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giffgaff Limited ' ‘ Registered Number: 4196996

Strategic Report
Strategy

giffgaff Limited provides telecommunications services. The strategy of the Company is to build a
member run mobile communications network that utilises the collective resources of its members.
This mutuality principle combined with an online and SIM only business model keeps costs low and .
allows savings to be passed on to customers.

As a result of membérs’ feedback received, in 2013 the Company introduced handsets sales as a
strategy to attract new activations and increase members’ base.

As a wholly owned subsidiary of Telefonica UK Limited the Company is targeting customer segments
where the combination of the two brands, giffgaff and O2, drives incremental business.

Performance and Development

The Company had substantial base growth for the year ended 31 December 2014 in an increasingly .
competitive market. The Company’s revenue for the year ended 31 -December 2014 was
£207,590,000 (2013: £137,559,000). The Company’s profit after tax for the year ended 31 December
2014 was £7,949,000 (2013: £2,199,000). .

The handset business has generated £17,078,000 on revenue for the year ended 31 December 2014,
contributing with 8% of total company's revenue.

Customer numbers — These are customers who are active during a period of one month. Customers
are treated as being active if they have used the network (minimum of five CDRs - call detail record -
required) or have made a purchase (top-up) in the preceding one month.

A total number of 394,037 net customer additions were added during the year ended 31 December
2014 (2013: 404,684 net customer additions).

Average revenue per user (“ARPU") — ARPU is calculated by dividing total monthly service revenue
(excluding inbound roaming) from sales to customers for the preceding 12 months by the weighted
average number of active customers for the same period. ARPU is calculated using gross service
revenue before deduction of wholesale discounts. Total ARPU is a combination ratio incorporating
both pre-pay and post-pay revenues.

Total ARPU was up +2.0% year-on-year to £11.5.

Churn — This represents the percentage of average accesses which have been disconnected in a
period. It is calculated by dividing net disconnections (opening less closing base) in the period by the
average customers (average between opening and closing base) for the same period.

Churn totalled 47.2% in 2014 (-11.1% year-on-year).

Risks and‘Uncertainties

The Company has a c‘omprehensive' risk management framework in place which is designed to
identify, manage and mitigate significant risks that could adversely affect its future performance. -

The principal risks and uncertainties in the Company are:

Regulatory Intervention: New or more onerous regulatory obligations imposed by the National
Regulatory Authorities and the European Commission on wholesale and retail pricing and the
exercise of commercial freedom, which could negatively affect the Company’s profitability.

Competition: Ongoing risks from new or existing competitors that could challenge The Company’s
strategy and business model. :



- giffgaff Limited Registered Number: 4196996

Strategic Report (continued)

Risks and Uncertainties (continugd)

Managed Services/Outsourcing: The Company relies on outsourcing for the delivery of various
services. Failure to manage outsourced services could result in reduced control over the quality and
consistency of services.

Breach of Data Security: A failure to maintain sufficient information security processes could lead to a
data protection breach, resuiting in loss of customer confidence, fines and damage: to brand
reputation.

Network Infrastructure: Inadequate resilience in critical systems could negatively affect service
delivery to customers in the event,of a lengthy outage. ’

The Company has a series of controls in place to mltlgate these risks, both within its internal
operations and in the wider external market. :

The Company employs regulatory professionals to engage with the associated regulatory authorities
on all aspects of their businesses to ensure that the impact on the Company’s profitability is not
negatively impacted.

The Company monitors products, prices and customer preferences so that it can compete with new
products and services introduced by competitors and offers fair, pre-emptive pricing strategies which
successfully deliver the cost-versus-service balance that its customers demand.

Mandatory Service Level Agreements and security controls are written into outsourcing contracts and.
the ‘Customer Plan’ focuses on positively differentiating customer experience.

Governance meetings are also held with the key Outsourced providers to ensure SLA’s and KPI's are
regularly monitored, reviewed and reported upon.

Data Security is consistently monitored through the deployment of Network Access Control (NAC) and
Data Loss Prevention (DLP) software. The "Security-in-Life” process is engaged with every project
delivery to ensure adequate Security Measures are taken to minimize the risk of Data Loss. The
Security Incident. Management process is in place and is initiated whenever a possible Security
Incident is identified.

Through the continual roli-out of new Network Technologies the risk of inadequate' resilient systems
is continually reducing.

Through the implementation of a robust Quality Management System (QMS) a team of Quality
experts supported by external professional bodies monitor and attest to the effectiveness of the QMS
to ensure that the risk of maintaining certifications and accreditations is mltlgated

Significant Post Year End Development
Group reorganization

: The Group has previously indicated its intention to undertake a corporate simplification project to
rationalise the corporate structure including the elimination, where possible, of dormant and nhon-
trading entities. The project will also involve a reorganisation of companies in preparation for the -
Telefénica Group's disposal of the UK business as a whole, which remains subject to clearance by
the Regulatory and Competition Authorities as disclosed in the next paragraph. The group has now
started this project and intends to simplify as many non trading and dormant companies as possible
prior to 31 December 2015. These entities will be. kept outside of the sale perimeter and will be struck
off as far as possible prior to the completion of sale of Telefénica UK to Hutchison Whampoa.



giffgaff Limited ' Registered Number: 4196996

Strategic Report (continued)

Significant Post Yea;' End Development
Group reorganization (continuéd)

On 24 March 2015 Telefonica SA announced that it had entered into a agreement with Hutchison
Whampoa, the parent company of Three in the UK for the sale of Telefénica’s UK business for an
initial cash consideration of £9,25 billion upon completion of the transaction and an additional deferred
payment of £1billion to be paid once the cumulative cash flow of the combined entity in the UK has
reached an agreed threshold. The Agreement is subject to clearance by the Regulatory and
Competition Authorities. :

The Strategic Report was approved by the Board on 28 September 2015

By Order of the Board
(

(va J‘ (L\j

Robert Harwood
for and on behalf of O2 Secretaries Limited
Company Secretary

28 September 2015



giffgaff Limited ' Registered Number: 4196996

Directors’ report
Legal form

giffgaff Limited (the “Company”) is a private limited company registered in England and Wales under
the registered number 4196996. The registered address is 260 Bath Road, Slough, Berkshire, SL1
4DX. It is a' wholly owned subsidiary of Telefonica UK Limited, and its ultimate UK parent is Telefonica
Europe plc; both companies are incorporated in England and Wales. The ultimate parent company is
Telefénica S.A., a company incorporated in Spain. '

Reference to Group means Telefonica Europe plc and its subsidiaries of which the Company is a part.
Directors and secretary
The Directors who held office during the year were as follows:

Ronan Dunne

-Mark Evans :

Michael Duncan (resigned on 10 December 2014)
Stephen Shurrock (appointed on 10 December 2014)

The Secretary who held office during the year was O2 Secretaries Limited.
Directors’ liability insurance and indemnity

Telefénica Europe plc, the Company’s ultimate UK parent company, has granted an indemnity in the
form permitted by UK Company Law to Directors appointed to subsidiary companies. This indemnity
remains in place and continues until such time as any relevant limitation periods for bringing claims
(as defined in the indemnity) against the Director has expired, or for so long as the past Director,
where relevant, remains liable for any losses (as defined in the indemnity).

