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Long Term Incentive Plan

On 24 July 2006, the Board of Directors approved the Special
Remuneration Plan in favour of the CEO (Mr José Miguel Gar-
cia Fernandez) and a number of Key Management Personnel and
staff, which was proposed by the Appointment and Remunera-
tion Committee on 15 July 2008. This plan was approved by the
General Shareholders’ Meeting on 26 April 2007, and involved the
issue of shares in 2010 to the beneficiaries of the Plan, up to a
maximum of 1% of the value increase of the Company between 1
July 2006 and 1 July 2010.

On 5 November 2009, the Board of Directors resolved, at the pro-
posal of the Appointment and Compensation Committee, to can-
cel the Special Remuneration Plan (Long Term Incentive Plan).

Extraordinary Variable Compensation Plan

On 5 November 2009 the board of Directors approved an Extraor-
dinary Variable Compensation Plan, tied to the appreciation of
the Company’s share in the period from 2009 until 2014.

The plan has the dual purpose of both acknowledging and com-
pensating the positive contribution made by the Chief Executive
Officer and other members of the Executive Committee , and also
of retaining and rewarding those executives, whose tenure and
motivation is key to confronting future challenges.

The Plan consists of awarding the Beneficiaries the right to re-
ceive the potential appreciation of a certain number of the
Company’s shares assigned by the board of Directors to each
plan participant. Thus appreciation will be determined in rela-
tion to the starting and ending values of the shares to be taken as
a reference. The maximum number of Company shares on which
the board of Directors may grant compensation rights under the
plan, is 34,630,000 shares, equivalent to 1.43% of the issued capi-
tal. The number of notional shares allotted to the Chief Executive
Officer (Mr. José Miguel Garcia Fernandez) is of 14,000,000, which
will be partially consolidated in five equal tranches, according to

that established in the last paragraph of this section. For com-
putation of the variable compensation the €0.18 shall be taken
as the starting reference value and the average weighted market
price of the Company’s share in the twenty trading sessions pre-
ceding the settlement date shall be taken as the final reference
value.

The beneficiaries’ right to receive the extraordinary variable com-
pensation shall be partially consolidated in five tranches on De-
cember 31, 2009, 2010, 2011, 2012 and 2013 respectively, at a rate
of 20% of the total variable compensation for each tranche. The
starting date for the settlement request is 1 July 2010 and the last
date for the settlement request is 31 May 2014.

The Directors do not have any pension entitlements nor are they
members of any money purchase schemes.

No amounts were paid to third parties in respect of Directors’
remuneration.

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

José Miguel Garcia Fernandez
Chief Executive Officer
26 February 2010

Statement of o
Directors’ responsibilities

The directors are responsible for preparing the Annual Report
and the financial statements in accordance with applicable law
and regulations.

Company law requires the directors to prepare financial state-
ments for each financial year. Under that law the directors are
required to prepare the group financial statements in accordance
with International Financial Reporting Standards (IFRSs) as adop-
ted by the European Union and Article 4 of the IAS Regulation
and have also chosen to prepare the parent company financial
statements under IFRSs as adopted by the EU. Under company
law the directors must not approve the accounts 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 these financial statements, International
Accounting Standard 1 requires that directors:

« properly select and apply accounting policies;

« present information, including accounting policies, in a man-
ner that provides relevant, reliable, comparable and unders-
tandable information;

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

« make an assessment of the company’s ability to continue as
a going concern.

The directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the company’s
transactions and disclose with reasonable accuracy at any time
the financial position of the company and enable them to ensure
that the financial statements comply with the Companies Act
2006. They are also responsible for safeguarding the assets of the
company and hence for taking reasonable steps for the preven-
tion and detection of fraud and other irregularities.

The directors are responsible for the maintenance and integri-
ty of the corporate and financial information included on the
company’s website. Legislation in the United Kingdom gover-
ning the preparation and dissemination of financial statements
may differ from legislation in other jurisdictions.

We confirm that to the best of our knowledge:

1. the financial statements, prepared in accordance with Inter-
national Financial Reporting Standards, give a true and fair
view of the assets, liabilities, financial position and profit or
loss of the company and the undertakings included in the
consolidation taken as a whole; and

2. the management report, which is incorporated into the di-
rectors’ report, includes a fair review of the development
and performance of the business and the position of the
company and the undertakings included in the consolida-
tion taken as a whole, together with a description of the
principal risks and uncertainties that they face.

By order of the Board

Chief Executive Officer
José Miguel Garcia Fernandez
26 February, 2010
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We have audited the group and parent Company financial sta-
tements (the “financial statements”) of Jazztel PLC for the year
ended 31 December 2009 which comprise the consolidated and
individual Company statements of comprehensive income, the
consolidated and individual Company statements of financial po-
sition, the consolidated and individual Company cash flow sta-
tements, the consolidated and individual Company statements
of changes in equity and the related notes 1 to 26. The financial
reporting framework that has been applied in their preparation
is applicable law and International Financial Reporting Standards
(IFRSs) as adopted by the European Union.

This report is made solely to the Company’s members, as a body,
in accordance with Chapter 3 of part 16 of the Companies Act
2006. Our audit work has been undertaken so that we might sta-
te to the company’s members those matters we are required to
state to them in an auditors’ report and for no other purpose.
To the fullest extent permitted by law, we do not accept or as-
sume responsibility to anyone other than the company and the
company’s members as a body, for our audit work, for this re-
port, or for the opinions we have formed.

Respective responsibilities of Directors and auditors

As explained more fully in the Directors’ Responsibilities State-
ment, the directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true
and fair view. Our responsibility is to audit the financial sta-
tements in accordance with applicable law and International
Standards on Auditing (UK and Ireland). Those standards require
us to comply with the Auditing Practices Board’s (APB’s) Ethical
Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and dis-
closures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from material
misstatement, whether caused by fraud or error. This includes an
assessment of: whether the accounting policies are appropriate
to the group’s and the parent company’s circumstances and have

been consistently applied and adequately disclosed; the reasona-
bleness of significant accounting estimates made by the direc-
tors; and the overall presentation of the financial statements.

