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" Strategic and Directors’ Report - |

Strategic Report .
The Directors present their Strategic and Directors’ Report on the affairs of the Company, together with the financial
statements and Auditor's Report for the year ended 30 June 2016. '

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

Business review and principal activities

The Company is a wholly-owned subsidiary of Sky UK Limited ("Sky UK Ltd") and operates together with Sky UK Ltd’s
other subsidiaries as a part of the Sky plc Group (the "Group”).

The principal activity of the Company is that of the provision of networking services in the United Kingdom in support of
» Sky UK Ltd's broadband service. The majority of revenue is earned from other Group companies and is determined by
cost recharges. ‘ )

" The growth in subscriber numbers has resulted in increased revenue to £1,314,590,000 (2015: £1162,448,000) and cost
of sales has increased by £68,648,000 on the previous year to £840,682,000. Administrative expenses have increased
by £2,646,000 to £182,515,000. This has resulted in the Company making a profit before tax of £285,207,000 (2015:
£208,095,000).

The Company expects continued growth in the number of broadband subscribers during the 12 months to 30 June 2017.

The Company’s primary source of funding is loans from other Group companies and finance leases. During the year the
amount payable to other Group companies increased to £867,746,000 (2015: £575,462,000). These amounts are non-

interest.bearing and repayable on demand.
The audited financial statements for the yeér ended 30 June 2016.are set out on pages 7 to 29.

The balance sheet on page 9 shows that the Companys total shareholders equity position at year end was
£843,686,000 (2015: £610,841,000), increésing as aresult of profits.in the year.

The Directors are not aware, at the date of this report, of any significant changes in the Company’s activities in the next
year. ’

- The Directors do not recommend the payment of a dividend (2015: £nil).

Key performance indicators (KPis)

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

Principal risks and uncertainties

The Cbmpanys activities are principally linked to the provision of services to other Group companies and the Company
is therefore eXposed to the risks and uncertainties that affect the Group as a whole. Group risks are discussed in'the
Group's Annual Report which does not form part of this report. The intercompany balances of the Company are detailed
in notes 10 and 1 to the financial statements. '
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Strategic and Directors’ Report (continued)

- Financial risk manageinent objectives and policies

The Company's activities expose it to a number of financial risks including interest rate risk, credit risk and liquidity risk.
The Company does not use derivative financial instruments.

The Directors do not consider foreign exchange risk, cash flow risk or price rise risk to be signiﬁcant for this Company.
Information on the capital structure of the Company is provided in note 15.

Interest rate risk

‘The Company has financial exposure to UK interest rates arising from the investment of surplus cash and various loan
balances with other companies within the Sky Group. The Group’'s Treasury function monitors the Company’s exposure
to fluctuations in interest rates.

Credit risk
The balance sheet of the Company includes intercompany balances. The Company is therefore exposed to credit riskon
these balances. The intercompany balances of the Company are detailed in notes 10 and 11. ’
Liquidity risk

The Company relies on the Group Treasury function to manage its liquidity and ensure that sufficient funds are available
for ongoing operations and future developments. The Group currently has access to an undrawn £1 billion revolving credit

facility which is due to expire on 30 November 2021. The Company beneﬁts from this liquidity thfough intra-group
facilities and loans. :

By Order of the Board,
%.7 ~"

CJTaylor

‘Company Secretary

Grant Way

Isleworth

Middlesex

TW7 5QD

3 | October 2016

AN
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Strategic and 'Directors;’ Report (continued).

Director’s Report .
The Directors who served during the year are shown on page 1.

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

Going concern

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

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

Auditor *
In accordance with the provisions of Section 418 of the Companies Act 2006, each of the persons who are Directors of

" the Compahy at the date of approval of this report confirms that:

. so far as the Director is aware, there is no relevant audit information (as defined in the Companies Act 2006) of
which the Company’s auditor is unaware; and ]
T e the Director has taken all the steps that he ought to have taken as a Director to make himself aware of any

relevant audit information (as defined) and to establish that the Company’s auditor is aware of that information.

Deloitte LLP have expressed their willingness to continue as Auditor and a resolution to reappoint was approved by the
Board of Directors on 3| October 2016. ‘

By Order of the Board,

CJTaylor

Company Secretary
Grant Way

Isleworth

Middlesex

" TW75QD

3| October2016

4 SKY. TELECOMMUNICATIONS SERVICES LIMITED

~



* Statement of Directors’ responsibilities -

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

Company law requires the Directors to prepare financial statements for each financial year. Under that law, the Directors
are required to prepare the financial statementsin accordance with International Financial Reporting Standards (IFRSs)
as adopted by the European Union. Under Company law, the Directors must not approve the financial statements unless
they are satisfied that they give a true and fair view of the state of affairs of the Company and of the profit or loss of the

Company for that period. In preparing these financial statements, International Accounting Standard 1 réquires that

Directors:
. properly select and apply accounting policies;
. present information, including accounting policies, in a manner that provides relevant, reliable, comparable and

understandable information;

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

. make an assessment of the Company's ability to continue as a going concern. |

The Directors are responsible for keeping adequate accounting records that are sufﬁcient to show and explain the
Compahys 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 respohsible for
" safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and detection of

fraud and other irregularities.

