitinued)

Financial Assets
Initial recognition and measurement 4

Financial assets within the scape of IFRS 9 are classified as financial assels at amortized cost and financial
assets at fair value through profit or Joss.

Derecognition of financial assets:

A financial asset (or, where applicable, a part of a financial asset) is primarify derecognised (i.e. removed from
the company’s statement of financial position) when:

- The righits to receive cash flows from the asset have expired

or

- The company has transfered its rights to receive cash flows from the asset or has assumed an obligation to pay
the received cash flows in full without material delay to a third-party under a pass-thmugh' arrangement; and
either (a) the comipany has transferred substantially all the risks and rewards of the asset, ot (b) the company has
neither transferred nor retained substantially all the risks and rewards of the asset, but has transferred control of
the asset.

When the company has transferred its rights to receive cash flows from an asset or has entered into a
pass-through arrangement, it evaluates if, and to what extent, it has retained the risks and rewards of ownership.
When it has neither transferred rior retained substantially ali of the risks and rewards of the asset, nor transferred
control of the asset, the company continues to recognise the. transferred asset to the extent of its continuing
involvement. In that case, the company also recognises an associated liability. The transferred asset and the
associated liability are measured on a basis that reflects the rights and obligatjons that the company has retained.

‘Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the lower of
the original carrying amount of the asset and the maximum amount of consideration that the company could be
required to repay.

The Company’s financial assets include Cash, Trade and Other Receivables including Intercompany and Loans.
The subsequent measurement of cash, loans and receivables is as follows:

Cash at bank and in hand
Cash in the balance sheet comprises cash at banks and in hand.
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

2 Accounting policies (continued)

Financial instruments (continued)
Trade and other receivables

The company impairs trade receivables using the IFRS 9 simplified impairment approach, which involves
calculating at an amount equal to lifetime expected credit losses.

The company impairs intercompany receivables using the IFRS 9 general impairment approach, which involves
calculating an amount equal to 12 months expected credit losses where the Credit Risk is assessed below.

Changes in the credit risk associated with these assets are assessed on both an individual and collective basis. To
date, there has been no indication of impairment on a collective basis.

Trade debtors are recognised and carried at the lower of their original invoiced value and recoverable amount.
Provision fof impairment is made through profit or loss when there is objective evidence that the Company will
not be able to recover balances in full. Balances are written off when the probability of recovery is assessed as
being remote.

An additional credit loss allowance is recognized if there has been a significant increase in the credit risk
associated with a given customer (payment default at maturity, insolvéricy proceedings, etc.), such thai the
amount awed by the customer is likely to be written off.

Financial Liabilities

Initial recognition and nieasurement

Financial fiabilities within the scope of IFRS 9 are classified as financial liabilities at fair value through profit or
loss, financial liabilities that arise when a transfer of a financial asset does not qualify for derecognition or when
the company retains continuing involvement, financial guarantee contracts, commitments to provide a loan at a
below market interest rate, and contingent consideration recognized by an acquirer in accordance with IFRS 3,
Business Combinations.

Derecognition of financial liabilities :

A financial liability is derecognised when the obligation under the liability is discharged, cancelled or expires.
When an existing financial liability is replaced by another from the same lender on substantially different terms,
or the terms of an existing liability are substantially modified, such an exchange or modification is treated as the
derecognition of the original liability and the secognition of a new liability. The difference in the respective
carrying amounts is recognised in the statement of profit or loss.

The Company’s financial liabilities consist of Trade and Other Creditors, including Intercompany Payables.

The Company detesmines the classification of its financial liabilities at initial recognition.

Trade and other creditors
Trade and other short term creditors are carried at the lower of their original invoiced value and payable amount.
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

2 Accounting policies (continued)

Financial instruments (continued)

Loans and borrowings
Loans and borrowings are measured .initially at fair value, net of transaction costs and are measured
subsequently at amortised cost using the effective interest method.

Estimates and assumptions

The preparation of the company’s financial statements requires management to make judgements, estimates and
assumptions that affect the reported amounts of revenues, expenses, assets and liabilities, and the accompanying
disclosures, and the disclosure of contingent liabilities. Uncertainty about these assumptions and estimates could
result in outcomes that require a material adjustments to the carrying amount of assets or liabilities affected in
future periods.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimate is revised if the revision affects only that period, or in the
period of revision and future periods if the revision affects both current and future periods.