Opinion on financial statements

In our opinion:

« the financial statements give a true and fair view of the state
of the group’s and of the parent company’s affairs as at 31 De-
cember 2009 and of the group’s loss and the parent company’s
profit for the year then ended;

« the financial statements have been properly prepared in ac-
cordance with IFRSs as adopted by the European Union; and

« the financial statements have been prepared in accordance
with the requirements of the Companies Act 2006 and, as re-
gards the group financial statements, Article 4 of the IAS Re-
gulation.

Opinion on other matter prescribed by the Companies Act 2006

In our opinion:

the part of the Directors’ Remuneration Report to be audited has
been properly prepared in accordance with the Companies Act
2006; and

the information given in the Directors’ Report for the financial
year for which the financial statements are prepared is consis-
tent with the financial statements.

Matters on which we are required to report by exception

We have nothing to report in respect of the following:

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

»adequate accounting records have not been kept by the pa-
rent company, or returns adequate for our audit have not
been received from branches not visited by us; or

« the parent company financial statements and the part of the
Directors’ Remuneration Report to be audited are not in agre-
ement with the accounting records and returns; or

o certain disclosures of directors’ remuneration specified by
law are not made; or

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

Simon Kerton-Johnson (Senior Statutory Auditor)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditors
London, England

26 February 2010
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For the year ended 31 December 2009 (in thousands of Euros)

Notes Year ended 2009  Year ended 2008

Continuing operations

Revenue 3 451,859 345,333
Other revenue 3 1,698 2,678

Totalrevenwe 4357 sson

Network and interconnection costs (287,756) (227,767)
Staff costs 6 (39,830) (39,569)
Depreciation and amortisation expense (63,903) (62,724)
Impairment of investment in non-consolidated subsidiaries (144) (1)

Other operating expenses 7 (85,458) (74,482)

Financial gains restructuring of debt 4 32,608 13,708
Other financial gains 4 577 2,922
Finance costs 4 (33,409) (39,146)
Foreign exchange (loss) / gains 4 (696) 450

Tax 8 - -

Other comprehensive loss:

Exchange differences on translating foreign operations (232) (51)

Loss attributable to:

Equity holders of the parent (24,454) (78,598)
Total comprehensive loss attributable to:
Equity holders of the parent (24,686) (78,649)

Basic and diluted 10 (0.13) (0.43)

The financial statements of Jazztel plc, registered company number 3597184, were approved by the Board of Directors and authorised for
issue on 26 February 2010.

guel Garcia Fernandez
Chief Executive Officer

For the year ended 31 December 2009 (in thousands of Euros)

Notes 2009 2008
Non-current assets
Intangible assets 1 21,604 21,654
Property, plant and equipment 12 428,143 423,155
Long-term investments 13 1,133 815

- asoB0 aase

Current assets
Trade and other receivables 15 74,128 71,029
Short-term investments 14 20,368 22,241
Cash and cash equivalents 14 38,144 22,520

Current liabilities

Trade and other payables 16 155,756 144,185
Convertible loan notes 17 18,867 8,579
Other loan notes and other short-term loans 17 18,911 16,582
Obligations under finance leases 17 3,389 7,377
S e e

Net current liabilities (64,283) (60,933)
Non-current liabilities

Convertible loan notes 18 100,197 229,488
Provisions 19 858 894
Other loan notes 18 856 4,183
Obligations under finance leases 18 94,365 88,063

Net assets 190,321 62,063
Shareholders’ equity

Share capital 20 195,262 119,412
Share premium account 1,302,354 1,234,011
Retained losses (1,339,504) (1,406,609)
Equity reserve 21 32,378 115,186
Translation reserves (169) 63
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For the year ended 31 December 2009 (in thousands of Euros)
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Notes Year ended 2009 Year ended 2008
Staff costs 9 (995) (1,406)
Other operating expenses 9 (6,414) (2,102)
Reversal/(recording) of impairment of investment in subsidiaries 13 231,566 (244,121)

Financial gains restructuring of debt 9 32,608 13,708
Other financial gains 9 34,218 32,359
Finance costs 9 (27,521) (31,020)
Exchange gain / (loss) 9 31 (59)

Tax 8 - -

Other comprehensive profit/( loss):

32

At 31 December 2009 (in thousands of Euros)

Notes 2009 2008
Non-current assets
Investments 13 721,638 471,425
721,638 471,425
Current assets
Trade and other receivables 15 2,024 10,339
Short-term investments 14 1,747 2,541
Interest due from other Group companies 14 135,613 103,325
Cash and cash equivalents 14 21,668 2,786

Current liabilities

Trade and other payables 16 4,520 1,381
Convertible loan notes 17 18,867 9,243

Non-current liabilities

Convertible loan notes 18 100,197 237,121
Total liabilities 123,584 247,745

Shareholders’ equity

Share capital 20 195,262 119,412
Share premium account 1,302,354 1,234,011
Retained losses (770,888) (1,125,940)
Equity reserve 21 32,378 115,188

The financial statements of Jazztel Plc, registered Company number 3597184, were approved by the Board of Directors and authorised for
issue on 26 February 2010.

José Garcia Fernandez
Chief Executive Officer
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For the year ended 31 December 2009 (in thousands of Euros)

Share
Share premium  Retained Translation Equity
capital account losses reserves reserves Total
Grant of share options (Note 21) - - - = 1,759 1,759
Share long term incentive plan (Note 21) - - - - 1,105 1,105
Repurchase of convertible bond - - - - (2) (2)
Exercise of share options 6 14 - - - 20
Issue of shares through conversion of debt (con-
. . 3,627 10,318 - - - 13,945
vertible bond interest)
Total comprehensive loss for the year (78,598) (51) (78,649)
Grant of share options (Note 21) - - = = 1,755 1,755
Extraordina iabl ti lan (Not
ry variable compensation plan (Note ) ) ) ) o 1788
21)
Cancellation long term incentive plan (Note 21) - - - - (2,764) (2,764)
Exercise of share options 466 592 - - - 1,058
Expiration of share schemes - - 15,317 - (15,317) -
Cancellation equity portion on bond (Note 21) - - 76,242 - (76,332) (90)
Issue of shares through conversion of debt (con-
. . 4,028 10,351 - = - 14,379
vertible bond interest)
Rights issue of Shares (Note 20) 60,000 26,862 - - - 86,862
Issue of warrants (Note 21) - - - - 24,410 24,410
Exercise of warrants 11,356 30,538 - - (16,348) 25,546
Total comprehensive loss for the year - - (24,454) (232) - (24,686)