5 SKY TELECOMMUNICATIONS SERVICES LIMITED



Auditor’s report

Independent Auditor’s report to the members of Sky Telecommunications Services Limited:

We have audited the financial statements of Sky Telecommunications Services Limited for the year ended 30 June 2016 which comprise the
Statement of Comprehensive Income, the Statement of Changes in Equity, the Balance Sheet, the Cash Flow Statement, and the related notes
1 to 19. The financial reporting framework that has been applied in their preparation is applicable law and International Fmanmal Reporting
Standards (IFRSs) as adopted by the European Union.

This report is made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006. Our
audit work has been undertaken so that we might state to the Company’'s members those matters we are required to state to them in an
auditor's report and for 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 statement of Directors and Auditor

As explained more fully in the Statement of Directors’ responsibilities, the Directors are responsible for the preparation of the financial
statements and for being satisfied that they give a true and fair view. Our responsibility is to audit and express an opinion on the financial
statements in accordance with applicable law and International Standards on Auditing (UK and Ireland). Those standards require us to comply
with the Auditing Practices Board's Ethical Standards for Auditors. '

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from material 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 consistently applied and
adequately disclosed; the reasonableness of significant accounting estimates made by the Directors; and the overall presentation of the
financial statements. In addition, we read all the financial and non-financial information in the annual report to identify material
inconsistencies with the audited financial statements. If we become aware of any apparent material misstatements or inconsistencies we
consider the implications for our report. )

Opinion on financial statements

In our opinion the financial statements:
. glve a true and fair view of the Company's affairs as at 30 June 2016 and of its profit for the year then ended
. have been properly prepared in accordance with IFRSs as adopted by the European Union; and
e havebéen prepared in accordance with the requirements of the Companies Act 2006.

Separate opinion in relation to IFRSs as issued by the IASB :
As explained in note 1 to the financial statements, the Company in addition to applying IFRSs as adopted by the European Union, has also
applied IFRSs as issued by the International Accounting Standards Board (IASB).

In our opinion the Company financial statements comply with IFRSs as issued by the IASB.

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the information given in the Directors’ Report for the financial yearforwhlch the financial statements are prepared is consustent
with the financial statements.

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Compames Act 2006 requires us to report to you if, in our opinion:
= adequate accounting records have not been kept, or returns adequate for our audit have not been received from branches not visited
by us; or '
= the financial statements are not in agreement with the accounting records and returns; or
=  certain disclosures of Directors’ remuneration specified by law are not made; or
= we have not received all the information and explanations we require for our audit.

) WS

Paul Franek FCA (Senior Statutory Auditor)
For and on behalf of Deloitte LLP
Chartered Accountants and Statutory Auditor
London, United Kingdom-

g‘ October 2016

.
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Statement of Comprehensive Income
For the year ended 30 June 2016

2016 2015
Notes £'000 £'000
Revenue ' - : ' 2 1,314,590 1162448
Cost of sales (840,682) (772,034)
Gross Profit 473,908 390414
Administrative expenses (182,515) (179,869)
Operating Profit 291,393 210,545
Investment income . T 3. - 3,703
Finance costs ' 3. (6,186) (6,153)
Profit before taxation 4 285,207 208,095
Taxation - : 6 (52,362) (42433)
Profit for the year ‘232,845 165,662

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

For the years ended 30 June 2016 and 30 June 2015, the Company did not have any other items of Comprehensive

Income.

All results relate to continuing operations.
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Statement of Changes in Equity
For the year ended 30 June 2016

Total

: Retained/
Share Share Other (deficit) shareholder’s
capital premium reserves earnings equity
~ £000 £'000 £'000 £000 £°000
At 1July 2014 5,822 460,553 479 (21,675) 445,179
Total comprehensive income for the year ) - - - 165,662 165,662
At 30 June 2015 . : 5,822 - 460,553 479 143,987 610,841
Total comprehensivé income for the year - - 232,845 232,845
At 30 June 2016 5,822 460,553 376,832 843,686
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Balance Sheet

As at 30 June 2016 : )
‘ 2016 2015
Notes £'000 £'000
Non-current assets .
Property, plant and equipment 8 236,476 251,404
Intangible assets 7 78,734 54,557
Deferred tax asset 9 15,460 15578
: - 330,670 321539
Current assets ) ) .
Trade and other receivables 10 1,573,234 1,120,193
Cash and cash equivalents ' . 581 196
' ‘ 1,573,815 1,120,389
Total assets : : ] . . © 1,904,485 1,441928
Current liabilities ' ‘ : .
Trade and other payables ’ n 993,026 762,798
Borrowings : 13 8,268 - 16,828
Provisions . ' ‘ 12 202 : 202
1,001,496 769,828
Non-current liabilities : .
Borrowings . 13 55,640 58102
Provisions ' ' - . 12 3,663 3157
] : : 59,303 61,259 °
Total liabilities - ) 1,060,799 831,087
Share capital ' ' 15 ‘ 5,822 5822
Share premium . 460,553 460,553
Reserves S _ . 377311 © - 144466
Total equity attributable to equity shareholder 843,686 . 610,841
Total liabilities and shareholder’s equity 1,904,485 1,441,928

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

-The financial statements of Sky Telecommunications Services Limited, registered number 02883980, were approved by
the Board of Directors on 3| October 2046 and were signed on its behalf by:

A J Griffith
Director

3| Ockober LOIG,
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Cash Flow Statement
For the year ended 30 June 2016

