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Stage Three Music Publishing Limited

Strategic report

The directors present their Strategic report for the year ended 31 December 2018 for Stage Three Music
Publishing Limited (the "Company").

Business review

The Company is a wholly-owned United Kingdom subsidiary of BMG Rights Management (UK) Limited. The
Company owns and administers rights to musical compositions, exploits and markets these compositions
and receives royalties or fees for their use. It additionally contracts as a sub-publisher for collection and
transfer of monies to other affiliated companies within the BMG Group.

Strategy

The Company is part of an international group of companies focused on the management of music rights.
The Company covers the entire range of rights administration, development and exploitation, placing the
needs of songwriters and artists at the core of its business model. At the core of the Company’s strategy is
delivering a high quality rights administration service to artists and writers.

Key performance indicators

The directors monitor the Company's performance in a number of ways including key performance indicators
such as reported revenue, gross profit and operating profit, Earnings Before Interest and Taxes; (“EBIT")
and EBITDA (as adjusted for depreciation and amortisation). The Company is financed through
intercompany funding from its group parent companies and through equity. The Company continues to
perform in line with expectations.

Business performance

As shown in the Company's Statement of comprehensive income on page 9, the Company reported
revenues of £6,518,000 (2017: £8,747,000) and gross profit of £1,425,000 (2017: £149,000). The Company
has a strong roster of internationally successful songwriters and artists and there remains a healthy mix of
income from all traditional sources.

The net assets as at 31 December 2018 were £77,725,000 (2017: £77,131,000).

Principal risks and uncertainties

From the perspective of the Company, the principal risks and uncertainties are integrated with the principal
risks of BMG Rights Management (UK) Limited and its subsidiaries and are not managed separately.
Accordingly, the principal risks and uncertainties of BMG Rights Management (UK) Limited, which include
those of the Company, are discussed in those financial statements and does not form part of this report.
BMG Rights Management (UK) Limited's financial statements are publically available and can be accessed
at Companies House.

Director
8 March 2019



Stage Three Music Publishing Limited

Directors’ report

The directors present their Directors' report and audited financial statements for the year ended 31 December
2018 for Stage Three Music Publishing Limited.

Principal activities

The principal business of the Company during the year ended 31 December 2018 was the collection and
payment of royalties.

The Company’s music publishing business can be summarised as an intellectual property business focused
on the exploitation of the copyright of songs. In return for promoting, placing, marketing and administering
the creative output of a songwriter, the Company retains a share of revenues generated from use of the
song. The services described above are also carried out on behalf of other rights holders such as catalogue
owners and other publishing companies.

On a selective basis, the Company also signs self-contained artists for new recordings, typically in
combination with the signing of a publishing deal. In return for the licensing and administering the creative
output of a recording artist, Stage Three Music Publishing Limited retains a share of revenues generated
from the use of the recording. -

Outlook

On 27 February 2019 the Company assigbned all of its copyrights and publishing rights to BMG Rights
Management (UK) Limited at fair value. The Company was made inactive on 28 February 2019. It is
anticipated that the Company will become dormant in 2019 and remain dormant for the foreseeable future.

Going concern

After making enquiries, the directors have a reasonable expectation that the Company has adequate
resources to continue in operational existence for the foreseeable future. Accordingly, they continue to adopt
the going concern basis in preparing the financial statements.

Further details regarding the adoption of the going concern basis can be found in Note 1 to the financial
statements.

Financial instruments

Exposure to credit, liquidity, interest rate and currency risks arises in the normal course of the Company’s
business. The Company's exposure to financial instruments are discussed in the notes to the financial
statements under the heading “Financial instruments”.

Directors

The directors of the Company who were in office during the year and up to the date of signing the financial
statements were as follows:

Jonathan Baker (appointed 31 December 2018)
Maximilian Dressendorfer

Benjamin Katovsky (appointed 31 December 2018)
Hartwig Masuch

Alistair Norbury (appointed 26 February 2018)

Paul Wilson

Dividends

The directors do not recommend a dividend for the year (2017: £nil).

On 28 February 2019, the directors declared and paid a dividend of £84,072,547



Stage Three Music Publishing Limited

Directors’ report (continued)

Independent Auditors
PricewaterhouseCoopers LLP have expressed their willingness to continue in office as auditors.

Approved by the Board of Directors
and signed on behalf of the Board

~

Paul Wilson
Director

8 March 2019



Stage Three Music Publishing Limited

Statement of directors’ responsibilities in respect of the financial
statements

The directors are responsible for preparing the Reports and Financial Statements in accordance with
applicable law and regulation.

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

e select suitable accounting policies and then apply them consistently;

« state whether applicable IFRSs as adopted by the European Union have been followed, subject to any
material departures disclosed and explained in the financial statements;

e make judgements and accounting estimates that are reasonable and prudent; and

e prepare the financial statements on the going concern basis unless it is inappropriate to presume that
the Company will continue in business.

