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These Separated Regulatory Accounts are prepared in accordance with Condition 43.2.7 of Manx
Telecom’s Telecommunications Licence issued under the Telecommunications Act 1984 which
provides the basis for requiring separated accounts to be provided to the Isle of Man
Communications Commission (the “Purpose”):

conditions requiring the Communications Provider to maintain a separation for accounting
purposes between such different matters relating to Network Access to the Relevant Network as
the Commission may from time to time direct, as well as conditions imposing requirements
about the accounting methods to be used in maintaining the separation.

The accounting methods used in maintaining the separation as compared to those used in the
preparation and maintenance of Manx Telecom’s accounting records and published Statutory
Financial Statements are discussed on pages 6 to 9 of this document.

These Separated Regulatory Accounts are not prepared under accounting standards or generally
accepted accounting principles. The only stipulations relating to their form and content are imposed
under Licence Condition 43.2.7 as set out above and any Decision Notices issued by the Isle of Man
Communications Commission to ensure the satisfaction of that and any other relevant Licence
Conditions.

As such, this document should not be used for any reason other than to satisfy the Purpose
described above including, but not limited to, use in making investment decisions and understanding
the financial performance and position of Manx Telecom.

In no circumstances shall Manx Telecom be liable for any loss or damage (including, without
limitation, damage for loss of business or loss of profits) arising directly or indirectly from use of or
inability to use, this document or any of the material contained within it.
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The Manx Telecom Limited group (“Manx Telecom”) has prepared its Separated Regulatory Accounts
(the “Separated Accounts”) for the year ended 31 December 2018 based on the following categories
of business:

e regulated markets in which Manx Telecom has significant market power;
e defined markets in which Manx Telecom does not have significant market power; and
e unregulated markets.

The Isle of Man Communications Commission {“IOMCC”) issued a series of Notifications of Market
Power Determination (“Decision Notices”} defining the regulated markets in which Manx Telecom
operates along with a designation of significant market power (“SMP”), where applicable. Where a
market has no SMP designation but would be subject to regulation if there were a determination of
SMP, this market is classified as a defined market in which Manx Telecom does not have significant
market power.

The decision notices identified the following categories of markets:

e Decision notice 2012/01 — Retail fixed markets
e Decision notice 2012/02 — Wholesale fixed markets
e Decision notice 2012/03 - Mobile Communications Markets (retail and wholesale)

The categories of business used in the preparation of the Separated Accounts are disaggregated
further in the notes to the Separated Accounts on pages 6 to 18 to reflect this distinction between
retail and wholesale markets. The markets can be summarised as follows:

Category of business Market name
Regulated market in which Manx Retail fixed access market
Telecom has significant market power Retail voice calls from a fixed location

Retail dedicated capacity (leased lines)

Wholesale cali origination

Wholesale call termination

Wholesale broadband access

Wholesale on-island dedicated capacity (leased lines)

Wholesale mobile call termination

Defined market in which Manx Telecom Retail fixed broadband

does not have significant market power Retail mobile communications

Wholesale mobile access and call origination

Wholesale off-island dedicated capacity (leased lines)

Unregulated markets Hosting

Business development (Global Solutions)

Handsets and accessories

Emergencies

Telephone directories
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sis of Preparation of

Wherever possible, revenue and costs have been directly associated with a category of business,
market or network element using information recorded within Manx Telecom’s accounting records.
If no such direct association is possible, the revenue and costs have been apportioned between the
categories of business, market or network element on a basis that refiects the causality of the
revenue or cost.

In selecting appropriate attribution methods and appropriate non-financial data for use within the
attribution models employed in the production of these Separated Accounts, Manx Telecom has had
to make certain estimates and exercise its judgement. Manx Telecom will continue to review and
update the cost allocation methods used on an ongoing basis and where deemed appropriate, will
make necessary improvements.

Further details of the attribution methodologies used are set out in the notes to these Separated
Accounts on pages 6 to 18.

