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KCH (HOLDINGS) LIMITED

STRATEGIC REPORT FOR THE YEAR ENDED 31 MARCH 2021

The Directors present the strategic report and the audited financial statements of the Company for the year ended 31
. March 2021. These financial statements are prepared under United Kingdom Accounting Standards (United Kingdom
Generally Accepted Accounting Practice), including Financial Reporting Standard 101 Reduced Disclosure

Framework (FRS 101).
PRINCIPAL ACTIVITIES

- - The principal activities of the Company are the administration of the Group's payroll function and pension schemes,
as well as being an intermediate holding company. The results for the year include the Group’s staff costs and revenues
associated with the sale of related services to another Group company. Also included is interest on the Group’s external

borrowings.

- The Company is incorporated in England and Wales and domiciled in England in the United Kingdom.

BASIS OF PREPARATION

"*:-On'25 June 2021, KCOM announced the sale of its national ICT business (the “National Business™) to GCI Network

-~ Solutions Limited (“Nasstar). This sale was subsequently completed on 31 July 2021. Following the criteria in IFRS

1 :- -5 “Non-current. Assets Held for Sale and Discontinued Operations”, management considered the requirements to treat
the National Business as held for sale to be met as at the 31 March 2021. i

_ Asaresult, all income and costs in relation to the National Business are disclosed separately as discontinued operations
and prior year comparatives are restated. Assets held for sale and liabilities directly associated are presented as beld
.. .-.for sale and disclosed on two.separate lines in the balance sheet. Balance sheet comparatives are not restated.

RESULTS

= . The loss for the financial year amounts to £9,472,000 (2020: £5,455,000).

REVIEW OF THE BUSINESS

.- During the year ended 31 March 2021, the Company incurred employee costs relating to all employees of the Group.
: The 'services provided by these employees have been recharged to other Group entities resultmg in revenue for

continuing operations of £40,808,000 (2020: £46,019,000). -

£1,677,000).

“" Exceptional costs from continuing operations of £1,610,000 (2020: £2,355,000) have been recognised in the year
“'relating to restructuring costs associated with redundancies as a result of organisational changes. Linked to the
. ‘acquisition of KCOM Group Limited, a further £Nil (2020: £1,948,000) was incurred relating to the accelerated

vesting of share schemes.

- On 29 September 2020 ‘the indirect Parent Company, KCOM Holdco 3 Limited (formerly MEIF 6 Fibre Limited),
“* .. ..-entered into"a new external loan agreement to fund the activities of the Group. Certain statutory entities within the
' Tconsolidated KCOM Group Limited financial statements, including the Company act as guarantors for the loan
facility. The agreement comprises of four facilities totalling total available funds of £475.0 million with a maturity
‘datein 5 years. At 31 March 2021 a combined amount of £325.0 million was drawn down under the agreement, with

the remaining being available to draw down upon request over the duration of the loans.

KEY PERFORMANCE INDICATORS

Continuing operations

Revenue -

EBITDA L

Loss before taxation R

Loss before taxation and exceptlonal 1tems as a percentage of
revenue (%) Y

2021

£000

40,808
1,052
(6,730)

(13%)

.. The results for the year show an EBITDA before exceptional items from continuing operations of £1,052,000 (2020:

2020
£°000

46,019
1,677
(7,015)

(6%)

"
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Discontinued operations

2021 2020
£°000 £°000
Revenue - .. P 33,776 34,418

Loss before taxation

YEAR END POSITION
As-at 31 March-2021; the Company remains in a strong net asset position of £50,612,000 (2020: £84,151,000). The

L x-':' . Company has loans from related parties of £160,029,000 (2020: £148,661,000).

STRATEGIC OBJECTIVES
.. The Company’s strategic objectives are to support the KCOM Group in achieving its strategic objectives, which can

-be found_in_the KCOM Group Limited annual report and financial statements on page 12,

PRINCIPAL RISKS AND UNCERTAINTIES

" . The principal risks associated with the Company are considered to be security and resilience of our IT systems, health

. and safety, and the ability to attract and retain talent within the business. Further details of the risks can be found on
pages 18 to 21 of the Strategic .Rgport_ in the annual report and financial statements of the KCOM Group Limited.

Approved by the board, and signed on its behalf
S Booth

Director, ‘ : e
18 May 2022




- KCH (HOLDINGS) LIMITED

The Directors present the annual report and the audited financial statements of the Company for the year ended 31

. March 2021. These financial statements are prepared under United Kingdom Accounting Standards (United Kingdom

Generally Accepted Accounting Practice), including Financial Reporting Standard 101 Reduced Disclosure
Framework (FRS 101).

FUTURE DEVELOPMENTS

- The Directors are focused on maintaining the Company as a holding company. For further details of future

- developments of the group, see page 12 in the KCOM Group Limited annual report and financial statements.

DIVIDENDS

.. .The Company did not recommend or pay any dividends during the year (2020: £nil).

FINANCIAL RISK MANAGEMENT ‘
In the normal course of business, the Company is exposed to certain financial risks, principally interest rate risk,

-liquidity risk and credit risk. These risks are managed by the central treasury function of KCOM Group Limited, in

. -conjunction with the Company, in accordance with risk management policies that are designed to minimise the
_ - potential adverse effects of these risks on financial performance. The policies are reviewed and approved by the Board

of KCOM Group Limited.

. Further details of the financial risk management policies can be found on page 36 of the Directors’ Report in the annual

report and financial statements of the KCOM Group Limited.
EMPLOYEES

* The Company encourages its employees to be aware of the financial and economic factors affecting the performance
"-.- "of the Compariy. A consultative committee has been established which meets regularly.

Employment policies are designed to provide equal opportunities irrespective of colour, ethnic or national origin,

** nationality, sex, religion, material or disabled status. Full consideration is given to the employment, training and career

development of disabled persons.

“"Health and safety is an integral part of good business management, and well established systems of safety management
- are in place thréuighcut thé*Comnpany. The. Company’s employment policy is in accordance with that of the Group,
funheg details of which can be found on pages 24 and 25 of the Strategic Report in the annual report and financial
statements of KCOM Group Limited.

DIRECTORS
The Directors who served during the year and up to the date of signing the financial statements are listed on page 1.

SECTION 172 STATEMENT

>~ In accordance with section 172 of the Companies Act 2006 each of our Directors acts in the way they consider, in good
*. faith, would be most likely to promote the success of the company for the benefit of its members as a whole.

In doing so Directors have regard, among other matters to:

the likely consequences of any decision in the long-term;

the interests of employees;

the need to foster business relationships with suppliers, customers and others;

the impact of operations on the community and the environment;

the desirability of the company maintaining a reputation for high standards of business conduct; and
the need to act fairly as between members of the company.

 The key stakeholders of the company align with those of the Group. Information about key stakeholder groups, their

interests and how the company engages with them and takes their views and concerns into account is detailed on the
following page.

*  'While direct stakeholder engagement often takes place at senior management or operational level rather than at

consider the impact of KCOM Group’s activities and Board decisions on these groups.

Directors also receive information refating to company strategy, financial and operational performance, nsks and
compliance with legal and regulatory requirements.

.. As aresult, the Directors are able to comply with their legal duty under section 172 of the Companies Act 2006.

'DIRECTORS’ REPORT FOR THE YEAR ENDED 31 MARCH 2021 Gk o

- Board level, during the year the Board received information about stakeholder views and interests that enabled ittg, ... .:.



KCH (HOLDINGS) LIMITED

DIRECTORS’REPORT FOR THE YEAR ENDED 31 MARCH 2021

SECTION 172 STATEMENT (CONTINUED)

Stakeholder engagement

| Stakeholders -

* | Understanding our customers' ieeds

" | .retain and attract customersand - -

| Commurity and local

Hull and East Yorkshire . -

‘| order to deliver reliable services

Stakeholders’ key interests

Ways we have engaged

Couengués

Our most important asset is our
people. Our focus is on attracting,
engaging, developing and retaining
talented individuals, providing -
opportunities for career-long - -
learning and development and
providing safe workplaces within
an inclusive culture that values
diversity.” - :

Business strategy and plans
Health, safety and wellbeing
Reward and recognition
Learning and development
opportunities

e Diversity and inclusion

¢ Senior management round table
/ briefing sessions with
colleagues
Board member safety walks

¢ Board attendance at induction
events .
Employee engagement surveys
Employee business
improvement ideas programme

Cust('u;l'ersw

and behaviours allows us to deliver
relevant products. and services,.... ...

identify opportunities for growth.

o Availability and reliability of
services

e Value for money
Protection from harms related to
the services we provide (such as
online threats)

e Net Promoter Score (NPS)
surveys

¢ Board / senior management
interaction with key business
customers

¢ Board / senior management
involvement in resolution of
customer complaints

government
KCOM has been at the heart of the

community since 1904 and we are .
committed to playing our part in
making it a better place to live, .
work and invest. . .

H

Zhe

{ e Creation of joi)s and wealth

- within the region’s economy
e Contribution to improving the
lives of local residents

e Meetings between Bo%'n'd

members / senior management
and local civic and business
leaders including local
authorities, MPs and the Humber
Local Enterprise Partnership

¢ Community investment
prograrnme focused on
connecting communities,
delivering digital skills and
boosting business success

Suppliers

We rely on the high standards of
our carefully selected suppliers in °

that meet customer needs.

o Long-term relationships
Fair payment terms
Responsible and ethical business
practices

e Board member / senior
management meetings with key
suppliers

Regulators and govemment

Our main regulatory relationship is
with Ofcom. . .

.. + C pam
¢ - ot wOnSt

NEreel s

e Protection of consumers; .
" particularly those who are
vulnerable

.[- Promotion of competition
-t - Encouraging investrment and

innovation
¢ Supporting investment in critical
digital infrastructure

¢ Meetings between Board
members / senior management
and Ofcom

s CEO discussions with DCMS
about the Government’s gigabit-
capable connectivity ambitions
and KCOM'’s support of
customers throughout the

COVID-19 pandemic



. ‘and enable them to ensure that the financial statements comply with the Companies Act 2006.