The directors are also responsible for safeguarding the assets of the Company and hence for taking
reasonable steps for the prevention and detection of fraud arid other irregularities.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain
the Company's transactions and disclose with reasonable accuracy at any time the financial position of the
Company and enable them to ensure that the financial statements comply with the Companies Act 2006.

Directors' confirmations
In the case of each director in office at the date the Directors’ report is approved:

e so far as the director is aware, there is no relevant audit information of which the Company’s
auditors are unaware; and

e they have taken all the steps that they ought to have taken as a director in order to make
themselves aware of any relevant audit information and to establish that the Company’s auditors
are aware of that information.

Approved by the Board of Directors
and signed on behalf of the Board

Paul Wilson
Director

8 March 2019



Stage Three Music Publishing Limited

Independent auditors’ report to the members of
Stage Three Music Publishing Limited

Report on the audit of the financial statements
Opinion
In our opinion, Stage Three Music Publishing Limited’s financial statements:

e give atrue and fair view of the state of the Company’s affairs as at 31 December 2018 and of
its profit and cash flows for the year then ended;

s have been properly prepared in accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union; and

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

We have audited the financial statements, included within the Reports and Financial Statements (the "Annual
Report"), which comprise: the Statement of financial position as at 31 December 2018; the Statement of
comprehensive income, the Statement of cash flows and the Statement of changes in equity for the year
then ended; and the notes to the financial statements, which include a description of the significant
accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)") and
applicable law. Our responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for
the audit of the financial statements section of our report. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion. .

Independence

We remained independent of the Company in accordance with the ethical requirements that are relevant to
our audit of the financial statements in the UK, which includes the FRC's Ethical Standard, and we have
fulfilled our other ethical responsibilities in accordance with these requirements.

Conclusions relating to going concern
ISAs (UK) require us to report to you when:

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

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

We have nothing to report in respect of the above matters.

However, because not all future events or conditions can be predicted, this statement is not a guarantee as
to the Company’s ability to continue as a going concern. For example, the terms on which the United
Kingdom may withdraw from the European Union, which is currently due to occur on 28 March 2019, are not
clear, and it is difficult to evaluate all of the potential implications on the Company’s trade, customers,
suppliers and the wider economy.

Repdrting on other information

The other information comprises all of the information in the Annual Report other than the financial
statements and our auditors’ report thereon. The directors are responsible for the other information. Our
opinion on the financial statements does not cover the other information and, accordingly, we do not express
an audit opinion or, except to the extent otherwise explicitly stated in this report, any form of assurance
thereon.



Stage Three Music Publishing Limited

Independent auditors’ report to the members of
Stage Three Music Publishing Limited (continued)

Reporting on other information (continued)

In connection with our audit of the financial statements, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the financial
statements or our knowledge obtained in the audit, or otherwise appears to be materially misstated. If we
identify an apparent material inconsistency or material misstatement, we are required to perform procedures
to conclude whether there is a material misstatement of the financial statements or a material misstatement
of the other information. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to report that fact. We have nothing to report based
on these responsibilities.

With respect to the Strategic report and Directors’ report, we also considered whether the disclosures
required by the UK Companies Act 2006 have been included.

Based on the responsibilities described above and our work undertaken in the course of the audit, ISAs (UK)
require us also to report certain opinions and matters as described below.

Strategic report and Directors’ report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic
report and Directors’ report for the year ended 31 December 2018 is consistent with the financial statements
and has been prepared in accordance with applicable legal requirements.

In light of the knowledge and understanding of the Company and its environment obtained in the course of
the audit, we did not identify any material misstatements in the Strategic report and Directors’ report.

Responsibilities for the financial statements and the audit
Responsibilities of the directors for the financial statements

-As explained more fully in the Statement of directors’ responsibilities in respect of the financial statements
set out on page 5, the directors are responsible for the preparation of the financial statements in accordance
with the applicable framework and for being satisfied that they give a true and fair view. The directors are
also responsible for such internal control as they determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

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

Auditors’ responsibilities for the audit of the financial statements

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

A further description of our responsibilities for the audit of the financial statements is located on the FRC'’s
website at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.



Stage Three Music Publishing Limited

Independent auditors’ report to the members of
Stage Three Music Publishing Limited (continued)

Use of this report

This report, including the opinions, has been prepared for and only for the Company's members as a body
in accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in
giving these opinions, accept or assume responsibility for any other purpose or to any other person to whom
this report is shown or into whose hands it may come save where expressly agreed by our prior consent in
writing.