The Separated Accounts are based on Manx Telecom’s 2018 accounting separation model. This
model uses the published statutory accounts (the “Statutory Financial Statements”) for the year
ended 31 December 2018 as the basis for the calculations. The historic cost base associated with
certain network assets has been restated on a bottom up basis to reflect the costs that would be
incurred if those assets were to be deployed in the financial year. Further details on the regulatory
accounting principles followed are provided in note 1 on page 6. A reconciliation between the
Statutory Financial Statements and the Separated Accounts is provided in note 5.

Applicable Rate of Return
The applicable rate of return used in these Separated Accounts is 8.9%.

For more information on how the applicable rate of return is determined and used, refer to page 8.
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Manx Telecom has been directed under Condition 43.2.7 of its Telecommunications Licence (“the
Licence”), issued under the Telecommunications Act 1984, to maintain a separation for accounting
purposes between such different matters relating to Network Access to the Relevant Network as the
Commission may from time to time direct, as well as conditions imposing requirements about the
accounting methods to be used in maintaining the separation.

These Separated Regulatory Accounts for the year ended 31 December 2018 are comprised of a
Consolidated Income Statement with accompanying notes to the Separated Regulatory Accounts
including:

i. a summary of business categories and market definitions;

ii. a wholesale and retail market summary of the income statement; and

iii. a statement of reconciliation of Regulatory Accounts to Statutory Accounts.

The Directors of Manx Telecom Limited confirm that the Separated Regulatory Accounts for the year
ended 31 December 2018 have been reconciled to the relevant Statutory Financial Statements and,
to the best of their knowledge, have been prepared in accordance with:

i. Condition 43.2.7 of Manx Telecom’s Licence; and

ii. The Accounting Separation Methodology submitted to the IOMCC in support of these accounts.

Signed for and on bghalf of the Board of Manx Telecom Limited on {4 {fe}g Jdodo by

Gary Lamb
Chief Executive Officer
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e year ended 31 December i

rinciples

Manx Telecom Limited {‘the Company’) is a company incorporated and domiciled in the Isle of Man
in accordance with the Isle of Man Companies Act 2006. The Group Statutory Financial Statements
consolidate those of the Company and its subsidiaries (together referred to as ‘the Group’).

The information contained in these notes has been extracted from the same models and files used
for the preparation of the Separated Accounts and so follows the same basis of preparation.

These Separated Accounts are based on Manx Telecom’s 2018 accounting separation model. This
model uses the published statutory accounts (the “Statutory Financial Statements”) for the year
ended 31 December 2018 as the basis for the calculations.

The calculations use inputs from a bottom up cost model which was developed to simulate the costs
that Manx Telecom would be subject to had its core, access and mobile networks developed at the
reporting date such that the precise demand generated by its customers in regulated markets wouid
be met. The assumptions used in determining this level of demand require the use of population
density and various other geographical and market data.

1.1 Method of preparing accounting records

Manx Telecom is a unitary business sharing a common network and support functions. It consists of
several customer-facing divisions and divisions responsible for providing customers with
communications services, as well as divisions responsibie for the design, operation and maintenance
of its access, core and mobile networks, and providing and maintaining customer connections to
these networks.

Manx Telecom records its financial transactions in the accounting records in accordance with the
legal requirements of the isle of Man Companies Act 2006 and International Financial Reporting
Standards. Within these records detailed data is maintained in respect of the way in which
transactions have arisen. Assets, liabilities, income and costs are recorded by type.

Revenue is classified according to internal product groupings. However, the Group is not structured
on a market basis and has functional departments, processes, assets and obligations which serve
multiple revenue streams. Consequently, the statutory financial statements do not disclose any
segmentation of profits and net assets. Details of the accounting policies adopted in the preparation
of the Statutory Financial Statements can be obtained in the latest annual report and accounts.