Judgements
The following judgements have had the most significant effect on amounts recognised in the financial
statements:

Finance and operating lease commitments

The company supplies equipment for exclusive use by customer’s on their premises via sales type lease
agreements with financing of the equipment provided by a 3rd party. The classification of such leases as
operating or finance lease requires the Company to determine, based on an evaluation of the terms and
conditions of the arrangements, whether it retains or acquires the significant risks and rewards of ownership of
these assets and accordingly whether the lease requires an asset and lability to be recognised in the balance
sheet.

Taxation

Management judgement is required to determine the amount of deferred tax assets that can be recognised, based
upon the likely timing and level of future taxable profits togethér with an assessment of the effect of future tax
planning strategies. Further details are contained in note 12.
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

3 Revenue
The analysis of the company's revenue for the year, exclusive of VAT, from continuing opérations is as follows:

2018 2017
£000 £000

By area of activity
Core voice and data networking services 47,803 68,901
Cuistomer premise equipment 24,653 33,631
Private [P and Ethernet 144,359 162,782
Strategic communications and professional services ] 120,045 119,313
336,860 384,627

Revenue of the Compary for the year has been derived from its principal continuing activity which is
significantly undertaken in the United Kingdom. ,

2018 2017
Contraét Assets - Current £ 000 £000
Deferved installation costs (see note 16) 2,697 -
Deferred commissions (see note 16) 980 -
Contract Assets - Non-current
Deferred installation costs.(see note 16) 1,872 -
Deferred commissions(see note 16) 863 -
Contract liabilities - Current
Deferred revenue (see noté 17) : (6,196) (3,596)
Contract liabilities - Noncurrent
Deferred revenue (see note 17) (3,437) (1,13

No impairment losses have been recognised on.any receivables or contract assets from the company's contracts
with customers.
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

4 Net operating expenses

2018 2017

£ 000 £000

Other external charges : 105,643 114,259
Network access and roaming costs 121,962 141,680
‘Salary and associated costs (see note 10) 140,620 131,982
Owned network expenses 35,653 39,500
Net foreign exchange (gain):loss (21,702) 37,953
Depreciation (see note 13) 30,358 31,150
Loss on disposal of cloud-managed hosting services. ) - 3215
406,534 499,739

In 2017, certain assets were sold as part of a global transaction, which resulted in a loss of £3,215,000. This
impact was compensated as part -of the Telecommunicaiions Services Agreement withiin Other operating
income.

5 Other Operating income

The analysis of the company's other operating incomie for the year is as follows:

2018 2017
£ 000 £000
Telecommunications services agreement 129,355 146,312

In accordance with its service agreement with VEHL, the Company provides telecommunications $ervices
within the UK to service Verizon Group customers, and the Verizon Group provides telecommunications
services -outside the UK to service the Company's customers. In consideration for such services, fees are
payable. The net chiarge/income is reflected in the income statement.

In accordance with this service agreement, the Company received net income in 2018 of £129,255,000 (2017:
£146,312,000).
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

6 Operating profit

207
£000

31,150

596
1,051
1,157

1,019
24,912
(2,863)
38,004

2018
‘Opérating profit is stated after charging / (crediting): £000
Depreciation on tangible fixed assets - owned 30,358
Auditor's remuneration
- audit of the financial statements (i) 548
- statutory audit (i) 968
- other services (iit) 1,022
Operating lease payments
- plant and machineéry 1,114
- other minimum lease paynients 33,333
- sublease paymerits (1,5249)
Net foreign exchange (gain)/loss (27,653)

The auditors' remuneration charge includes costs incurved in relation to:
(i) the statutory audit of the Company;

(ii) the statutory audit of other group entities;

(iii) corporate and indirect tax services.