Other required reporting
Companies Act 2006 exception reporting
Under the Companies Act 2006 we are required to report to you if, in our opinion:

o we have not received all the information and explanations we require for our audit; or

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

s certain disclosures of directors’ remuneration specified by law are not made; or
« the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

b

Jonathan Ford (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

8 March 2019



Stage Three Music Publishing Limited

Statement of comprehensive income
for the year ended 31 December 2018

Continuing operations
Revenue
Cost of sales

Gross profit
Administrative expenses
Profit from operations
Finance income

Finance cost

Profit/(loss) before taxation
Taxation

Profit/(loss) and total comprehensive profit/(loss)
for the year

Note

o w

Year ended Year ended
31 December 31 December
2018 2017

£°000 £000
6,518 8,747
(5,093) (8,598)
1,425 149

(799) (31)

626 118

4 4

&) (164)

629 (42)

(35) (11)

594 (53)

The accompanying notes on pages 13 to 26 are an integral part of this Statement of comprehensive income.
For the year ended 31 December 2018, the Company did not have any items of other comprehensive

income. All results relate to continuing operations.



Stage Three Music Publishing Limited

Statement of financial position
as at 31 December 2018

2018 2017

Note £000 £000
Non-current assets
Intangible assets 7 2,157 1,903
Investments 8 71,116 71,116
Total non-current assets 73,273 73,019
Current assets
Trade and other receivables 9 . 7,280 5,171
Total current assets ‘ 7,280 5171
Total assets 80,553 78,190
Non-current liabilities
Long-term loans 10 (35) (35)
Total non-current liabilities : (35) (35)
Current liabilities
Trade and other payables 11 (2,793) (1,024)
Total current liabilities (2,793) (1,024)
Total liabilities (2,828) (1,059)
Net assets ‘ 77725 77,131
Equity
Share capital 12 - -
Retained earnings 77,725 77,131
Total equity 77,725 77,131

The accompanying notes on pages 13 to 26 are an integral part of this Statement of financial position.

The financial statements, on pages 9 to 26, of Stage Three Music Publishing Limited, registered number
07295096, were approved by the Board of Directors on 8 March 2019.

Signed gn'behalf of the Board of Directors

Director

10



Stage Three Music Publishing Limited

Statement of changes in equity
for the year ended 31 December 2018

Share Share Retained Total

Note capital premium earnings equity

£000 £000 £000 £000

As at 1 January 2017 - - 49 574 49,574

Loss and total comprehensive loss

for the year - - (53) (53)

Proceeds from share issue 12 - 27,610 - 27,610

Share capital reduction 12 - (27,610) 27,610 -

As at 31 December 2017 - - 77,131 77,131
Profit and total comprehensive profit

for the year . - - 594 594

As at 31 December. 2018 - - 77,725 77,725

The accompanying notes are an integral part of this Statement of changes in equity.

11



Stage Three Music Publishing Limited

Statement of cash flows
for the year ended 31 December 2018

Profit/(loss) before taxation

Adjustment for:
Amortisation

Finance costs
Finance income
Changes in provisions

Operating profit before movements in working capital
(Increase)/decrease in receivables
Increase/(decrease) in payables

Tax (paid)/received

Cash used in operations

Net cash generated from/(used in) operating activities
Cash flows from investing activities

Acquisition of intangible assets

Purchase of investments

Interest received

Net cash used in investing activities

Cash flows from financing activities

Interest paid

Decrease in loans and borrowings

Proceeds from share issue

Net cash (used in)/generated from financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

Year ended Year ended
31 December 31 December
2018 2017
£000 £°000
629 (42)
71 70

1 164

(4) (4)

(1) -
696 188
(2,108) 82
1,755 (1,410)
(21) 39
(374) (1,289)
322 (1,101)
(325) -

- (12,848)

4 4
(321) (12,844)
(1 (164)

- (13,501)

- 27,610

(1) 13,945

The accompanying notes are an integral part of this Statement of cash flows.

12



Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

1. Accounting policies

Stage Three Music Publishing Limited (the "Company") is a private company incorporated in the
United Kingdom.

The accounting policies set out below have, unless otherwise stated, been applied consistently to all
periods presented in these financial statements.

The Company has taken exemption from preparing consolidated financial statements afforded by
section 400 of the Companies Act 2006 because it is @ wholly owned subsidiary of Bertelsmann SE &
Co. KGaA which prepares consolidated financial statements that are publicly available (refer to Note
15).

Basis of preparation

The financial statements are presented in pounds sterling, rounded to the nearest thousand. They are
prepared on the historical cost basis except for financial instruments which are recognised as per the
measurement convention below.

The financial statements have been prepared in accordance with Companies Act 2006 and European
Union (“EU") adopted International Financial Reporting Standards (“IFRS”) and interpretations issued
by the IFRS Interpretations Committee (IFRS IC) applicable to companies reporting under IFRS.

The preparation of financial statements in conformity with IFRS which requires management to make
judgements, estimates and assumptions that affect the application of policies and reported amounts
of assets and liabilities, income and expenses. The estimates and associated assumptions are based
on historical experience and other factors that are believed to be reasonable under the circumstances,
the results of which form the basis of making the judgements about carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these
estimates.