1.2 Method of preparing separated accounts

The structure of the Separated Accounts required by the IOMCC does not correspond to the way in
which the statutory accounting records of Manx Telecom are structured. The Separated Accounts
have therefore been prepared by overlaying the IOMCC’s requirements on the accounting records
and management structure of Manx Telecom. The Separated Accounts have been prepared by
attributing the balances in Manx Telecom’s general ledgers and other accounting records to the
categories of businesses and markets set out by the IOMCC.
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Wherever possible, revenue and costs have been directly associated with a category of business or
market using information recorded within Manx Telecom’s accounting records. If no such direct
association is possible, the revenue and costs have been apportioned between the categories of
business or market on a basis that reflects the causality of the revenue or cost.

The main categories of costs and the methods by which they are apportioned are set out below.
Remuneration costs

As far as practicable, pay costs are allocated directly to the market to which the relevant employees
provide services. Where this is not possible because employees’ roles are non-market specific, and
so their services represent indirect costs, if part of the employee’s time can be directly attributed to
a specific market, then it is, with any remainder being allocated against the particular network {or
networks) that the individual’s work relates to. Network allocation keys derived from the bottom-up
cost models are then used to apportion these costs out to the markets that are determined to be
appropriate by the output from the relevant model.

If the individual’s role does not relate to specific markets or networks (for example human resources
personnel) or there is a proportion of their time which does not, then this is either classed as a
common cost or outside the scope of the bottom up models. Common costs are described in more
detail below. Costs which are classified as outside the scope of the bottom up models cannot be
allocated to any of the identified markets and so are excluded from the separated accounts.

Where a particular individual or department’s time can be allocated to specific markets on a basis
supportable by data captured within Manx Telecom’s systems, it is. For example, auxiliary staff such
as Information Technology support personnel time is recorded on the basis of helpdesk calls logged.
The department the call originated from is then used to determine the appropriate market or
network for allocation of pay costs or is used to allocate to common costs where appropriate.

Computer and network systems maintenance costs

Systems maintenance costs are allocated similarly to pay costs, insomuch as, where costs can be
attributed to systems used by specific markets or networks, they are allocated directly or on the
basis of bottom up network allocation keys. Where they cannot be directly allocated, the pay cost
allocation for the employees responsible for the costs is used to allocate to appropriate markets. If
no suitable allocation is available, the costs are treated as common costs.

Energy costs

Energy costs are allocated according to the meter for which energy consumption is billed. The
locations of meters are used to determine the cost driver (for example purpose of building or
cabinet consuming the energy) and hence the appropriate market or markets to which the costs
should be allocated.

Common costs
As stated above, Manx Telecom uses, wherever possible, objective data relating to cost allocation.

There is however some expenditure for which no specific apportionment basis can be determined.
These costs mainly represent central overheads such as central accounting and human resources
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functions. Common costs are costs which cannot be directly attributed to a specific market. They are
apportioned across markets using an equi-proportional mark-up approach. This means that any
market will receive a proportionate allocation of unattributable costs equal to its proportionate
allocation of attributable costs.

Capital costs

Within the Statutory Financial Statements, fixed assets are stated at historical cost less depreciation
with depreciation calculated based on that historical cost, subject to the revaluation of land and
buildings. Within the Separated Accounts, the historic cost base associated with certain network
assets has been restated on a bottom up basis to reflect the costs that would be incurred if those
assets were to be deployed in the financial year. The annual capital costs are then expressed in
terms of an annuity that comprises a depreciation charge derived with reference to the re-valued
asset base and the asset lives detailed in the Manx Telecom fixed asset register and a cost of capital
based on applying the regulated weighted average cost of capital rate to the derived net
replacement value of the asset base.

A reconciliation statement detailing the adjustments made between the Statutory Financial
Statements and the figures used in the accounting separation model is included in note 5.

The notes to the Separated Accounts include a disaggregation of the regulatory accounts into a
Wholesale and Retail Market Summary (note 4) for regulated markets with SMP and for regulated
markets which have been defined by the IOMCC but for which no SMP designation has been made
for Manx Telecom, as well as those markets which are unregulated.

1.3 Transfer charges

Within the statutory accounting records maintained by Manx Telecom, no revenue or costs are
recorded for services provided internally. In preparing the Separated Accounts, transfer charges
between different markets were calculated in accordance with the principles outlined below.