KCH (HOLDINGS) LIMITED o

DIRECTORS’ REPORT FOR THE YEAR ENDED 31 MARCH 2021

STATEMENT OF DIRECTORS’ RESPONSIBILITIES IN RESPECT OF THE FINANCIAL
STATEMENTS

The Directors are responsible for preparing the Annual Report and the financial statements in accordance with

. applicable law and regulation.

. .Company law requires the Diréctors to prepare financial statements for each financial year. Under that law the
- Directors have prepared the financial staterments in accordance with United Kingdom Generally Accepted

Accounting Practice (United Kingdom Accounting Standards, comprising FRS 101 “Reduced Disclosure
Framework”, and applicable law).

- Under company law, 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:

select suitable accounting policies and then apply them consistently;
o - state whether applicable Umited Kingdom Accounting Standards, comprising FRS 101 have been followed,
-~ $ubject to any material departures disclosed and explained in the financial statements;
" make judgements and accounting estimates that are reasonable and prudent; and
. 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 responsible for safeguarding the assets of the company and hence for taking reasonable steps for

the prevention and detection of fraud and other irregularities.

..The Directors are also 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

S e IR

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
o _ 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.

STATEMENT OF DISCLOSURE OF INFORMATION TO AUDITORS

" In the case of each Director in office at the date the Directors’ Report is approved:

"e 5o far as the'Directors are aware, there is no relevant audit information of which the Company’s auditors are
unaware; and

. o_ they have taken all the steps that they ought to have taken as Directors in order to make themselves aware of
. any relevant audit information and to establish that the Companys auditors are aware of that information.

INDEPENDENT AUDITORS

A resolution has been passed to maintain PricewaterhouseCoopers LLP as auditors until such time as the Board decides
otherwise.

Approved by the board and signed on its behalf

r_/é.(\/av \,:V\-/"—\G oo~

S Booth
Director

18 May 2022



KCH (HOLDINGS) LIMITED

INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF KCH (HOLDINGS)
LIMITED

Report on the audit of the financial statements

Opinion
In our opinion, KCH (Holdings) Limited’s financial statements:

“e  give a true and fair view of the state of the company’s affairs as at 31 March 2021 and of its loss for the year
then ended;
- o - have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice
©+ (United Kingdom ‘Accounting Standards, comprising FRS 101 “Reduced Disclosure Framework”, and
‘applicable law); and

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

" We have audited the financial statements, included within the Annual Report and Financial Statements (the “Annual
* Report”); which comprise: the balance sheet as at 31 March 2021; the income statement, the statement of
- comprehensive income,-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

- Based on the work we have performed, we have not identified any material uncertainties relating to events or
-~ conditions that, individually or collectively, may cast significant doubt on the company’s ability to continue as a going
-concern for a period of at least twelve months from when the financial statements are authorised for issue.

In auditing the financial statements, we have-concluded that the directors’ use of the going concern basis of accounting
in the preparation of the financial statements is appropriate.

-, However, because not all future events or conditions can be predicted, this conclusion is not a guarantee as to the

company's ability to continue as a going concern.

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the relevant
sections of this report.

Reporting 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.

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 reqmred by the
UK Companies Act 2006 have been included.

Based on 6ur work undertaken in the course of the audit, the Companies Act 2006 requires us also to report certain

opinions and matters as described below.



,1‘!'

KCH (HOLDINGS) LIMITED

INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF KCH (HOLDINGS)
LIMITED

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 March 2021 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, 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 materla.l
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.
Irregularities, including fraud, are mstances of non-coropliance with laws and regulatlons We design procedures in
line .with our responsibilities, outlined above, to detect material misstatements in respect of irregularities, including

‘fraud. The extent to which our procedures are capable of detecting irregularities, including fraud, is detailed below.

Based on our understanding .of the company and industry, we identified that the principal risks of non-compliance

-with laws and regulations related to taxation, and we considered the extent to which non-compliance might have a

material effect on the financial statements. We also considered those laws and regulations that have a direct impact
on the financial statements such as the Companies Act 2006. We evaluated management’s incentives and opportunities
for fraudulent manipulation of the financial statements (including the risk of override of controls), and determined

- that the principal risks were related to posting journal entries to manipulate financial performances and management

bias in determining significant accounting estimates that could influence reported performance. Audit procedures
performed by the engagement team included:

o Enquire with management to understand relevant laws and regulations applicable to the company and their
assessment of fraud related risks;

o Identifying and testing journal entries using a risk based targeting approach for unexpected account combinations
and users;

. o Testing accounting estimates that we deemed to present a risk of material misstatement including assessing the

data, methods and assumptions applied to by management in the development of each estimate; and
e Reviewing financial statement disclosures and testing to support documentation where appropriate to assess
compliance with applicable laws and regulations.

There are inherent limitations in the auditprocedures described above. We are less likely to become aware of instances
of non-compliance with laws and regulations that are not closely related to events and transactions reflected in the
financial statements, Also, the risk of not detecting a material misstatement due to fraud is higher than the risk of not
detecting one resuiting from error, as fraud may invoive deiiberate conceaiment by, for example, torgery or intentional
misrepresentations, or. through collusion.

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



KCH (H,OLDIN GS) LIMITED ' E

INDEPENDENT AUDITORS’ REPORT TO THE MEIVIBERS OF KCH (HOLDINGS)
" LIMITED *

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 réporting

Companies Act 2006 exception reporting

="+ -Under the Companies Act 2006 we are required to report to you if, in our opinion:

e - we have not obtained all the information and explanations we require for our audit; or
- -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
- -e-_certain disclosures of directors’ remuneration specified by law are not made; or
- -~ --e-the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

s VSAEST

Andrew Mclntosh (Senior Statutory Auditor)
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Leeds

19May2022 = & &
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KCH (HOLDINGS) LIMITED

INCOME STATEMENT o
For the year ended 31 March 2021

2021 2020
(Restated*)
Note £000 £000
Continuing opemnons .
Revenue 2 40,808 46,019
Other operating income 3 437 363
- _Operating expenses 3 (41,803) (49,008)
Operating loss 3 (558) (2,626)
Finance income 6 2,556 1,710
Finance costs =~ 7 (8,728) (6,099)
Loss before taxation from continuing operations (6,730) (7,015)
_ _Taxation 8 806 1,560
~ Loss for the financial year from continuing operations (5,924) (5,455)
Discontinued operations
Loss from discontinued operations 18 (3,548) -
_ Loss for the financial year 9,472) (5,455)
* The prior year income statement has been restated to reflect the impact of classifying our National ICT Business
activities as a discontinued operation (see Note 18).
The notes on pages 13 to 33 are an integral part of these financial statements.
STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 March 2021
o 2021 2020
- - (Restated*)
o o Note £°000 £'000
Loss for the financial year (9,472) (5,455)
Other comprehensive (expense)/ income
Remeasurements on retirement benefit obligation 17 (29,712) 25,854
Tax on items that will not be reclassified . 15 5,645 (4,912)
o s Total items that will not be reclassified to the income statement (24,067) 20,942
____ Total comprehensive (expense)/ income for the financial year (33,539) 15,487
. Total comprehens:ve (expense)/ income for the year arises from:
Continuing operations - (29,991) 15,487
Discontinued operations (3,548) -
Total comprehensive (expense)/mcome for the financial year (33,539) 15,487

KCH (Holdings) Limited

Company Registration No. 6072997



KCH (HOLDINGS) LIMITED

BALANCE SHEET o RTL
As at 31 March 2021 ‘ ‘
v 2021 2020
. Note £°000 £°000
Non-current assets
Investments - 10 126,422 126,422
Retirement benefit asset 17 32,514 38,764
_Deferred tax assets 15 1,865 12,092
Tt T 160,801 167,278
7" Current assets T
- S e Trade and other receivables: amounts falling due within one year 11 57,328 59,505
T .._..... ... . [Tradeand other receivables: amounts falling due after more than one year 12 15,196 16,688
" _Cash and cash equivalents ' 3 455
Temmrrm e 72,527 76,648
) o “Total assets 233,328 243,926
TTTTTI T T T Current Liabilities T
Creditors: amounts falling due w1thm one year - 13 (14,813) (110)
Loans from related partws i 14  (160,029)  (148,661)
- T - (174,842)  (148,771)
T ~ 77" Non-current liabilities
Defem:d tax hablhtles 15 (7,874) (11,004)
" T T (7,874) (11,004)
T Totalliabilities _ (182,716)  (159,775)
_- ST T T "Net assets - 50,612 84,151
Equity
Called up share capital B 16 2,000 2,000
Retained earnings 48,612 82,151
T "“Total shareholders’ funds ~ S , " 50,612 84,151

_The notes on pages 13 to 33 are an integral part of these financial statements.

May 2022. They were signed on its behalf by:
(:/(%M\,M 8 cob

S Booth
Director

KCH (Holdings) Limited

The financial statements on pages 10 to 33 were approved by the Board of Directors and authorised for issue on 18

Company Registration No. 6072997



' KCH (HOLDINGS) LIMITED

o x : SRR LA AN I ¢
- STATEMENT OF CHANGES IN EQUITY T
As at 31 March 2021
Called up Total
share Retained shareholders’
capital earnings funds
) £’000 £'000 £'000
At 1 April 2019 2,000 65,244 67,244
Loss for the financial year - (5,455) (5,455)
Other comprehensive income -~ . - 20,942 20,942
Total comprehensive income for the yea - 15,487 15,487
Employee share schemes - 1,544 1,544
___Deferred tax'charge relating to share schemes - (124) (124)
Transactions with owners - 1,420 1,420
At 31 March 2020 L 2,000 82,151 84,151
Loss for the financial year . - (9,472) (9,472)
Other comprehensive expense L - (24,067) (24,067)
Total comprehensive expense for the year - (33,539) (33,539)
At 31 March 2021 : 2,000 48,612 50,612

.-The.notes on pages 13 to 33 are an integral part of these financial statements,
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KCH (HOLDINGS) LIMITED
NOTES TO THE FINANCIAL STATEMENTS

1. ACCOUNTING POLICIES
KCH (Holdings) Limited is a private company limited by shares. KCH (Holdmgs) Limited is incorporated in

and domiciled in England in the United Kingdom. The registered office is 37 Carr Lane, Hull, HU1 3RE. The
nature of the Company’s operations is described within the strategic report on page 2.

