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: Strategic Report
Strategy

giffgaff Limited (‘the Company”) is a wholly owned subsidiary within the Telefonica Group of
Companies, The ultimate parent company is Telefonica SA a company incorporated in Spain and
primarily listed on the Spanish stock exchange. The ultimate UK parent is Telefonica Europe plc -
(Reference to Group means Telefonica Europe plc and |ts subsidiaries.) The immediate parent is
Telefonica UK. errted -

giffgaff Limited's principal activity is the provision of 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 mutualrty principle combined with an online and SIM only busmess
- model keeps costs low and allows savings to ‘be passed on to customers.

As a result of members’ feedback, in" 2013 the Company mtroduced phone sales as a strategy to
attract new activations and increase its member.base. Phones bought over time were funded by peer .
" to peer loans brokered by the Company under a Consumer Credit Licence as authorised by the Office
of Fair Trading at the time and subsequently under the Interim Permissions as authorised by the
Financial Conduct Authority (FCA). In April 2015, the Company applied for FCA authorisation to
continue to offer handset loans and in-June 2015, the Company was granted Full-Authorisation under
L|m|ted Permlssrons by the FCA.

-.Performance and Development

The Company had substantial. base growth for the year ended 31 December 2015 in an increasingly
. competitive market. The Company's revenue for the year ended 31 December 2015 was

£284,835,000 (2014: £207,590,000). The Company’s profit after tax for the year ended 31 December
. 2015 was £21,505,000 (2014 £7,949 OOO)

The handset business has generated £40,345,000 on revenue for the year ended 31 December 2015,
contributing to 14% 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 detarl record —
requrred) or have made a purchase (top-up) in the precedrng one month. .

A total number of 364, 246 net customer additions were. added during the year ended 31 December
2015 (2014: 394,037 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
révenue before ‘deduction of wholesale discounts: The net add ‘growth slowed slightly compared to
the previous 12 months, however revenue increase was higher as aresult of a srgnrfrcant increase in
handset sales revenue.

Total ARPU was up +1.3% year-on-year to £11 53.

Churn — This represents the percentage of average accesses whlch have been disconnected in a
period. It is calculated by dividing net disconnections in the period by the average customers (average
between openrng and closrng base) for the same perrod

_Churn totalled 53.2% in 2015 (6_.6% i‘mprovement year-on-year).
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Stratégic Repqrt (continued)
Rlsks ‘and Un_certainties,

The Company has a risk management' framework in place which is designed'to identify, manage and
mitigate significant risks that could adversely affect its future performance. The Company has a series
of controls in place to mitigate these risks, within its internal operations and in the wider external
market. :

The principal risks and uncertainties in the Company are: -

Regulatory Intervention: New. or r_noré onerous regulatory obligations imposéd by the national .
regulatory Authorities i.e. Ofcom and the Financial Conduct Authority which could negatively affect
the Company’s profitability and reputation. '

The Company employs teams of professlonals and regulatory advisers to engage with the associated
regulatory authorities on all aspects of.its business to ensure that any negative impact on the
Company'’s profitability is mitigated where possible.

Competition: Ongoing risks from new or existing competltors that could challenge the Company's .
strategy and business model, mcludmg M&A activity.

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

Managed Servnces/Outsourcmg 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. A

. Mandatory Service Level Agreements (SLA) and security controls are written into outsourcing
contracts. Governance meetings are also held with the key outsourced providers to ensure SLA’'s
and KPI's are regularly monitored, reviewed and reported upon.

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

Data Security is consistently monitored through the deployment of Data Loss Prevention software and -

through the implementation of Security Information and Event Management (SIEM). 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. Payment Card Industry (PCl) and additional security processes and

controls have been implemented and continue to be implemented. Full compliance of PCl is planned
in Q1 2017 (allowing for a pre-assessment period to achieve this date).

Network Capacity.: The Company does not own spectrum. However as the Company uses
Telefonica UK's networks, it is heavily impacted by the demand on Telefonica UK's network. The

" demand for capacity is already exceeding availability in some areas of the country and this is forecast
to increase in the coming year(s). Lack of available Spectrum to Telefonica UK could significantly
impact on the Company's ability to deliver and acceptable quality of service to its customers.

Through Telefonica UK’s continued engagement in future spectrum auctions and the implementation
of intelligent, load-balancing network equipment, whilst continuing to deliver Telefonica UK’s 4G
network rollout and upgrade of our 2G and 3G infrastructure alongside the. development of Voice over
LTE (4G) and Voice over Wifi technologies the impact of this risk will be reduced.
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Strategic Report (continued)

‘ Network Infrastructure: Ina'dequate' resilience in critical systems could riegatively affect service
delivery to customers in the event of a lengthy outage.

Through the contmual roll-out of new network technologles the risk of inadequate resnllent systems is
continually reducing. :

‘Significant Development

On 24 March 2015 Telefénica S.A. announced that it had entered into a definitive agreement (the
Agreement), with Hutchison Whampoa (now known as CK Hutchison Holdings Limited), (“Hutchison”)

the parent company of Three in the UK, for the sale of Telefénica’s UK business which was subjectto

regulatory clearance by European Commission (the “Commission”). On 11 May 2016, in accordance
with the EU Merger Regulation, the Commission-announced that following its in-depth investigation it -
had decided to prohibit the Proposed Transaction due to its competition concerns despite the
remedies proposed by Hutchnson ' .