Employees

The Company does.not have contractual employees in its own right. The employees are seconded '
from Telefonica Digital Limited, an associate company within the Telefonica Group. :

The Company has a wide range of communication channels with employees including face-to-face
meetings, team briefings, audio conferences and a comprehensive intranet. The aim of all these
channels is to ensure employees fully understand the Company’s objectives and its operational and’
financial performance as well as our latest products and services, whilst creating an inclusive
employee culture. in addition, an annual engagement survey is conducted" with additional interim
checks and a constructive dialogue is maintained with Trade Unions and employee representative
bodies. ‘ :

The employee experience is paramount and the Company is committed to the development of all
people in the organisation, actively promoting this through many training and development initiatives.
People are encouraged and supported in maintaining personal development plans. The Company has
invested in e-learning technology to give people better access to a wide range of learning
opportunities. ‘ : .

The Company is committed to employment policies that follow best practice, based on equal
opportunities for all, and recognises the diversity of its people. This approach includes the fair
treatment of people with disabilities in relation to their recruitment, training and development. The
Company has also invested in researching age, gender and disability diversity across the
organisation, seeking to support all employees and their career development at every level of the
organisation. ” '



giffgaff Limited : Registered Number: 4196996

Directors’ report (continued)

Employees (continued)

The Company strives to create a High performing culture by targeting and rewarding our employees
based on both personal and company performance. We do this through our annual bonus which
encourages all employees to perform to the best of their capability to contribute to the Company’s
ability to achieve its goals.

Dividends

The Directors do not recommend payment of a dividend for the year ended 31 December 2014 (2013:
£nil).

Going concern

At the end of the year, the Company had net liabilities and is therefore dependent on the on-going
support of the Group. The Directors are satisfied that this support will be available for at least twelve
months from the date of signing of these statutory accounts and accordingly consider that the going
concern basis is appropriate. .

Political contributions

The Company made no political contributions during the year ended 31 December 2014 (2013: £nil).
Statement as to disclosure to Auditor '

So far as each Director is aware, there is no relevant audit information of which the Company's:
auditor was unaware. The Directors have taken all the steps that they ought to have taken as

Directors in order to make themselves aware of any relevant audit information and to establish that
the Company’s auditor is aware of that information.

The Directors’ Report was approved by the Board on 28 September 2015

y Order of the Board

[

Robert Harwood .
for and on behalf of O2 Secretaries Limited
Company Secretary



giffgaff Limited o ‘ | Registered Number: 4196996

Statement of directors’ responsibilities

The Directors are responsible for preparing the Annual Report and the Company fmancnal statements
in accordance with applicable United Kingdom law and regulations. v

Company law required the directors to prepare Company financial statements for each financial year.
Under that law the Directors are required to prepare Company financial statements under IFRSs as
adopted by the European Union. Under Company Law, the directors must not approve the Company
financial statements uniess they are satisfied that they present fairly the financial position, financial
performance and cash flows of the Company for that period. In preparing the Company financial
statements the Directors are required to:

. present fairly the financial position, financial performance and cash flows of the company;

. select suitable accounting policies in accordance with IAS 8: Accounting Policies, Changes in
Accounting Estimates and Errors and then apply them consistently;

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

. provide additional disclosures when compliance with the specific requirements in IFRSs is
insufficient to enable users to understand the impact of particular transactions, other events and
" conditions on the Company’s financial position and financial performance;

. state that whether the Company financial statements have been prepared in accordance with
IFRSs as adopted by the European Union; and

. make judgements and estimates that are reasonable. _
The Directors are responsible for keeping adequate accounting records that are sufficient to show and

explain the Company’s transactions and disclose with reasonable accuracy at any time the financial
position of the Company and enable them to ensure that the Company financial statements comply
with the Companies Act 2006. They are also responsible for safeguarding the assets of the Company
and hence for taklng reasonable steps for the prevent|on and detection of fraud and other
|rregular|t|es



Independent Auditbr’s report'to the members of giffgaff_ Limited

We have audited the financial statements of giffgaff Limited for the year ended 31 December 2014
which comprise the Statement of comprehensive income, the Statement of financial position, the
Statement of changes in equity, the Statement of cash flows and the related notes 1 to 20. The
financial reporting framework that has been applied in their preparation is applicable law and
International Financial Reporting Standards (IFRSs) as adopted by the European Union.

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 of Directors and auditor

As explained more fully in the Statement of Directors’ responsibilities set out on page 7, 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 pfesentatiqn of the financial statements. In addition, we read all the
financial and non-financial information in the Annual Report and Financial Statements to identify
material inconsistencies with the audited financial statements and to identify any information that is
apparently materially incorrect based on, or materially inconsistent with, the knowledge acquired by
us in the course of performing the audit. 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:

. give a true and fair value of the state of the company’s affairs as at 31 December 2014 and of

its profit for the year then ended;

. have been properly prepared in accordance with IFRSs as adopted by the European Union;
and : ' ' .

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

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the infbrmation given in the Strategic Report and Directors’ Report for the financial year
for which the financial statements are prepared is consistent with the financial statements.



lndependent‘Auditor’s report to the members of giffgaff Limited (continued)
Matters on which we are required fo réport by exception

. We have nothing to report in respect of the following matters where the Companies Act 2006 requires
us to report to you if, in our opinion: . '

e . -adequate accounting records have not been kept, or returns adequate for our audit have not
been received from branches not visited by us; or

e - the financial statements are not in 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. .

6/%\’&"&(&\,«.3(/@ \

Neil Cullum (Senior statutory auditor)

for and on behalf of Ernst & Young LLP, Statutory Auditor
* London
2% September 2015



giffgaff Limited - . ' Registered Number: 4196996

Statement of comprehensive income |
For the year ended 31 December 2014

2014 2013
Note £000 "£000
Revenue ' o A 17 207,590 137,559
Cost of sales- (146,705) (99,477)
Gross profit 60,885 38,082,
Administrative expenses (50,714) ‘(35,271)
Operating profit before taxation 2 10,171 : 2,811
Taxation ' . 3 - (2,222) (612)
Profit for the year attributable to equity }
shareholders 7,949 2,199
Total comprehensive profit for year 7,949 . ' 2,199

The accompanying notes.on pages 14 to 32 are an integrél part of these financial statements.