For the year ended 31 December 2009 (in thousands of Euros)

Cash flows from operating activities Year ended 2009 Year ended 2008

Loss for the financial year (24,454) (78,598)

Adjustments for:
Depreciation and amortisation 63,903 62,776
Increase in provisions 14,253 8,899
Share options payment expense 779 2,864
Investment revenue and finance costs (224) 22,516
Other gains and losses (134) (103)
Effect of foreign exchanges rate changes 696 (450)

Changes in working capital:

Decrease in receivables (17,388) (28,391)

Increase in payables 2,345 19,574

Investing activities

Interest received 562 2,922
Decrease in long term and short term investments 1,748 4,287
Purchase of intangible assets (9,372) (10,464)
Purchase of property, plant and equipment (42,542) (24,040)
Payment in respect of prior year disposal (858) -
Proceeds from sale of other assets 1 794
Net cash outflow from investing activities (50,461) (26,501)
Financing activities

Interest paid (9,229) (8,126)

Interest paid on convertible debt - -

Exercise of share options 1,058 20
Issue of ordinary shares through share capital 86,861 -
Repurchase of convertible bond - (2)
Exercise of Warrants (Note 21) 25,546 =
Issue of ordinary shared with pre-emption rights - (217)

Net debt 113,465 (199)
Proceeds (payments) from non-convertible debt (998) 10,949
Repurchase of convertible bond (Note 18) (70,000) (8,296)

Repayments of obligations under finance leases (7,377) (22,203)
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For the year ended 31 December 2009 (in thousands of Euros)

Share
Share premium Retained
capital account losses

Equity reserves

Total

Grant of share options (Note 21) - - - 1,759 1,759
Share long term incentive plan (Note 21) - - - 1,105 1,105
Exercise of share options 6 14 = - 20
Issue of shares through conversion of debt

(convertible bond interest) ey I _ _ 13,945
Loss for the year - - (232,641) - (232,641)

Balanceat3iDecember2008 10412 123401 (1125940) 15188 342,671

Grant of share options (Note 21) = = = 1,755 1,755
Extraordinary variable compensation plan - - - 1,788 1,788
Cancelation long term incentive plan (Note 21) - - - (2,764) (2,764)
Exercise of share options 466 592 - - 1,058
Expiration share schemes - = 15,317 (15,317) =
Cancellation equity portion on bond (Note 21) - - 76,242 (76,334) (92)
Issue of shares through conversion of debt

(convertible bond interest) 4028 — i _ L
Rights issue of Shares (Note 20) 60,000 26,862 - - 86,862
Issue of warrants (Note 21) - - - 24,410 24,410
Exercise of warrants 11,356 30,538 - (16,348) 25,546
Total comprehensive profit for the year - - 263,493 - 263,493

For the year ended 31 December 2009 (in thousands of Euros)

Year ended 2009

Year ended 2008

Cash flows from operating activities

Profit/(loss) for the financial year 263,493 (232,641)
Adjustments for:

(Decrease)/increase in provisions (231,566) 244,121
Share options payment expense 631 1,041
Investment revenue and finance costs (7,017) 15,945
Interest due from other Group companies (32,288) (30,991)
Effect of foreign exchanges rate changes (31) 59

Changes in working capital:

(Decrease)/increase in receivables 16

(39)

Increase/(decrease) in payables 3,171

Investing activities

(374)

Interest received 87 1,368
Proceeds from short term investments - 6,626
Investment in subsidiaries (18,500) (53,000)
Payment in respects of prior year disposal (858) -
Financial investment 794 -

Financing activities

Interest paid (2,515) =
Exercise of share options 1,058 20
Exercise of warrants 25,546 -
Repurchase of convertible bond (70,000) (8,299)
Issue of ordinary shares with pre-emption rights 86,861 (217)
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Notes to the financial statements

Jazztel P.L.C (“the Company”) was incorporated on 8 July 1998 in
the United Kingdom under the 1985 Companies Act. Its main bu-
siness activity is that of a holding company of a Group that pro-
vides telecommunications services and includes Jazz Telecom SA,
Banda 26 SA and Jazzplat SA (the “Group”). Its registered office is
in the United Kingdom and is subject to the Companies Act. The
Company’s shares are listed on the Spanish Continuous Market
(“Mercado Continuo”) and the Company is subject to the con-
trol and supervision of the Spanish National Securities Market
Commission (“CNMV”), the body regulating the Spanish stock
market.

Since its formation, the activity of the Company has primarily
focused on obtaining funds to finance the commercial activities
of its subsidiaries, particularly Jazz Telecom SA, which provides

telecommunications services in Spain.

The reporting and presentational currency of the Company and
the Group is the euro. The euro is the currency in which the
Company and Group are most dependent in their operations and
financing structure. The financial statements are presented in

thousands of euros.

The main activity of the Group is the provision of telecommuni-
cations services and in the operation of telephone networks in

Spain.

From its incorporation to 31 December 2009 the Group has in-
curred losses. There has been significant investment effort to
launch the telecommunications service, a process which typica-
Ily generates losses until a sufficient customer base is attained.
For this reason, the obtainment of profit in the future will de-
pend on the extent to which the customer targets established by

management in the business plan are met.

Main achievements in 2009 include the following:

e active ADSL customer base of 581,967 customers at year end,
exceeding the Group’s guidance of between 470,000 and
510,000 customers;

«significant increase of EBITDA to €40 million;

«achievement of target in terms of yearly revenues, EBITDA,
net income and investments (CAPEX); and

«on May 5th, 2009, JAZZTEL signed with the main holders of
its €275 million convertible bond, corresponding to the April
2005 issue, an agreement to restructure this debt, which at
June 30th, 2009 had a face value of €251,3 million. This restruc-
turing agreement was implemented as of July 22nd, 2009.