The estimates and underlying assumptions are reviewed on an on-going basis. Revisions to
accounting estimates are recognised in the year in which the estimate is revised if the revision affects
only that year or in the year of the revision and future years if the revision affects both current and
future years. :

Measurement convention

The financial statements are prepared on the historical cost basis except financial instruments
classified as fair value through the profit or loss. Non-current assets and disposal groups held for sale
are stated at the lower of carrying amount and fair value less costs to sell.

Going concern

The Company's business activities, together with the factors likely to affect its future development,
performance and position are set out in the Strategic report and the Directors’ report on pages 2 to 4.
The directors have considered the financial resources available along with the future plans for the
Company when considering the going concern of the Company. After making enquiries, the directors
have a reasonable expectation that the Company will have access to adequate resources from its
parent company, to continue in operational existence for the foreseeable future. Accordingly, they
continue to adopt the going concern basis in preparing the financial statements.

Foreign currency

Transactions in foreign currencies are translated to the Company's functional currency at the foreign
exchange rate ruling at the date of the transaction. Monetary assets and liabilities denominated in
foreign currencies at the Statement of financial position date are translated at the foreign exchange
rate ruling at that date. Foreign exchange differences arising on translation are recognised in the
Statement of comprehensive income.

13



Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

1. Accounting policies (continued)
Foreign currency (continued)

Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign currency
are translated using the exchange rate at the date of the transaction. Non-monetary assets and
liabilities denominated in foreign currencies that are stated at fair value are translated at foreign
exchange rates ruling at the dates the fair value was determined.

Intangible assets

Intangible assets that are acquired by the Company are stated at cost less accumulated amortisation
and impairment losses.

Amortisation is charged to the Statement of comprehensive income on a straight-line basis over the
estimated useful lives of intangible assets unless such lives are indefinite. Intangible assets with an
indefinite useful life and goodwill are systematically tested for impairment at each Statement of
financial position date. Other intangible assets are amortised from the date they are available for use.
The estimated useful lives are as follows:

Music catalogues 25 years

Investments in subsidiaries

Investments in subsidiaries are carried at cost less accumulated impairment losses in the Company’s
Statement of financial position. On disposal of investments in subsidiaries the difference between
disposal proceeds and the carrying amounts of the investments are recognised in the Statement of
comprehensive income.

Impairment excluding inventories and deferred tax assets

The carrying amounts of the Company's assets are reviewed at each Statement of financial position
~ date to determine whether there is any indication of impairment. If any such indication exists, the
asset's recoverable amount is estimated.

An impairment loss is recognised whenever the carrying amount of an asset exceeds its recoverable
amount. Impairment losses are recognised in the Statement of comprehensive income.

Impairment losses recognised in respect of cash-generating units are allocated first to reduce the
carrying amount of any goodwill allocated to cash-generating units and then to reduce the carrying
amount of the other assets in the unit on a pro rata basis. A cash generating unit is the smallest
identifiable group of assets that generates cash inflows that are largely independent of the cash inflows
from other assets or groups of assets.

When a decline in the fair value of an available-for-sale financial asset has been recognised directly
in equity and there is objective evidence that the asset is impaired, the cumulative loss that had been
recognised directly in equity is recognised in profit or loss even though the financial asset has not
been derecognised. The amount of the cumulative loss that is recognised in profit or loss is the
difference between the acquisition cost and current fair value, less any impairment loss on that
financial asset previously recognised in profit or loss.

Calculation of recoverable amount

The recoverable amount of the Company's receivables earned at amortised cost is calculated as the
present value of estimated future cash flows, discounted at the original effective interest rate (i.e. the
effective interest rate computed at initial recognition of these financial assets). Receivables with a
short duration are not discounted.

The recoverable amount of other assets is the greater of their net selling price and value in use.

14



Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

1. Accounting policies (continued)
Calculation of recoverable amount (continued)

In assessing value in use, the estimated future cash flows are discounted to their present value using
a pre-tax discount rate that reflects current market assessments of the time value of money and the
risks specific to the asset. For an asset that does not generate largely independent cash inflows, the
recoverable amount is determined for the cash-generating unit to which the asset belongs.

Reversal of impairment

An impairment loss in respect of receivables earned at amortised cost is reversed if the subsequent
increase in recoverable amount can be related objectively to an event occurring after the impairment
loss was recognised.

An impairment loss in respect of goodwill is not reversed.

In respect of other assets, an impairment loss is reversed when there is an indication that the
impairment loss may no longer exist and there has been a change in the estimates used to determine
the recoverable amount.

An impairment loss is reversed only 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.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits. Bank overdrafts that are
repayable on demand and form an integral part of the Company's cash management are included as
a component of cash and cash equivalents for the purpose only of the Statement of cash flows.