7 Income from shares in group undertakings

The company received an ordinary dividend of $70,000,000 from its subsidiary MK International Ltd on the

28th August 2018,
2018 2017
£000 £ 000
Income from shares in group undertakings 54,217 -
8 Other interest receivable and similar income
2018 2017
£ 000 £000
Interest income on bank deposits 44 13
Finance charges received under finance léases 718 297
Interest receivable from group undentakings 10,597 7,150
11,359 7,460
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

9 Interest payable and similar charges

2018 2017
£ 000 £000
Interest payable to group undertakings ) 2,384 1,422
Discounted provisions - uawinding of discount (see note 19) 775 1,047
Finance charges payable under finance leases 210 39
Other _ 700 _ 747
4,069 3,607
10 Staff costs

The aggregate payroll costs (including directors’ remuneration) were as follows:
2018 2017
£000 £ 000
‘Wages and salaries 117,962 110,250
Saocial security costs 14,515 13,851
Pension and other post-employmient benefit costs (see note. 25) 8,143 7,881
140,620 131,982

The average number of persons employed by the company (including directors) during the year, analysed by
category was as follows:;

2018 2017

No. NO.

Administration 220 219
Sales 705 695
Operations 3 272 280
1,197 ) 1,194

Included in wages and salaries are costs of £3,025,000 (2017: £2,053,000) relating to redundancy payments and
£2,762,000 (2017: £4,316,000) relating to cash settled share based payment transactions.
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Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

11 Directors' remuneration
"The directors' reniuneration for the year was as follows:

2018 2017

£ 000 £000
Remuneration . . 644 627
In respect of the highest paid director:

2018 2017

£ 000 £000
Remuneration 354 344_

All directors are employed by Verizon group companies and their service as directors to Verizon UK Limited is
incidental to their main employment. Consequently, they do not receive emoluments for their services as
directors of this company.
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Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

12 Tax
‘Tax (charged)/credited to the profit and loss atcount

‘CuFrent taxation
UK-Adjustments in respect of prior years
Withholding tax

Total curieit income tax

Deferied taxation
Arising from origination and reversal of temporary differences

Tax (charge)/credit in the profit and loss account

Reconciliation of the Total Tax (Credit)/Charge

Profit from continuing operations before taxation

Tax at UK statutory rate of 19% (2017: 19.25%)
Expenses not deductible

Group relief claimed

Income from subsidiary undertakings
Withholding tax

Deferred tax recognised in the year

Total tax charge/(credit)

Change in Corporation Tax Rate

2018 2017
£000 £000
- 72
(3) 7)
3) 65
(2,292) 1,141
(2,295) 1,206
2018 2017
£ 000 £000
120,146 35,033
22,828 6,744
105 28
(15,670) (4,849)
(10,301) -
3 7
5,330 (3,136)
2,295 (1,206)

The Finance Act 2015 reduced the main rate of UK corporation tax from 20% to 19% from 1 April 2017. The
main rate of UK corporation tax will further reduce to 17% effective from 1 April 2020 as enacted in the

Finance Act 2016.

Deferred Tax

The deferred tax asset included in the balance sheet s as follows:
Differences between accumulated depreciation and capital allowarices

Total deferred tax asset
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Verizon UK Limited

Notes to the Financial Statements for the Year Ended 31 December 2018 (continued)

12 Tax (continued)

2018 2017
£000 £ 000

Disclosed on the'balance sheet -
Amounts falling due within one-year 6,322 7,079
-Amounts falling due after one year 12,659 14 194
18,981 21,273

As at 31 December 2018 a deferred tax asset of £51 million at a rate of 17% (7017 £52 million at a rate of 17%)
relating to timing differences has not been recognlsed A deferred tax asset is regarded as recoverable and
therefore recogniséd anly when, on the basis of all avaiiable evidence, it can be regarded as more likely than not
that there will be suitable taxable profits from which the future reversal of the underlying timing differences can
be deducted. There is currently insufficient evidence that sufficient suitable iaxable profits will be generated,
‘and therefore the deferred tax asset on this amount has riot been fecognised.

The Company estimates that it has unclaimed capital allowances as at 31 Deceinber 2018 of £590 million (2017:
£571 million).