Main highlights of this agreement were: (a) JAZZTEL bought
from the bondholders €140 million of these convertible bonds
at a discount of 50% to the face value. (b) In order to buy back
these bonds, the Company carried out a €90 million rights issue.
750,000,000 shares of the Company were issued as a result of
this rights issue. (c) The maturity of the €111.3 million remaining
bonds, which were not redeemed, was extended until April 2013.
This bond will be repaid gradually in the 2010-2013 period accor-
ding to a repayment schedule that was established in the res-
tructuring agreement (10% of principal to be repaid in December
2010, 30% during 2011, 30% during 2012 and 30% in April 2013).
(d) These remaining bonds are no longer convertible into JAZZ-
TEL shares and Jazz Telecom S.A. becomes guarantor of JAZZTEL’s
obligations. The bonds will pay a 9.75% coupon. (e) JAZZTEL has
also issued 200 million Warrants exercisable into 200 million JA-
ZZTEL ordinary shares with 4 years maturity and an exercise price
of €0.18 per share. Half of the issue had an early expiry condition,
which was met on October 13th, 2009, and these Warrants expi-
red on November 13th, 2009. A total of 99,685,652 warrants were
exercised before their expiration, with a total of €17.9 million re-
ceived by the Company in respect of the exercise of the warrants
with an early expiry condition. Out of the 100 million Warrants
without the early expiry condition, 42,257,135 Warrants had been
exercised as of the date of this report, generating cash receipts of

€7.6 million. JAZZTEL has obtained a total of €25.5 million addi-
tional funding from the exercise of both types of warrants.

The Groups’ directors consider that the main aspects of the
approved business plan are being met for the year ended 31 Dec-
ember 2009 and to date in the 2010 financial year.

The expected business development for 2010 is as follows (as in
the case with any forecast, certain of the assumptions are sub-
ject to risks and uncertainties such as the performance of com-
petitors, market development, and regulatory issues):

« approximately 30% growth in revenue in 2010 as compared to
the same period of 2009. This growth will be achieved mainly
by the new ADSL customers that were acquired during 2009
and those to be acquired in 2010, bringing the customer base
to above 800,000 active ADSLs at the end of 2010.

. containment of network and interconnection costs, staff
costs and other operating expenses arising from an optimised
operating structure, which will enable the Group to increase
EBITDA* in 2010 compared to 2009; and

e investments related to deployment of the new technology ac-
cess network and to the acquisition of new customers. The
volume of the total investments in 2010 will be of between
€80 and €90 million.

As a result of the implementation of the measures stated abo-
ve, the Group’s objective is to obtain a positive EBITDA ranging
between €70 and €80 million for the 2010 financial year. Mana-
gement is conscious that faster customer growth than expected
could significantly increase the Company’s total customer acqui-
sition costs and could cause the Business Plan not to be met. No-
netheless, customer growth can be controlled by management
through the control of its advertising and commercial activities.
In light of the important investment effort required to acquire
the new customers specified in the business plan, management
does not foresee obtaining full year positive operating cash flow

generation until 2011, although JAZZTEL will generate positive
operating cash flow in the last quarter of 2010.

As mentioned above, 2009 was a year of strong customer growth,
resulting in customer base targets being exceeded in the year. As
a result, and in the light of the latest developments, the Com-
pany is in the process of finalising its business plan. The finalised
2010-2012 business plan will be published on March 2nd, 2010.

In addition to the recurring losses referred to above, the Group
also has net current liabilities as at 31 December 2009 of €64.3
million. Notwithstanding this, all current liabilities as at 31 De-
cember 2009 have been settled within their terms to date or are
expected to be settled within their term requirements in 2010

Going Concern

The Directors consider that the net current liability position is
mitigated by the following factors:

« current liabilities with a defined maturity relate mainly to the
outstanding bonds (amounting to €18.9 million), short-term
obligations under finance leases (amounting to €3.4 million),
the loan bearing 8% interest (amounting to €3.4 million), and
the credit facility secured by debtors (amounting to €15.5
million). The remaining current liabilities relate to liabilities
with trade suppliers, whose average payment period is 60
days from the date of the invoice, compared to the average
collection period from customers of approximately 25 days
from the date of issue of the invoice, which enables the Group
to settle payments to suppliers with the cash arising from the
trade receivables collected;

« the main business plan objectives are being achieved;

« the Company has an option to finance equipment purchased
from Huawei under a finance lease facility of up to €60 mi-
llion;

* EBITDA se corresponde con el resultado de explotacion menos amortizacién
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Notes to the financial statements

« the exercise of the remaining Warrants issued as a result of
the debt restructuring, could generate an additional €10.4 mi-

llion in cash funding, and

o the Group has cash and financing facilities available to cover
any payments arising in the normal course of its business.

Taking into account the factors discussed above, management
considers that with the unrestricted cash and short term inves-
tments as at 31 December 2009, which amount to €55 million it
will be able to avoid any liquidity problems for the next 12 months
and have sufficient resources to carry out its Business Plan, even
if the 2010 forecast is not met, as many of the operating expenses
and investments foreseen are not committed and are dependent

on customer growth, which is controllable by management.

Management is aware that if it achieves faster growth than ex-
pected, the Company will have to raise additional financing. The
additional financing could come from various sources, such as
working capital financing or the issuance of new capital market

instruments.

The Group’s forecasts, taking into account implications of faster
growth than expected, as described above, show that the Group
can operate within the level of its available financial resources
over the twelve month period from the date of this report. This
is based on both the existence of financial resources to perform
the business plan over the next twelve months and the nature
and ability to manage the business risks detailed in this note and
that it is neither necessary nor foreseeable that any additional
measures other than those detailed in this note be adopted in the
coming twelve months.

Accordingly, the directors continue to adopt the going concern
basis in preparing the annual report and accounts.

In accordance with the Regulation (CE) no. 1606/2002 of the Euro-
pean Parliament and the Council of 19 July 2002, for each finan-
cial year starting on or after 1 January 2005, companies governed
by the law of a Member State with securities admitted to trading
on a regulated market of any State Member shall prepare their
consolidated accounts in accordance with the international ac-
counting standards adopted by the European Union. The Com-
pany is subject to English company law (Companies Act 2006)
and the Company accepted the option to present individual fi-
nancial statements in accordance with International Financial
Reporting Standards adopted by the European Union.

Company and Consolidated Financial statements for the year
ended 31 December 2009 are prepared by management in accor-
dance with International Financial Reporting Standards (IFRSs)
adopted by the European Union, applying the basis of consolida-
tion, accounting policies and measurement criteria described in
this Note, in a manner that presents fairly the Company and con-
solidated capital, Company and consolidated financial position
as of 31 December 2009, Company and consolidated operating
results, Company and consolidated changes in equity, and Com-
pany and consolidated cash flows corresponding to the mentio-
ned period.