. There was no other recognised,.income or expense other than those shown above.

10



giffgaff Limited Registered Number: 4196996

Statement of financial position
As at 31 December 2014

" Note 2014 2013
: £000 £000
Non-current assets )
Intangible assets ' 4 100 © 1,048
Property, plant and equipment 5 ' 16,258 16,403
Deferred tax assets : 9 181 ) -
16,539 ' 17,451
Current assets ‘
Inventories : ' 241 350
Trade and other receivables . 6 . 6,863 3,373
Cash and cash equivalent ‘ 7 22,919 . 90,464
30,023 94,187
" Current liabilities .
Trade and other payables 8 (97,972) (170,596)
Net current liabilities ' ~ (67,949) (76,409)
Total assets less current liabilities : (51 ,4‘1 0) (58,958)
Nen-cprrent liabilities : : ,
Deferred tax liabilities 9 - (401)
| | S )
Net liabilities g (51,410)  (59,359)
Equify shareholders’ deficit
Share capital _ : . ' 10 - -
Retained earnings ' 2 | .(51,410) (59,359)
Total Equity ' , (51,410) (59,359)

The accompanying notes on pages 14 to 32 are an integral part of these financial statements.

These financial statements were approved by the Board of Dlrectors on 28 September 2015 and were
signed on its behalf by:

Mark Evans
Director

11



giffgaff Limited Registered Number: 4196996

Statement of changes in equity
Year ended 31 December 2014

Called up Retained

share capital - . earnings Total equity

£000 £000 -£000

At 1 January 2013 ' ' - (61,558) (61,558)
Total comprehensive profit for the year : - 2,199 2,199
At 31 December 2013 ' - (59,359) ' (59,359)
. Total comprehensive profit forthe year - 7,949 7,949
At 31 December 2014 ‘ - (51,410) (51,410)

The accompanying notes on pages 14 to 32 are an integral part of these financial statements.

12



giffgaff Limited : . Registered Number: 4196996

Statement of cash flows
Year ended 31 December 2014

Note . 2014 2013

_ ' £000 £000

Profit before tax ' 10,171 2,811
Amortisation and depreciation charges ‘ 6,741 5,038
Decrease in inventories ' , ' 109 - 103
(Incréase)/ Decrease in trade and other receivables (3,671) : 215
(Decrease)/ Increase in trade and other payables (73,025) - 75,137
Taxation _ , (2,222) . (612)
Net Cash flow (used)/from operating activities (61,897) 82,692
Purchase of plant and equipment ] (5,648) (4,027)
Net cash flow used in investing activities (5,648) (4,027)
Net (decrease)/ increase in cash and cash equivalents (67,545) 78,665
Cash and cash equivalents at stah of period . 90,464 ' 11,799
Cash and cash equivalents at 31 December 7 22,919 90,464

The accompanying notes on pages 14 to 32 are an integral part of these financial statements.

13



giffgaff Limited o _ Registered Number: 4196996

Notes to the financial statements
1. Accounting policies
Basis of preparation

These financial statements have been prepared in accordance with international Financial Reporting
Standards (“IFRS”) and International Financial Reporting Interpretations Committee (“IFRIC”)
interpretations, as adopted for use in the EU. In addition the financial statements have been prepared
in accordance with those parts of the Companies Act 2006 applicable to companies reporting under
IFRS. The financial statements have been prepared using historical cost principles.

The principal accounting policies of the Company applied in the preparation of these financial
statements are set out beIow The IFRS accounting policies have been applied consistently to all
periods.

At the end of the year, the Company had net liabilities and is therefore dependent on the ongoing
support of the Group. The directors are satisfied that this support will be available for at least twelve
months from the date of signing of these statutory accounts and accordingly consider that the gomg
concern basis is appropriate.

Presentation of financial information

Operating items in the statement of comprehensive income are derived from the primary operations of
the Company as a telecommunications provider. items in the statement of comprehensive income
recognised below operating loss represent activities that are not directly attributable to the Company's
primary operations. . .

Intangible assets

‘Software Licences

Licence fees which permit telecommunications activities to be operated for defined periods, are
capitalised at cost less impairment losses and are amortised from the date of commercial launch of
the service to the end of the licence period on a straight line basis. )

Software

Software is capitalised and measured at the cost incurred to acquire and bring into use the specific
software. These costs are amortised over their estimated useful lives of between 2 and 6 years on a
straight line basis. .Costs that are directly associated with the production of identifiable unique
software products controlled by the Company, which are expected to generate economic benefits .
over a period of more than one year, are recognised as intangible assets. Such computer software
development costs recognised as intangible assets are amortised over their estimated useful lives not
exceeding 6 years on a straight line basis.

The assets’ useful lives are reviewed, and adjusted if appropriate, at each statement of financial
position date. '

Property, plant and equipment

Property, plant and equipment are stated at historical cost less depreciation. The cost of property,
plant and equipment includes directly attributable incremental costs incurred in their acquisition and
installation. Subsequent costs are included in the assets' carrying amount or recognised as -a
separate asset, as appropriate, only when it is probable that future economic benefits associated
with the item will flow to the Company and the cost of the item can be measured reliably.

14



giffgaff Limited Registered Number: 4196996

Notes to the fiﬁancial statements (cbntinued)
1. Accounting policies (continued)

Property, plant and equipment (continued)

Depreciation is provided on property, plant and equipment from the date they are brought into use
over their estimated useful lives on a straight-line basis. The lives assugned to property, plant and
equipment are:

Freehold buildings 40 years
Leasehold land and buildings unexpired portion of lease or 40 years

whichever is the shorter
Network assets , 5 to 15 years
Computers and office equipment ' 2 to 5 years

The assets’ useful lives and residual values are reviewed, and adjusted if appropriate, at each
statement of financial position date. No depreciation is provided on freehold land or assets in the
course of construction.

An item of property, plant and equipment and any significant part initially recognised is
derecognised upon disposal or when no future economic benefits are expected from its use or
disposal. Any gain or loss arising on derecognition of the asset (calculated as the difference
between net disposal proceeds and the carrying amount of the asset) is included in the statement of
comprehensive income when the asset is derecognised.

Revenue .

Revenue, which excludes value added tax and other sales taxes, comprises the value of services
provided and other revenue.