2018 2017
£ 000 £000
Deferred tax.in the incotie statement
Difference between accumulated depreciation and capital allowances 2,292 (1,141)
Deferred tax charge/(credit) 2,292 (1,141)
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13 Tangible assets

Cost

At 1 January 2018
Additions

Transfers

Disposals

At 31 December 2018

Accumulated depreciation
At 1 January 2018

Charge for the year
Disposal

At 31 December 2018

Net boek value

At | January 2018

At 31 December 2018

Capitalised borowing costs

Leasehold
v improvements,
Assets undér Telecomms fixtures and
construction network fittings Total
£ 000 £ 000 £000 £000
24,578 1,241,175 386,197 1,651,950
17,167 7,962 1,279 26,408
(25,007) 20,828 4,179 -
- (33,509) (4,641) _(38,!50)
16,738 1,236,456 387,014 1,640,208
- 1,067,512 363,351 1,430,863
- 25,552 4,806 30,358
- . (33,229) (3,791) (37,020)
- 1,059,835 364,366 1,424,201
24,578 173,663 22,846 221,087
16,738 176,621 22,648 216,007

The amount of borrowing costs capitalised during the year ended 31 December 2018 was £469,034 (2017:
£155,301). The average rate used to determine the amount of borrowing costs eligible for capitalisation was
2.26% which is the effective rate of borrowing used to finance the construction.
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14 Investments

Subsidiary undertakings £ 000
Cost at { .Jaguary 2018 653,125
Disposals . —
At 3] December 2018 653,125
Amounts provided for.at 1 January 2018 653,125
At 31 December 2018 653,125
Carrying value at 31 December 2018 =
At 31 Decemiber 2017 ) -

Details of the subsidiaries as at 31 Déceniber 2018 are as follows:

Propiortion of
ownership interest

N and voting rights
Name of subsidiary  Principal activity Address of registered office held )
2018 2017
MK intérnational Investment Holding Basingstoke Road, Reading 100% 100%
Company RG2 6DA, United Kingdom
Fox Court Nominees  Holding minority Basingstoke Road, Reading 100% 100%
sharcholdings in certain  p55 6pA, United Kingdom
undertakings of the
Verizon group
15 Stock
2018 2017
£ 000 £ 000
Network equipment and items for resale 83 88
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16 Trade and other debtors

2018 ‘2017
£000 £000
Amounts falling due within one year:

Trade debtors 58,359 63,076
Amounts owed by group.undertakings 264,203 520,153
Accrued income 22,352 21,826
Prepayments 18,530 21,744
Other debiors 3,473 2,305
Deferred tax (seée note 12) 6,322 7,079
Finance Lease receivable (see note 24) 4,162 4,097
Deferred installation costs and commissions (see note 3) 3,677 -
381,078 640,280

Allowance for expected credit losses (4,616) (5,526)
Total current trade and other debtors 376,462 , 634,754

Trade receivables are non-interest bearing and are generally on terms of 30 to 90 days. Included within the

balance is an amount of £539,000 (2017 : £nil) relating to forward contracts. See note 26.

2018 2017

Amounts falling due after one year: £ 000 £0060
Deferred tax (see note 12) 12,659 14,194
Deposits 1,220 1,199
Finarice lease receivable (see note 24) 7.147 10,102
Other long term debtors 5,340 4,162
Deferred installations costs and commissions (see note 3) 2,735 -
29,101 29,657
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17 Creditors: amounts falling due within onc year

2018 2017

£000 £000

Trade creditors 23,710 ) 21,307
Accrued expenses 62,088 59,901
Deferred revenue (see note 3) ‘ 6,196 3,596
Amounts due to group undertakings 52,507 52,055
Social security and other taxes 5,597 5,089
Other creditors 3,094 4,903
‘Obligations under finance leases (see note 24) 2,708 2,524
Cash settled share-based payments (see note 22) 2,671 1,810
158,571 151,185

Trade creditors are non-interest bearing -and are normally settled on 60 day terms. Other Creditors are
non-interest bearing and have an average term of six months.