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

Basis of accounting

These financial statements have been prepared in accordance with Financial Reporting Standard 101 ‘Reduced
Disclosure Framework’ (FRS 101). In preparing these financial statements, the Company applies the
_recognition, measurement_and disclosure requirements of International Financial Reporting Standards as
adopted by the UK (UK-adopted international accounting standards), but makes amendments where necessary
in order to comply with the: Compames Act 2006 and to take advantage of FRS 10! disclosure exemptions.

- On 31 December 2020, EU-adopted IFRS was brought into UK law and became UK-adopted international
accounting standards, ‘with future changes to IFRS being subject to endorsement by the UK Endorsement
* . Board. In preparing these financial statements in accordance with FRS 101, the Company Financial Statements
-transitioned to UK-adopted international accounting standards (as described above) on 1 January 2021. There

is no impact on recognition, measurement or disclosure in the period reported as a result of this change.

* The Company is a qualifying entity for the purposes of FRS 101. Note 19 gives details of the Company’s

Sl ‘ultimate parent and from where its consolidated financial statements prepared in accordance with IFRS may

be obtained.

- -The disclosure exemptions from the requirements of IFRS adopted by the Company in accordance with FRS
101 are as follows:

P %

ST mb) The following paragraphs of IAS 1, ‘Presentation of financial statements’:
) 10(d) (statement of cash flows);
16 (statement of compliance with all IFRS);
38A (requirement for minimum of two primary statements, including cash flow staternents);
38B-D (additional comparative information);
111 (statement of cash flows information); and
134-136 (capital management disclosures).
c) IAS 7 ‘Staterent of Cash Flows’
d) Paragraphs 30 and 31 of IAS 8 ‘Accounting Policies, Changes in Accounting Estimates and Errors’
-~~~ - ----- - -(requirement for the disclosure of information when an entity has not applied a new IFRS that has been
issued but is not yet effective)
) -Paragraph 17 of IAS 24 ‘Related Party Disclosures’ (key management compensation)
f) The requirements in IAS 24 ‘Related Party Disclosures’ to disclose related party transactions entered into
between two or more members of a group

MmO Re oR

The financial statements have been prepared under the historical cost convention and in accordance with the
Companies Act 2006.

-Critical accounting judgements and key sources of estimation uncertainty
The table below shows the judgements which have the most significant effect on amounts that are recognised
in the financial statements, and the assumptions and estimates at the end of the current reporting year that have
a significant risk of resulting-in a material adjustment to the carrying amounts of assets and liabilities within
the next financial year.

a) " IFRS 7 ‘Financial instruments: Disclosures’ o o




KCH (HOLDINGS) LIMITED

NOTES TO THE FINANCIAL SIATENIENTS

Year ended 31 March 2021

1. ACCOUNTING POLICIES (CONTINUED)
Critical accounting judgements and key sources of estimation uncertainty (continued)

. Area - - -—-+-- _Critical accounting Key sources of estimation uncertainty
judgement
Post-employment benefits _
- The Company operates two_. .-Accounting for defined benefit Several estimates contribute to the year
defined benefit schemes. All pension schemes requires end valuation including discount rates,
post-employment benefits - judgement over areas such as:  inflation and rate of increase to pensions

. - associated with these schemes
- .. have been accounted for.in - ..
accordance with IAS 19 .-~

.. ‘Employee benefits (revised)’.’

- - As detailed within the .
". accounting policies note, in
accordance with IAS 19, all
actuarial gains and losses have
been recognised immediately
_through the Statement of
comprehensive income.

‘s setting appropriate criteria

:-*  to derive assumptions

such as discount rates; and

-"8  the recognition of pension

scheme surplus under
IFRIC 14.

in payment. Changes to these estimates
could result in a material adjustment to
the carrying amounts of assets and
liabilities within the next financial year.
Sensitivity analysis is provided in Note
17.

Exceptional items

. ‘Exceptional items are . . ..
.presented whenever - .. -

- significant expenses are --
incurred or incorue received as

- aresult of events considered

The Directors are required to
- make judgements regarding

. whether transactions are

“outside the course of normal
business and whether the
presentation of exceptional

The Directors do not consider there to be
any estimates made which could have a
significant risk of resulting in a material
adjustment to the carrying amounts of
assets and liabilities within the next
financial year

— unusual nature and expected

- to be outside the normal
course of business, where the

items will assist in providing a
meaningful comparison of the
Company’s trading results with
frequency merits separate previous periods.
_presentation to assist

Within the current year the

comparisons with previous
periods. Directors have made
judgements around the
classification of certain
_ restructuring costs.
Consolidation

. .The Company.has taken advantage. of the exemption from preparing consolidated financial statements afforded
by Section 400 of the Companies Act 2006 because its immediate parent undertaking is incorporated within
the European Union and it is included and consolidated within the group the financial statements of KCOM
Group Limited. Note 19 gives details of the Company’s ultimate parent and from where its consolidated
financial staternents prepared in accordance with IFRS may be obtained.

Going concern

The Company meets its day to day working capital requirements through access to the bank facilities of the
wider group held within KCOM Holdco 3 Limited (formerly MEIF 6 Fibre Limited) and loans with related
parties.

On"29 September 2020 the indirect Parent Company, KCOM Holdco 3 Limited (formerly MEIF 6 Fibre
Limited), entered into a new external loan agreement to fund the activities of the Group. Certain statutory
entities within the consolidated KCOM Group Limited financial statements, including the Company act as
guarantors for the loan facility.
Lo St

On the 26 October 2020, the Company entered into a new Intercompany Loan Agreement with its indirect
parent company, KCOM Holdio 3 Limited (formerly MEIF § Fibre Limited), to provide a loan of up to £165.0
million on an tncommitted basis fora perlod ‘of five years from the date of the first advance to fund the activities
of the Company and its subsidiaries.

Y



KCH (HOLDINGS) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2021 '

1.

ACCOUNTING POLICIES (CONTINUED)

Going concern (continued)

KCH (Holdings) Limited has received confirmation of the continued financial support from KCOM Holdco 3
Limited (formerly MEIF 6 Fibre Limited) supported by the cash flows of the Group, for a penod of at least 12
months from the date of signing.

The current economic conditions, including Brexit, the war in Ukraine and the impact of Covid-19 continue to

--- -create ungcertainty in the. market. Group management has produced forecasts for the full Group that have been

sensitised to reflect plausible downside scenarios as a result of the Covid-19 pandemic and its impact on the
global economy, which have been reviewed by the Group Directors. These demonstrate the Group is forecast
to_generate profits and cash and that the Group has sufficient cash reserves and available facilities to enable
the Group to meet its obligations as-they fall due for a period of at least 12 months from the date of signing of
these financial statements.

After making enquiries, the directors have a reasonable expectation that the company has adequate resources

. --to continie in operational existence for the foreseeable future. The company therefore continues to adopt the

going concern basis in preparing its financial statements.

Assets held for sale and discontinued operations

---In accordance with IFRS 5 ‘Non-current assets held for sale and discontinued operations’, non-cutrent assets

. and disposal groups are classified as held for sale only if they are available for immediate sale in their present

- -condition, -and a -sale is highly probable and expected to be completed within one year from the date of

classification. Such assets are measured at the lower of carrying amount and fair value, less the costs of
disposal, and are not depreciated or amortised.

A discontinued operation is a component of the Company’s business that represents a separate major line of
“business or geographical area of operations which has been disposed of or is classified as held for sale.

N -Accordingly the net results of the National Business segment are presented within discontinued operations in
- the income statement (for which the comparatives have been restated) and the assets and liabilities of these

.operations are presented separately in the Balance Sheet. Further information is provided in Note 18.

Investments
Investments_in subsidiaries are held at cost less accumulated impairment losses. They are reviewed at each
reporting date for possible reversal of the impairment.

Impairment of non-financial assets

Assets that have an indefinite useful life are not subject to amortisation and are tested annually for 1mpa.1rment
Assets that are- subjec_t to amortisation are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable.

" Recoverable amount is the higher of fair value less selling costs and value in use. 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 which the estimates

of future cash flows have not been adjusted.

_ An impairment loss is recognised whenever the carrying amount of an asset exceeds its recoverable amount.

Impairment losses are recognised in the income statement. Impairment losses recognised in respect of cash-
generating units (CGUs) are allocated first to reduce the catrying amount of any goodwill allocated to CGUs
and then to reduce the carrying amount of other assets in the unit on a pro-rata basis.

Trade receivables
Trade receivables are amounts due from customers for goods sold or services performed in the ordinary course

' of business. They are initially recognised at the amount of consideration that is unconditional. We do not have

any material significant financing components. The Company holds trade receivables with the objective of
-collecting the contractual cash flows, and so it measures them subsequently at amortised cost using the effective
interest method. : .

At each reporting date, the Cdmpany assesses whether financial assets carried at amortised cost are credit-
. impaired. A financial asset is “credit-impaired” when one or more events that have a detrimental 1mpact onthe -
estimated future cash flows ‘of the financial asset have occurred.
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KCH (HOLDINGS) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2021

1. ACCOUNTING POLICIES (CONTINUED)

Trade receivables (contmued)
Evidence that a financial asset is credit-impaired includes the following observable data
e significant financial difficulty of the debtor;
" e itis'probable that the debtor will enter bankruptcy or other financial reorganisation; or
“»= e  abreach of contract such as default or delinquency in payments.

Loss allowances for financial assets measured at amortised cost are deducted from the gross carrying amount
of the assets.