1.3.1 Wholesale charges

The wholesale markets sell a range of network and wholesale services to meet the needs of other
operators and the retail markets. Wholesale services are charged to the retail markets at the
relevant wholesale price as would be charged to other Licensed Operators. No price discrimination
occurs between sales made by Manx Telecom wholesale to other licenced operators and its own
retail or downstream businesses.

Where Manx Telecom’s markets sell services to each other, they are set at a rate equivalent to the
charge that would be levied if the product or service were sold externally rather than internally to
ensure that no preferential treatment is given to markets within Manx Telecom.

The transfer charges use existing published wholesale prices where available. Where no such price
exists, the determinants of the price are based on bottom up cost models which take account of the
cost of capital and the capital used to provide the service. The IOMCC has agreed the weighted
average cost of capital (the Applicable Rate of Return) to be applied in the Accounting Separation
model as 8.9%.
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[.3.2 Reporting of transfer charges

The Separated Accounts record transfer charges as specified above as:

e revenue accruing in one distinct separated market
e a matching operating cost recognised in another separated market

The main transfer charging processes are explained below:

i.  Wholesale on-island dedicated capacity — Manx Telecom’s retail markets provide local leased
lines to retail customers. This transfer charge reflects the charges that a licenced operator
external to the Manx Telecom group would incur if it were to purchase the same volume and
mix of leased lines. The total is charged as a cost to the retail dedicated capacity (leased lines)
market and revenue to Manx Telecom’s wholesale on-island dedicated capacity market.

ii. GSM leased lines — Manx Telecom’s mobile markets make use of a variety of leased lines for the
operation of its mobile network. This transfer charge reflects the charges that a licenced
operator external to the Manx Telecom group would incur if it were to purchase the same
volume and mix of leased lines to supply their mobile network. The total is charged as a cost to
the mobile markets and revenue to Manx Telecom’s wholesale on-island dedicated capacity
market.

iii. Fixed to mobile customer sited interconnect (CSl) Links — This transfer charge reflects the cost
levied on the mobile markets by the wholesale on-island dedicated capacity market.

iv. Retail Broadband Services {IP Stream, DSL and FTTP services) — the retail fixed broadband
markets make use of wholesale broadband services. The full wholesale charge for services used
by the retail fixed broadband market is transfer charged.

v. Retail Fixed Access— the retail fixed access market makes use of wholesale services. The full
wholesale charge for services used by the retail fixed access market is transfer charged.

vi. Mobile termination — Manx Telecom’s Retail voice calls from a fixed location and Retail mobile
communications markets both benefit from termination of calls to mobile customers. The
charge to these markets is transferred as a cost to them and a revenue in the wholesale mobile
call termination market.
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“
“

These Separated Accounts have been prepared such that all markets have been allocated to a
category of business with three categories of business identified:

o regulated markets in which Manx Telecom has significant market power;
e defined markets in which Manx Telecom does not have significant market power; and
e unregulated markets.

Within each category of business for regulated and defined markets, a further categorisation
between retail and wholesale business has been made. Retail business includes activities related to
the sale of services to end customers. Wholesale business includes activities related to the sale of
services to other operators and sales of wholesale inputs or products to Manx Telecom’s own retail
or downstream arm. The markets have been categorised as follows:

Category of Retail or Market name Decision
business wholesale Notice
Regulated Wholesale | Wholesale call origination 2012/02
markets with Wholesale call termination
SMP Wholesale broadband access

Wholesale on-island dedicated capacity (leased lines)

Wholesale mobile call termination 2012/03

Retail Retail fixed access market 2012/01

Retail voice calls from a fixed location
Retail dedicated capacity {leased lines)

Defined Wholesale | Wholesale mobile access and call origination 2012/03
markets Wholesale off-island dedicated capacity (leased lines) | 2012/02
without SMP Retail Retail fixed broadband 2012/01

Retail mobile communications 2012/03

The unregulated markets category of business includes all other business undertaken by Manx
Telecom which does not fall under any of the markets identified by the IOMCC in the Decision
Notices and so relates to competitive markets. The main sources of revenue in unregulated markets
include but are not limited to:

e Business Development (e.g. Global Solutions, Vannin Ventures and Partionware) which
consists of revenues from off-island customers including services such as mobile
termination, strongest signal mobile and machine to machine;

e Hosting services;

e Handsets and accessories; and

e Telephone directories.