Financial statements for the year ended 31 December 2008 were
approved by the Annual General Meeting on 5th June 2009.

Adoption of new and revised Standards

In a current year, the Group has adopted:

« IAS 1 (revised 2007) Presentation of Financial Statements;
« IAS 32 (amended) Financial Instruments: Presentation;

« IFRS 1 (amended) First Time Adoption of International Finan-
cial Reporting Standards;

« IFRS 2 (amended) Share-based payments;

« [FRS7 (amended 2009) Improving Disclosures about Financial
Instruments;

« IFRS 8 Operating segments;

« Amendments to IFRIC 9 Reassessment of Embedded Derivati-
ves and IAS 39 Financial Instruments: Recognition and Mea-
surement;

« IFRIC 13 Customer Loyalty Programmes;

o IFRIC 14 IAS 19 The limit on a Defined Benefit Asset, Minimum
Funding Requirements and their Interaction; and

« Improvements to IFRSs (May 2008).

The adoption of these standards has had no impact on the indivi-
dual financial statements and the consolidated Group, except for
the adoption of I1AS 1 and IFRS 8.

IAS 1(2007) has introduced a number of changes in the format
and content of the financial statements. In addition. The objec-
tive of the Standard is to prescribe the basis for presentation of
general purpose financial statements, to ensure comparability
both with an entity’s financial statements of previous periods
and with the financial statements of other entities. The Standard
sets out overall requirements for the presentation of financial
statements, guidelines for their structure and minimum require-
ments for their contents.

The main changes introduced by IAS 1 (2007) relate to the requi-
rement to:

« present of all non-owner changes in equity (i.e. ‘comprehensi-
ve income’) either in one statement of comprehensive income
or in two statements (i.e. a separate income statement and a
statement of comprehensive income). Components of com-
prehensive income may not be presented in the statement of
changes in equity. Comprehensive income includes profit or
loss plus other comprehensive income (e.g. changes in reva-
[uation surplus under IAS 16 and gains and losses arising from
retranslation of a foreign operation under IAS 21);

- of a statement of financial position as at the beginning of
the earliest comparative period when an accounting policy
is applied retrospectively or there is a retrospective restate-
ment;

«disclose income tax relating to each component of other
comprehensive income; and

« disclose reclassification adjustments (i.e. ‘recycling’) relating
to components of other comprehensive income.

The revised Standard also changes the titles of the financial state-
ments. In addition to the new statement of comprehensive inco-
me described above, the balance sheet becomes the ‘statement
of financial position’ and the cash flow statement becomes the
‘statement of cash flows’. However, the use of these new titles in
financial statements is not mandatory.

The impact of this revised Standard is that amounts previously
presented in the statement of changes in equity are now presen-
ted in the statement of comprehensive income and the balance
sheet has been renamed as the statement of financial position.

The Company carried out a €90 million rights issue as part of
the restructuring of the 5% convertible debt. As the strike price
of the rights issues was below the share price at that date an
element of the 750,000,000 shares issued are required to be ac-
counted for as bonus share issues in accordance with IAS 33. In
addition, the Company undertook a reverse share split in January
2010 (see Note 26). The Company has revised the calculation of
basic earnings per share for the 2009 and 2008 as required by IAS
33 (see Note 10).

The Group has adopted IFRS 8 Operating Segments during 2009.
IFRS 8 requires operating segments to be identified on the ba-
sis of internal reports about components of the Group that are
regularly reviewed by the Chief Executive to allocate resources
to the segments and to assess their performance. In contrast,
the predecessor Standard (IAS 14 Segment Reporting) required
the Group to identify two sets of segments (business and geo-
graphical), using a risks and returns approach, with the Group’s
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For the year ended 31 December 2009

2.Significant accounting policies
(continued)

Adoption of new and revised Standards (continued)

system of internal financial reporting to key management per-
sonnel serving only as the starting point for the identification of
such segments. As a result, following the adoption of IFRS 8, the
identification of the Group’s reportable segments has changed.

The information reported to the Group’s Chief Executive for the
purposes of resource allocation and assessment of segment per-
formance is more specifically focussed on the category of custo-
mer and telecommunications product and services. The principal
categories of customer are direct sales to retail customers and
wholesale customers. The principal product categories reviewed
by the Group’s Chief Executive are sales of voice and data tele-
communication service (see Note 3).

While 1AS 1 (2007) requires the presentation of a third statement
of financial position when the Company applies a retrospective
change in its accounting policies, or otherwise restates or re-
classifies amounts in previously issued the financial statements.
No third statement of financial position has been presented in
respect of these items as there was not impact on the previously
reported statement of financial position in respect of the year
ended 31 December 2007.

At the date of these financial statements, the following Standards
and Interpretations which have not been applied in these finan-
cial statements were in issue but not yet effective (and in some
cases had not yet been adopted by the EU):

« IFRS 3 (revised 2008) Business Combinations (effective for ac-
counting periods beginning on or after 1 July 2009);

«IAS 27 (amended 2008) Consolidated and Separate Financial
Statements (effective for accounting periods beginning on or
after 1 July 2009);

« IAS 39 (amended) Eligible Hedged Items (effective for annual
periods beginning on or after 1 July 2009);

« [FRIC 12 Service Concession Arrangements (effective for an-
nual periods beginning on or after 1 April 2009);

« IFRIC 15 Agreements for the Construction of Real Estate (effec-
tive for annual periods beginning on or after 1 January 2010);

« IFRIC 17 Distributions of Non-cash Assets to Owners (effective
for annual periods beginning on or after 1 November 2009);

« IFRIC 18 Transfers of Assets from Customers (effective for an-
nual periods beginning on or after 1 November 2009);

« IFRIC 19 Extinguishing Financial Liabilities with Equity Instru-
ments (effective from annual periods beginning on or after 1
July 2010);

» Improvements to IFRSs (April 2009). Effective for annual pe-
riods beginning on or after 1 January 2010;

« I[FRS 2 (amended) Clarification of Accounting for Group Cash-
settled Share-based Payment Transactions (effective for an-
nual periods beginning on or after 1 January 2010);

« IAS 32 (amended) Classification of Rights Issues (effective for
annual periods beginning on or after 1 February 2010);

« IAS 24 (amended) Related Party Disclosures (effective for an-
nual periods beginning on or after 1 January 2011);

« IFRS 9 Financial Instruments (effective for annual periods be-
ginning on or after 1 January 2013);

« IFRIC 19 Extinguishing Financial Liabilities with Equity Instru-
ments (effective for annual periods beginning on or after 1
July 2010);

« IFRIC 14 1AS 19 (amended) The Limit on a Defined Benefit As-
set, Minimum Funding Requirements and their Interaction
(effective for annual periods beginning on or after 1 January
2011).