~ The gross carrying amount of a financial asset is written off against the provision when the Company has no
reasonable. expectations of recovering a financial asset in its entirety or a portion thereof. For individual
.customers, this is done on a case by case basis. The Company expects no significant recovery from the amount
written off. However, financial assets that are written off could still be subject to enforcement activities to
comply with the Company’s procedures for recovery of amounts due. Any subsequent recoveries of amounts
. previously written off are credited against operating expenses in the income statement..

Cash and cash equivalents

" Cash and cash ‘equivalents includes cash in hand, short-term deposits and other short-term highly liquid
investments with original maturities of three months or less and bank overdrafts. Bank overdrafts are shown
within borrowings in current liabilities on the balance sheet, unless a right of offset exists.

Trade payables

Trade payables are recognised initially at fair value and measured subsequently at amortised cost using the
effective interest method.

Share capital i o]

<

Ordinary shares are classified as equity. Yt wels
Revenue recognition

" . Revenue excludes value added tax and comprises the value of services provnded Revenue is recognised in
respect of the Company’s right to consideration for each performance obligation as it is satisfied.

Finance income
- - Finance income is accrued on a time basis, by reference to the principal outstanding and at the effective interest
rate applicable.

Exceptional items
"‘Exceptional items are defined as items of income and expenditure which are material and unusual in nature
. and which are considered to be of such significance that they require separate disclosure on the face of the
income statement. Any future movements on items previously classified as exceptional will also be classified
as exceptional.

- Restructuring and transformational costs are considered on a case-by-case basis as to whether they meet the

‘exceptional .criteria. Other items are considered against the exceptional criteria based on the specific

- “circumstances. The presentation is consistent with the way financial performance is measured by management
and reported to the KCOM Group Limited Board.




KCH (HOLDINGS) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
. Year ended 31 ’March 2021

1.

ACCOUNTING POLICIES (CONTINUED)

. Taxation

The tax expense represents the sum of the tax currently payable and deferred tax. The tax payable is currently
based on taxable profit for the year. Taxable profit differs from profit before tax as reported in the income
statement because it excludes items of income or expense that are taxable or deductible in other years and/or

_ _items that are never taxable or deductible. The Company’s liability for current tax is calculated using tax rates

that have been enacted or substantively enacted by the balance sheet date.

_ Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of
- assets and liabilities in the financial statements and the corresponding tax bases used in the computation of
" taxable profit and is accounted for using the balance sheet liability method. Deferred tax liabilities are
- _ recognised generally for all taxable temporary differences and deferred tax assets are recognised to the extent

that it'is probable that taxable profits will be available against which deductible temporary differences can be

- - utilised. Such assets and liabilities are not recognised if the temporary difference arises from goodwill or from

the initial recognition (other than in a business combination) of other assets and liabilities in a transaction that
affects neither the tax profit nor the accounting profit.

_ . The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced or increased to
- .. the extent that sufficient taxable profits will be available to allow all or part of the asset to be recovered.

__ Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries
_- and asgociates, and interests in joint ventures, except where the Group is able to control the reversal of the

temporary difference and it is probable that the temporary difference will not reverse in the foreseeable future.

- Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or
_-.._the asset is realised. Deferred tax is charged or credited in the income statement, except when it relates to items
- recognised in other comprehensive income or directly to equity. In this case the deferred tax is also recognised

in other comprehensive income or directly in equity respectively.

* Prior year adjustments to current and deferred taxes are recognised if the estunated tax position differs from

the final tax position subsequently agreed with the taxation authority.

Financial instruments and hedge accounting

_ Financial assets and liabilities are recognised in the Company’s balance sheet when the Company becomes a

party to the contractual provisions of the instrument. The Company uses derivative financial instruments to
hedge its exposure to foreign exchange and interest rate risks arising from operational, financing and
investment activities. In accordance with its Treasury Policy, the Company does not hold or issue derivative
financial instruments for trading purposes.

Derivative financial instruments are initially and subsequently recognised at fair value. Any gain or loss on
remeasurement to fair value is recognised immediately in the income statement. However, where derivatives
qualify for hedge accounting, recognition of the resultant gain or loss depends on the nature of the item being
hedged.

“The fair value of the interest rate swaps is the estimated amount that the Company would receive or pay to

terminate the swap at the balance sheet date, taking into account current interest rates and the current

" - creditworthiness of the swap counterparties. The fair value of forward exchange contracts is their quoted market

price at the balance sheet date, being the present value of the quoted forward price.

Changes in the fair value of derivative financial instruments that are designated and effective as hedges of

- future cash flows are recognised directly in other comprehensive income and the ineffective portion is

recognised immediately in the income statement. If the cash flow hedge of a firm commitment or forecasted

" transaction results in the recognition of an asset or liability, then, at the time the asset or liability is recognised,

the associated gains or losses on the derivative that had previously been recognised in other comprchensive
income are included in the initial measurement of the asset or liability. For hedges that do not result in
-recognition of an asset or a liability,-amounts deferred in equity are recogmsed in the income statement in the
same period in which the hedged item affects net profit or loss.



KCH (HOLDINGS) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
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1.

ACCOUNTING POLICIES (CONTINUED)

Financial instruments and hedge accounting (continued)

Hedge accounting is discontinued when the hedging instrument expires or is sold, terminated or exercised or
no longer qualifies for hedge accounting. At that time, any cumulative gain or loss on the hedging instrument
recognised in equity is retained in equity until the forecasted transaction occurs. If a hedged transaction is no
longer expected to occur, the net cumulative gain or loss recognised in equity is transferred to the income
statement in the period.

Foreign currency translation

:.These financial statements are presented in Pounds Sterling which is the currency of the primary economic

. environment in which the Company operates. Transactions in foreign currencies are recorded at the rate ruling

at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated
at the rate of exchange ruling at the balance sheet date.

Pensions
Defined contribution .
Obligations for contributions to the defined contribution (money purchase) scheme are charged to the income

" _statement in the period they fall due. Prepaid contributions are recognised as an asset to the extent that a cash

refund or a reduction in the future payments is available.

Defined benefit
For defined benefit retirement schemes, the cost of providing benefits is determined using a building block
approach, with IAS 19 actuarial valuations being carried out at each balance sheet date. Remeasurements are

" . recognised in full in the period in which they occur and are recognised in equity and presented in the Statement

of comprehensive income.

The current and past service costs of the scheme (the increase in the present value of employees’ future benefits

.. attributable to the current or prior periods) are charged to the income statement in the period. The cost or benefit

. of committed settlements and curtailments is recognised immediately in the income statement. The interest
" . cost of the scheme is recognised in the income statement in the period to which it relates.

The retirement benefit obligation recognised on the balance sheet represents the present value of the defined
benefit obligation as reduced by the fair value of scheme assets. Should an IAS 19 actuarial valuation result in
a net asset position then the amount recognised will be limited to the recoverable amount. The recoverable

.- .amount shall be determined with reference to the agreements made between the Company and the Trustees

within the pension scheme rules.

Share-based payments

- The Company has applied the requiréments of IFRS 2 Share-based payments. The parent undertaking, KCOM

Group Limited, issued equity-settled share-based payments to certain employees. Other equity-settled share-
based payments arose where payment for goods and services were settled in shares or other equity instruments.

. . Equity-settled employee schemes, including employee share options, discretionary long-term incentive
- schemes and save as you edrn schemes, provided employees the option to acquire shares of KCOM Group

Limited. Employee share options.and long-term incentive schemes were generally subject to performance or
service conditions.

. The fair value of equity-settled share-based payments relating to KCH (Holdings) Limited employees was

measured ‘at the date of grant and charged to the profit and loss account over the period during which
performance or service conditions. were required to be met, or immediately where no performance or service
criteria existed. The fair value of equity-settled share-based payments granted was measured using either the
Black-Scholes or Monte Carlo model, depending on the terms under which the options were, granted. The
amount recognised as an expense was adjusted to reflect the actual number of employee share options that vest,

" except where forfeiture is only due to market-based performance criteria not being met.

At the end of each reporting period, the Company revised its estimates of the number of options that are

. expected to vest based on the non-market vesting conditions, It recognised the impact of the revision to original

estimates, if any, in the income statement, with a corresponding adjustment to equity.
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_— : 1. ACCOUNTING POLICIES (CONTINUED)

BTN 5;,‘1; 4

Share-based payments (continued)

The parent undertaking, KCOM Group Limited, also operated a Share Incentive Plan (SIP) under which
_ employees had the option to purchase shares in KCOM Group Limited each month and offered employees free -
- matching and parh:ershlp shares on.a shdmg scale of between 1:3 to 2: 1 The free shares relatmg to ernployees

.;~,-.~_~~A ‘. ‘  or immediately when no service condition exists.

Dividends
- Dividends to the Company’s shareholders are recognised as a liability in the financial statements in the period
in which the dividends are approved by the Company’s shareholders.

~ Dividend income is recognised when the right to receive payment is established.

2. REVENUE

o *. . . . _ Revenueis generated wholly within the UK. All revenue is generated by one class of business, being principally
sommsees T - L the, prowsnon ‘of services to other group companies. Revenue is related to the provision of payroll related
services.

3. OPERATING LOSS
Operating loss is stated after charging/(crediting):

Restated
2021 2020
Note £'000 £°000
e T ‘Wagos and salarigs . 34,010 37,462
Social secunty costs™ . i 3,032 3,724
Other pensmn costs e Eom 2,902 3,136
Share based payments- o 9 - 336
Restructuring costs relating to employees 4 1,610 2,355
Auditors' remuneration for the audit of the financial statements 56 54
Settlement of share schemes - - 4 - 1,948
Other external charges/(credits) 193 (5)
Bad debtrelease - . - 2
o - Total operating expenses . 41,803 49,008
e " Distribution received from another group company (437 (363)
" Total other operating income - 437 (363)
- T T Totd = 41,366 48,645
_ Restated
2021 2020
£°000 £°000
) Operating loss from continuing operations analysed as:
EBITDA before exceptional 1tems : 1,052 1,677
Exceptional charges (1,610) (4,303)
- Operating loss from continuing operations (558) (2,626)

2]
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KCH (HOLDINGS) LIMITED

NOTES TO THE FINANCIAL STATEMENTS oAl
Year ended 31 March 2021 AR
4. EXCEPTIONALITEMS
- 2021 Restated
2020
S Note £000 £°000
Restructuring costs ~ . N 1,610 2,355
_ Settlement of share schemes (LTIP & MyShare) 9 - 1,948
__Total 1,610 4,303

- The Directors continue to recognise the need to differentiate costs incurred outside the normal course of

business from the underlying trading performance.