12
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3. Categories of business (continued)
3.1 Markets categorised as wholesale

The wholesale market figures contain the revenues and costs of that part of Manx Telecom’s
business providing interconnection and wholesale services to other operators or, similar services
provided to the Manx Telecom retail markets including the Core, Access and Mobile networks over
which these products are provided.

The revenues are:

i the amounts due from other operators for the provision of interconnection and wholesale
services; and

¢

ii. the amounts attributable by Manx Telecom from its downstream retail businesses in respect
of similar or equivalent services provided to other operators.

The costs are the capital and operating costs of:

i apparatus and systems used in providing the fixed telecommunications services consisting of
the conveyance of messages and information including calling, leased lines and managed
data services, including ISAMs, local loop and line cards;

ii. network operation centre services.

iii. the land, cables, ducts, poles, plant and facilities associated with the activities and services
described in paragraph (i) above;

iv. the mobile switching and radio access equipment and other apparatus and systems used in
providing the mobile telecommunications services consisting of the conveyance of messages
and information including calling and data;

V. including, without limitation, the costs of planning, installing, removing, moving, adjusting,
maintaining, monitoring and controlling, and undertaking any other necessary operations in
respect of, these things and the costs of the equipment and facilities used in undertaking
these activities;

vi. the costs of dealing and communicating with other operators, international operators and
others who convey messages for which payments are made, including, without limitation,
the costs of rendering bills to, and collecting payments from other operators in respect of
the activities and services described above;

vii. the costs of improving and developing the facilities, equipment, systems, processes and
procedures used in providing the activities and services described above; and

viii. the costs of any overheads and any other appropriate costs attributed to the activities
causing the costs described above to be incurred.
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3. Categories of business (continued}

3.2 Markets categorised as retail

The retail market figures contain the revenues, costs, assets and liabilities associated with retailing
constituent services to third parties. The businesses will purchase from the Manx Telecom
Wholesale Business, via transfer charges, the network services required to provide their customers
with services.

14
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The main adjustments between the Statutory Financial Statements and the separated accounts are
as follows:

e  Manx Telecom’s own use of wholesale fixed, and mobile telecoms services derived from
components of its own networks are treated as a wholesale cost and recharged to the
appropriate categories of business and market as internal transfer charges;

e The historic cost base associated with certain network assets has been restated on a bottom
up basis to reflect the costs that would be incurred if those assets were to be deployed in
the financial year. The annual capital costs are then expressed in terms of an annuity that
comprises a depreciation charge derived with reference to the re-valued asset base, the
asset lives detailed in the Manx Telecom fixed asset register and a cost of capital based on
applying the regulated weighted average cost of capital rate to the derived net replacement
value of the asset base;

e Interest payable and similar finance income and costs including fair value gains and losses on
interest rate swaps and net interest on pension asset or liability are not included within the
accounting separation model so as to be consistent with the calculation of cost of capital;
and

e Dividends payable are not included within the accounting separation model to be consistent
with the calculation of cost of capital.

18



Manx Telecom Limited
Separated Regulatory Accounts 2018

-y

.

A s %
AN

e

wr =

This explanatory report sets out and clarifies trends relating to markets including, where applicable,
any significant impact on the Group’s business from Regulatory Decisions published by the Isle of
Man Communications Commission.

Where applicable, the report includes commentary in respect of:

¢ Trends relating to revenue and costs by market;

e  Significant period on period movements in the reported performance;

s  One-off or exceptional events in the period; and

e The impact of material changes in accounting policies, methodologies and estimation
techniques and the extent to which they impact on the Group’s Separated Accounts.

Overall there was an increase in costs in 2018 compared to 2017 of £2.4m from £97.6m to £100.0m.

The commentary below will focus on trends other than those driven by this change in common
costs.