Loan receivables and payables
Long term loans are measured at fair value net of transaction costs.
Trade and other receivables

Trade and other receivables to group companies include the group cash pooling financing facility with
the parent company in Germany. The facility earns interest at a margin of 0.125% less the bank of
England base rate. Trade and other receivables at the Statement of financial position date are stated
at amortised cost which approximates to cost less impairment losses.

Investments and other financial assets

From 1 January 2018, the Company measures its financial assets at amortised cost. The Company’s
financial assets consist of trade receivables.

Financial assets are recognised on the trade date (the date the Company commits to purchase or sell
the asset) and derecognised when the rights to receive cash flows from the financial assets have
expired or the risks and rewards of ownership of those rights have been transferred to another party.

The Company measures a financial asset at the amount recognised at initial recognition minus
principal repayments, plus or minus the cumulative amortisation of any difference between the initial
amount and the maturity amount, and any loss allowance. Interest income is calculated using the
effective interest method and is recognised in profit and loss. Changes in fair value are recognised in
profit and loss when the asset is derecognised or reclassified.

Impairment

From 1 January 2018, the Company assesses the expected credit losses associated with its financial
assets carried at amortised cost.

The Company applies the IFRS 9 simplified approach to measuring expected credit losses which uses
a lifetime expected loss allowance for all trade receivables.

15



Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

1. Accounting policies (continued)
Trade and other payables

Trade and other payables to group companies include the group cash pooling financing facility with
the parent company in Germany. The facility bears interest at a margin of 1.25% above the bank of
England base rate. Trade and other payables at the Statement of financial position date are stated at
amortised costs which approximates to cost less impairment.

‘Revenue

Revenue is measured at the fair value of the consideration receivable and represents amounts
receivable for services provided in the normal course of business, net of discounts and value added
tax.

Revenue from royalty licensing is recognised in accordance with IAS 18: According to IAS 18.29
revenue from royalties shall be recognised when it is probable that the economic benefits associated
with the transaction will flow to the Company and the amount of the revenue can be measured reliably.
Where revenue streams have a forward visibility, revenue is recognised on an accruals basis. If there
is no or minimal forward visibility of revenue streams, it is not possible to measure the revenue streams
reliably until cash is collected.

Music publishing royalties

Music publishing royalties derived from the inclusion of the Company's copyrights on recorded music
products or from performance are recognised when they are earned by the Company from the relevant
collection society or record company. The Company considers that it can most reliably measure such
royalties following receipt of cash or a statement.

Where the Company receives advances which are recoupable from future sales or profits, or are
otherwise conditional on continued performance of duties by the Company, these are recorded as
liabilities. Revenue is recognised as it is earned.

Advance payments to artists are carried forward within other receivables where they relate to proven
artists and where it is estimated that sufficient future income will be recouped against those advance
payments. The advance payments should be written off if these are not covered by future income. In
case of unproven contract the advance payments should be immediately written off. Any other royalty
licensing income is recognised on a cash basis.

Master record royalties

Record royalties derived from the exploitation of the Company's master record rights is included on a
receivable and/or due basis calculated on sales of records arising during each accounting period as
reported by licensees based on the matching principle; royalties payable are accrued at the time the
revenue is recognised.

Net financing costs

Net financing costs comprise interest payable and interest receivable on funds invested. Interest
income and interest payable is recognised in profit or loss as it accrues, using the effective interest
method.

Taxation

Tax for the year comprises current and deferred tax. Tax is recognised in the Statement of
comprehensive income except to the extent that it relates to items recognised directly in equity, in
which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the period, using tax rates enacted
or substantively enacted at the Statement of financial position date, and any adjustment to tax payable
in respect of previous years.

16



Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

1. Accounting policies (continued)
Taxation (continued)

Deferred tax is provided on temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for taxation purposes. 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 enacted or substantively enacted at the Statement of
financial position date. A deferred tax asset is recognised only to the extent that it is probable that
future taxable profits will be avaitable against which the asset can be utilised.

Critical accounting judgements and key sources of estimation uncertainty

The following are the critical judgements, apart from those involving estimations (which are deait with
separately below), that the directors have made in the process of applying the group’s accounting
policies and that have the most significant effect on the amounts recognised in financial statements.

The Company uses estimates to calculate the writer royalties due for the second half of the year for
all the royalty receipts and industry standard rates to estimate the royalties accruals.

Writer advances provisions were made during the year based on a recoupment profile calculation
used by BMG Rights Management (UK) Limited and its subsidiaries.

New standards, amendments and interpretations
IFRS 15 Revenue from contracts with Customers

IFRS 15 Revenue from Contracts with Customers sets out the principles to be applied in revenue
recognition, replacing those in /AS 18 Revenue and its related guidance.

IFRS 15 is effective for accounting periods beginning on or after 1 January 2018 and has since been
applied by the Company.

Currently, the amount of revenue recognised in prior years under IAS 18 and related guidance does
not differ materially from that which would have been recognised had IFRS 15 always been applied.