2016 2015

Note £°000 £'000
Cash flows from operating activities _
Cash generated from operations 16 150,845 132,246
Net cash generated from operating activities 150,845 132,246
Cash ﬂoWs generated / (used in) in\}esting activities i
Purchase of property, plant and equipment’ (46,615) (65,336)
Purchase of intangible assets (101,385) (63,613)
Finance lease payments - 5,806 3,694
Net cash used in investing activities (142,194) (1 25,255)
Cash flows used in financing activities
Repayment of capital element of finance leases (2,164) (762)
Payment of finance lease liabilities ' (6,102) (6,068)
Net cash used in financing activities (8,266) (6,830)
Net increase in cash and cash equivalents 385 161
Cash and cash equivalents at the beginning of the year 196 .35
Cash and cash equivalents at the ehd of the year * 581 196

The accompanying notes are an integral part of this Cash Flow Statement. All results relate to contihuing

operations.
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Notes to the financial statements

1. Accounting policies . ) .
‘Sky Telecommunications Services Limited (the “Company”) is a limited company incorporated in the United Kingdom
and registered in England and Wales.

a) Statement of compliance

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

b) Basis of preparation

The financial statements have been prepared on the going concern basis (as set out in the Directors’ Report) and on
an historical cost basis. The Company has adopted the new accounting pronouncements which became effective this
period, none of which had any significant impact on the Company’s results or financial position.

The Company maintains a 52 or 53 week fiscal year ending on the Sunday nearest to 30 June in each year. In fiscal
year 2016, this date was 3 July 2016, this being a 53 week year (fiscal year 2015: 28 June 2015, 52 week year). For
convenience purposes, the Company continues to date its financial statements as at 30 June. The Company has
classified assets and liabilities as current when they are expected to be realised in, or intended for sale or
cénsumption in, the normal operating cycle of the Company. '

) Foreign currency transiation ‘

The Company’s functional currency and presentational currency is pounds sterling. Trading activities denominated in
foreign currencies are recorded in pounds sterling at the applicable monthly exchange rates. Monetary assets,
- liabilities and commitments denominated in foreign currencies at the balance sheet date are reported at the rates
of exchange at that date. Non-monetary assets and liabilities denominated in foreign currencies are translated to
pounds sterling at the exchange rate prevailing at the date of the initial transaction. Gains and losses from the
retranslation of assets and liabilities are included net in profit for the year.

d) Intangible assets and property, plant and equipment (“PPE")

i. Intangible assets ap

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

Other intangible assets, which are acquired by the Company separately or through a business combination, are
initially stated at cost or fair value, respectively, less accumulated amortisation and impairment losses, other than
those that are classified as held for sale, which are stated at the lower of carrying amount and fair value less costs to

sell.

‘Amortisation of an intangible asset begins when the asset is available for use, and is charged to the Statement of
* Comprehensive Income through opera'ting expense on a straight-line basis over the intangible asset's estimated
useful life, principally being a period between 1and 25 years, unless the asset life is judged to be indefinite.
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Notes to the financial statements

1. Accounting policies (continued)

d) Intangible assets and property, plant and equipment (“PPE”) (contmued)

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

C

ii. Property, plant and equipment

Owned PPE is stated at cost, net of accumulated depreciation and any impairment losses (see accounting policy f),
other than those items that are classified as held for sale, which are stated at the lower of carrying amount and fair
value less costs to sell. When an item of PPE comprises major components having different useful economic lives, the
components are accounted for as separate items of PPE.'

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

The cost of PPE, less estimated residual value, is depreciated in operating expense on a straight-line basis over its
estimated useful life. Land, and assets that are not yet available for use, are not depreciated. Principal useful
economic lives used for this purpose are:

Leasehold improvements, office equi'pment, fixtures & fittings ' Syears
. Cables and ducting ' ' 20 years
Electronic equipment ' Syears

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are
assets that necessarily take a substantial period of time to get ready for their intended use or sale, are added to the
cost of those assets until such time as the assets are substantially ready for their intended use or sale.

To the extent that the financing for a qualifying asset is part of the Group's general borrowings, the interest cost to
be capitalised is calculated based upon the weighted average cost of borrowing to the Group (excluding the interest -
on any borrowings speéific to any qualifying assets). This is then applied to the expenditures on the asset.
All other borrowing costs are recognised in profit or loss in thé‘period to which they relate.

e) Financial assets and liabilities L

Financial assets and liabilities are initially recognised at fair value plus any directly attributable transaction costs. At
each balance sheet date, the Company assesses whether there is any objective evidence that any financial asset is
impaired. Financial assets and liabilities are recognised on the Company's balance sheet when the Company becomes
a party to the contractual provisions of the financial asset or liability. Financial assets are derecognised from the
balance sheet when the Compan\/s contractual rights to the cash flows expire or the Company transfers substantially
all the risks and rewards of the financial asset. Financial liabilities are derecognised from the Companys Balance
Sheet when the obligation specified in the contract is discharged, cancelled or expires.

i. Trade and other receivables

Trade and other receivables are non-derivative financial assets with fixed or determiﬁable payments and, where no
stated interest rate is applicable, are measured at the original invoice amount, if the effect of discounting is
immaterial. Where discounting is material, trade and other feceivables are measured at amortised cost using the
effective interest method. An allowance account is maintained to reduce the carrying value of trade and other

receivables for impairment losses identified from objective evidence; with movements in the allowance account,
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Notes to the financial statements

1. Accounting policies (continued)

e) Financial assets and liabilities (contlnued)

either from increased impairment losses or reversals of impairment losses, being recognlsed in the Statement of

Comprehensive Income.

ii. Cash and cash equivalents .