Group reorganisation
. During the year the Group undertook a reorganisation of its structure in order to simplify the Group

-and eliminate dormant companies, where possible. As.part of the reorganisation some of the’
Company’s intermediate hoIdlng compames were eliminated. :

The Strategic Report was approved by the Board on 28 September 2016

By Orde'r of the Board

A

for and on behalf of O2 Secretaries L|m|ted
Company Secretary -
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-Directors’ report (continued)
Legal form B

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 Telefénica UK Limited, and its ultimate UK parent is Telefonica
Europe plc; both companies are incorporated in England and Wales. The ultlmate parent company is
Telefénica S.A.; a company incorporated in Spain.

~ The Company'’s principal place of business is at Hertz 'House, 11 Vine Street, Uxbridge UB8 1QE.
Reference to Group meens 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 .
Stephen Shurrock (re5|gned on 30 September 2015) .

The Secretary who held office during the year was O2 Secretaries Limited.
Post Year End event .

. On 1 August 2016 Ronan Dunne resigned as Director and David Plumb was appomted a Darector of
the Company.

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 Telefomca UK Limited, its immediate parent company. .

The Company has.a wide range of commumcatlon channels with employees including face-to-face
meetings, team briefings, = digital live streaming conferences, interactive " microsites and a
comprehensive intranet with tailored content dependent on employee segmentation. 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, in addition to matters that
directly impact employees. In addition, the Company conducts an annual engagement survey with
- additional regular temperature checks and maintains a constructive dialogue with unions, employee
representatlve bodies and works councils. .

The employee experience s paramount and the Company continues to be committed to the
development of all people in the organisation, actively promoting this through many training and
development initiatives including the provision of e-learning technology, giving people better access to

" a wide range of learning opportunities which are also beneficial to the employees outside work related .

matters. People are encouraged and supported in maintaining personal development plans.

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
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Directors’ report (continued)

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. The Company supports the health and wellbeing of its employees and, specifically, is
. committed to making improvements to the issue of mental health in the workplace through working
- inpartnership with Time to Change and MIND as well as provndlng a range of occupatlonal health and
employee support services to employees .

~ The Company contlnually strives to create a high performing culture by targeting and rewardlng our
employees based on both personal and company performance. We do this through our annual bonus
in addition to financial incentives on the Company reaching specific targets which encourage all
employees to perform to the best of their capability to contribute to the company s ability to achieve |ts,
goals.
Dividends

The Directors do not recommend payment of a dividend for the year ended 31 December 2015 (2014:
£nil). :

AGomg 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 accordlngly consider that the going
concern basis is appropriate. A ‘
Political contributions
The Company made no polltlcal contributions durmg the year ended 31 December 2015 (2014 £n|I)
Statement as to dlsclosure 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 mformatlon and to establish that
the Company’s auditor is aware of that information.

The Directors’ Report was approved by the Board on 28 September 2016

By Order of the Board

i L4

Robert Harwood
for and on behalf of 02 Secretanes Limited
: Company Secretary
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Statement_of directors’ responsibilities

The Directors are responsible for preparlng ‘the Annual Report and the Company fmancral statements
in accordance with applicable United Klngdom law and regulations.

Company law required the directors to prepare' Company financial statements for each financial year.
Under that law the Directors are requrred 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 unless they are satisfied that they present fairly the financial position, financial
performance and cash flows of the Company for that penod In preparlng the Company financial
statements the Directors are requured to

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

o select smtable accounting policies in accordance with IAS 8: Accounting Polucnes Changes in
Accounting Estimates and Errors and then apply them consistently;

e present information, including accounting policies, in a manner that prowdes relevant, rellable
comparable and understandable information;

e 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 flnancral position and financial performance;

. state that whether the Company financial statements have been prepared in accordance W|th
IFRSs as adopted by the European Unlon and ‘

e 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 taking reasonable steps for the prevention and detectlon of fraud and other
irregularities.



Independent Auditor’s report to the menlbers of giffgaff Limited

- We have audited the financial statements of giffgaff Limited for the year ended 31 December 2015
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 21. The
financial reporting framework that. has been applied in ‘their preparation is applicable law and
_International Financial Reportlng 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'st,ate 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 involveés obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from material
misstatement, whether caused by fraud or error. This includes an assessment of: whether the
accounting policies are appropriate to the company’s circumstances and have ‘been consistently
applied and adequately disclosed; the reasonableness of significant accounting estimates made by
the Directors; and the overall presentation of the fmancral statements. In addition, we read all the
financial and non-fmancral information in the Annual Report and Financial Statements to |dent|fy
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 acqurred 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:

e give a true and fair value of the state of the company’s affairs as at 31 December 2015
and of its profit for the year then ended; .