Mobile telecommunications service revenue includes revenue earned for usage of Telefénica UK
Limited’s wireless network for voice and data transmission by the Company's customers, outbound
roaming and interconnect revenué.

Revenue for pre-pay customers is recognised as the pre-pay services are rendered. Prior to delivery
of the services, top-ups are recognised as deferred income. .

Interconnect revenue, earned from other telecommunications operators whose customers terminate
calls on the Company'’s network, is recognised based on usage.

Handset Revenue

Revenue, which excludes value added tax and other sales taxes, comprises the value of handsets
sold.

Hardware revenue principally consists of revenue from the sale of handsets. The revenue and related
expenses associated with the sale of wireless handsets and accessories are recognised when the
products are delivered and accepted by the customer.

Subscriber acquisition and loyalty programme cost .

Subscriber acquisition and retention costs, other than loyalty programme costs, are recognised as an

expense for the period in which they are incurred. Advertising, promotion, sponsoring, communication
and brand marketing costs are also expensed’as incurred.

15
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giffgaff Limited Registered Number: 4196996

Notes to the financial statements (continued)
1. Accounting policies (continued)

Employee benefits

Pension Obliéations

The Company does not have any contractual employees. The Company’s employees are seconded
from Telefonica Digital Limited, an associate company within the Telefonica Group, which participates
in the Telefonica UK Pension Plan (“Telefénica PP"), a scheme sponsored by Telefénica Europe plc
that provides benefits for the majority of UK employees in the Telefénica Group. During the reporting
year, the Telefénica PP had both defined benefit and defined contribution sections. On 28 February
2013 the defined benefit sections of the Telefénica PP closed to further benefit accrual. Members' of
the defined benefit sections of the Telefénica PP will continue ‘to be increased in deferment by
reference to the Consumer Prices Index but will not retain the link to any future increases in salary.
Upon closure, members of the defined benefit sections of the Telefénica PP were given the option to
become members of the defined contribution section of the Telefénica PP. The defined contribution
sections of the Telefénica PP remain open to new entrants and further accrual. The assets of the
Telefénica PP are held independently of the Company’s finances.

In Telefonica Digital Limited’s capacity as a participating employer of the defined contribution section
of the Telefénica PP, Telefénica Digital Limited pays contributions into the plan on behalf of
employees of the Company. Telefénica Digital Limited has no further payment obligations once the
contributions have been paid. The contributions are recharged to the Company and are recognised as
employee benefit expense when they are due. Further disclosures on the Telefénica PP can be found
in the financial statements of Telefénica Europe Plc

Share based payments

The Company recognises an expense for share awards and share options, which are both equity and
cash settled, based on the fair value of the share awards or share options granted as compensation
for the services rendered by employees. The fair value is calculated at the grant date using an
adjusted statistical model and excludes the impact of non-market conditions. Instead, the expense is
adjusted for the effect of non-market conditions at each reporting date through the number of share
awards or share options expected to be exercisable. The effect of market and non-vesting conditions
is included in the fair value at the date of grant and is recognised as an expense irrespective of
whether the market or non-vesting condition is satisfied. Any proceeds received are credited to share
capital and share premium when the share option or award is exercised. In addition, for cash-settled
share based payment transactions, the Company measures the services received and the liability
incurred at the fair value of the liability. Until the liability is settled, the Company remeasures the fair
value of the liability at each reporting date and at the date of settlement, with any changes in falr value
recognlsed in the statement of comprehenswe income for the period.

Taxation

The charge for current tax is based on the results for the period as adjusted for items which are non-
assessable or disallowed.

Deferred income .tax is provided in full, using the balance sheet liability method, on temporary
differences arising between the tax bases of assets and liabilities and their carrying amounts in the
financial statements. Deferred tax liabilities are recognised for all taxable temporary differences and
deferred tax assets are recognised to the extent that it is probable future taxable profits will be
available against which deductible temporary differences can be utilised.

16



giffgaff Limited Registered Number: 4196996

Notes to the financial statements (continued)
1. Accounting policies (pontihued)
Taxation (continued)
Deferred income tax and current tax is determined using tax rates (and laws) that have been enacted
or substantially enacted by the balance sheet date and are expected to apply when the related
deferred income tax asset is realised or the deferred income tax liability is settled. ,
Income tax relating to items 'recognised directly in equity is recognised in equity.
Cash and cash equivalents
Cash and cash equivalents are carried in the balance sheet at cost. Cash and cash equivalents
includes cash in hand, deposits held at call with banks, and other short-term highly liquid investments -
with original maturities of three months or less.
“Inventories
Inventories comprise mainly SIM cards and are stated at the lower of cost and net realisable value
(which reflects the value to the business of the SIM in the hands of the subscriber) on a first in, first
out basis, after provisions for obsolescence. Cost comprises costs of purchase and costs incurred in
bringing.inventory to its current location and condition. :
Trade and other receivables
Trade and other receivables are carried at original invoice amount less provision for doubtful debts. A
provision for doubtful debts is established when there is objective evidence that the Company will not
be able to collect all amounts due according to the original terms of the receivables. Provisions are
made based on an analysis of balances by age, previous losses experienced, disputes and ability to
pay. The amount of the provision is the difference between the carrying amount and the present value
of estimated future cash flows. Changes in the provision against receivables are recognised in the
income statement within cost of goods sold.

Leases

Leases where a significant portion of the risks and rewards of ownership are retained by the lessor
are classified as operating leases.

Financial risk factors and management

The Company's operations expose it to a variety of financial risks including liquidity risk. The pfincipal
financial risks of the Company and how the Company managed these risks are discussed below.

Liquidity risk

Management of the Company’s Ilqmdnty risk is achieved mostly through being a part of the larger
Telefénica group, which operates group wide policies in this area.

Fair value estimation.
The fair value of the trade and other receivables, trade and other payables and cash at bank

approximates to the book carrying value due to the short-term or on demand maturlty of these
instruments.

17



giffgaff Limited . Registered Number: 4196996

Notes to the financial statements (continued)
1. Accounting policies (continued)

New IFRS and interpretations of the International Financial Reporting Alnterpretations
Committee (IFRIC) : . :

The accounting policies adopted are consistent with those of the previous financial year.

At the date of preparation of the financial statements, the following IFRS and IFRIC interpretatibris
have been published, but their application is not mandatory: .