The Directors anticipate that the adoption of these Standards and
Interpretations in future periods will have no material financial
impact on the financial statements of the Company or Group.

Basis of accounting

The consolidated financial statements have been prepared in
accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union in conformity with
Regulation (EC) no. 1606/2002 of the European Parliament and
the Council.

As permitted by IAS 1, the Company has elected to present an
analysis of expenses based on their nature in the Company and
consolidated statement of comprehensive income.

The financial statements have been prepared on the historical
cost basis. The principal accounting policies and measurement
bases applied in preparing the Group’s consolidated financial sta-
tements are summarised below.

Comparative information

As required by IAS 1, the information regarding 2009, contained in
the consolidated financial statements, is presented, for compari-
son purposes, with information regarding 2008.

For comparison purposes with respect to 2008 reported data, the
Group implemented one change in accounting policy in 2009. The
Group has decided to capitalise installation costs such as “par
vacante” because of the gradual increase in clients who have no
prior telephone installation, (please refer to Note 12). The prior
year impact of this change in accounting policy of €3.2 million is
considered immaterial and consequently the prior year compara-
tives have not been restated.

Furthermore, the “Adoption of new and revised Standards” des-
cribes the effect that the introduction of IAS1 (2007), IFRS 8 and
the impact of the 2009 capital increase and 2010 reverse split has
on the presentation of comparative for 2008.
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Notes to the financial statements

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and entities controlled by the Company (its
subsidiaries) prepared as at 31 December each year. Control over a subsidiary is achieved when the Company has the power to govern
the financial and operating policies of an investee entity in order to obtain benefits from its activities.

Immaterial dormant subsidiaries are not consolidated.

On acquisition, the assets, liabilities and contingent liabilities of a subsidiary are measured at their fair values on the date of acquisition.
Any excess of the cost of acquisition over the fair values of the identifiable net assets acquired is considered as goodwill. Any deficiency
of the cost of acquisition below the fair values of the identifiable net assets acquired (i.e. discount on acquisition) is credited to profit
and loss in the period of acquisition. The interest of minority shareholders is stated as the minority’s proportion of the fair values of the
assets and liabilities recognised. Subsequently, any losses applicable to the minority interest in excess of the minority interest are alloca-
ted against the interests of the parent.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated income statement from the effective
date of acquisition or up to the effective date of disposal, as appropriate.

Where necessary, adjustments are made to the financial statements of subsidiaries in order to adjust the accounting policies to those
applied by the Group.

Intra-Group transactions, balances, income and expenses have been eliminated for all consolidated entities.

The parent Company has investments in the following principal subsidiary undertakings:

Country of Ordinary share

Included in the scope of consolidation incorporation Principal activity capital held by Group
Jazz Telecom, S.A. * Spain Telecommunications services 100.00%

Banda 26, S.A. Spain In voluntary liquidation 91.00%
Jazzplat, S.A. Argentina :::Ie Zirttzt;:i ?:e(js 100.00%
Dormant Entities

Jazztel Jazznet Internet Services, S.L. Spain Dormant 100.00%
Jazzcom Limited* Great Britain Dormant 100.00%
Movilweb 21, S.A. Spain Dormant 100.00%
Jazzplat Chile Call Center, S.L. Chile Telemarketing and 100,00%

call centre services

* Directly owned by Jazztel PLC.

During 2009 the Company incorporated its branch Jazzplat Chile
Call Center, S.L. in order to restructured its’ customer care servi-
ce and to attend to the requirements resulting from the growth
of customers.

Revenue recognition

Revenue is measured at the fair value of the consideration recei-
ved or receivable and represents amounts receivable for goods
and services provided in the normal course of business, net of
discounts, VAT and other sales related taxes.

The majority of the Group’s revenues correspond to the rendering
of services consisting of calls, Broadband Internet access (ADSL)
and interconnection services provided to other operators.

« ADSL revenues and line rental revenues represent the amounts
receivable in respect of services provided to customers and
are recognised in revenue on a straight line basis over the
service period.

« Revenue from calls and other services is recognised as the
services are provided, being on a consumption basis pursuant
to the tariff (fixed or variable) agreed on the specific product.

« Installation revenue is recognised when the services are de-
livered.

« Amounts payable by and to other telecommunication opera-
tors are recognised as the services are provided, on the same
basis as specified for revenue from calls, as above;

« Revenue from the sale of prepaid cards is recognised when
cards are sold to distributors. The difference between reve-
nue recognised under this criteria and the revenue that has
to be recognised based on cards consumed is not significant
for 2009 and 2008.

For services provided but not invoiced at the end of the reporting
period, the Group estimates the revenue based on the minutes
consumed by the customer.

Revenue generated through the provision of these services is ac-
counted for gross of any amount payable to other telecommuni-
cation operator for interconnection fees.

Sales of goods are acknowledged when all the risks and rewards
of ownership are transferred substantially.

Investment income is accrued on a time basis, by reference to
the principal outstanding and the effective interest rate appli-
cable, which is the rate that exactly discounts estimated future
cash receipts through the expected life of the financial asset to
that asset’s net carrying amount.

Leasing

Leases are classified as finance leases whenever the terms of the
lease transfer substantially all the risks and rewards of ownership
to the lessee. All other leases are classified as operating leases.

Assets held under finance leases are recognised as assets of the
Group at their fair value or, if the latter is less, at the present
value of the minimum lease payments, each determined at the
inception of the lease. The corresponding liability to the lessor
is included in the balance sheet as a finance lease obligation.
Lease payments are apportioned between finance charges and
reduction of the lease obligation so as to achieve a constant rate
of interest on the remaining balance of the liability. Finance char-
ges are charged directly against income, unless they are directly
attributable to qualifying assets, in which case they are capitali-
sed in accordance with the Group’s general policy on borrowing
costs.