18 Creditors: amounts falling duc after more than one year

2018 2017

£000 £ 000

Deferred rent 6,237 3,456

Deferred revenue (see note 3) 3,437 ' 1,131
Obligations under finance leases (see note 24) 1,629 4,100
Cash settled share based payments (see note 22) 1,492 2,045
12,795 10,732

19 Provisions

Onerous lease Dilapidations Total

£ 000 £ 000 £000

At | January 2018 6,400 13,308 19,708
Increase/(decrease) in existing provisions (3,046) (5,442) (8,488)
Provisions used (2,608) 1,071 (1,537)
Discounted provision - unwinding of discount _ 222 553 , 775
At 31 December 2018 968 9,490 10,458
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19 Provisions (continued)

QOnerous ledase _

The onerous lease provision covers the difference between future property rentals of premises 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%(2017; 7.5%).

Dilapidation provision ,

The dilapidation provision was created to cover the estimated 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%
(2017: 5.5%).

20 Share capital

Authorised shares

2018 2017
No. 000 £ 000 No. 000 £000
Ordinary shares of £1 éach 255,304 255,304 255,304 , 255,304
Allotted, called up and fully paid shares
2018 2017
No. 000 £000 No. 000 £ 000
Ordinary shares of £1 each 128,263 128,263 128,263 128,263

2] Special reserve

By means of a Special Resolution dated |5 November 2004, and in accordance with Section 381A of the
Companies Act 1985, the Company reduced its share premium 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
registered at Companies House on 10 December 2004. The purpose of the reduction was to creale a special
reserve that could be used to offset any deficits in the Company’s retained eamings 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
retained eamings to the special reserve (which is 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 its subsidiaries, carned 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 (i.e where a provision has proved to be surplus to
requirements).

On 28th August 2018, £244,883,000 was transferred from the special reserve to retained earnings.
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22 Share-based payments
Details of Long Term Incentive Plan

The Company participates in the Verizon Communications Inc. (“Verizon™) Long Term Incentive Plan (“the
Plan” or “LTI Plan™). The Plan permits the granting of restricted stock units (RSUs) and performance stock
units (PSUs),

The objective of the Plan is to reward executives in a manner that aligns remaneration with the creation of
sharehiolder value. As such, LTI Plan grants are only made to executives who are able to influence generation of
shareholder value and thus have an impact on the performance of Verizon and its 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 is
in the form of RSUs and 60% in the form of PSUs.

Restricted Stock Units
The Plan provides for the grant of RSUs that will be time-vested with one third vesting on each one year
anniversary of the grant date over a three year period.

The RSUs are paid in cash upon vesting by the company's ultimate parent company, Verizon Communications
Inc. The company has no obligation to settle the transaction and therefore accounts for the transaction as
equity-settled, recognising a corresponding credit in equity.

The company does have an obligation to settle the employee's tax obligations incurred as a result of the
transaction and therefore recognises a liability relating to this element of the award.

The split of the transaction recognition between equity and liability i§ approximately $5%'45% respectively.
The RSU award liability is measured at its fair value at the end of each reporting period and, therefore, will

fluctuate based on the performance of Verizon’s stock. The equity element is measured at grant date at fair
value.
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22 Share-based payments (continued)

Performance Stock Unils

The Plan also provides for grants of PSUs that generally vest at the end of the third year after the grant. As
defined by the Plan, the Human Resources Committee of the Board of Direétors of Verizon determines the
number of PSUs a participant eams based on the extent to which the corresponding peérformance goals have
been achieved over the three year performance cycle.

The PSUs are paid in cash upon vesting by the company's ultimate parent company, Verizon Communications
Inc. The company has no obligation to settle the transaction and therefore accounts for the transaction as
equity-settled, recognising a corresponding credit in equity.

The company does have an obligation to settle the employee's tax obligations incurred as a result of the
transaction and therefore recognises a liability relating to this element of the award.

The split of the transaction recognition between equity and liability is approximately 55%/45% respectively.

The PSU award liability is measured at its fair value at the end of each reporting periad and, therefore, will
fluctuate based on the price of Verizon common stock as well as performance relative 1o the targets. The equity
element is measured at grant date at fair value. Dividend equivalent units are also paid to participarits at the time
that the PSU award is determined and paid, and in the same proportion as the PSU award.