Effective for annual periods beginning after 31 December 2014

New Standards and amendments - ' Effec}ive datef .
: annual periods beginning

. : on or after
Amendments to IAS 19 Defined Benefit Plans: Employee Contributions 1 July 2014
Improvements to IFRS 2010-2012 ' 1 July 2014
Improvements to IFRS 2011-2013 ' 1 July 2014
Improvements to IFRS 2012-2014 ‘ 1 January 2016
IFRS 14 Regulatory Deferral Accounts 1 January 2016 -
Amendments to IFRS 11 | Accounting for Acquisitions of Interests in 1 January 2016

" | Joint Operations
Amendments to IAS 16 Clarification of Acceptable Methods of * - 1 January 2016
and IAS 38 Depreciation and Amortisation
Amendments to IAS 16 . . 1 January 2016~
and IAS 41 Agriculture: Bearer P[ants
Amendments to IFRS 10 | Sale or Contribution of Assets between an 1 January 2016
| and IAS 28 Investor and its Associate or Joint Venture '

Amendments to IAS 1 Disclosure Initiative ' ' 1 January 2016
Amendments to IFRS 10, | Investment Entities: Applying the . 1 January 2016
IFRS 12 and IAS 28 Consolidation Exception
IFRS 15 Revenues from Contracts with Customers "~ 1 January 2017
IFRS 9 Financial instruments 1 January 2018
Amendments to IFRS 7 Disclosures - Transition to IFRS 9 1 January 2018

Based on the analysis made to date, the Company estimates that the adoption of most of these
standards, amendments and improvements will not have a significant impact. However, IFRS 15 is
likely to have an impact in the timing and amount of revenue recognition in connection with certain
bundied revenue transactions, The Company is currently assessing the impact of the application of
this standard. The standards will be adopted on the effective date mentioned in the table above.
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" Notes to the financial statements (continued)
1. Accounting policies (continued) ~
Critical accounting estimates and judgements

The preparation of financial statements in accordance with IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise judgement in the process of applying
the Company’s accounting policies. A significant change in the facts and circumstances on which
these estimates are based could have a material negative impact on the Company’s earnings and
financial position. The areas involving a higher degree of judgement or complexity and areas where
assumptions and estimates are significant to the Company’'s financial statements are discussed
below.

Software and software licences

Accounting for software and software licences involves the use of estimates and judgements for
determining the useful lives over which they are to be depreciated or amortised and the existence and
amount of any.impairment. .

Software and software licences are depreciated or amortised on a straight line basis over their
estimated useful lives and taking into account their expected residual values.

The Company assesses the impairment of software and software licences whenever there is reason
to believe that the carrying value may not exceed the fair value and where a permanent impairment in
value is anticipated. The determination of whether the impairment of these assets is necessary
involves the use of estimates that includes, but is not limited to, the analysis of the cause of potential
impairment in value, the timing of such potential impairment and an estimate of the amount of the
impairment. The Company considers technological obsolescence, discontinuance of services and
other changes in circumstances as indications of the need to perform an impairment test. A significant
change in the facts and circumstances that were relied upon in making the estimates may trigger the
 requirement for recording impairment and may haveé a material adverse impact on the operating
results and financial condition of the Company. '

2. Operating profit

The following items have been included in arriving at the operating profit:

2014 2013
£000 £000
Staff costs (note 15) 4,413 3,541
_ Amortisation of intangible assets-(note 4) ‘ ' 199 907
Depreciation of property, plant and equipment (note 5) 6,542 ’ 4,131
Operating lease costs ' 160 160
Auditor's remuneration (note 20) 20 20
Inventories: ‘
Cost of inventories recognised as an expense
(included in cost of sales) ' 2,302 2,949 |
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Notes to the financial statements (continued)

3. Taxation
. I

Analysis of cﬁarge in year ' 2014 - 2013

. | ~ £000's £000's
Current tax - current year 2,812 896
Current tax.— adjustr"nents in respect of prior periods ‘ , (8) : (0)
Deferred tax - current year . (580) (226)
Deferred tax - adjustments in respect of prior periods ‘ (2) 0
Effect of change in tax rate , ‘ - (58)
Taxation ~ 2222 612 .

The tax assessed for the year varied from the. amount computed by applying the corporation tax
standard rate to profit on ordinary activities before taxation. The dlfference was attributable to the
following factors

2014 2013 °

£000's £000's
Profit before taxation | 10,171 ' 2,811
Profit before taxation multiplied by rate of o
corporation tax in the UK of 21.50% (2013:
23.25%) 2,187 653
Effects of: .
Expenses not deductible for tax purposes 3 2 -6
UK to UK transfer pricing adjustments ‘ ' - 11
Prior year adjustment (10) 0
Effect of change in tax rate . . 43 . (58)
Total taxation charge : 2,222 612

Finance Act 2013 reduced the main rate of corporat|on tax to 21%, with effect from 1 April 2014, with
a further reduction to 20%, with effect from 1 April 2015.
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4. ' Intangible assets
Assets in
the course
Software of
Licences Software construction Total

. £000 £000 £000 £000
Cost '
At 1 January 2013 165 5,086 - 5,241
Transfers to group companies 0 (2) - (2) .
At 31 December 2013 . 155 5,084 - 5,239
Additions
Reclassifications 5 (4,571) - (4,566)
At 31 December 2014 160 - 513 - 673
Amortisation
At 1 January 2013 93 3,191 - 3,284
‘Charge for the year . 31 876 ; 907
At 31 December 2013 124 4,067 - 4,191
Reclassifications (63). (3,754) - (3,817)
Charge for the year ' 199 - 199
At 31 December 2014 61 512 - 573
Net book value
At 31 December 2014 99 1 - 100
At 31 December 2013 31 - 1,048
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Notes to the financial statements (continued)

Registered Number: 4196996

-Cash and cash equivalents

5. Property, Plant and Equipment
Assets in the
Land and _Plant and course of
Buildings  Equipment construction . Total
£000 £000 £000 £000
Cost .
At 1 January 2013 111 8,907 7,532 16,550
Additions - 3,158 1,374 . 4,532
Reclassifications - 7,029 (7,029) ;
Transfer to group companies - - (503) (503)
At 31 December 2013 1M1 19,094 1,374 20,579
Additions - 563 5,085 5,648
Reclassifications (111) 6,048 (1,371) 4,566
At 31 December 2014 - 25,705 5,088 30,793
Depreciation
At 1 January 2013 - 45 - 45
Charge for the year 28 4103 - 4,131
At 1 January 2014 28 4,148 - 4,176
Reclassifications (28) 3,845 - 3,817
Charge for the year - 6,542 - 6,542
At 31 December 2014 - 14,535 - 14,535
Net book value )
At 31 December 2014 - 11,170 5,088 16,258
At 31 December 2013 83 14,946 1,374 16,403
6. Trade and other receivables
2014 2013
£000 £000
" Prepayments 991 1,771 -
Other debtors 813 366
Amounts owed by group companies 5,059 1,236
Trade and other receivables 6,863 3,373
7. Cash and cash equivalents
‘ : 2014 2013
£000 . £000
22,919 90,464
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Notes to the financial statements (continued)

8. Trade and other payables

Note 2014 2013

' £000 £000

Amounts owed to group companies ' 69,718 153,493
Other taxation and social security : - 9,779 5,818
Accrued expenses ' - 5187 1,779
Deferred income - _ - | 13,288 - 9,506
Trade and other payables 97,972 170,596

Amounts owed to group companies relate to trading activities (induding tax loss transfers) are
unsecured, interest free and repayable on demand.