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

e. have been prepared in accordance wrth the requnrements of the Companies Act 2006

Opmlon on other matter prescrlbed by the Compames Act 2006

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



Independent Auditor’s report to the members ef giffgaff Limited (continued) -
_AMatte'rs on which we are reauired to report by exception

We have nothmg to report in respect of the followmg matters where the Compames Act 2006. requrres
us-to report to you if, in our opinion:

e adequate accounting records have not been kept, or returns adequate for our audlt have not
been recelved from branches not visited by us; or

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

"o we have not received all the information. and explanations we require for our audit.

rp

Neil Culium (Senior statutory auditor)

for and on behalf of Ernst & Young LLP, Statutory Audltor
London ,

0 September 2016
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Statement of corhprehenéive income |
For the year ended 31 December 2015

2015 - 2014
. Note £000 £000
Revenue - - T 18 284,835 207,590
Cost of sales ‘ ' : : ‘ ~ (205,641) = (146,705)
Gross profit ‘ ' ' o 79,194 - 60,885
*_Administrative expenses f. - ‘ - (52,127) (50,714)
Operating profit before taxation ' . : 2 27,067 . 10,171

. Taxation - .3 (5,562) - . (2,222) -
Profit for the year attributable to equity shareholders o 21,505 7,949
. Tofal comprehénsive income for year ' 21,505 - ‘ 7,949

" The accompanying' notes on pages 14 to 33 are an integral pért of these fihahcial étatements.

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

10
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Statement of financial position
As at 31 December 2015 _ -

Note 2015 A 2014

£000 . £000
Non-current assets o _ _
Property, plant and equipment : 4 15,353 .~ " . 16,258
Intangible assets “ .5 90 o 100 .
Deferred tax assets s ' ' 10 503 ’ 181
. ' o 15,946 16,539
. Current asséts ' o : _ E
Inventories ' 8 4,659 ‘ 241
Trade and other receivables - . .6 11,660 6,863
" Cash and cash equwalent ‘ I ‘ 7 : 78,562 ' 22,919
: ' 94,881 -30,023
Current liabilities .
Trade and other payables o E 9 (140,733) ) (97,972)
Net current liabilities : 5 . (45,852) ~ (67,949)
‘Total assets less current liabilities - . (29,906) . (51,410)
' Non-current liabilities
Deferred tax liabilities - -~ =~ 4 : 10 - -
Net liabilities : ' ' L -(29,906) (51,410) -
Equity shareholders' deficit )
Share capital , ' S 1 E - -
Retained earnings ‘ ' | ' (29,906) (51,410)
‘Total Equity ‘ : ‘  (29,906) 3 (51,410)

The accbmpanyjng notes on pages 14 to 33 are an integral part of these financial statements.

These financial statements were approved by the Board of Directors on 28 September 2016 and were
. signed on its behalf by

‘\( j‘» ‘ V E . ' ,
~Mark Evans |
Director .

1 -



giffgaff Limited

Statement of changes in equity

Year ended 31 December 2015

Registered Number: 4196996

Retained

Called upczg?trael - earnings Total equity -
) £000 £000 ) £000
At 1 January 2014 . . T (59,359) (59,359)
Total comprehensive income for the year - 7,949 . A 7,949
At 31 December 2014 ' - . (51,410) (51,410)
Total comprehensive income for the year - 21,505 21,505
At 31 December 2015~ - (29,906) (29,906)

The accompanying notes on béges 14 to 33 are an integral part of these financial statements.

12
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Statement of Cas'ﬁ ﬂoWs
‘Year ended 31 December 2015

Note - 2015 . 2014

oo £000 £000
Profitbeforetax - . - . o - 27,087 10,171
Adjustments to reconcile profit before tax to.net cash flows: ' ‘
Amortisation and depreciation charges ' - A . 5,847 - 6,741

*-Working capital adjustments: ' : ' o o
(Increase) / Decrease in inventories ‘ . (4,418) o 109 '
(Increase) / Decrease in trade and other receivables ‘ . (5,119) . (3,671)
(Decrease) / Increase in trade and other payables . g 39,420 - (74.634)
Taxation ' ' : ' ‘ (2,222) (612)
Net cash flow from/(used) operating activites = .~ - ' 60,575 (61,897)
Purchase of PPE and intangible assets ' . -+ (4,932) (5,648)
Net cash flow used in investing activities . : (4,932) : (5,648)

" Net increase/(decrease) in cash and cash equiVaIent.sv B 55,643 . (67,545)
Cash and cash equivalents at start of period ‘ 22,919 . 90,464
Cash and cash equivalents at 31 December , 7 - 78,562 . 22,919

The accqmpanying notes on pages 14 to 33 are an integral part of these financial statements.

13
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Notes to the fi nanclal statements
1. Accountlng poI|C|es
Basis. of p,reparatlon

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 fmancnal statements have been prepared using historical cost principles. : -

The prmmpal accountmg polrcres of the Company applied in the preparation of these financial
statements are set out below.” The IFRS accountrng pohcnes have been applled consistently to all
penods .

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
moriths from the date of signing of these statutory accounts and accordlngly consrder that the going
concern basis is approprlate ) .

_Presentation of fmancnal |nformation

-, 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 operatlng loss represent actlvmes that are not directly attributable to the Company s
primary operations. .

lntangible assets

Software Licences

Llcence fees WhICh permlt telecommunlcations activities to be operated for defined periods, are
_capitalised at cost less impairment losses and are amortised from the date of commercnal launch of
the serwce to the end of the licence period on a stralght line ba5|s : ’

Software

Software is capitalised arid 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 amortlsed over their estimated useful lives not
. exceeding 6 years on a straight I|ne basrs .