Depreciation and impairment on these assets follow the same cri-
teria as those applied to tangible fixed assets of the same kind.

Rentals payable under operating leases are charged to income on
a straight-line basis over the term of the relevant lease. Benefits
received and receivable as an incentive to enter into an operating
lease are also spread on a straight-line basis over the lease term.

45



46

Notes to the financial statements

Borrowing costs

Borrowing costs directly attributable to the acquisition, cons-
truction or production of qualifying assets, which are assets that
necessarily take a substantial period of time to get ready for their
intended use or sale, are added to the cost of those assets, until
the assets are substantially ready for their intended use or sale.
Investment income earned on the temporary investment of spe-
cific borrowings, pending their expenditure on qualifying assets,
is deducted from the borrowing costs eligible for capitalisation.
All other borrowing costs are recognised in profit or loss in the
period in which they are incurred.

Foreign currencies

The functional and presentational currency of the Company and
its subsidiaries is the Euro. Transactions involving other curren-
cies are recorded at the rates of exchange prevailing on the date
of the transaction.

At each balance sheet date, monetary assets and liabilities that
are denominated in foreign currencies are retranslated at the ra-
tes prevailing on the balance sheet date.

Non-monetary assets and liabilities carried at fair value that are
denominated in foreign currencies are translated at the rates
prevailing as of the date when the fair value was determined.
Gains and losses arising on retranslation are included in net pro-
fit or loss for the period, except for exchange differences arising
on non-monetary assets and liabilities where the changes in fair
value are acknowledged directly in equity.

On consolidation, the assets and liabilities of the Group’s over-
seas operations are translated at exchange rates prevailing on
the balance sheet date. Income and expense items are translated
at the average exchange rates for the period unless exchange ra-
tes fluctuate significantly, in which case the exchange rates at
the date of transactions are used. Exchange differences arising,

if any, are classified as equity and transferred to the Group’s
translation reserve. Such translation differences are recognised
as income or as expenses in the period in which the operation is
disposed of.

Taxation

The tax expense represents the sum of the tax currently payable
and deferred tax.

The tax currently payable is based on taxable profit for the year.
Taxable profit differs from net profit as reported in the income
statement because it excludes items of income or expense that
are taxable or deductible in other years, and it further excludes
items that are never taxable or deductible. The Group’s liability
for current tax is calculated using tax rates that have been enac-
ted 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 liabili-
ties in the financial statements and the corresponding tax bases
used in the computation of taxable profit, and it is accounted for
using the balance sheet liability method. Deferred tax liabilities
are generally recognised for all taxable temporary differences and
deferred tax assets are recognised to the extent that it is proba-
ble 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 go-
odwill 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.

Deferred tax liabilities are recognised for taxable temporary diffe-
rences arising on investments in subsidiaries and associates, and
interests in joint ventures, except where the Group is able to con-
trol the reversal of the temporary difference and it is probable
that the temporary difference will not reverse in the foreseeable
future.

The carrying amount of deferred tax assets is reviewed at each
balance sheet date and reduced to the extent that it is no longer

probable that sufficient taxable profits will be available to allow
all or part of the asset to be recovered.

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 sta-
tement, except for when it relates to items charged or credited
directly to equity, in that case the deferred tax is also dealt with
in equity.

Property plant and equipment

Property, plant and equipment are stated at cost less accumula-
ted depreciation and any recognised impairment loss. Cost inclu-
des expenses incurred to bring the asset into operation, except
for accumulated depreciation and any provision for impairment.
The costs of expansion, modernisation or improvements leading
to increased productivity, capacity or efficiency or to a lengthe-
ning of the useful lives of the assets are capitalised.

Property, plant and equipment are valued as follows:

« Technical installations are valued at the cost incurred up to
the date of entry into service of the assets, composing the
fibre optic network that the Group is constructing in Spain.

« Construction in progress includes the aforementioned fixed
assets, which are currently under construction and, therefo-
re, had not been brought into service at year-end. These assets
will be transferred to “Technical installations” when they are
in a position to become operational.

« Repair and maintenance expenses, which do not increase ca-
pacity or productivity or lengthen the useful lives of the as-
sets, are expensed.

Depreciation is charged so as to write off the cost, less the esti-
mated residual value, of each asset on a straight line basis over
its estimated useful life, on the following basis:

Years of estimated useful Life

Buildings 50
Leasehold improvements 3-5
Technical installation:
Civil engineering projects 25
Telephone installation (“par vacante”) 1
Technical equipment
Financial Leasing 15-20
Equipment 3-5
Other fixtures, tools and furniture 3-10
Other tangible fixed assets 5

Assets held under finance leases are depreciated over their expected useful lives on the same basis as owned assets or over the term of

the relevant lease.

* “Par vacante” means the costs incurred to install new telephone lines within customer premises.
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Intangible assets

Intangible assets are carried at acquisition cost or development cost, which includes the amount of any additional investments made up
to the date the related assets come into service, less accumulated amortisation and any provision for impairment.

Intangible assets and rights are valued as follows:

» Research expenditure is written off as incurred. Internally generated assets from development expenses are specifically itemised by
project and the related costs are clearly identified and recognised if the Group has sound reasons to foresee the technical success and
commercial profitability of these projects. Other development expenditure is expensed as incurred.

« Administrative concessions are recorded at the cost incurred in obtaining the related licences, which includes mainly consulting,
document printing and cartography expenses.

« Patents and trademarks are valued at the amounts paid for the registration of the Group’s trademarks and brand names.

« Computer software is valued at cost when it is expected to be used for several years. Computer software maintenance costs are ex-
pensed as incurred. Cost includes various user licences, software and the expenses incurred in analysing, programming, integrating
and implementing the information systems.

Amortisation is charged so as to write off the cost, less its estimated residual value, of each asset on a straight line basis over its estima-
ted useful life, on the following basis:

Years of estimated useful Life

Development expenses 3
Licence costs patents and trademarks 5-25
Computer software 4

Impairment of property, plant and equipment and intangible assets

At each balance sheet date, the Group reviews the carrying amounts of its property, plant and equipment and intangible assets to deter-
mine whether there is any indication that those assets have suffered an impairment loss. If any such indication exists, the recoverable
amount of the asset is estimated in order to determine the extent of the impairment loss (if any). Where the asset does not generate
cash flows that are independent from other assets, the Group estimates the recoverable amount of the cash-generating unit to which
the asset belongs. An intangible asset with an indefinite useful life is tested for impairment annually and whenever there is an indication
that the asset may be impaired.