The following share-based payment arrangements were in existence at 31 December 2018:

Fair value at Fair value at

Number of grant date Number of grant date

Grant award yenr Grant date RSUs (£000) PSUs (£ 000)
2016 04/03/2016 35,416 1,281 53,116 1,922
2017 03/03:2017 24,888 995 49,534 1,981
2018 06/03/2018 30,436 1,061 44,017 1,535

Where a participant ceases employment prior to the vesting of their stock units, the stock units are forfeited
unless cessation of employment is due to retirement (at least six months after the start of the award cycle) or
involuntary termination initiated by the Company.

The charge for the year amounted to £2,762,000 (2017: £4,316,000).

Fair value of RSUs and PSUs
The Company measures and recognises compensation expense for all stock based compensation awards made to
employees and direciors based on estimated fair values.

The carrying amount of the equity element relating to the units at 31 December 2018 is £3,285,000 (2017:
£4,660,000).

The carrying amount of the liability relating to the cash settled options at 31 December 2018 is £4,163,000 (see
notes 17 and 18) (2017: £3,855,000). Share based payments valued at £4,107,000 vested and were settled during
2018 (2017: £6,055,000).

Movements in RSUs and PSUs during the period
The following table illustrates the numiber of, and movements in, RSUs and PSUs during the year:
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22 Share-based payments {(continued)

2018 2018 2017 2017

Number of Number of Nuniber of Number of

_ RSUs PSUs RSUs PSUs
Balance at | January: 132,629 198,358 167,262 253,306
Granted during the year 30,436 44,017 37,009 52,505
Settled during the year (72,251) (92,707) (71,642) (107,453)
90,814 149,668 132,629 198,358

‘Verizon Special Award

In addition, on | February 2018 employees were isswed the Verizon Special Award grant of Restricted Stock
Units ("RSUs"). Eligible full-time employees received 50 RSUs and eligible part-time émployees receive 25
‘RSUs. Employees will receive a cash boniis opportunity based on the value of Verizon Communications Inc's
stock price at the vesting date plus any dividend payments,

if an employee satisfics the vesting requirements for the award, 50% of the award vests on 31 January 2019 and
the remaining 50% vests on 31 January 2020.

The RSUs are paid in cash upon vesting by the Company and the award is recognised as a liability.

The numbeér of RSUs granted during 2018 was 60,225, with a fair value at grant date of £2,157,000.

23 Capital Commitments
Property, plant and equipment

At 31 December 2018, amounts contracted for but not provided in the financial statements for the acquisition of
property, plant and equipment amounted to £2,213,000 (201 7: £2,508,000).

24 Obligations under leases and hire purchase contracts

Finance leases

The company supplies equipment for exclusive use by customers on. their premises vid sales type lease
agreements with. financing of the equipment provided by a 3rd party. Due to the nature of these agreements the
equipment in substance does not meet the definition of an asset and therefore doés not form part of fangible
assets. Futuré minimum lease payments under finance leases and hire purchase contracts are as follows:

2018 2017
As a lessee £ 000 £000
Future minimum lease payments due
Not later than one year 2,827 2,733
After one year but not more than five years 1,659 4,241
4,486 6,974
Less finance charges allocated to future periods (149) (350)
Present value of minimum lease payments ' 4,337 6,624
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24 Obligations under leases and hire purchase contracts (continued)

The present values of future finance lease payments are analysed as follows:

2018 2017
£ 000 £000
Not later than one year 2,708 2,524
After one year but not more than five years 1,629 4,100
2018 2017
As g lessor £000 £000
Future minimum lease payments due
Not later than one year 4,741 4,652
After one year bint not more than five years 7,541 10,743
12,282 15,395
Léss unearned finance income (973) (1,196)
Present valué of minimum lease payments 11,309 14,199
The present valie of minimum lease payments is analysed as follows:
2018 2017
£ 000 £000
Not later than one year 4,162 4,097
After one year but not more than five years 7,147 10,102
Annual commitments under non-cancellable operating leases
Future minimum rentals payable under non-cancellable operating leases are as follows:
2018 2017
Land and 2018 Land and 2017
buildings Other buildings Other
£000 £000 £000 £000
Not later than one year 16,258 17,954 22,745 12,255
After one year but no more than
five years 51,282 8,163 69,100 3,144
After five years 59,397 486 36,663 473
126,937 26,603 128,508 15,872