‘The assets’ useful lives are revuewed and adjusted if approprrate at each statement of financial
posutlon 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
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_ , -
Notes to the financial statements (continued)

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 stralght-lme basis. The lives assigned to property, plant and
equment are:

" Freehold buildings - ‘ 40 years

Leasehold land and buildings » unexpired pottion of lease or 40 years
' : whichever is the shorter
Network assets - . - 5to 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 deprecratlon 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 carrylng amount of the asset) is included in the statement of
comprehensive income when the asset is derecogmsed .

Revenue '.

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

Mobile telecommunrcations service revenue includes -revenue earned for usage of Telefénica UK
Limited's wireless network for voice and data transmrss;on by the Company’s customers, outbound
roammg and interconnect revenue.

Revenue for pre-pay customers is recognised as the pre- pay services are rendered Pnor to dellvery
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, compnses 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 recogmsed when the
products are delivered and accepted by the customer. .

Handsets bought over time were funded by peer to peer loans, brokered by the company. As a .
~ broker, giffgaff received revenue on a commission’s basis, recognised at point of sale. '

Subscriber acquisition and loyalty programme cost

'Subscriber acqursrtldn 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 mcurred

16
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Notes to the financial statements (continued)
1. Accounting policiés (continued)

Employee benefits |

Pension Obligations

The Company does not have any contractual employees. Since September 2015, the Company’s
employees are seconded from Telefonica UK Limited (previously 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 T_eIéfénica' 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 Telefémca PP
are held independently of the Company’s flnances

‘In Telefonica UK Limited's capacity as a partnmpatmg employer of the defined contribution section of
the Telefénica PP, Telefénica UK Limited pays contributions into the plan on behalf of employees of
the Company. Telefénica UK 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 Telefonica 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 mode! 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 fair value
recogmsed in the statement of comprehensive income for the period.

Taxatlon

The charge for current tax is based on the results for the perlod 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.
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Notes to the financial statements (continued)

1. "Accounting policies (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 Iiablllty is settled

Income tax relating to items recognised directly in equity is recognised in equnty

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 quwd mvestments
with original maturltles of three months or less

Inventories '

'

Inventories comprise mainly SIM cards and handsets, are stated at the lower of cost and net
realisable value 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 am0unt less provision for doubtful debts.

Leases

Leases where a significan‘t portion of the risks and rewards of ownership are retained by the lessor "

- are classified as operating leases. Rentals under operating leases are charged to the statement of

comprehensive income in equal annual instalments over the periods of the leases.

Leases in which the Company assumes substantially all the risks and rewards of ownership are .
classified as finance leases. Assets held under finance leases are capitalised at the lower of the
present value of the minimum lease payments and the. fair value of the asset at the inception of the
lease, and are depreciated over. the estimated useful lives of the assets. Finance charges are
allocated over the period of the leases in proportion to the -capital amount outstanding and are
charged to the statement of comprehenswe income.

Financial risk factors and management

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

Liquidity risk

Management of the Companys liquidity risk is achleved 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 maturity of these
instruments.
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Notes to the financial statements (cohtihued‘)

1. Accounting policies (continued)

New IFRS and interpretations of the

Committee (IFRIC)

International Financial Reporting

Registered Number: 4196996

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

At the date of preparation of the financial statements, the foIIowmg IFRS and lFRIC mterpretatlons

have been published, but their application is not mandatory:

Effective for annual periods beginning after 31 December 2015

New Standards and amendments

Effective date:
annual periods
beginning
on or after

Annual Improvements to IFRS 2012-2014 Cyéle

1 January 2016

IFRS 14

Regulatory Deferral Accounts

1 January 2016

Amendments to IFRS
11

| Accounting for Acquisitiohs of Interests in

Joint Operations

" 1 January 2016

Amendments to IAS 16

and IAS 38

Clarification of Acceptable Methods of

Depreciation and Amortisation

1 January 2016

Amendmentstq IAS 16

and |AS 41

Agriculturé: Bearer Plants

1-January 2016

Amendments to IAS 1

Disclosure Initiative

1 January 2016

10,

|IFRS 12 and IAS 28

Amendments to IFRS -

Investment Entities: Applying the

Consolidation Exception

1 January 2016

Amendment to IAS 12

Income Taxes

1 January 2017

Amendment to IAS 7

Statement of Cash Flows

1 January 2017

IFRS 15

Revenues from Contracts with Customers

1 January. 2018

IFRS 9

Financial instruments

1 January 2018

Amendments to IFRS 7

Disclosures - Transition to IFRS 9

1 January 2018

IFRS 16

Leases

1 January 2019
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‘giffgaff Limited L '  Registered Number: 4196996

" Notes to the financial statements (continued)
v1. - Accounting policies (continued) -

The company is currently analysing the potentiat impact of the application of the aforementioned
standards, amendments and interpretations -As there are a significant number of changes, it is
possible that such application may have some impact on its fmanmal statements in the initial perlod of
application.

. Critical accountmg estlmates and judgements

The preparation of fmancnal statements in accordance with IFRS reqmres the use of certain crltlcal
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 dlscussed
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 depremated or amortised and the existence-and
amount of any impairment.