IFRS 9 Financial instruments

IFRS 9 Financial Instruments replaces IAS 39 Financial Instruments: Recognition and Measurement
for annual periods beginning on or after 1 January 2018, bringing together all three aspects of the
accounting for financial instruments: classification and measurement; impairment; and hedge
accounting.

The Company has applied IFRS 9 retrospectively, with the initial application date of 1 January 2018,
the effect on comparative figures is not material to the accounts. :

No other new standards, amendments or interpretations, effective for the first time for the financial

year beginning on or after 1 January 2018, have had a material impact on the group or parent
company.
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Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

2. Revenue

An analysis of the Company's revenue is as follows:

Year ended Year ended

31 December 31 December

2018 2017

£000 £000

United Kingdom , 3,161 2,259
North America . 1,555 2,820
Europe 1,553 3,266
Other 249 402
6,518 8,747

The operations of the Company take place wholly in the United Kingdom. Revenue was derived
principally from activities conducted within the United Kingdom. All assets used by the Company are
held in the United Kingdom.

3. Profit from operations
Profit from operations is stated after charging/(crediting):

Year ended Year ended
31 December 31 December

2018 2017
£000 £000
Amortisation of intangible assets 71 70
Management fees 642 44
Net foreign exchange loss/(gain) 7 (3)

The audit fee of £8,000 (2017: £11,000) was borne by BMG Rights Management Services (UK)
Limited (2017: BMG Rights Management (UK) Limited).

4. Employee costs and directors’ emoluments

The number of staff employed by the Company is nil (2017: nil), therefore no costs were incurred in
either year. The directors did not receive emoluments in respect of their services to the Company
(2017: £nil). Their emoluments for the first quarter of 2018 were borne by the immediate parent
company, BMG Rights Management (UK) Limited and for the remainder of 2018 by affiliate company
BMG Rights Management Services (UK) Limited (2017: BMG Rights Management (UK) Limited).
Costs were recharged to the Company as part of management fees.
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Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

5.

Finance income/(cost)

Year ended Year ended
31 December 31 December

2018 2017

£000 £°000

Finance income 4 4
Finance cost (1) (164)
3 (160)

Finance income and finance cost represent interest received and charged from the parent company
and other related parties in respect of cash pooling and loan facilities provided.

Taxation

Year ended Year ended
31 December 31 December

2018 2017
£000 £000
Current taxation
UK corporation tax — current year 35 (14)
Double taxation relief : (35)
UK corporation tax — prior year - 8) .
Foreign tax 35 31
Total tax charge 35 11

The tax assessed for both years differs from the standard effective rate of corporation tax in the UK
for the year ended 31 December 2018 of 19% (2017: 19.25%). The differences are explained
below:

Tax reconciliation

Year ended Year ended
31 December 31 December

2018 2017
£'000 £000
Profit/(loss) before taxation 629 (42)
Tax at 19 % (2017: 19.25%) 120 (8)
Effects of:
Overseas tax difference - 25
Prior year adjustment — corporation tax - (6)
Utilisation of losses brought forward (not (76) )
previously recognised) :
Movement in rates ' (9) )
Tax charge for the year 35 11
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Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

6.

Taxation (continued)

The Company has a deferred tax asset of £1,304,000 (2017. £1,380,000) which has not been
recognised because there is currently insufficient evidence that sufficient profits will be generated to
offset the future reversal of these temporary differences.

Intangible assets

Cost

At 1 January 2018
Additions

At 31 December 2018

Accumulated amortisation

- At 1 January 2018

Charge for the year
At 31 December 2018

Net book amount
At 31 December 2018

At 31 December 2017

Music Customer

catalogues relationships Total
£000 £000 £000
1,744 300 2,044
325 - 325
2,069 300 2,369
141 - 141
71 - 71
212 - 212
1,857 300 2,157
1,603 300 1,903

On 27 February 2019, the Company sold its publishing catalogue to BMG Rights Management (UK)

Limited at fair value.

The amortisation charge is recognised in the Statement of comprehensive income within

administrative expenses.

Investments

The movement in the year was as follows:

Cost
At 1 January 2018 and 31 December 2018

Amounts provided
At 1 January 2018 and 31 December 2018
Net book amount at end of year

Net book amount at beginning of year

2018
£000

71,116

71,116

71,116
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Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

8. Investments (continued)

On 17 October 2017, the Company acquired 1 ordinary share in Stage Three Music (Catalogues)
Limited for a total consideration of £12,848,000.

Investments in subsidiaries shown above represent the cost of the shares of the wholly-owned
subsidiary undertakings, less provisions made for any impairment in value.

Details of the investments of the Company are as follows:
Description and

Country of proportion Direct or

incorporation / Principal of ordinary indirect

Subsidiary undertakings operation activity shares held % investment
Stage Three Music (Catalogues) Music

Limited United Kingdom  Publishing 100% Direct
Music

BMG VM Music Limited United Kingdom  Publishing 100% Indirect

On 31 January 2019, Stage Three Music (Catalogues) Limited sold its 100% shareholding in BMG
VM Music Limited to BMG Rights Management (UK) Limited at fair value.