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

cash equivalents where offset conditions are met.

iii. Trade and other payables _ _

Trade and. other payables are non-derivative financial liabilities and are measured at amortised cost using the

effective interest method. Trade and other payables with no stated interest rate are measured at the original invoice
" amount if the effect of discounting is immaterial.

f) Impairment )
At each balance sheet date, and in accordance with IAS 36"‘Impairment of Assets”, the Company reviews the carrying
amounts of all its assets (excluding deferred tax (see accounting policy k)) to determine whether there is any

indication that any of those assets have suffered an impairment loss.

An impairment is recognised in the Statement of Comprehensive Income whenever the carrying amount of an asset
exceeds its recoverable amount. The recoverable amount is the greater of net selling price, defined as the fair value
less costs to sell, and value in use. In assessing value in use, the estimated future cash flows are discounted to their
p'resent value using a pre-tax discount rate that reflects current market assessments of the time value of moneyand
" risks specific to the asset. Where it is not possible to estimate the recoverable amount of an individual asset, the
Company estimates the recoverable amount of the cash generating unit to which the asset belongs. Impairment
losses recognised in respect of cash generating units are allocated first to reduce the carrying amount of any goodwiill
allocated to those units, and then to reduce the carrying amount of other assets in the unit on a pro-rata basis.

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

or amortisation, if no impairment loss had been recognised.

g) Provisions

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

h) Revenue recognition
The Company’s revenue, which excludes value added.tax, principally relates to fees derived from the provision of

network services to other companies in the Group. The fees charged to other Group companies are based on costs
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Notes to the financial statements

1. Accounting policies (continued)

h) Revenue recognition (continued)

incurred plus a margin. Revenue is recognised as such services are provided. Revenue is measured at the fair value of

the consideration received or receivable.

i) Employee benefits
Wages, salaries, social security contributions, bonuses payable and non- monetary beneﬁts for current employees are

recognised in the Statement of Comprehensnve Income as the employees’ services are rendered.

The Company provides pensions to eligible employees through defined contribution schemes. The amount charged

to the Statement of Corﬁprehensive Income in the year represents the cost of contributions payable by the Company
. to the schemes in exchange for employee services rendered in that year. The assets ‘of the schemes are held

independently of the Company. ' '

Termination benefits are recognised as a liability when, and only when, the Company has a demonstrable commitment
to terminate the employment of an employee or group of employees before the normal retirement date or as the
result of an offer to encourage voluntary redundancy.

j) Leases

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

When the Company is lessor, sublease income from operating leases.is recognised on a straight-line basis over the
term of the lease.

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

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

k) Tax, including deferred tax )
The Company's liability for current tax is based on taxable profit for the year, and is calculated usmg tax rates that

have been enacted or substantlvely enacted at the balance sheet date

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

1. Accounting policies (continued)

k) Tax, including deferred tax (continued)

The carrying amount of deferred tax assets is reviewed at each balance sheet date and adjusted to reflect an amount
that is probable to be realised based on the weight of all available evidence. Deferred tax is calculated at the rates
that are expected to apply in the period when the liability is settled or the asset is realised. Deferred tax assets and
liabilities are not discounted. Deferred tax is charged or credited in the Statement of Comprehensive Income, eicept
vyhere it relates to items charged or credited directly to equity, in which case the deferred tax is also included within
equity. Deferred tax assets and liabilities are offset when there is a Ieéally enforceable right to set off current tax
assets against current tax liabilities and when they relate to income taxes levied by the same taxation authority and

the Company intends to settle its current tax assets and liabilities on a net basis.

1) Critical accounting policies, use of judgement and estimates -

Certain accounting policies are considered to be critical to the Company. An accounting policy is considered to.be
critical if its selection or application materially affects the Company’s financial position or results. The Directors are
required to use their judgement in order to select and appfy the Company’s critical accounting policies. Below is a
summary of the Company’s critical accounting policies and details of the key areas of judgement that are exercised
in their application.

i. Revenue
- Selecting the appropriate timing for, and amount of, revenue to be recognised requires judgement. This may
involve estimating the fair value of consideration before it is received.

ii. Intangible assets and property, plant and equipment

"= The assessment of the useful economic lives of these assets requires judgement. Depreciation and amortisation
are charged to the Statement of Comprehensive Income based on the useful economic life selected. This
assessment requires estimation of the period over which the Company will benefit from the assets.

- Determining whether the carrying amount of these assets has any indication of impairment also requires
judgement. If an indication of impairment is identified, further judgement is required to assess whether the
carrying amount can be supported by the net presenf value of future cash flows forecast to be derived from the
asset. This forecast involves cash flow projections and selecting the appropriate discount rate.