Software and software llcences are deprecuated or amortised on & stralght line - ba5|s over their
estimated useful lives and takmg 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 - E

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 have a materlal adverse impact on the operating
~ results and fmancual condition of the Company.

2. Ope‘rating,_profit

The following items ha\)e been included in arriving‘at the operating profit:

2015 - 2014

, ‘ o £000 ~ £000
Staff costs (note 16) . - 6,676 - 4,413
Amortisation of intangible assets (note 4) - : _ : 68 ' © 199
Depreciation of property, plant and equipment (note 5) . 5,778 6,542
Operating lease costs - , - 275 - 180
Auditor's remuneration (note 21) S ‘ A 25 ) " 20
Inventories: " ' -
. Cost of inventories recognised as an expense ' ‘ ‘
(included in cost of sales) o " 2,057 ‘ 2,302
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Notes to the firianciall statements (continued)

3. Taxation .
' 2015 2014
£000 - £000
. Current tax - current year ' 5,884 - 12,812
Current tax - adjustments in respect of prlor penods ' ' (0) (8)
Deferred tax - current year ‘ (378) - . (580)
Deferred tax - adjustments in respect of prior periods A 0 (2)
Deferred tax - - Effect of chan ange. in tax rate- _ 56 ' 0
Taxation : : ’ ‘5,562 ' 2222
2015 - 2014
- £000 £000
Profit before taxation , ) 27,067 10,171
Profit before taxation multiplied by rate of e ‘ '
corporation tax in the UK of 20.25% (2014:
.21.50%) , ' 5,481 2,187
Effects of: .
Expenses not deductible for tax purposes : 21 L2
* Prior year adjustment - - o - (0) o 10)
Effect of change in tax rate ‘ . ) 61 - ' 43
Total taxation charge ) . 5,562 2,222

-The Finance Act 2013 was enacted in July 2013 and introduced a reduction in the headline -rate of
corporation tax to 21% from 1 April 2014 and to 20% from 1 April 2015. The Summer Budget
announced on 8 July-2015 included reductions in the rate of corporation tax from 20% to 19% and
18% effective from 1 April 2017 and 1 April 2020 respectively. At Budget 2016, the government
annouhced a further reduction to the Corporation Tax main rate (for all profits except ring fence
profits) for the year starting 1 April 2020, setting the rate at 17%. At the balance sheet date, the new
legislation had been substantively enacted and therefore the revised reduced rates have been
reflected in these accounts.

20
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| Notes to the financial 'statements, (continued)

4. Property, Plant and Equipment’

Assets in the

‘Land and Plant and ' course of
Buildings Equipment construction ~ Total
_ “£000 ~ £000 -  E000 . - £000
Cost - ‘ ‘ i '
At 1 January 2014 . ' 111 . 19,094 o 1,375 - 20,580
Additions - . 563 . 508 5,648
Reclassifications . (111) . 6,048 - (1,371) - 4,566
At 31 December 2014 . - . 25705 = 5,089 30,794
Additions , : ' C- . . 1,924 2,949 4,873
At 31 December 2015 o . . 27,629 * 8,038, 35,667
Depreciation : : :
" At 1 January 2014 o 28 4,149. - . . 4177
" Reclassifications A (28) 3,845 ' - 3,817
Charge for the year ) - 6,542 . - , ' 6,542
At 31 December 2014 ' - . 14,536 . - 14,536
Charge for the year - . - . 5,778 - . 5778
_At31 December 2015 ' - - 20,314 - 20,314
‘Net book value . ' : .
At 31 December 2015 ’ L 7,315 . ‘8,038 15,353

- At 31 December 2014 ‘ - 11,170 ' 5,088 .16,258
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Notes to the financial statements (continued) *

5. Intangible Assets

Assets in the

‘Softwafe _ ' course of _
Licences Software construction . Total
£000 - ~ £000 ~£000 £000
Cost o . ‘ I -
At 1-January 2014 . 155 . 5,084 - © 5,239
Additions - . ' - ' - : -
Reclassifications 5 (4,571) . - '(4,5669
At 31 December 2014 : 160 - - 513 - 673
__Additions - - .| ‘ - 58 : - 58
At 31 December 2015 . 160 . 57 - 731
Amortisation .
At 1 January 2014 124 © 4,067 L - 4,191
Reclassifications ' - (63) ' (3,754) | . : - - (3,817)
Charge for the year ' - 199. - - 199
. At 31 December 2014 - . 61 - 512 : - 573
Charge forthe year . - - 68 - 68
‘At 31 December 2015 = - ‘ 61 - 580 .- 641
Net book value ' .
At 31 December 2015 99 ~(9) ' - 90
At 31 December 2014 - 99 1 ) - 100
- 6. - Trade and other receivables ,
2015 2014
- . .. £000 . £000
Prepayments ' , ' - 1,017 o 991
Other debtors ' o 1,441 ' ' . 813
Amounts owed by group companies. - 8,301 - 5059
_Trade and other receivables , A 11,660 . 6,863
7. -Cash and cash equivalents ' : ' .
2015 - 2014
£000 : £000
‘Cash and cash equivalents - ‘ ’ : 78,562 . : 22,919
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Notes to theﬁﬁancial statements (cdntinued)

8. Inventories T : ,
. 2015 ) 2014
, . £000 £000 .
Handset : o ' ' 4,493 -
SIM ' ‘ L . 166 241
Inventories : : : 4,659 ' _ 241
9. Trade and other payables B . A
o 2015 . 2014 -
A , _ £000 £000
Amounts owed to group companies o 107,657 . ' 71,352
. Other taxation and social security . : ‘ 13,714 , ‘ 9,779
Accrued expenses ' 2,423 5,187
Deferred income . - . 16,938 13,288
Trade and other payables ' : . ‘ 140,732 99,606

Ambunts owed to group compahies relate to trading activities (including tax loss transfers) are
unsecured, interest free and repayable on demand. .