9. ° Deferred taxation

Deferred tax is calculated in fult on temporary differences under the liability method using a tax rate of
20% (2013: 20%). :

Analysis of charge in the year

| £2000
At 1 January 2013 ' . (685)
Current year (charge) / credit to statement of comprehensive income 226
Effect of change in tax rate : . 58
At 31 December 2013 o ) , (401) .
Prior year (charge) / credit to statement of comprehensive income 2
Current year (charge) / credit to statement of comprehensive income 580
At 31 December 2014 . : 181
The movement on the deferred tax assets and liabilities is as shown below:
Accelerated
, tax _
Deferred tax assets - depreciation Other Total
‘ : £'000 £'000 © £'000
At 31 December 2013 - .- -
(Charge) / credit to statement of comprehensive . ‘
income - 20 20
Transfer to liabilities : , 161 - 161
At 31 December 2014 . 161 20 181
Accelerated A
: tax
Deferred tax liabilities . ' . depreciation Total
. £'000 £'000
At 31 December 2013 - (401). (401)
(Charge) / credit to statement of comprehensive _
income , : ' - 560 . 560 -
Prior year charge / credit to statement of comprehensive income 2 2
" _Transfer from assets . (161) (161)

At 31 December 2014 : - -
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Notes to the financial statements (coritinued)

10. Share capital 4
' Number of . 2014 Number of 2013

shares £ . shares £
Called up, allotted and fully
_paid _
- Ordinary shares of £1 each 1 1 1 1

The Company has one class of issued share capital, comprising ordinary shares of £1 each. Subject
to the Company'’s articles of association, and applicable law, the Company’s ordinary shares confer
on the holder the right to receive notice of and vote at general meetings of the Company, the right to
receive any surplus assets on a winding up of the Company and an entitiement to receive any
dividend declared on ordinary shares

1. Fmanclal commitments and contingent liabilities
Operating lease commitments

At 31 December 2014 the Company was committed to making the following total future lease
payments in respect of operating leases for each of the following periods: '

2014 2013

. £000 ' £000

Within ‘one year - ' 160 160
Between two and five years : 0 160
Total operating lease commitment 160 320

Other commitments .
There were no other commitments at 31 December 2014 (2013: £nil)
12. Related party disclosure

During the year the Company entered into transactions with related parties as follows::

2014 2013
£000 £000
Revenue
Sales to group companies ' - 49,025 -
Purchases . . A
Purchase from group companies - (68,831) (89,924)
Total net transactions - (68,831) . (40,899)

All related party transactions relate to regular trading activities of the Company on an arm’s length
basis.’
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Notes to the financial statements (continued)

12. Related party disclosure (continued)

Other related party balances are detailed in note 6 and 8.

Related party transactioﬁs with Directors and key rhanagement are detailed in note 14.

Purchases of property, plant and equipment are made via another group company and are not
‘mcluded in the above number. .

13. © Financial instruments

Financial risk factors and management

The Company has financial assets in the form of cash. The purpose of the Company’s policy on risk
management is to manage the interest rate risk that arises from the Company's operations and
sources of finance.

The main sources or risk arising from the 'Conﬁpany’s financial instruments are interest rate risk, credit
risk and liquidity risk. Management of the Company’s financial risks is achieved mostly through being
a part of the larger Telefonica group, which operates group wide policies in each area and is able to
hedge positions on a group basis.

Credit risk

Credit risk is the risk that a counterparty will not meet its obligation under a financial instrument or
customer contract, leading to a financial loss.

The Company’s principal credit risks are attributable to its cash and cash equivalents. The Company’s
exposure to credit risk arises from default of the counterparty, with a maximum exposure equal to the
carrying amount of these instruments.

The Company does not require collateral in respect of financial assets.

_ Liquidity risk

Liquidity risk is the risk that an entity will encounter difficulty ih meeting its obligations associated with
financial liabilities.

Management of the Company s liquidity risk is reduced through being a part of the larger Telefénica
group.

interest rate risk

Interest rate risk is the risk that fair value or future cash flows of a financial instrument will fluctuate
because of changes in market interest rates.

The Company’s interest rate rlsk arises prlmarlly from the interest recelved on.cash and cash
equivalents.
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13. Financial instruments (continued)

Fair value of financial instrument§

The carrying and fair values of the Company’s financial assets at 31 December are:

2014 2014 © 2013 2013
Carrying- Fair " Carrying Fair
value - . value value value
£000 £000 £000 £000
Fihancial Assets ’
Cash and cash ’ :
equivalents . 22,919 22,919 90,464 90,464
Total financial assets ' . 22,919 22,919 90,464 90,464

Fair value estimation

The fair value of the cash and cash equivalents approximates to the book carrying value due to the
short-term or on demand maturity of these instruments.

The following tables set out the maturity analysis of financial assets that are held to manage liquidity
risk: .

. 1 ) ) '
31 December 2014 On < 1-2 2-5 >5 Total
demand year years years years
£000 £000 £000 £000 £000 £000
Cash and cash . )
equivalents 22,919 B ) - 22,919
22919 ) ] i ) 22,919
<1 - -
31 December 2013 On - 1-2 2-5 75 Total
demand year years years years
£000 £000 £000 £000 £000 £000
Cash and cash '
equivalents 90,464 - - - - 90,464
90,464 - - - - 90,464
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14. Key management and Directors’ compensation
The key management of the Company are the same as the Directors of the Company.

The Directors are remunerated directly by other companies in the Telefénica Group for their services
to the Telefonica Group as a whole. It is not considered practical to apportion the Directors’
remuneration between the qualifying services performed for each of their Company directorships or
other management responsibilities -within the Telefonica Group. The following disclosure is therefore
the total remuneration to the Directors for their services to the Telefébnica Group as a whole
throughout the year ended 31 December 2014 and not only in respect of the Company.