—~. Assessing whether assets meet the required criteria for initial capitalisation requires judgement. This requires a
determination of whether the assets will result in future benefits to the Company. In particular, internally
4generated intangible assets must be assessed dufing the development phase to identify whether the Company
haé the ability and intention to complete the development successfully. ‘

iiii. Tax

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

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

1. Accounting policies (continued)

1) Critical accounting policies, use of judgement and estimates (continued)
The amounts recognised in the financial statements in respect of each matter are derived from the Company’s
best estimation and judgement, as described above. However, the inherent uncertainty regarding the outcome
of these items means the eventual resolution could differ from the provision and in such event the Company
would be required to make an adjustment in a subsequent period which could have a material impact on the

Company’s profit and loss and/or cash position.

iv Deferred tax
"~ Thekey area of judgement in respect of deferred tax accounting is the assessment of the expected timing and
manner of realisation or settlement of the carrying amounts of assets and liabilities held at the balance sheet
date. In partiéular, assessment’is required of whether it is probable that there will be suitable future taxable
profits against which any deferred tax assets can be utilised.

m) Accounting standards, interpretations and amendments to published standards not yet effective

The Company has not yet adopted certain new standards, amendments and interpretations to existing standards,
which have been published but are only effective for our accounting periods beginning on or after 1 July 2016 or later
periods. These new pronouncements are listed below:

e Amendments to IFRS 11 "Accounting for Acquisitions of Interests in Joint Operations” (effective 1 January 2016)*

e Amendments to IAS 16 and IAS 38 “Clarification of Acceptable Methods of Depreciation and Amortisation”
(effective 1 January 2016)*

e Annual Improvements 2012-2014 cycle (effective 1 July 2016)*

e IFRS 15 “Revenue from Contracts with Customers” (effective 1 January 2018)*

IFRS 15 requires the identification of deliverables in contracts with customers that qualify as ‘performance
obligations'. The transaction price receivable from customers must be allocated between the Group’s performance
obligations under contracts on a relative stand-alone selling price basis.Where goods or services sold as part of a
bundle are concluded to be ‘distinct’ performance obligations, revenue allocated to such goods is recognised when
control of the goods passes to the customer or as the service is delivered.

IFRS 15 requires that certain costs incurred in obtaining and fulfilling customer contracts be deferred on the balance
sheet and amortised as revenue is recognised under the related contract. ‘

e Clarifications to IFRS 15 ‘Revenue from Contracts with Customers' (effective 1 January 2018)*

e IFRS 9 “Financial Instruments” (effective 1 January 2018)*

The standard is expected to impact the classification and measurement of financial instruments and is expected to

require certain additional disclosures.

o IFRS 16 ‘Leases’ (effective 1January 2019)*

.

IFRS 16 replaces IAS 17 ‘Leases’ and will primarily change lease agcounting‘for lessees; lessor accounting under IFRS 16
is expected to be similar to lease accounting under IAS 17. Where a cont'racf meets IFRS 16's definition of a lease and
where the company acts as a-lessee, lease agreements will give rise to the recognition of a non-current asset
representing the right to use the leased item and a loan obligation for future lease payables. Lease costs will be
recognised in the form of depreciation of the right to use asset and interest on the lease liability.

* not yet endorsed for use in the EU

The Directors are currently evaluating the impact of the -adoption of these standards, amendments and

interpretations in future periods. ~
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Notes to the financial statements
2. Revenue '

2016 2015
£'000 £'000
Wholesale broadband services 1,308,565 1,154,871
Provision of network services 5468 6,999
Other 557 578
Total revenue 1,314,590 1,162,448
Revenue arises from services provided in the United Kingdom.
3. Investment income and finance costs
' 2016 2015
£'000 £'000
Investment income .
Intercompany interest receivable - 3703
2016 2015
£000 £'000
Finance costs
Interest payable on finance leases 6,102 6,068
Other | ' 84 85
6,186 6,153
4. Profit before taxation
Profit before tax is stated after‘charging g
2016 2015
£000 £000
Depreciation of property, plant and equipment 61,378 74,953
Amortisation of intangible assets . 77,009 6317 -
Net foreign exchange loss 39 64
/
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Notes to the financial statements

Audit fees

>Amounts paid to the Auditor for audit services of £10,500 (2015 £10,500) were borne by another Group subsidiary
in 2016 and 2015. No amounts for other services have been paid to the Auditor.

5. Employee benefits and key management compensation
a) Company employee benefits

© 2016 2015

£000 £'000

Wages and salaries : . 39,600 34,692
Social security costs ) 4,581 . 4,072
Contributions to the Sky Pension Plan (“the Pension Plan”) ’ 2,036 1,763
' | 46217 40527

The Company operates a defined contribution pension scheme through the Pension Plan. The pension charge for the
year represents the cost of contributions payable by the Company to the scheme during the year. The Company‘s
amount payable to the scheme at 30 June 2016 was nil (2015: £nil). ' ‘

The average number of full-time equivalent persons employed by the Company during the year was nil (2015: nil).
Employees, whose services are utilised by the Company, are employed by Sky UK Limited, a fellow Group company and

employee costs are recharged to the Company.

b) Key management compensation

The Dlrectors received no remuneration from the Company in the financial year (2015: £nil). Durlng the year the
Directors of the Company were also directors within the Group and no part of remuneration they received from the
other companies was in respect of duties performed relating to the Company. For those Directors who are also
Directors of Sky, information on their remuneration can be obtained from the ultimate parent company Sky plc's

financial statements.
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Notes to the financial statements

6. Taxation ' ‘

a) Taxation recognised in the Statement of Comprehensive Income

2016 2015
£000 £'000
Current tax expense .
Currént year ' S : | 58120 46138
Adjustment in respect of prior years . : (5.876) (2033)
Total current tax . v ’ 52244 44105
Deferréd tax expense )
Origination and reversal of temporary differences . . (668) (2184)
Decrease in estimate of recoverable deferred tax asset ' 814 . 272
Adjustment in respéct of prior year (28) 240
Total deferred tax : ‘ ‘118 (1672)
Taxation ] ) 52,362 42433

b) Reconciliation of effective tax rate . -
The taxation charge for the year is lower (2015: lower) than the expense that would have been charged using the
“standard rate of corporation tax in the UK (20%) applied to profit before tax. The applicable or substantively enacted
effective tax rate of the UK cprporation tax for the'year was 20% (2015: 20.75%). The differences are explained below.