10. Deferred taxation

Deferred tax is calculated on temporary differences under the Ilabmty method using a tax rate of 18%
(2014:20%) ,

The movement on the deferred tax assets and liabilities is as shown below:

Analysis of charge in the year )
£000

At 1-January 2014 ' ‘ ' ‘ - (401) -
Current year (charge) / credit to statement of comprehensnve income 2.
._Effectof change intaxrate ~ - : 580
- “At 31 December 2014 o o ‘ 181
Prior year (charge) / credit to statement of comprehensive income ‘ ) (0)
Current year (charge) / credit to statement of comprehens;ve income ' 378
Effect of change in tax rate 4 (56)
" At 31 December 2015 ‘ - 503

Deferred tax assets have been recognised in respect of all tax lossés and other temporary differences
giving rise to deferred tax assets because it is probable that these assets will be recovered.

Deferred tax assets

Accelerated tax Other Total -
: . depreciation £000 - £000
“ At 31 December 201 4. 161 . 20 181
(Charge) / credit to statement of comprehenswe income 366 12 378
Effect of change in tax rate ' (53) - (3) - (56)

At 31 December 2015 : 474 29 503
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Notes to the financial statements (continued)

1. Share capital

" Number of 2015 Numberof = 2014

‘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 ordmary 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 entitlement to receive any

. dividend declared on ordinary shares.

12. Financial commitments and contingent liabilities

Operating lease commitments '

At 31 December 2015 the Company was committed to making the followmg total future Iease
payments in respect of operating Ieases for each of the followmg periods:

2015 2014

- . £000 £000
Within one year . : ; | 215 - 160
Total operating lease commitment : ‘ ' . 275 160

Other commitments .

There Were no other commitments at 31 December 2015 (2014: £nil)

13. ~ Related party disclosure

During the year the Company entered mto transactions with related parties as follows: .
2015 o . 2014

- £000 - . £000
Revenue
Sales to group companies o . ' 'A - -
Purchases : _ : ‘ o .
Purchase from group companiés ' (85,044) : '(68,831) '
Total net transactions : . ' o (85,044) '(68 831)

All related party transactlons relate to regular trading activities of the Company on an arm’s length
basns

Other related party balances are detailed in note 6 and S.
Related party transactions with Directors and key management are detailed in note 15.

Purchases of property, plant and equment are made via another group company and are not
. included in the above number. .

.>.
?
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Notes to the financial s'tatemants (continued)'
.14, Financial instrumenta

Financial risk factors ano 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 flnance . .

The main sources orrrisk arising from' the Co’mpany’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 Telefénica group, which operates group wide pohmes |n each area and is able to
hedge posmons on a group basis.

_Credit risk

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

The Company'’s principal credit risks are attributable to its cash and cash eqoivalents The Company’s
exposure to credit risk arises from default of the counterparty, with-a maximum exposure equal to the
. carrylng amount of these mstruments .

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

- Liquidity risk

Liquidity nsk is the risk that an entaty wall encounter difficulty in meetmg its obhgatlons assocnated with
fmanmal liabilities.

Management of the Company s liquidity risk is reduced through being a part of the Iarger Telefénica '
group

Interest rate risk

Interest rate rlsk is the rusk that falr value or future cash flows of a financial. mstrument WI|| fluctuate
because of changes in market interest rates. :

The Companys interest rate risk arlses pnmanly from the mterest received on cash and cash
equnvalents '

Fair value of financial_ instruments

The carrying and fair values of the Company’s financial assets at 31 December are: .
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Notes to the financial statements (cbntinued) .

14. Financial instruments (continued)

o 2015 2015 2014 . 2014

: Fair | Carrying Fair

Carrying value value value . value

£000 £000 ' £000 £000

Financial Assets -

Cash and cash equivalents : 78,562 - 78,562 - 22,919 . 22,919

Amounts owed by group , : o . : '

companies . N 8,301 8,301 5,059 5,059

Other debtors L 1441 1,441 813 813

Total financial assets ) 88,304 - 88,304 . 28,791 .. 28,791
Financial Liabilities ' , Ny . _ -

Am‘oums owed to group companies 107,658 , 107,658 . 71,352 - 71,352

Accrued expenses - : . , 2,423 2,423 5,187 5,187

Total financial liabilities : 110,081 . 110,081 76,539 ___ 76,539

Fair vélue 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:. :

15. Key management and Directors’ compensation
The key man_agemeht 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 eachof their Company directorships or
other management responsibilities within the Telefénica-Group. The foIIowmg disclosure is therefore
the total remuneration to the Directors for their services to the Telefénica Group as a.whole
“throughout the year ended 31 December 2015 and not only in respect of the Company.