On 28 February 2019, Stage Three Music Publishing Limited sold its 100% shareholding in Stage
Three Music (Catalogues) Limited to BMG Rights Management (UK) Limited at fair value.

All investments have the registered address of 8" Floor, 5 Merchant Square, London, W2 1AS.

9. Trade and other receivables
2018 2017
Due within one year : £000 £000
Trade receivables 2,709 3,305
Trade and other receivables from group companies 4,521 1,866
Other receivables ‘ 50 -
7,280 5,171

Trade and other receivables to group companies include the group cash pooling facility balance with
the parent company.

Amounts due from group undertakings are receivable on demand, unsecured and bear interest at the
Bank of England rate less a margin of 0.125%.
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Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

10.

1".

12

13.

Long-term loans

2018 2017
£000 £000
Loans from group companies (35) (39)

Long term loans from group companies are interest-bearing at the Bank of England rate plus 1.375%

The long term loans have no fixed repayment terms.

Trade and other payables

2018 2017
£°000 £000

Due within one year
Trade and other payables 13 413
Trade and other payables to group companies 2,774 547
Other payables 6 64
2,793 1,024

Amounts due to group undertakings are repayable on demand, unsecured and bear interest at the '
Bank of England rate plus a margin of 1.25%.

Share capital
2018 2017
£'000 £'000

Authorised, issued and fully paid:
5(2017: 5) ordinary shares of £1 each - -

On 17 October 2017, the Company issued 1 Ordinary share to BMG Rights Management (UK) Limited
for a total consideration of £27,610,000. Subsequently, a capital reduction was completed and the
entire share premium of £27,610,000 was cancelled.

The holders of ordinary shares are entitled to receive dividends as declared from time to time and are
entitled to one vote per share at meetings of the Company.
Financial instruments

Exposure to credit, liquidity, interest rate and currency risks arises in the normal course of the
Company's business

(a) Fair values of financial instruments
Trade and other receivables

The fair value of trade and other receivables is estimated as the present value of future cash flows,
discounted at the market rate of interest at the Statement of financial position date if the effect is material.
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Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

13.

Financial instruments (continued)
(a) Fair values of financial instruments (continued)
Trade and other payables

The fair value of trade and other payables is estimated as the present value of future cash flows,
discounted at the market rate of interest at the Statement of financial position date if the effect is material.

Cash and cash equivalents

The fair value of cash and cash equivalents is estimated as its carrying amount where the cash is
repayable on demand. Where it is not repayable on demand then the fair value is estimated at the
present value of future cash flows, discounted at the market rate of interest at the Statement of financial
position date. '

Interest-bearing borrowings

Fair value, which after initial recognition is determined for disclosure purposes only, is calculated
based on the present value of future principal and interest cash flows, discounted at the market rate of
interest at the Statement of financial position date.

Fair values

The fair values for each class of financial assets and financial liabilities together with their carrying
amounts shown in the Statement of financial position are as follows:

2018 2017
Carrying Carrying

amount Fair value amount Fair value

£000 £000 £000 £000

Trade receivables 2,709 2,709 3,305 3,305
Trade and other receivables from group

companies 4,521 4,521 1,866 1,866

Other receivables 50 50 - -

Trade and other payables (13) (13) (413) (413)

Trade and other payables to group companies (2,774) (2,774) (547) (547)

Other payables (6) (6) (64) (64)

Loans from group companies (35) (35) (35) (35)

4,452 4,452 4112 4112

Unrecognised gains/losses : - -

(b) Creditrisk
Financial risk management

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial
instrument fails to meet its contractual obligations, and arises principally from the Company's receivables
from customers. This risk is mitigated as balances are spread across multiple parties.

The Company's principal financial assets are bank balances and trade receivables which represent the
Company's maximum exposure to credit risk in relation to financial assets. The Company bears the bad
debt risk on all debtors.

The Company's management make assessments on new customers before work is earned out, based
on their knowledge of the industry and the customer's acceptance of imposed credit terms.
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Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

13.

Financial instruments (continued)
(b) Creditrisk (continued)

The amounts presented in the Statement of financial position are net of allowances for doubtful
receivables after taking into consideration the amount of balances covered by the Company's credit
insurance policy. These have been estimated by the Company's management based on prior experience
and their assessment of the current economic environment.

Exposure to credit risk

The carrying amount of financial assets represents the maximum credit exposure. Therefore, the
maximum exposure to credit risk at the Statement of financial position date was £2,709,000 (2017:
£3,305,000) being the total of the carrying amount of trade receivables, shown in the table above.