2016 2015
__£000 £000
Profit beforetax ' . 285207 208,095
Profit before tax multiplied by the blended rate of corporation tax in the UK of 20% A ‘
(2015: 20.75%) ' - 57,041 43180
Effects of: _
Non-deductible expenses. : mn 774
Decrease in deferred tax asset due to reduction in tax rate , 814 272
Adjustment in respect of prior years ' (5.904) (1,793)

Taxation ' : . . . 52,362 42433

All taxation relates to UK corporation tax.
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7. Intangible assets

Other intangibles

£'000
- Cost- '
At 1July 2014 ‘ 132,314
Additions ‘ ' ) i . 63,613"
Transfer on group reorganisation . . (1.875)
At 30 June 2015 ' 194,052
Additions | _ ' 101385
Disposals . - (442
At 30 June 2016 - ’ 294,995
_Amortisation
At 1July2014 . (77,169)
Charge for the year : ©3117)
Transfer on group reorganisation . ] ‘ 791
At 30 June 2015 (139,495)
Charge for the year (77,009)
Disposals 243
At 30 June 2016 (216,261) -
N Other intangibles
Carrying amounts £'000
At1July 2014 55145
At 30 June 2015 54,557
At 30 June 2016 , 78,734

’

The estimated future amoftisation charge on intangible assets with finite lives for each of the next five years is set
“out below. It is likely that future amortisation will vary from the figures below as the estimate does not include the
impact of any future investments, disposals or capital expenditure.

2017 2018, 2019 . 2020 2021
£000 £°000 £000 £°000 £°000
Estimated amortisation charge 23176 13,540 5987 1,884 _ -
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" Notes to the financial statements
8. Properfy. plant and equipment

Office
Leasehold Cable and ~ Electronic equipment
improvements " ducting equipment and fixtures Total
£'000 £'000 . £'000 . £'000 £'000
Cost
At 1July 2014 - 13,888 409,222 338,856 540 762,506
Additions 456 999 63881 - 65,336
Disposals - (16) - a75) , -9
Transferred on group : . : :
reorganisation . (467) (338) B (805)
At 30 June 2015 . 14,328 ) 409,754 402,224 540 826,846
Additions . 1,876 4,623 39,846 268 46,613
Disposals ’ ey a9 (1,230) . 173). -(1,438)
- At 30 June 2016 16,188 414,358 440,840 . 635 872,021
Depreciation
At1July2014 (4,100) (397.851) (98,905) (136) (500,992)
Charge for the year (1,616) (1,010) ' (72147) (180) (74,953)
Disposals o 16 — : 160 - . 176
Transfe['red.on group ) 189 . 138 . 307
reorganisation .
At 30 June 2015 (5.700) (398,672) (170,754) (316) (575,442)
Charge for the year C o 412) (1,658) (58144) (164) (61,378)
Disposals , 14 L 17101 ’ 159 . 1275
At 30 June 2016 (7.098) (400,329) (227,797) (321) = (635,545)
Carrying amounts © £'000 . £'000 - £'000 £'000 £'000
At1 July 2014 . 9,788 . 1,371 - 239,951 404 . 261514
At 30 June 2015 8,628 11,082 231470 224 251,404
At 30 June 2016 9,090 14,029 213,043 314 236,476
All assets held under finance leases were fully depreciated in both years.
9. Deferred tax _
Recognised deferred tax assets » 2016 2015
‘ £000 £'000
Depreciation in excess of capital allowances ‘ ' 14,886 15,101
Other timing differences 575 477
Financial instruments : ' ' O} -
15,460 15,578
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9. Deferred tax (continued) _
Deferred tax assets have been recognised at 30 June 2016 and 30 June 2015 on the basis that management conclude
it probable that there will be suitable taxable profits against which these assets can be utilised.

Deferred tax assets and liabilities are measured at the tax rates th;at are expected to apply in the periods in which
they reverse. The tax rate enacted or substantively enacted for the relevant periods of reversal are: 19% from 1 April
. 2017 and 18% from 1 April 2020 in the UK (2015: 20%). '

_ The UK Government announced the reduction in the main rate of UK corporation tax to 17% from 1 April 2020. The
reduction to 17% has not been substantively enacted and has not therefore beenreflected in the figures above. The
impact of the future rate reduction will be accounted for to the extent that it is enacted at future balance sheet

dates, however it is estimated that this will not have a material impact on the Company.

10. Trade and other receivables

2016 2015

£000 £'000

Gross trade receivables ) 3,318 1.675
Less: provision for impairment of receivables _ o - -
Net trade receivables : - : 3,318 1,675
Amdunts receivable from Groub companies ‘ 1,516,519 1,063,177
Prepayments ' ' 6,957 10384
VAT receivable ' X ' R : 45,129 43966
Other receivables : ’ : ' 1,311 991

1,573,234 1,120,193

The Directors consider that the carrying amount of trade and other receivables approximates to their fair values.