.The remuneration of the Dlrectors for their services to the Telefémca Group as a. whole who held
office for all or part of the year ended 31 December 2015 was as follows:

2015 2014

‘€000  £000

Aggregate emolumenté in reSpéct of qu_alifying services . : 2,635 : 4,668
Aggrég'ate amounts paid under long term incentive plans ‘ . ' 929 1,458

. Aggregate amount of compény contributions paid to é pension scheme 43 ] 67

3,606 6,193
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Notes to the financial statements (continued)

15. Key management and Directors’ compensation (continued)

- During the current year, no directors accrued retlrement benefits under a defmed benefit pension
plan. Two Directors (2014: none) accrued retirement benefits under a defined contribution pension
plan during the year. Three Directors were entitled to recewe shares in respect of qualifying serwce

. under Iong-term incentive plans (2014: one).

In respect of the hlghest paid Director:

2014

2015

£000 £000
Aggregate emoluments in respect of qualifying services 1,525 1,006
Aggregate amounts paid under long term incentive plans. 482 1,219
Aggregate ‘amount of company contnbutlons paid to a pension
scheme : - 3

2,007 2,228

The highest paid Director is a member of the Telefénica Pension Plan.
16. Employees
| | ) 2015 2014

Average number of full time employee equivalents ' - No. No.
(including executive Directors) .
Technology ' . ‘ 17 15
Customer Operations : o ' 49 42
Administration ' _ -6 8
Total employees ‘ 72 65

As per the Director’s report the Company does not have contractual employees in its own right. The
employees are seconded from Telefonlca UK Limited, its immediate parent company.

The benefits expense,incurred in respect of these erhployees' were:

2015 2014

. £000 £000

Wages and salaries R : ' 5,507 3,672
Social security costs ‘ R 706 417
Pension costs o 456 315
Share based payments ' 7 9

" Total employee benefits expense _ ' " 6,676 © 4,413
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" Notes to the financial statements (continued) -
17.  Shared based payments

The amounts recognised in operatlng Ioss for share based payment transactions with employees
were as follows: .

‘December , December

2015 2014

: . £000 £000 .
Equity settled share based payments S A . )
. Total share based payments 1 ) .7 9

Equlty-settled share schemes

The main share- based payment plans in place in the 2011-2015 perlods are as foIIows

Telefénica Performance Investment Share Plan 2011-2016

At the General Shareholders’ Meeting held on 18 May 2011, a long-term share-based incentive plan
called “Performance and Investment Plan” was approved for Telefénica Group directors and
executive officers. ’ :

Under this plan, a certain number of shares of Telefénica, S. A. will be delivered to plan’ participants
selected by the Company who decide to part|C|pate on compllance with stated requirements and
condltlons :

The plan lasts flve 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 thlrd phase began on 1 July 2013 '
'(w1th delivery of the related shares from 1 July 2016).

The specufic number of Te'Iefonlca, S.A. shares deliverable within the maXimum'amouni establishedvto
- 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 (* Companson 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 thepurposes 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 SImllar items received by the shareholder during
the phase in question.
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Notes to the financial statements (continued)

17. Shared based payments (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 wili range from: - '

e 30% of the number of notional shares if Telefd_nica, SA.’s TSR is at least equal to the median
of the Comparison Group, and - ’

e 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 delivered |f Telefémca SA’s TSR is below the Comparison. Group's
medlan

‘The plan includes an additional condition regarding cempliance 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 co-investment requirement will receive an additional number of shares, provided the rest
of the requirements established in the plan are met. :

In addition, and indepen.de'ntly 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 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 receive any shares
The second phase expired on June 30, 2015. Dehvery of the shares took place at the end of the
phase according to the general condltlons of the plan to the value of £0.1 million. :

Regarding the third allocation of shares under this plan, the maximum number of shares aSS|gned and
the number of shares outstandmg at December 31, 2015 is as follows:

Phase ‘ No. Shares assigned Unit fair value ' "End date

3 phase July 2013 10,789 €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 instalment 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. '
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Notes to the financial statements (éontihued)

17. . Shared based payments (continued)

_Like its predecessor, the term of the new plan is a total of five years divided into three phases. Sh‘ares
will be delivered at the end of each phase (in 2017 2018 and 2019 respectively).

The initial share allocatlon took place on October 1, 2014 and 2015 respectlvely The third allocatlon
is scheduled for October 1 2016. :

Phase No. Shares Unit fair value. End date
assigned : B ‘
15t phase October 2014 T 12,574 €6.82 - ~| September 30; 2017
2nd phase October 2015 4,375 -] T €646 - - September 30, 2018

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

The TFSP: is e long. term program aimed to recognise 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 dellvery of the related shares from 30 September 2019). '

- The specific number of Telefémca 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 TeIefémca S.A. shares (from the reference 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 shereholder.during-'
the phase in question.