The remuneration of the Directors for their services to the Telefonica Group as a whole who held
office for all or part of the year ended 31 December 2014 was as follows:

2014 2013

: £000 £000

Salaries and short-term employee beneflts 6,133 3,214
Post-employment benefits g ‘ 60 174 .

Total key management compensation 6,193 3,388

During the current year, two Directors (2013: one) accrued retirement benefits under a defined benefit
pension plan. No Directors. exercised share options during the current year (2013: nil) and three
Directors received Telefonica S.A. shares in respect of qualifying service under long-term incentive
plans (2013: one).

In respect of the highest paid Director:

2014 2013

£000 £000

Aggregate emoluments in respect of qualifying services ' ' 2,228 1,367

Aggregate amount of company contributions paid to a pension scheme : 0 - 38

‘ ' 2,228 1,405
15. Employees : .

‘ ' 2014 2013
Average number of full time employee equwalents ' No. No.
(including executive Dlrectors) )

Technology - 15 10
Customer Operations . 42 X 34
Administration e 8 _ 7
Total employees . : , 65 51
The benefits expense incurred in respect of these employees were: :

~ ' 2014 | 2013

£000 £000°

Wages and salaries : ' ; " 3,672 2,909
Social security costs . ' 417 , 348
Pension costs 315 258
Share based payments ‘ 9 26
Total employee benefits expense 4,413 , 3,541
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Notes to the financial statements (continued)
16.  Shared based payments

The amounts recognised in operating loss for share based payment transactions with employees for
the period ended 31 December 2014 was as follows:

2014 2013
£000 £000
Equity settled share based payments : 9 . 26
Total share based payments , : 9 26

The main share-based payment plans in place in the 2012-2014 periods are as follows:

Telefonica Performancé Share Plan

The Telefénica Performance Share Plan was approved at the Telefénica, S.A. AGM held on 21 June
2006 and awards shares in Telefénica, S.A. to participants subject to the achievement of certain
performance criteria. Under this plan, selected participants who met the qualifying requirements were
given a certain number of Telefonica S.A. shares as form of variable compensatlon

The terms of this plan is seven years divided into five phases

The fifth and last phase' expired on June 30, 2013. Delivery of the shares was not required at the end
of the phase according to the general conditions of the plan; therefore managers did not receive any
shares.

Telefonica Performance Investment Share Plan 2011-2016

At the General Shareholders’ Meeting held on 18 May 2011, a new long-term share-based incentive
plan called “Performance and Investment Plan” was approved for Telefonica Group directors and
executive officers. This plan took effect following completion of the Performance Share Plan.

Under this plan, a certain number of shares of Telefonica, S.A. will be delivered to plan participants
selected by the Company who decide to participate on compliance with stated requirements and -
conditions.

The plan lasts five years and is divided into three independent three-year phases (i.e. delivery of the
. shares for each three-year phase three years after the start date). The first phase began on 1 July
2011 (with the delivery of the related shares from 1 July 2014). The second phase began on 1 July
2012 (with delivery of the related shares from 1 July 2015). The third phase began on 1 July 2013
(with delivery of the related shares from 1 July 2016).

The specific number of Telefénica, S.A. shares deliverable within the maximum amount established to
each member at the end of each phase will be contingent and based on the Total Shareholder Return
(“TSR”) of Telefénica, S.A. shares (from the reference value) throughout the duration of each phase
compared to the TSRs of the companies included in the Dow Jones Global Sector Titans
Telecommunications Index. For the purposes of this Plan, these companies make up the comparison
group (“Comparison Group”).

The TSR is the indicator used to determine the Telefénica Group’s medium- and long-term value
generation, measuring the return on investment for each shareholder. For the purposes of this Plan,
the return on investment of each phase is defined as the sum of the increase or decrease in the
Telefénica, S.A. share price and dividends or other similar items received by the shareholder during
the phase in question.
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16. Shared based payments (continued)
Telefdnica Performance Investment Share Plan 2011-2016 (continued)

At the beginning of each phase, each participant is allocated a notional number of shares. According
to the plan, the number of shares to be delivered will range from:

. 30% of the number of notional shares if Telefonica, SA.'s TSR is at least equal to the median
of the Comparison Group, and

. 100% if Telefénica S.A’s TSR is within the third quartile or higher than that of the Comparison
Group. The percentage is calculated using linear interpolation when it falls between the median and
third quartile.

. No shares will be dellvered if Telefénica, S.A's TSR is below the Comparison Group's
median.

The plan includes an additional condition regarding compliance by all or part of the participants with a
target investment and holding period of Telefénica, S.A.: shares through each phase (“Co-
Investment”), to be determined for each participant, as appropriate, by the Board of Directors based
on a report by the Nominating, Compensation and Corporate Governance Committee. Participants
" meeting the coinvestment requirement will receive an additional number of shares, provided the rest
of the requirements establrshed in the plan are met.

In addition, and independently of any other conditions or reqdirements that may be established, in
order to be entitled to receive the corresponding shares, each participant must be a Telefénica Group
employee at the delivery date for each phase, except in special cases as deemed appropriate.

Shares will be delivered at the end of each phase (in 2014, 2015, and 2016, respectively). The
specific delivery date will be determined by the Board of Directors or the committee or individual
entrusted by the Board to do so.

The first phase expired on June 30, 2014. Delivery of the shares was not required at the end of the
phase according to the general conditions of the plan; therefore managers did not received any
shares

Regarding the second and third allocations of shares under this plan, the maximum number of shares -
assigned and the number of shares outstanding at December 31, 2014 is as follows:

Phase No. Shares assigned | Unit fair value End date

1%t phase July 2011 723,229 €8.28 - June 30, 2014
2" phase July 2012 599,673 : €5.87 June 30, 2015
31 phase July 2013 791,ﬁ55 ' €6.40 : June 30, 2016

" Telefénica Performance Investment Share Plan 2014-2019

The Telefénica, S.A. General Shareholders’ Meeting on May 30, 2014 approved a new instaiment of
the long-term share-based incentive “Performance and Investment Plan” for certain senior executives
and members of the management team, operational on completion of the first Performance and
Investment Plan.

;Likes its predecessor, the term of the new plan is a total of five years divided into three phases."
Shares will be delivered at the end of each phase (in 2017, 2018, and 2019, respectively).
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16. © Shared based payments (continued)
Telefénica Performance Investment Share Plan 2014-2019 (continued)

The initial share allocation took place on October 1, 2014, and the second and third allocations are
scheduled for October 1 in 2015 and 2016.