Amounts receivable from Group companies -

. Amounts owed by Group companies totalling £1 516,519,000 (2015: £1,063177 OOO) are non-interest bearing and
repayable on demand. Within this amount, the Company is owed £125,410,000 (2015: £125,410,000), of non-interest
bearing Ioah receivable from Sky Operational Finance Limited which is repayable on demand.

The Company is exposed to credit risk on its trade and other receivables. The Company does not have any significant
concentrations of credit risk, with third parties, as the exposure is spread over a large number of counterparties and
customers. Within the Company there is a concentr_ation of risk within amounts receivable from other Group

companies.
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11. Trade and other payables
2016 2015

£000 £'000
Trade payables o , 16,157 81930
Amounts payable to other Group companies : ) . 867,746 575,462
Accruals _ o 105,397 101877
Deferred income , . 848 698
Other payables ’ ’ ’ 2,878 2,831

. ' 993,026 762798

“The Directors consider that the carrying amount of trade and other payables approximates fair value.
Trade payables principally comprise amounts outstanding for the purchase of fibre optic cable services.
Amounts payable to other Group companies

Amounts owed to other Group companies are non-interest bearing and repayablé on demand.

12. Provisions

At1July2014  Utiisedduring  At30June Provided during At 30

theyear ~2015 the yeaf June 2016

£000 £000 £000 £000 £000
Current liabilities _ ' _
Other provision (i) 204 @ 202 - 202

" Non-current liabilities
Other provision (i) . © 3554 ’ (397) ’ 3157 506 3,663 -
~N
Total ' 3,758 . (399) 3,359 506 3,865
(i) Other provision . ' : )

The other provisjon is primarily in relation to onerous network mainteria}nce and co-location contracts which have an
average length of 20 years and are due to expire in 2020 and 2021. Allamounts are que to be paid over the length of
the relevant contract.
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13. Borrowings

2016 2015
£'000 £'000
Current
Obligations under finance leases 8,268 6,828
Non-current
Obligations under finance leases 55,640 58,102
Total borrowings 63,908 64930
Obligations under finance leases
The minimum lease payments under finance leases fall due as follows:
' 2016 2015
£000 £°000
Amounts payable under finance leases:
Within one year 8,268 6,828
Between one and five years 31,052 32971
After five years 121,180 127,680
160,500 167,479
Less: future finance charges (96,592) (102,549)
" Present value of lease obligations 63,908 64,930

The main obligations under finance leases are in relation to financial arrangements in connection with broadband

network infrastructure. During the year, repayments of £6,500,000 (2015: £6,500,000) were made against the lease.

A proportion of these payments have been allocated against the capital outstanding. The leases bear interestat a -

rate of 11.1% (2015: 11.1%) per annum and expire in March 2040.
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14. Financial risk management objectives and policies

The Company’s principal financial instruments comprise trade and other receivables, cash and cash equivalents, trade

and other payables, and borrowings. The accountlng classification of each class of the Companys financial assets

and financial liabilities together with their fair values is as follows:

Total

Loans Other  Total carrying
and receivables liabilities value fair
) values
£000 £000 £°000 £000
At 30 June 2016 : v
Trade and other payables - (992,178) (992,178) (992,178)
Obligations under finance - (63,908) (63,908) (63,908)
leases _ ’
Provisions - (3,865) (3.865) (3,865)
Trade and other .
receivables v 1,521,148 - 1,521,148 1,521,148
Cash and cash equivalents ’ ) 581 - . 581 581
At 30 June 2015 ' _ v
Trade and other payables ] - - (762,100) (762100) (762100)
Obligations under ﬁnance ' - (64,930) (64,930) (64,930)
leases A - »
Provisions . : - (3359) (3,359) (3359)
Trade and other ‘ : : . :
receivables ) 1,065,843 - 1,065,843 1,065,843
Cash and cash equivalents 196 - 196 196
Liquidity risk

The Company relies on the Group Treasury function to manage its liquidity and ensure that sufficient funds are

available for ongoing operations and future developments. The Group currently has access to an undrawn £1 billion

revolving credit facility which is-due to expire on 30 November 2021.The Company benefits from this liquidity.through

intra-group facilities and loans.

The Companys financial liabilities are shown in note 11,12 and 13.

~
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14. Financial risk management objectives and policies (continued)

The following table analyses the Company's financial liabilities into relevant maturity groupings based on the
remaining period at the balance sheet date to the contractual maturity date. The amounts disclosed in the table are
the contractual undiscounted cash flows.

Less than Between one Between two More than Total
12 months and twoyears and five years five years
_“£000 £000 £000 £000 £:000
At 30 June 2016
Trade and other i
payables 992,178 - - - 992,178
Obligations under
i 8,268 9,235 21,817 v 121,180 160,500
finance leases )
Provisions 202 - - 3,663 3,865
At 30 June 2015
Trade and other .
payables - 762100 - - - 762100
Obligations under )
finance leases 6828 . 8,823 24248 127,680 167,479
Provisions _ 202 ) S - - . 3157 - 3359

Capital Risk Management ,

The capital structure of the Company consists of equity attributable to equity holders of the parent company,
compriéing issued capital, reserves and retained earnings. Risk and treasury management is governed by Sky plc's
policies as by its Board of Directors. ’

Credit risk
The Company’s maximum exposure to credit risk on trade receivables is the carrying amounts disclosed in note 10.