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 openating lease commitments relate to vehicles, office equipment and telecommunications circuits.
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24 Obligations under leases and hire purchasc contracts (continued)

Operating lease agreements where the company is the lessor

The company holds surplus office space which is let to third parties. These non-cancellable feases have
remaining terms of between 3 and 5 years. Future minimum rentals receivable under these non-cancellable
operating leases are as follows;

The total future value of minimum lease payments is as follows:

2018 2017
£ 000 £ 000
Not later than one year 409 2,573
After one year but no more than five years 613 _ 5,009
1,022 7,582

25 Pension and other schemes

Defined contribution pension scheme

The company operates a defined contribution pension scheme. The pension cost charge for the year represents
contributions payable by the company to the scheme and amounted to £8,143,000 (2017: £7,881,000).

As at 31 December 2018 there was a pension accrual relating to the Company coniributions of £687,000 (2017:
£641,000) which is included within the accruals figure in Note 17.

26 Financial instruments

Financial linbilities
Derivative financial liabilities at fair value through profit and loss held for trading

The following table presents the Company’s outstariding forward contracts, notional amounts and related fair
values at 31 December 2018. The fair values are based on market values of equivalent instruments at 31
December 2018. These financial instruments are classified as Level 2 based upon the degree 1o which the fair
value movements are observable. Level 2 fair value measurements are defined as those derived from inputs
other than quated prices that are observable for the asset o liability, either directly (prices from third parties) or
indirectly (derived from third party prices).

Notional Amount  Fair values Assets/Liabilities

2018 2017 2018 2017
£000 £ 000 £ 000 £000
Foreign Currency Forward Contracts 59,285 - 539 -
Recognised in the statement of profit of
loss - - 539 -
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27 Parent and ultimate parent undertaking

The Company ‘is a wholly owned subsidiary undertaking of Verizon European Holdings Limited, a company
incorporated in the United Kingdom.

‘The Company is a wholly owned indirect subsidiary of Verizon Communications Inc., a company incorporated
in the United States of America, whose principal place of business is 1095 Avenue of the Americas, New York,
New York, 10036 USA and is the ultimate parent undertaking and controlling party of the Company.

Verizon Communications Inc. is the ultimate parent company of the largest and smallest group in which thé

results of the Campany are consolidated.

28 Events since the balance sheet date

There have been no. significant events accurring after the balance sheet date which may affect either the
-Company's aperations-or results of those operations or the Company’s state of affairs,
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29 Adoption of IFRS 15
The cumitlative effect of initiatly adopting IFRS 15 is detailed below:

Deferred
o Deferred equipment Deferred Other
Original installation instsllation commission operating
position revenue costs costs income Re-stated
01-Jan-18 Note | Note.2 Note 3 Note4 0l-Jan-18
£'000 £'000 £'000 £'000 £'000 £'000
Debtors - due within one
year 634,754 - 3,001 635 (2,527) 635,863
Debtors - due after one
year 29,657 - 1,549 1,270 . 32,476
Creditors - amounts falling
due within one year (151,185) (2,384) - - - (153,569)
Creditors - amounts falling
due after more than one
year (10,732) (1,728) - - - (12,460)
Retained éamings (344,942) 4,113 (4,550) (1,905) 2,527  (344,757)

Note | - The Company defers circuit based and CPE related installation revenue over the contract term. The
amount of revenue recognised in 2018 from the revenue deferrals made as at 1 January 2018 is £2,424,000.

Note 2 - The Company defers circuit based and CPE related ‘installation costs over the contract term. The
" amount of the cost recognised in 2018 from the cost deferrals made at | January 2018 is £3,017,000.

Note 3 - IFRS 15 requires the deferral of incremental costs incutred to obtain a customer contract, which are
then amortised to expénse, over the respective period of expected benefit. As a result, an amount of sales
commission costs, which were Historically expensed have been deferred. The amount of amortisation in 2018
from the deferral commissions made as at | January 2018 is £1,229,000.

Note 4 - All of the above itlems are subject to operating income adjustments derived from the
telecommunications service agreement with Verizon European Holdings Limited.
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