At the beginning of each phase, each-participant is allocated a riotional number of shares Accordlng
to the plan, the number of shares to be dellvered will range from:

e 30% of the number of notional shares if Telefénlca S.A’s TSR is just above the TSR of the
companies: makmg up 50t percentile of the Comparator Group, and

e 100% of the number of notional shares if Telefénica S.A's exceeds the TSR of the companies
making up the 50t percentile of the Comparator Group -

e Where Telefénica S.A.’s TSR is betw’een the 50t percentile and the 75% percentile of the
' Comparator Group, the percentage of notional shares to be received will. be determined on a
stra|ght-hne basis.

e No shares will be delivered if Telefénica, S.A’s TSR is below the TSR of the companies makmg '
up 50t percentile of the Comparator Group.
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Notes to the ﬁnaneial statements (continued) ‘

17._ Shared based payments (contmued)

In addition, and mdependently of any other conditions or requrrements that may be established, in -
order to be entitled to receive the corresponding shares, each participant must be a Telefonica Group
employee at the dellvery date for each phase, except in specral cases as deemed appropriate.

Shares will be delivered at the end of each phase (in 2017, 2018 and 2019, respectively).

The initial and second share allocation took place on October 1, 2014 and 2015 respectwely The
third allocation.is scheduled for October 1 2016.

Phase ~ No. Shares Unit fair value = | | End date.
assigned ' T ‘ ‘
1t phase October 2014 1,516 e €6.82 .| September 30, 2017
2r phase October 2015,. - €6.46 : September 30,2018

Cash-settled share-based payments
Telefénica Performance Cash Plan

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

The plan expired on June 30, 201'4. Delivery of 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 were no new cash-settled share based plans apprbved during the current year.

~ Other sherefbased paymeni plans
Global Employee Share Plan 2011

At the May 18, 2011 General Shareholders’ Meeting of Telefonica, S.A,, the shareholders approved
the introduction of a Telefénica, S.A. share incentive plan for all employees of the Telefénica Group
" ‘worldwide. Under the Plan the possibility of acquiring shares of Telefénica 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 Telefénica S.A. , provided certain requrrements are met.

The total term‘of the'plan was two yearé. ‘Employees joining the plan-could acquire Telefénica, S.A.
shares through maximum monthly instalments of 100 euros (or the local currency equivalent);, uptoa

" - maximum of 1!200'euros over a period of 12 months (acquisition’ period) -and the - minimum

contribution to be made by each participant would.be 300 euros (or the local currency equivalent).
‘Shares were to be delivered upon vesting of the plan as from December 1, 2014, subject to a number
of condltlons
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17.  Shared based payments (continued)

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

e 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 was a
member of the plan and remained a Group empjoye’e,‘and retained the shares acquired for an
additional twelve-month period after the acquisition date, was entitled to receive one free share
per share acquired and retained at the end of the consolidation period. '

The plan’s shareholdlng penod came to an end in December 2014. At the vestmg date (1. December
2014), 2 employees adhered to the plan, and received free matching shares. This plan was equnty-
settled via the delivery of shares to the employees in December 2014.

Global Employee Share Plan 2015

At the May 30; 2014 General Shareholders’ Meeting of Telefénica, S.A., the shareholders appro‘ved‘
the introduction of a new Telefonica, 'S.A. share incentive plan for all employees of the Telefonica
Group worldwide. Under-the Plan the possibility of acquiring shares of Telefénica 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 Telefénica S.A., provided certain requirements are met.

"The total term of the plan is2 years. Employees joining the plan could acquire Telefénica, S.A. shares
“through maximum monthly instalments of 150 euros (or the local currency equivalent), ub to a
maximum of 1,800 euros over a period of 12 months (acquisition period) and the minimum
contribution to be made by each participant would be 25 euros. Shares are to be delivered upon
vesting of the plan, as from July 31, 2017 subject to the same conditions of its predecessor. :

18. Revenue

The total revenue for the Company s for the year ended 31 December 201 5 was £284, 835 000 (2014
£207,590,000), significant revenue streams are detailed below:

2015 : 2014

. £000 . £000
" Mobile service revenue . : ‘ 244,455 190,512
Handsets revenue ) K 40,380 17,078

Total revenue L : S 284,835 207,590

19. ' Parent company and controlling party

The immediate parent company is Telefonica UK Limited. The ultimate parent company and
controlling party is Telefonica, S.A., a company incorporated in Spain. Copies of the financial
statements of Telefémca S.A. may be obtained from its registered office at Gran Via 28 Madrid,
: Spaln
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20. ngnificant Events - .

On 24 March 2015 Telefénica S.A. announced that it had entered into a definitive agreement (the
Agreement), with Hutchison Whampoa (now known as CK Hutchison Holdings Limited), (“Hutchison”)
the parent company of Three in the UK, for the sale of Telefénica’s UK business which was subject to
regulatory clearance by European Commission (the “Commission”). (the “Proposed Transaction”).
On 11 May 2016, in accordance with the EU Merger Regulation, the Commission announced that
following its in-depth investigation it had decided to prohibit the Proposed Transaction due to |ts
competltuon concerns desplte the remedies proposed by Hutchison.

On 1 August 2016 Ronan Dunne resigned as Director and David Plumb was appomted a Director of
the Company
21, Auditor’s remuneration

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

2015 2014
£000 ) £000-
Audit services: _ - '
UK statutory audit fees : Lo ' B 25 20

Total revenue I ‘ : S - 25 B 20

The fees were paid to Ernst & Young LLP.

33