Interest rate risk ,

The Company's only interest-bearing loan relates to an amount receivable from other Group companies, as disclosed
in note 10. The sensitivity analysis below has been determined based on the exposure to interest rates for non-
derivative financial instruments at the balance sheet date. For floating rate liabilities, the analysis is prepared
aésuming the amount of liability outstanding at the balance sheet date was outstanding for the whole year. A 1
percentage point increase or decrease représents management’s assessment of the reasonably possible change in
interest rates. ‘ ‘

Sensitivity Analysis

The sensitivity analysis below has been determined based on the exposure of interest rates for non-derivative
financial instruments at the balance sheet date. For floating rate liabilities, the analysis is prepared assuming the
amount of liability outstanding at the balance sheet date was outstanding for the whole year. A one percentage
. point increase or decrease represents management’s assessment of the reasonably possible change in interest
rates. If interest rates had been one percentage point higher and all other variants were held constant, the
Company's profit/loss for the year ended 30 June 2016 would increase by £nil (2015: increase by £nil).
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Notes to the financial statements
15. Share capital

2016 2015
£000 £000 -
Allotted, called-up and fully paid
5,822 5,822

5,821,764 (2015: 5,821,764) ordinary shares of £1each -

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

payment.

16. Notes to the Cash Flow Statement

Reconciliation of profit before tax to cash generated from operations

2016 2015
£'000 - £'000
Profit before tax 285,207 . 208,095
Depreciation of property, plant and equipment . 61,378 74953
Amortisation of intangible assets 77,009 63117
Net finance costs 6,186 2,450
Operating profit before working capital changes . 429,780 348,615
(Increase) decrease in trade and other receivables (452,957) 118,978
Increase (decrease) in trade and other payables 173,367 (334.244)
Increase (decrease) in deferred income 150 (704)
Increase (decrease) in provisions 505 (3994
Total cash generated from operations 150,845 132,246
17. Operating lease commitments
~ The minimum lease rentals to be paid under non-cancellable operating leases at 30 June are as follows:
2016 2015
£000 £000
Within one year 2,836 3332
Between one and two years 2,789 3170
Between two and three years - 2,722 2,681
Between three and four years 2,700 2636
Between four and five years 2,535 2,636
After five years - 9,610 1,092
23,192 25,547
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17. Operating lease commitments (continued)
Operating leases relate to properties with lease terms of between 2 and 19 years. All operating leases contain market

review clauses. The Company does not have the option to purchase the leased asset at the expiry of the lease period.

18. Transactions with related parties

The Company has related party transactions with other Group companies. In particular, it is normal practice for the
Company to borrow cash from or lend cash to other Group companies as required. For details of amounts owed to
and from other Group companies, see notes 10 and 11. )

a) Transactions with other Group companies

2016 2015

: ) - £'000 £'000
Supply 6f services by the Company 1,308,565 1154871

Purchases of goods/services by the Company ' 82,733 88,235

During the year the Company had related party transactions with Sky LLU Assets Limited, Sky UK Limited and Sky
Subscriber Services Limited. For details of amounts owed by and amounts owed to fellow subsidiary undertakings,

see notes10 and 11.

b) Key management )
The Company has a related party relationship with the Directors of the Company as key management. At 30 June
2016, there were two (2015: two) key managers, both of whom were Directors of the Company.

c) Contingencies and guarantees

The Company, together with Sky UK Limited, Sky Group Finance plc (formerly BSkyB Finance UK plc), and Sky
Subscribers Services Limited has given joint and several guarantees in relation to the £1 billion Revolving Credit Facility
("RCF").

The Company, together with Sky UK Limited, Sky Group Finance plc, and Sky Subscribers Services Limited has given
joint and several guarantees in relation to the issue in the public debt market of US$582.8 million of 9.500%
Guaranteed Notes repayable in November 2018, US$750 million of 6.100% Guaranteed Notes repayable in February
2018, £300 million of 6.000% Guaranteed Notes repayable in May 2027, US$800 million of 3.125% Guaranteed Notes
repayable in November 2022, US$750 million of 2.625% Guaranteed Notes repayable in September 2019, US$1,250
million of 3.750% Guaranteed Notes repayable in September 2024, €1,500 million of 1.500% Guaranteed Notes
repayable in September 2021, €1,000 million of 2.500% Guaranteed Notes repayable in September 2026, €850 million
of 1.875% Guaranteed Notes repayable in November 2023, €400 million of 2.750% Guaranteed Notes repayable in
November 2029, £450 million of 2.875% Guaranteed Notes repayable in November 2020 and £300 million of 4.000%
Guaranteed Notes repayable in November 2029 issued by its paren{: undertaking, Sky plc.

The Company, together with Sky UK Limited, Sky plc, and Sky Subscribers Services Limited has given joint and several
guarantees in relation to the issue in the public debt market of US$750 million of 5.625% Guaranteed Notes
repayable in October 2015, £400 million of 5.750% Guaranteed Notes repayable in October 2017 and US$350 million
of 6.500% Guaranteed Notes repayable in October 2035 issued by SW Group Finance plc.
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19. Ultimate parent undertaking
The Company is a wholly-owned subsidiary undertaking of Sky UK Limited, a company incorpofated in the United

Kingdom and registered in England and Wales. The Company is ultimately controlled by Sky plc. The only group in which
the results of the Company are consolidated is that headed by Sky.

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