Phase - No. Shares " Unit fair value “End date

assigned
18t phase October 2014 395,080 . €6.82 September 30, 2017

Talent for the future Share Plan (TFSP) 2014-2019

The TFSP is a long term program aimed to recognize and reward employees with consistent -
outstanding performance with high potential and key skills.

The plan lasts five years and is divided into three independent three-year phases (i.e. delivery of the

shares for each three-year phase three years after the start date). The first phase began on 1 October

2014 (with the delivery of the related shares from 30 September 2017). The second phase

began on 1 October 2015 (with delivery of the related shares from 30 September 2018). The third
phase began on 1 October 2016 (with delivery of the related shares from 30 September 2019).

The specific number of Telefénica, S.A. shares deliverable within the maximum amount established to
each member at the end of each phase will be contingent and based on the Total Shareholder Return
("TSR") of Telefénica, S.A. shares (from the referénce value) throughout the duration of each phase
compared to the TSRs of the companies included in Comparator Group.

The TSR is the indicator used to determine the Telefénica Group’s medium- and long-term value-
generation, measuring the return on investment for each shareholder. For the purposes of this Plan,
the return on investment of each phase is defined as the sum of the increase or decrease in the
Telefonica, S.A. share price and dividends or other similar items received by the shareholder during
the phase in-question..

At the beginning of each phase, each participant is allocated a noti'onal' number of shares. According
to the plan, the number of shares to be delivered will range from: :

. 30% of the number of notional shares if Telefénica, S.A.'s TSR is just above the TSR of the
companies making up 50th percentile of the Comparator Group, and

. 100% of the number of notional shares if Telefonica S.A’'s exceeds the TSR of the companies
making up the 50th percentile of the Comparator Group

. Where Telefonica S.A.’s TSR is between the 50th percentile and the 75th percentile of the
Comparator Group, the percentage of notional shares to be received will be determined on a stralght-
line basis.

*  No shares will be delivered if Telefénica, S. As TSR is below the TSR of the companles
making up 50th percentile of the Comparator Group.

In addition, and independently of any other conditions or requirements that may be established, in
order to be entitled to receive the corresponding shares, each participant must be a Telefénica Group
employee at the delivery date for each phase, except in special cases as deemed appropriate.

Shares will be delivered at the end of each phase (in 2017, 2018, and 2019, respectively)
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16. Shared based payments (continued)
Talent for the future Share Plan (TFSP) 2014-2019 (continued)

The initial share allocation took place on October 1, 2014, and the second and third allocations are
scheduled for October 1 in 2015 and 2016.

Phase No. Shares Unit fair value ' End date
' assigned
1st phase October 2014 44,000 - ’ €6.82 "| September 30, 2017

Telefénica Performance Cash Plan

This plan mirrors the conditions of the Telefénica Performance Investment Share Plan and awards
employees a given number of notional shares in Telefénica, S.A. These notional shares entitle the
beneficiary to a cash payment equivalent to their market value on vesting.

The first phase expired on June 30, 2014. Delivery of the shares was not required at the end of the
phase according to the general conditions of the plan; therefore managers did not receive any shares.

There was no grant during the 2014 year.
Global Employee Share Plan

At the May 18, 2011 General Shareholders’ Meeting of Telefonica, S.A., the shareholders approved
the introduction of a Telefonica, S.A. share incentive plan for all employees of the Telefonica Group
worldwide. Under the Plan the possibility of acquiring shares of Telefonica S.A. is offered with the
commitment of the latter to allot free of charge to the participants in the Plan a certain number of
shares of Telefonica S.A., provided certain requirements are met.

The total term of the plan is two years. Employees joining the plan could acquire Telefonica, S.A.
shares through maximum monthly instalments of 100 euros (or the local currency equivalent), up to a
maximum of 1,200 euros over a period of 12 months (acquisition period) and the minimum
contribution to be made by each participant shall be 300 euros (or the local currency equivalent).
Shares were delivered upon vesting of the plan, as from December 1, 2014, subject to-a number of
conditions: '

. The beneficiary must continue to work for the company throughout the two-year duration of
the plan (consolidation period), subject to certain special conditions related to departures. '

. The actual number of shares to be delivered at the end of the consolidation period depended
on the number of shares acquired and retained by each employee. Each employee who is a member
of the plan and remained a Group employee, and retained the shares acquired for an additional
twelve-month period after the acquisition date, would be entitled to receive one free share per share
acquired and retained at the end of the consolidation period.

The plan’s shareholding period came to an end in December 2014. At the vesting date (1 December

2014), 1,124 employees adhered to the plan received free matching shares. This plan was equity-
settled via the delivery of shares to the employees in December 2014.
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17. 'Revenue

The total revenue for the Company's for the year ended 31 December 2014 was £207,590,000 (20'1 3

£137,559,000), significant revenue streams are detailed below:

2014 , 2013

£000° £000

Mobile service revenue ' 190,512 137,142
‘Handsets revenue - ' 17,078 417
Total revenue ‘ . 207,590 137,559

18.  Parent company and controlling party

‘The immediate parent company is Telefonica UK Limited. The ultimate parent company and
controlling party is Telefénica, S.A., a company incorporated in Spain. Copies of the financial

statements of Telefénica, SA may be obtained from its registered office at Gran Via 28, Madrid, -

Spain.
19. Significant Post Year End Development

The Group has previously indicated its intention to undertake a corporate simplification project to
rationalise the corporate structure including the elimination, where possible, of dormant and non-
trading entities. The project will also involve a reorganisation of companies in preparation for the
Telefénica Group's disposal of the UK business as a whole, which remains subject to clearance by
‘the Regulatory and Competition Authorities as disclosed in the next paragraph. The group has now
started this project and intends to simplify as many non trading and dormant companies as possible
prior to 31 December 2015. These entities will be kept outside of the sale perimeter and will be struck
off as far as possible prior to the completion of sale of Telefénica UK to Hutchison Whampoa.

On 24 March 2015 Telefénica SA announced that it had entered into an agreement with Hutchison
Whampoa, the parent. company of Three in the UK for the sale of Telefénica’s UK business for an
initial cash consideration of £9,25 billion upon completion of the transaction and an additional deferred
payment of £1billion to be paid once the cumulative cash flow of the combined entity in the UK has
reached an agreed threshold. The Agreement is subject to clearance by the Regulatory and
Competition Authorities. '

20. Auditor’s remuneration

The aggregate fees paid to auditors during the year for audit and other services are analysed below:

2014 2013
- £000 £000
Audit services: . ‘
UK statutory audit fees - 20 ‘ 20
" Total revenue , 20 : 20

The fees were paid to Ernst & Young LLP.
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