Regulatory developments in the year

There were no regulatory decisions made during the year which impacted the Separated Accounts.

On March 2018, Manx Telecom commenced provision of wholesale Fibre to the Premises (FTTP)
services. The IOMCC has not completed a market review since these wholesale services have been in
operation, and therefore a separate regulated market has not been identified within the Separated
Accounts. The wholesale broadband access market therefore continues to include all fixed access
network costs.

Regulatory developments in the prior years

On 1 September 2015, Manx Telecom commenced provision of wholesale fixed line rental services.
The IOMCC has not completed a market review since these wholesale services have been in
operation, and therefore a separate regulated market has not been identified within the Separated
Accounts. The wholesale broadband access market therefore continues to include all fixed access
network costs.
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Exceptional events/methodology changes

There were no significant exceptional events impacting the Separated Accounts when compared to
the prior period. There were also no methodology changes which impacted the Separated Accounts
compared to the prior year.

Commentary on separate markets

Kev Market Products

Call services originated on the fixed public telecommunications network.

Trends in reported balances
Revenues generated by this market were similar to 2017. Associated costs reduced leading to an
increase in the return of £0.1m.

1.2 Wholesale call termination

i FY SN0 S S e
Kev Market Products

Call services terminating on the fixed public telecommunications network.

Trends in reported balances
The return from this market improved by £0.2m due in the main to reduced external costs.
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1.3 Wholesale on-island dedicated capacity

Koy Market Products
Includes all dedicated capacity which provides broadly symmetric capacity between two points,
where there is no switching, and the connection is dedicated to the user. The market definition is

technologically neutral and would include SDH, PDH and Ethernet point-to-point services.

Prends in reported balonces

The return in this market increased by £0.5m on 2017. This was largely driven by an increase in
transfer charges coupled with a £0.2m decrease in costs.

The introduction of Wholesale Carrier Ethernet services did not materially change the 2018
revenues in this market

1.4 Wholesale broadband access

Key Market Products

For Separated Accounts purposes, this market represents all wholesale access services, including
the market for wholesale broadband access and wholesale inputs associated with the provision of
retail narrowband access (for which no separate wholesale market was defined).

The provision of physical and non-physical connection. This market is separate from the services
carried over the connection. It includes access from homes and offices.

Trends in reported balances
The return generated by this market decreased in 2018 compared to 2017.

Increased take up of VDSL and POTS services were offset by a reduction in ADSL services
{(migration to VDSL) resulting in an increase in external revenues by £0.2m but the gain was
reduced by a drop in transfer revenues of £0.4m. Related costs were also slightly higher in 2018.
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Call services terminating on the mobile network.
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There was a decrease in return for this market of £0.3m in 2018 compared to 2017.

Call volumes that drive transfer charging were lower in 2018 compared to 2017 resulting in a
decrease of £0.3m in fransfer revenues.

regulated markets with SMP
2.1 Retail voice calls from a fixed location

Key Market Products

Calls from a fixed line, including calls to Isle of Man mobiles and landlines, and calls off-island to
fixed and mobile numbers. Calls from both business and residential customers are included in the
market but calls from mobiles are excluded.

Trends in reported balances
There was an increase in the return for this market in 2018 by £0.5m driven principally by a fall in
external costs of £0.5m.

2.2 Retail dedicated capacity (leased lines)

Key Market Products

All dedicated capacity which provides broadly symmetric capacity between two points, where
there is no switching, and the connection is dedicated to the user. The market definition is
technologically neutral and would include SDH, PDH and Ethernet point-to-point services.

Trends in reported bolances
The return generated by this market decreased in 2018 compared to 2017.

This was the result of a decrease in income of £0.3m and an increase in costs of £0.2m.
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The provision of a physical connection from a fixed location to the public telephone network. This
market is separate from the services carried over the physical connection. It includes access from

homes and offices.

Ly 4. N N S ey - e g o~ y’\ g ;v”<?«\ iy gy
Trends in reporteq Daionces

Return decreased in 2018 compared to 2017 principally due to a decrease in external revenues.
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