" ..In the year ended 31 -March 2021, exceptional restructuring costs of £1.6 million were incurred (2020:A £24

5.

million). Management scrutinises all restructuring costs on a line by line basis to determine whether they meet
the exceptional criteria. During the year, these were incurred in the following main areas:

. Organisation désign changes of £1.5 million (2020: £1.4 million) across all areas of the business

following the application of cost saving measures introduced by the ‘Fit for growth project’ in the prior
.. year. These costs predominantly relate to redundancy and associated exit costs for employees to reduce
_" the size and complexity of our workforce and better align to our new operating model.

e £0.2 million (2020: £1.0 million) of costs have been incurred for termination costs associated with the

exit of Executive Directors. These are treated as exceptional in line with our Group accounting policy.

In the prior year £1.9 million of share scheme costs for the LTIP and Employee SIP scheme (*MyShare”) were
incurred linked to the acquisition.

These are both considered to be significant expenses outside of the normal course business.

EMPLOYEES AND DIRECTORS o e
- 'The-average monthly number of employees (including Executive Directbrs) wass v . 'f';'
o o 2021 2020
- ) : Number of employees
Continued operations R 793 1,082
Discontinued operations 509 372
Total 1,302 1,454

" During the year, Mr D Raneberg was a Director of KCOM Group Limited, and fellow subsidiary companies.
* Mr A Tong and Mr M Pearson were also Directors of fellow subsidiary companies. It is not practicable to

ascertain the proportion of emoluments that specifically relate to the Company. Aggregate emoluments paid to

" the Directors for their services as directors of KCOM Group Limited and fellow subsidiary companies is as

follows:
2021 2020
£°000 £000
Remuneration ' 652 706
Aggregate amounts receivable under long term incentive plans - 1,661
Company contributions paid to money purchase pensions schemes 113 99
___Compensation for loss of office - 950
Total . 765 3,416

Retirement benefits were received either as cash or as contributions to the Defined Contribution pension

. scheme. None of the Directors have any prospective entitlement to defined benefits or cash balance benefits in

respect of qualifying services.
The highest paid Director’s emoluments were as follows: R . ’
. - I A 2021 © 2020
. ' coowe , £°000 £'000
. Total remuneration (including amounts receivable under long term 516 2,133

incentive plans)
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Year ended 31 March 2021 -
6. FINANCE INCOME
i 2021 2020
£°000 £000
Other finance income ‘ 1,487 1,518
Net interest on retirement benefit obligation (Note 17) 1,069 192
) - 2,556 1,710
7. FINANCE COSTS
2021 2020
£'000 £°000
I On bank loans, overdrafts and other loans 77 1,874
Amortisation of loan arrangement fees 182 238
Interest on loans from related parties 8,469 3,372
Total finance costs (excluding exceptional charge) 8,728 5,484
Exceptional finance charge - 615
Total finance costs o T 8,728 6,099
8. TAXATION
The tax charge/(credit) for the year comprises:
2021 2020
o £°000 £°000
UK corporation tax:
— current tax on loss for the year - (1,661)
~ adjustment in respect of prior years - -
Total current tax - (1,661)
UK deferred tax:
Origination and reversal of tempomry differences in respect of:
—loss for the year - 44) (1,234)
— rate difference - (444)
— adjustment in respect of prior years - -
— deferred tax relating to retirement benefit obligation (Note 17) 2,786 1,779
o " Total deferred tax 2,742 101
Total taxation charge((ci"edit) for the year 2,742 ~(1,560)
Income tax charge/(credit) attributable to:
Loss from continuing operations (806) (1,560)
Loss from discontinued operations . 3,548 -
T “Total taxation éharge/(ci‘édit) for the year 2,742 (1,560)
Factors affecting tax charge/(credit) for the year:
2021 2020
N A £000 £000
Loss before taxation » (6,730) (7,015)
Loss before taxation at the standard rate of corporation tax in the UK of 1,279) (1,333)
19% (2020: 19%)
Effects of:
— income not subject to tax (366) (671)
— Effects of group relief 4,387 -
— change in rate reflected in the deferred tax asset - 444
Total taxation charge/(credit) for the year ... .. . 2,742 . . (1,560)
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o

TAXATION (CONTINUED)

Factors affecting the current and future tax charges
Changes to the UK corporation tax rates were substantively enacted as part of Finance Bill 2015 (on 26 October
2015) and Finance Bill 2016 (on 7 September 2016). These include reductions to the main rate to reduce the

- rate to 19% from 1 April 2017 and to 17% from 1 April 2020. A further change to the main UK corporation

tax rate was announced in the Budget on 11 March 2020, this was substantively enacted for IFRS purposes on
17 March 2020. The rate applicable from 1 April 2020 now remains at 19%, rather than the previously enacted

. reduction to 17%. Deferred taxes at the balance sheet date have been measured using the enacted tax rate of

19%.

. In the Spring Budget 2021, the Government announced that from 1 April 2023 the corporation tax rate will

incredse to 25%. At the balance sheet date, the proposal to increase the rate to 25% had not been substantively
epacted. Substantive enactment occurred on 24 May 2021; therefore, its effects are not included in these
financial statements. However, it is likely that the overall effect of the change, had it been substantively enacted
by the balance sheet date, would be to reduce the tax credit for the period by £1,898,000 and to increase the
deferred tax liability by £1,898,000.

SHARE-BASED PAYMENTS
The Company did not participate in any share-based payment schemes during the year ended 31 March 2021.
In the year ended 31 March 2020 the company participated in two schemes - the Long-Term Incentive Plan

(LTIP) and the Share Incentive Plan (SIP) which was operated by the Company’s parent undertaking, KCOM

Group Limited.

.. On 30 July 2019, KCOM Holdco 3 Limited (formerly MEIF 6 Fibre Limited) acquired 100% of the ordinary

share capital of KCOM Group Limited via a Scheme of Arrangement. It became effective on 1 August 2019

" . "and KCOM Group Limited was de-listed from the premium list of the London Stock Exchange on 2 August
- . 2019. As part of the acquisition, KCOM Holdco 3 Limited (formerly MEIF 6 Fibre Limited) acquired all shares
.- that were in issue, leading to the cessation of both the SIP and LTIP schemes and acceleration of the costs upon

vesting.

- The Company recognised a total charge of £Nil (2020: £2,284,000) in the year relating to equity-settled share-

based payment transactions. The total amount recognised in reserves was £Nil (2020: £1,693,000).

Share Incentive Plan (SIP)

.The SIP was open to all employees. Under the SIP scheme, employees entered into an agreement to pufchase

shares in the Company each month. For each share purchased by an employee the Company awarded matching

- shares on a sliding scale of between 1:3 to 2:1. The matching shares were held in trust and passed to the

employee after five years’ service. During this vesting period both shares purchased by the employees and

.matching shares were entitled to receive dividends which are used to buy additional shares.

Matching shares were allocated each month at market value with this fair value charge being recognised in the
income statement over the vesting period. The cost recognised in the income statement relating to matching
shares during the year ended 31 March 2020 was £1,033,000. The charge up to the date of acquisition of
£203,000 is recognised in year ended 31 March 2020 operating expenses. The acceleration of £830,000, arising

- .as a consequence of the acquisition, is included in year ended 31 March 2020 exceptional charges. Under the
.scheme rules, a change in control event allows for the shares in issue to vest in full, with no penalty for not

reaching the 5 years of service normally required to retain the matching shares. The total amount recognised
in reserves in the year ended 31 March 2020 was £1,033,000.

The number of matching shares granted by the Company during the year ended 31 March 2020 was 127,221.
The cash transferred by the Company in order to purchase these shares was £150,000.

-
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KCH (HOLDINGS) LIMITED
_ NOTES TO THE FINANCIAL STATEMENTS
- “Year ended 31 March 2021

9. SHARE-BASED PAYMENTS (CONTINUED)

Long-Term Incentive Plan (LTIP)
The LTIP was an equity-settled share-based payment scheme open to the Executive Directors and selected
. .senior employees at the discretion of the Remuneration Committee. The awards were granted at £Nil cost and
- vested dependent on TSR performance over a three-year performance period relative to the TSR performance
of each company within a comparator group. For Executive Directors only, the awards granted in the year
ended 31 March 2019 were also subject to a two-year holding period after the vesting date. No options were
granted during the prior year as a result of the acquisition of KCOM Group Limited by KCOM Holdco 3
__+Limited (formerly MEIF 6 Fibre Lm;xted) During the year ended 31 March 2020 certain options lapsed due to
. employees leaving the business prior to the acquisition and the scheme with the grant date of 8 July 2016 also
: lapsed due to the vesting conditions not being met. All remaining options outstanding at the begmnmg of the

prior year vested upon acquisition.
Weighted

average

exercise

price

- . Number (pence)

©7 7777 Outstanding at 1 April 2019 A 4,787,062 Nil
Lapsed during the year = . e (1,168,442) Nil

Vested during the year (3,618,620) Nil

" Outstanding at the end of 31 March 2020 i — Nil

-. - The expense recognised in the year ended 31 March 2020 in relation to the LTIP scheme was £1,251,000. The

. - charge up to the date of acquisition of £133,000 was recognised in operating expenses. The acceleration of

- £1,118,000, arising as a consequence of the acquisition, is included in the year ended 31 March 2020

-----= .7 exceptional charges. The total amount recognised in reserves was £660,000. .