Financial assets and impairment losses
The ageing of trade, other and intercompany receivables at the Statement of financial position date was:

2018 2017
Gross trade Doubtful debt Net trade Gross trade Doubtful debt Net trade
receivables provision receivables receivables provision receivables
£000 £000 £000 £000 £000 £000
Not past due 2,709 - 2,709 3,306 M 3,305

Impairment of financial assets

The Company has trade receivables for royalty licensing that are subject to the expected credit loss
model:

While cash and cash equivalents are also subject to the impairment requirements of IFRS 9, the
identified impairment loss was immaterial.

Trade receivables and contact assets

The Company applies the IFRS 9 simplified approach to measuring expected credit losses which uses
a lifetime expected loss allowance for all trade receivables and contract assets.

(c) Liquidity risk

Financial risk management

I&iqueuidity risk is the risk that the Company will not be able to meet its financial obligations as they fall
Liquidity is managed by the group via the cash pooling facility.

The Company's financial liabilities are shown in notes 10 and 11. All amounts are repayable within
contracted terms.

(d)  Market risk

Financial risk management

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates
will affect the Company's income or the value of its holdings of financial instruments.

Market risk - Foreign currency risk

A proportion of sales and purchases are invoiced in foreign currency and the Company bears the
foreign currency risk on these debtors and creditors. The Company does not take out forward contracts
on currency.
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Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

13.

14.

Financial instruments (continued)
(d) Market risk (continued)

Sensitivity analysis — Foreign currency risk

A sensitivity analysis was not performed because the Company converts foreign currency bank
balances into pounds sterling regularly and therefore exposure to foreign currency risk is minimal.

Market risk — interest rate risk

The Company utilises a group cash pooling facility, on which interest is charged at variable rates, based
on the Bank of England base rate plus a margin of 1.25%. The Company’s exposure to interest rate risk
arises from the fluctuations in the rate of interest charged on cash and cash equivalent balances payable
as impacted on by the changes in the Bank of England base rate.

Sensitivity analysis — interest rate risk

A change of one percent in interest rates at the Statement of financial position date would have increased
the loss by the amounts shown below. This calculation assumes that the change occurred at the
Statement of financial position date and had been applied to risk exposures existing at that date.

This analysis assumes that all other variables, in particular foreign currency rates, remains constant and
considers the effect of financial instruments with variable interest rates

At the year-end it is estimated that an increase of one percentage rise in the 3 month LIBOR market rate
would increase the Company's profit before taxation by approximately £10,000 (2017: increase of
£14,000). :

(e) Capital risk management

The Company manages its capital to ensure that entities in the group will be able to continue as going
concerns while maximising the return to stakeholders through the optimisation of the debt and equity
balance.

Related parties

Identity of related parties

The Company's ultimate parent company and group is the international media company Bertelsmann SE
& Co. KGaA.

The Company had a related party relationship in the year with subsidiaries of Bertelsmann SE & Co.
KGaA, and with its directors and executive officers.

Related party transactions

During the year the Company entered into the following transactions with related parties. The
transactions were priced on an arm's length basis.
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Stage Three Music Publishing Limited

Notes to the financial statements
Year ended 31 December 2018 (continued)

14. Related parties (continued)

Trade balances Loan balances
Sales/(purchases) receivable/ receivable/
of goods (payable) (payable)

2018 2017 2018 2017 2018 2017

£000 £000 £000 £000 £000 £000
BMG Rights Management (US) :
LLC 1,396 2,668 - - - -
Stage Three Music (Catalogues)
Limited (871) (1,250) 500 (269) - -
BMG Rights Management (UK)
Limited 60 566 2,840 1,541 (35) (34)
BMG Rights Management (ltaly)
S.RL 112 328 - 184 - -
BMG Rights Management (Spain)
S.L 34 150 - - - -
BMG Rights Management Benelux
B.V 277 476 - - - -
BMG Rights Management
(Scandinavia) AB 82 155 - - - -
BMG Rights Management GmbH 461 746 - - - -
BMG Rights Management (Europe)
GmbH - 693 - 99 - -
BMG Rights Management (France)
SARL 207 637 - - - -
BMG Rights Management
(Canada) Inc. 75 126 - 32 - -
BMG VM Music Limited (3,160) (7,296) (1,588) (268) - -
BMG Rights Management
(Australia) Pty Limited 232 402 - - - -
BMG Rights Management
Services (UK) Limited (13) - 6y - - - -
Total (1,108) (1,599) 1,747 1,319 (35) (34)

15. Ultimate parent company and controlling party

The immediate parent company is BMG Rights Management UK Limited, a company incorporated in
the United Kingdom. The ultimate parent is Bertelsmann SE & Co. KGaA. The results of the Company
are included in the consolidated financial statements of Bertelsmann SE & Co. KGaA which is
registered at Carl-Bertelsmann-Strasse 270, 33311 Gutersloh, Germany. These consolidated financial
statements are publicly available. .

No other group financial statements include the results of the Company.
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