10. INVESTMENTS

Totil
£000
T " Cost_

"7 T At1 April 2019, 31 March 2020 and 31 March 2021 270,872

Historical impairments
o y At1 April 2019, 31 March 2020 ) and 31 March 2021 144,450

Net book value

At 31 March 2021 » S 126,422
At 31 March 2020 : 126,422
At3]1 March2019 ™ 126,422

ag it ’4&53

ot T
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10. INVESTMENTS (CONTINUED)

P22

Details of the principal subsidiary undertakings of the Company are as follows:

Place of Proportion
Name of company registration _ Holding held (%) Nature of business
Network Holdco 3 BV R o Holland' Ordinary 100% Dorment (liquidated in March
. shares 2022)
Smart421 Technology Group Limited England and Ordinary 100% Dorment holding company
Wales? shares
Kingston Network Holdings Limited England and Ordinary 100% Dormant holding company
Wales? shares
Kingston Service Holdings Limited England and Ordinary 100% Dormant holding company
. Wales? shares
Co . KCOM Intemational Limited . . Epgland and Ordinary 100% Dormant
- Wales? shares
KCOM (General Partner) Limited Scotland® Ordinary 100% Intermediate holding
Lo ghares company
. KCOM Central Asset Reserve Limited Partnership Scotland® Ordinary 100% Partnership
- : shares
‘ - KCOM Contact Centres Limited ~ England and Ordinary 100% Provision of call centre
- : Wales? shares facilities
Kingston Communications (Data) Trustees Limited Englandand  Ordinary 100% Dormant
Wales? shares
. Kingston Communications (Hull) Trustees Limited England and Ordinary 100% Dormant
Wales? ghares
Affiniti Integrated Solutions Limited* England and Ordinary 100% Dormant
Wales? shares
Kingston Information Services Limited* - England and Ordinary 100% Dormant
©t Wales? o shares
KCOM Holdings Limited *  Epglandend  Ordinary -  100% * Design and delivery of
: - Wales® shares ~ communication and
- integration services
Eclipse Networking Limited England and Ordinary 100% Dormant
Wales? shares
Eclipse Internet Limited® England and Ordinary 100% Dormant
Wales? shares
E < «. . Kingston Communications (Hull) Limited* England and Ordinary 100% Dormant .
o Wales? shares
Omnetica Investment Limited* . . England and Ordinary 100% Dormant Holding Company
Wales? shares
Omnetica Inc* USA* Ordinary 100% Dormant
shares
Smart421 Limited* England and Ordinary 100% Dormant
Wales? shares
Smartd421 Solutions Inc* : USA® Ordinary 100% Dormant
shares
.- - SmartIntegrator Technology Limted . .. .~ England and Ordinary . 50% Software development
Wales? shares
*Indicates indirect sharcholding
1. Prins Bembardplein 200, 1097 JB Amsterdam, The 4, 200 Knickerbocker Avenue, Bohemia, New York, 11716,
Netherlands USA.
2. 37 Carr Lane, Hull, HU1 3RE .. _. 5. 9 East Loockerman Street, Dover, Delaware, 19901, USA.

3. 50 Lothian Road, Festival Square Edmburgh EH3'9WI °
B The Directors believe th values. 6f the invesimenis afe supporied by ihe higher of value in use and fair value
: less costs to sell. Bothi of these valuation re odologles have been considered in the year when assessing the

Bt carrying value of mvestments for potential’ lmpaxrment
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1.

TRADE AND OTHER RECEIVABLES: AMOUNTS FALLING DUE WITHIN ONE YEAR

C12.

R &2

2021 2020

£°000 £'000
Amounts owed by group undertakmgs 54,290 54,749
Prepayments ) . 2,979 2,918
Other receivables o 59 177
Group rehef debtor - 1,661
Total T T 57,328 59,505

S ———————

- Amounts owed by group undertakings within one year are unsecured, have no fixed date of repayment, bear

no interest and are repayable on demand.

TRADE AND OTHER RECEIVABLES: AMOUNTS FALLING DUE AFTER MORE THAN ONE

YEAR
_— o 2021 2020
- £°000 £°000
T Amounts owed by group undertakmgs ' 450 450
Prepayments - 14,746 16,238
" Total =~ - - 15,196 16,688

_ Amounts owed by group undertakings are unsecured and bear no interest. There are no formal arrangements

confirmed as not due for repayment within one year.

CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR

. for the repayment of amounts owed by group undertakings greater than one year. However, they have been

2021 2020

: - ) £°000 £°000

Trade payables = 4 107
Amounts owed to group undenakmgs 14,804 3
Other payables 5 -
“Total oo 14,813 110

Amounts owed to group undertakings within one year are unsecured, have no fixed date of repayment, bear no

interest and are repayable on demand.
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14. LOANS FROM RELATED PARTIES
This section sets out an analysis of loans from related parties and the movements for each of the financial years
presented.
2021 2020
£°000 £°000
Loans from related parties
Beginning of year 148,661 -
Loans advanced - 24475 145,289
Interest charged ‘- 8,469 3,372
Loan repayment . - (17,114) -
Interest paid ' o (4,462) —
End of year . ] 160,029 148,661
On 31 October 2019 the company entered into an Intercompany Loan Agreement with the indirect parent
company, KCOM Holdco 3 Limited (formerly MEIF 6 Fibre Limited) to facilitate the settlement of the Groups
~ external revolving credit facility. The loan was for £145.3 million repayable within 360 days along with any
. accrued interest accrued at a rate of 5.5%. Therefore, as at the 31 March 2020 there was the loan of £145.3
million along with £3.4 million of accrued interest payable within one year.
-On 29 September 2020 the indirect parent company, KCOM Holdco 3 Limited (formerly MEIF 6 Fibre
" Limited), entered into a new external loan agreement to fund the activities of the Group. As a consequence, on
26 October 2020, the company entered into a new Intercompany Loan Agreement with the indirect parent
company, KCOM Holdco 3 Limited (formerly MEIF 6 Fibre Limited) to receive a loan of up to £165.0 million
" on an uncommitted basis for a period of five years from the date of the first advance attracting interest at a
fixed rate of 5.5%.
. 15. DEFERRED TAX ' R
: Deferred tax assets/(liabilities) are attributable to the following: ' o
) - Asset Asset Liability Liability -~ Net Net
2021 2020 2021 2020 2021 2020
. e .. %000 £000 £000 £'000 £°000 £'000
- Losses - ' - 1,865 2,092 - - 1,865 2,092
Retirement benefit obligation - - - (4506)  (7,365)  (4,506)  (7,365)
__Assetbacked partnership . .. - - (3,368) (3,639) (3,368) (3,639)
Total ' 1,865 2,092 (7,874)  (11,004) (6,009) (8,912)
Movements in net deferred tax assets/(liabilities) are as follows:
Co Retirement Asset- Other
benefit backed timing
Losses  obligation  partnerships  differences Total
o e . £°000 £000 £000 £'000 £°000
At 1 April 2019 - (603) (3,485) 313 (3,775)
(Credited)/ charged to the income statement 2,092 (1,850) (154) (189) (101)
(note 8)
Charged to reserves ) - (4,912) - (124)  (5,036)
At 31 March 2020 - - 2,092 (7,365) (3,639) - (8912)
Charged/(credited) to the income statement 227 (2,786) 271 - (2,742
(note 8)
_Credited to reserves - 5,645 - - 5,645
At 31 March 2021 _ 1,865 (4,506) (3,368) - (6,009)

Deferred tax assets have been recognised where there is sufficient available evidence that suitable taxable
profits will arise sgainst which thése assets are expected to reverse. There are no unrecognised deferred tax .
assets in either year. . :

RN B
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16. CALLED UP SHARE CAPITAL
] . . . . o 2021 2020
Allotted and fully paid £°000 £°000
2,000,000 (2020: 2,000,000) ordinary shares of £1 each 2,000 2,000

17. RETIREMENT BENEFIT ASSET AND OBLIGATION

Defined benefit schemes
The Company operates two defined benefit schemes, the Kingston Communications Pension Scheme (‘Main

- scheme’) and the Kingston Communications (Data) Pension Scheme (‘Data scheme’). Both schemes are closed

to both new members and future benefit accrual.

The defined benefit schemes are operated in the UK under the same regulatory frameworks. Both schemes are
_ final salary pension schemes which provide benefits to members in the form of a guaranteed level of pension
_ payable for life at retirement. The level of benefits provided depends on the members’ length of service and
their final pensionable salary at the date they left the scheme.

. -In both cases, the schemes are funded and the assets of the schemes are held separately from the assets of the

Company in Trustee administered funds.

All of the benefit payments are made from these Trustee administered funds. Scheme assets held in trusts are
. governed by local regulations and practice, as is the nature of the relationship between the Company and the
- Trustees (or equivalent) and their composition. The schemes are also offered additional security and funded,
- in part, via asset-backed partnerships. Details on this can be found below.

7 :.Responsibility for governance of the schemes —lies jointly with the Company and the Trustees. The Trustees

must be composed of representatives of the Company and scheme participants in accordance with each
scheme’s individual Rules.

- -

Fundmg o

-'The pension schemes are subject to a full actuarial valuation every three years usmg assumptlons agreed

. between the Trustees and the Group. The purpose of this valuation is to design funding plans to ensure that the
- pension schemes-have sufficient funds available to meet future benefit payments. The most recent valuations

- were carried out by independent professionally qualified actuaries as at 1 April 2019 and resulted in a funding

" * deficit at this date of £4.2 million (1 April 2016: £25.4 million deficit) for the main scheme and a deficit of

£4.0 million (1 April 2016: £9.4 million deficit) for the data scheme.

"..- 'When determining the recovery plan as a result of these funding valuations, a partial allowance was made in

respect of the deterioration in the funding position due to market movements between the valuation date and

: 30 April 2020. This resulted in a partial allowance of £7.6 million for the main scheme and £2.6 million for
" the data scheme. As a result of the funding valuations, the Group and the Trustees agreed to put in place plans
" to eliminate the deficits over 2.5 years (main scheme) and 2.75 years (data scheme).

Contributions agreed as part of these plans were as follows:

_.* . Main scheme deficit repair payments from 1 April 2019 to 30 September 2021 of £4.7 million per

_. _annum to be paid in equal monthly instalments, increasing in line with CPI inflation from 1 April 2021.

e Data scheme deficit repair payments from 1 April 2019 to 31 December 2021 of £2.4 million per annum

" to be paid in equal monthly instalments, increasing in line with CPI inflation from 1 April 2021.

Subsequent to the agreement of these funding valuations, on 25 November 2020, the Group reached agreement
_ with the Trustees to fully fund both schemes immediately on a low dependency valuation basis. Consequently
_.6n 21 December 2020, the Group paid in full the entire outstanding contributions due to both schemes totalling
...£15.6 million"(£11.2 million for the main scheme and £4.4 million data scheme) in final settlement of these

recovery plans.

- The deficit repair payments.are in addition to contributions made to the schemes v:a the Asset-backed
partnersh]p (see below). )
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17.

'RETIREMENT BENEFIT ASSET AND OBLIGATION (CONTINUED)

Taking into account deficit repair payments and contributions via the asset-backed partnership the expected
total contributions for the year ended 31 March 2022 are £2.6 million (main scheme) and £0.4 million (data
scheme) (2021: £7.4 million (main scheme) and £2.8 million (data scheme)).

Asset-backed partnership
On 31 March 2013, the Group reached an agreement with the Trustees to provide the Group with an efficient
mechanism of funding the schemes’ deficit positions.

" The Group established a general partner, KCOM (General Partner) Limited, and a partnership, KCOM Central

Asset Reserve Limited Partnership (‘the Partnership’), which are both consolidated within these financial
statements. The Group takes advantage of the exception conferred by Regulation 7 of the Partnership
(Accounts) Regulations 2008 and has therefore not appended the accounts of the Partnership to these accounts.

" Separate accounts for the Partnership are not required to be filed at Companies House. The Group provided
- sufficient capital to.the Partnership to enable it to procure freehold property assets, with a market value of

£12.6 million from fellow Group subsidiaries. These properties were immediately leased back and continue to

"~ be operated by the Company and not by the Partnership. The Company retains control over these properties

including the flexibility of substituting the freehold property assets with other assets. As partners in the

.. Partnership, the pension schemes’are entitled to an annual income distribution of £1.1 million, rising in line

with the Consumer Price Index (CPI) over a potential period of 15 years.

= -:On 24 March 2014, the Company reached an agreement with the Trustees to provide further funding of the

schemes’ current deficit position through the Partnership.

‘As part of this'agreement, a loan note of £20.0 million was secured over the Hull and East Yorkshire network
. asset. The security does not offer the Trustees any “normal” rights of enforcement over the assets. Instead it

provides first priority payment of any value that would be realised from the Hull and East Yorkshire network
on an insolvency event.

e e e o S
2y Vonnioan

* As panners in the Partnership, the pension schernes are entitled an annual income distribution of £1.6 million,
.. rising in line with the Consumer Price Index (CPI) (capped at 5%) over a potential period of 15 years.

Under 1AS 19, the investment held by the pension schemes in the Partnership does not represent a plan asset

" for the purpose of the Group’s consolidated accounts. The distribution of the Partnership’s profits to the pension
- schemes is reflected as pension contributions in these Company accounts on a cash basis.

Risk

- The cost of the schemes to the Company depend upon a number of assumptions about future events. Future
. contributions may be higher (or lower) than those currently agreed if the assumptions are not borne out in

practice or if different assumptions are agreed in the future.
Specific risks include:

Changes in future expectations of price inflation: The scheme’s benefit obligations are linked to inflation and
higher inflation will lead to higher liabilities. Hence, an increase in inflation will increase the deficit. This is

- offset in part by the Trustee's liability matching investment strategy as detailed below.

Changes in the discount rate used to value pension liabilities: A lower discount rate will lead to a higher present

".. " value being placed on future pension payments. Hence, a reduction in discount rate will increase the deficit.

This is offset in part by the Trustee’s liability matching scheme detailed below.

Unanticipated increase in life expectancy leading to an increase in the scheme’s liabilities: An increase in life
expectancy would mean pensions are expected to be paid for a longer period, so increasing the liability and the
scheme’s deficit. This'is offset in part by the scheme applying a Life Expectancy Adjustment Factor, whereby
future pgnsion,il_ .c_:omiié“;g ixit"d‘ paymient are adjusted to allow for increases in life expectancy.
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ended 31 March 2021
RETIREMENT BENEFIT ASSET AND OBLIGATION (CONTINUED)

Balance sheet amounts
The amounts recognised in the balance sheet (the “accounting valuation”) and the movements in the net defined

obligation over the year are calculated in accordance with IAS 19 and detailed below.

Differences between the funding valuation and the accounting valuation are mainly due to the use of different

valuation assumptions and changes in market conditions between the two valuation dates of 31 March 2016
and 31 March 2019.

For funding valuation purposes the liabilities are determined based on assumptions used by the Trustees
following consultation with the Company and scheme actuaries. In the financial statements the liabilities are
determined in accordance with IAS 19.

As a result of the difference in the valuation methods used and also possible differences in the dates of the
respective valuations, it is possible, and not unusual, for there to be large differences in the two valuations to

_the extent that the accounting measure could result in a surplus whilst the actuarial valuation could result in a

deficit requiring additional contributions to be made.

The IAS 19 position, even if in surplus, has no bearing on cash requirements to the schemes and the Company
remains legally obliged to pay contributions to the schemes.

‘Surplus positions of £27.3 million on the Main scheme and £5.2 million on the data scheme have been

recognised. This is recognised on the basis that, in line with the scheme rules, any excess funds are recoverable
upon winding up of the scheme. This is consistent for both the schemes and supports the application that there

- are no additional liabilities from minimum funding requirements under IFRIC 14,

Main scheme Data scheme Combined schemes

o ~ Present Fair value Present Fair value Present Fair value

. valueof  ofplan valueof ofplan valueof  of plan
L . * ubligation assets Total obligation assets Total obligation assets Total
Consolidated “£°000 £000 £000 £000 £'000 £000 £'000 £000 £000
" TAtL April 2019 221969 (227893) (5924) 40,761 (38403) 2378 262,750 (266296) (3546)
"~ Administrative expenses —_ 543 543 — 258 258 — 801 801
Interest expense/(income) 5,100 (5319) (219 942 (915) 27 6,042 (6234)  (192)

Total amount recognised in

profit or loss 5,100 (4,776) 324 942 (657) 285 6,042  (5,433) 609
Remeasurements ) ’ ’

Retumn on plan assets,

excluding amounts included in

interest : T — (535) (535) —  (2,250) (2,250) —  (2,785) (2,785)
Gains from change in

financial assumptions (11,982) --- — (11,982) (414) . — (414) (12,396) - (12,396)
Experience gains arising on

liabilities ’ ] (12,197) — (12,197) (1,525) —  (1,525) (13,722) - (13,722)
Losses arising from changes in ’

demographic assumptions 1,815 — 1,815 1,234 —_ 1,234 3,049 —_ 3,049

"Total amount recognised in
other comprehensive income  (22,364) (535) (22,899) (705) (2,250)  (2,955) (23,069) (2,785) (25,854)

Employer contributions:

Contributions via

asset-backed partnership —  (2,518) (2,518) —_ (345) (345) —  (2,863) (2,863)
Deficit repair payments .= (4740) (4,740) —  (2,370) (2,370) —  (7,110) (7,110)
Benefit payments . (9,871) 9,871 —  (1,354) 1,354 — (11,225) 11,225 ° —

At 31 March 2020 194,834 (230,591) (35,75 39,664 (42,671 3,00 234,498 (273,262) (38,764
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17. RETIREMENT BENEFIT ASSET AND OBLIGATION (CONTINUED)

Main scheme Data scheme Combined schemes
Present Fair value Present Fair value Present Fair value
valueof  of plan value of  of plan valueof of plan
: I obligation assets Total obligation assets Total obligation assets Total
Consolidated £000 £000 £'000 £'000 £'000 £'000 £'000 £000 £'000
At 1 April 2020 194,834 (230,591) (35,757) 39,664 (42,671) (3,007) 234,498 (273,262) (38,764)
Administrative expenses — 734 734 — 203 203 — 937 937
Interest expense/(income) 4,274  (5,220) (946) 869 (992) (123) 5,143  (6,212) (1,069)
Total amount recognised i in
__ profit or loss 4,274 (4,486) (212) . 869 (789) 80 5143  (5.275) (132)
Remeasurements :
(Return)/loss on plan assets,
excluding amounts included in
interest’ , —  (5541) (5,541) — 1,59 1,596 —  (3,945) (3,945)
Losses from change in
financial assumptions 31,182 - o— 31,182 3,143 —_ 3,143 34,325 _ 34,325
Losses/(gains) arising from
changes in demographic
assumptions 1 — 1 (669) — (669) (668) — (668)
Total amount recognised in
other comprehensive income 31,183 (5,541) 25,642 2474 1,596 4,070 33,657 (3,945 29,712
Employer contributions:
Contributions via " —  (2,56T) (2,567) — (351) (351) —  (2918) (2,918)
asset-backed partnership
Deficit repair payments — (14417) (14,417) —  (5,995) (5,995) — (20,412) (20,412)
'Benefit payments (10,125) 10,125 —  (1,646) 1,646 — (1,771) 11,771 —_
At 31 March 2021 220,166 (247477) (27,311) 41,361 (46,564) (5,203) 261,527 (294,041 (32,514)

Significant estimates: IAS 19 assumptions and sensitivity
The significant IAS 19 assumptions were as follows:

T

~w ¥ fEE A~y
2021 "~ 2020.

- Main Data Main Data

scheme scheme scheme scheme

RPI inflation” 330% 3.30% 2.60% 2.60%
CPI inflation 265% 2.65% 1.70% 1.70%
Rate of increase to’ pensxons in payment 248% 3.83% 1.65% 3.71%
Discount rate for scheme liabilities 195% 1.95% 2.25% 2.25%

“Assumptions regarding future mortality are set based on actuarial advice in accordance with published

statistics.

The assurnptions translate into an average life expectancy in years for a pensioner retiring at age 65 as follows:

. . 2021 2020
Main Data Main Data

. L scheme scheme scheme scheme

Retiring at the end of the reporting year

- Male 22 23 22 23

- Female .23 25 23 25

Retiring 20 years after the end of the reportmg year:

- Male . : 23 24 23 24

- Female - 25 26 25 26
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17. RETIREMENT BENEFIT ASSET AND OBLIGATION (CONTINUED)

The sensitivity of the defined benefit obligation to changes in the significant weighted principal assumptions
is:

R

Increase in assumption Decrease in assumption

2021 2020 2021 2020
Main Data Main Data Main Data Main Data
e ) . scheme scheme scheme scheme scheme scheme scheme scheme
. £000 £°000 £'000 £000 £°000 £000 £000 £000

Sensitivity to 0.1% change to:

. ... Discount rate . : (1.6%) @1.6%) (15%) (1.5%) 1.6% 1.6% 1.5% 1.8%

- T RPI Inflation ' B 14% 04% 1.4% 08% (1.5%) (04%) (1.5%) (0.5%)
Sensitivity to 1 year change in

life expectancy ' 3.9% 4.2% 3.4% 3.8% (3.9%) (4.2%) (3.4%) (3.8%)

The above sensitivity analyses are based on a change in a single assumption while holding all other assumptions
constant. In practice, this is unlikely to occur, and the changes in some of the assumptions may be correlated.

- 'When calculating the sensitivity of the defined benefit obligation to significant actuarial assumptions the same -
method (present value of the defined benefit obligation calculated with the projected unit credit method at the
end of the reporting year) has been applied as when calculating the defined benefit liability recognised on the
balance sheet.

The methods used to determirie the liabilities and types of assumptions used in preparing the disclosed results
and sensitivity analysis has not changed compared to the prior year.

Balance sheet amounts
The major categories of plan assets are as follows:
PR ORI ) . ) 2021 2020
.- . . Main Data Main Data
R i - . scheme scheme  Total scheme scheme Total .
Consolidated _ , £°000  £°000 _ £°000 % _ £000 £000 £000 %
Leveraged gilts 6,104 6,669 12,773 4% 23,600 10,545 34,145 13%
Leveraged index linked gilts 46,561 1,616 48,177 16% 54,081 2913 56,994 21%
Inflation swap fund 12,675 2,594 15,269 5% — — — 0%
Liability matching funds - 65,340 10,879 76,219 25% 77,681 13,458 91,139 34%
(unquoted)
" ‘Diversified growth fund "~~~ 132,438 30,955 163,393 56% 119,374 23,563 142,937 52%
(unquoted)
Hedge funds (unquoted) 16,475 — 16,475 6% 14,386 — 14,386 5%
_____ Cash and other (quoted) - 33224 4,730 37,954 13% 19,150 5,650 24,800 9%
Total 247477 46,564 294,041 100% 230,591 42,671 273,262  100%
Liability Matching Funds

_Part of the investment objective of the Schemes is to minimise fluctuations in the Schemes’ funding levels due
to relative changes in the value of the Schemes’ assets and liabilities. This is primarily achieved through
“liability matching funds”, whose main goal is to align movements in the value of assets with movements in

" the schemes’ liabilities arising from changes in market conditions. The schemes have hedging that covers a
proportion of the interest rate movements and inflation movements, as measured on the Trustees’ funding
assumptions which use a discount rate derived from gilt yields.

Liability matching funds primarily involve the use of government and corporate bonds. Derivatives such as
interest rate and inflation swaps may also be used. There are no annuities or longevity swaps currently held by
the Schemes.

The value of the liability matching fund assets are determined based on the latest market bid price for the
-underlying investments, which are traded daily/weekly on liquid markets.
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17. ‘RETIREMENT BENEFIT ASSET AND OBLIGATION (CONTINUED)

Diversified Growth Funds

The schemes employ diversified growth funds to reduce volatility in the Schemes’ asset values (compared to
traditional equity investments), whilst maintaining an appropriate level of return. These funds typically invest
in a range of public and private market assets, including equities, bonds, commodities, property and other
assets.

Unquoted securities, consisting of pooled investment vehicles, are stated at fair value at year end as provided
. by the investment managers. Pooled investment vehicles are stated at bid price for funds with bid/offer spreads,
or single price where there are no bid/offer spreads.

Future benefit payments
... ... The graph below shows the estimated undiscounted benefit payments expected to be paid from the funds over
_their lives, derived from the data used in the triennial valuations of the funds as at 31 March 2019:
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Defined contribution schemes

The Company operates defined contribution schemes, which are open to all eligible employees. Contributions
charged to the income statement in respect of defined contribution schemes amounted to £1.9 million (2020:
£2.3 million) for continuing operations.

18. DISCONTINUED OPERATIONS

"-. On 25 March 2021 KCOM Group Limited committed to a plan to sell a significant proportion of the National
.. ‘Business after a period of strategic review following the acquisition of KCOM Group Limited by KCOM
2 .... .Holdco 3 Limited (formerly MEIF 6 Fibre Limited) on 1 August 2019. The associated assets and liabilities

. - ...-are consequently presented as held for sale in the year ended 31 March 2021.

..~ On31 March 2021, KCOM Group Limited finalised the sale of the National Business consurner base for £1.2
... million. The sale of the remaining discontinued operations and assets held for sale was finalised on 31 July
2021. For further information see Note 20.

TE
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18. DISCONTINUED OPERATIONS (CONTINUED)
Financial performance

" The financial performance attributable to the discontinued operations for the years ended 31 March 2021 and
31 March 2020 are as follows:

2021 2020
B : £000 £°000
Revenue  ~ - T 33,776 34,418
Operating expenses (33,776) (34,418)
Operating result - -
Result before taxation from dlsconnnued operations - -
. Taxation - (3,548) -
7T 77777 Laoss for the year from discontinued operations (3,548) -

'19. PARENT UNDERTAKING AND CONTROLLING PARTY

The Company's i_mmediateA parent undertaking is KCOM Group Limited. Copies of KCOM Group Limited’s
-~ _annual report and financial statements can be obtained from 37 Carr Lane, Hull, HU1 3RE.

_ _:As at 31 March 2021, the parent undertaking of the smallest group of undertakings for which group financial

.. . statements are drawn up and of which the Company is a member is KCOM Group Limited, registered in
.- -England and Wales. The parent undertaking of the largest group of undertakings for which group financial
statements are drawn up and of which the Company is a member is KCOM Holdco 1 Limited (formerly MEIF

6 Fibre Holdings Limited), registered in England and Wales. Copies of KCOM Group Limited and KCOM'

= - Holdco 1 Limited (formerly MEIF 6 Fibre Holdings Limited)'s, annual report and financial statements can be
obtained from 37 Carr Lane, Hull, HU1 3RE.

---The company's ultimate parent and controlling party is Macquarie European Infrastructure Fund 6 SCSp (an
_investment fund managed by Macquarie Infrastructure and Real Assets (Europe) Limited), registered in
Luxembourg "

20. SUBSEQUENT EVENTS

_Following the year end, on the 31 July 2021 KCOM Group Limited completed the sale of the trade and assets

~-. of the National ICT business to GCI Network Solutions Limited (“Nasstar’) for consideration of £31.4 million.

" . The consideration was comprised of £29.4 million upfront cash and £2.0m of deferred consideration payable

- 12 months after the completion date. At the time of signing the financial statements, the completion accounts

- have been signed. The final true up of working capital does not have a material impact on the outcome of the

.-, consideration receivable-and therefore the ability to support the carrying value of the disposal group based on
fair value less costs to sell at a KCOM Group level.

. Following the disposal of-the National ICT busmess, revenue in the Company will reduce to reflect the
reduction in employees as a result of there being previous employees transferred to GCI Network Solutions
Limited (“Nasstar”) for (see note 5 for further details).

After 31 March 2021, up to the date of signing, a net of £35.0 million was drawn down on the existing external
loan faclhues

Aﬂer 31 March 2021, up to the date of signing, a net of £6.5 million was repaid on the Intercompany Loan
" Agreement with the mdlrecvt parent company, KCOM Holdco 3 Limited (formerly MEIF 6 Fibre Limited).
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KCH (HOLDINGS) LIMITED

GLOSSARY - UNAUDITED

ALTERNATIVE PERFORMANCE MEASURES

The Directors use the APM listed below as they are critical to understanding the financial performance of the
Company.- As it is not defined by IFRS, it may not be directly comparable with other companies who use similar

-measures.
APM " Closest .. Definition and purpose Reconciliation to closest equivalent IFRS
- equivalent measure
IFRS
measure
. - EBITDA - Profit before EBITDA before exceptional items is  Loss before tax as quoted in the income
oo before. .. .0 tax . . the key measure used by management statement (loss of £6.7 million), add
exceptional -~ - to monitor the underlying back finance costs (£8.7 million) as
. ...-. items . . . performance of the Group. EBITDA  quoted on the income statement, less
Tt (“EBITDA”) - "~ before exceptional items is also finance income (£2.6 million) as

. reported to the Board, is incorporated
-in banking covenants and is an

important measure for setting

quoted on the income statement, add
back exceptional charge of (£1.6

-million) as quoted in Note 4.

remuneration.

EBITDA before exceptional items is
important to the users of the accounts
as it assists with comparing
performance from previous periods.

The items classified as exceptional
items are described in Note 4.

EBITDA before exceptional items is
defined as ‘profit before tax’ before “~"~
share of profit before associates,

finance costs, amortisation,

depreciation and exceptional iterns.
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