Recoverable amount is the higher of fair value less costs to sell 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.

If the recoverable amount of an asset (or cash-generating unit)
is estimated to be less than its carrying amount, the carrying
amount of the asset (cash-generating unit) is reduced to its reco-
verable amount. An impairment loss is recognised as an expense
immediately, unless the relevant asset is carried at a revalued
amount, in which case the impairment loss is treated as a reva-
luation decrease.

Where an impairment loss subsequently reverses, the carrying
amount of the asset (cash-generating unit) is increased to the
revised estimate of its recoverable amount, but so that the in-
creased carrying amount does not exceed the carrying amount
that would have been determined had no impairment loss been
recognised for the asset (cash-generating unit) in prior years. A
reversal of an impairment loss is recognised as income immedia-
tely, unless the relevant asset is carried at a revalued amount,
in which case the reversal of the impairment loss is treated as a
revaluation increase.

Financial instruments

Financial assets and financial liabilities are recognised on the
Group’s balance sheet when the group becomes a party to the
contractual provisions of the instrument.

Financial instruments maturing in 12 months or less from year-
end are classified in the consolidated balance sheet as current
liabilities and those maturing at over 12 months as long-term
debt.

Loans and receivables

Trade receivables, loans, and other receivables that have fixed or
determinable payments that are not quoted in an active market
are classified as loans and receivables. Loans and receivables are
measured at amortised cost using the effective interest method,
less any impairment. Interest income is recognised by applying
the effective interest rate, except for short-term receivables when
the recognition of interest would be immaterial.

Investments

Investments are recognised and derecognised on a trade date
where a purchase or sale of an investment is under a contract
whose terms require delivery of the investment within the ti-
meframe established by the market concerned, and are initially
measured at cost, including transaction costs (except for those
financial assets classified as at fair value through profit and loss,
which are initially measured at fair value).

Investments are classified as held-to-maturity and are measured
at amortised cost

Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held
at call with banks, other short-term highly liquid investments
with original maturities of three months or less that are readily
convertible to a known amount of cash and are subject to an
insignificant risk of changes in value.

Financial liabilities and equity

Financial liabilities and equity instruments are classified accor-
ding to the substance of the contractual arrangements entered
into. An equity instrument is any contract that evidences a resi-
dual interest in the assets of the Group after deducting all of its
liabilities.

Bank borrowings

Interest-bearing bank loans and overdrafts are recorded at the
proceeds received, net of direct issue costs.

Finance charges, including premiums payable on settlement or
redemption and direct issue costs, are accounted for on an ac-
crual basis in the income statement using the effective interest
method and are added to the carrying amount of the instrument
to the extent that they are not settled in the period in which they
arise.
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Notes to the financial statements

Financial instruments (continued)
Convertible loan notes

Convertible loan notes are regarded as compound instruments,
consisting of a liability component and an equity component. At
the date of issue, the fair value of the liability component is esti-
mated using the prevailing market interest rate for similar non-
convertible debt. The difference between the proceeds of issue of
the convertible loan notes and the fair value assigned to the lia-
bility component, representing the embedded option to convert
the liability into equity of the Group, is included in equity.

Issue costs are apportioned between the liability and equity com-
ponents of the convertible loan notes based on their relative ca-
rrying amounts at the date of issue. The portion relating to the
equity component is charged directly against equity.

After initial recognition financial liabilities are recognized at
amortised cost using the effective interest method. The interest
expense on the liability component is calculated by applying the
prevailing market interest rate for similar non-convertible debt
to the liability component of the instrument. The difference bet-
ween this amount and the interest paid is added to the carrying
amount of the convertible loan note.

Trade payables

Trade payables are not interest bearing and are stated at their
nominal value.

Equity instruments

Equity instruments including warrants issued by the Company
are recorded at the proceeds received, net of direct issue costs.

Share-based compensation

The Group operates an equity-settled, share-based compensation
plan. The Group applies IFRS 2. The fair value of the employee

services received in exchange for the grant of the options is re-
cognised as personnel expenses in the statement of comprehen-
sive income. The fair value determined at the grant date of the
equity-settled share-based payments is expensed on a straight-
line basis over the vesting period, based on the Group’s estimate
of shares that will eventually vest, with a corresponding credit
to equity.

The total amount to be expensed over the vesting period is deter-
mined as follows:

a.Fair value of the option

Fair value is determined by reference to the market value of
options with similar characteristics to the options granted,
when market value is not available, fair value is determined
using generally accepted option valuation models.

b.Estimate of shares that will eventually vest

Service and Non-market performance conditions are included in
assumptions about the number of options that are expected to
become exercisable. At each balance sheet date, the entity re-
vises its estimates of the number of options that are expected
to become exercisable. It recognises the impact of the revision
of original estimates, if any, in the statement of comprehensive
income, with a corresponding adjustment to equity. On a cumu-
lative basis, no amount is recognised for services received if the
equity instrument granted do not vest because of failure to satis-
fy a service or non-market performance conditions.

The proceeds received net of any directly attributable transaction
costs are credited to share capital (nominal value) and share pre-
mium when the options are exercised.

Moreover, the Group has granted an Extraordinary Variable Com-
pensation Plan (see Note 21), payable in shares or in cash by pa-
ying the proceeds of the sale on the stock market would corres-
pond to deliver, at the option of the beneficiary. As the Group
made the issue of shares for settlement of the plan, it has come

to a plan payable in shares and registered as described in the
preceding paragraphs.

Provisions

Provisions are recognised when the Group has a present obliga-
tion as a result of a past event, and it is probable that the Group
will be required to settle that obligation but its amount and/or
the moment where the obligation is settled is undefined. Provi-
sions are measured at the Directors’ best estimate of the expen-
diture required to settle the obligation at the balance sheet date,
and are discounted to present value where the effect is material.
At each balance sheet date, the Group revises its estimates. It
recognises the impact of the revision of original estimates, if any,
in the income statement.

Financial commitments, guarantees and liability contingencies
are not recognised in the balance sheet. Details are shown in
Note 23.

Company only significant accounting policies

The separate financial statements of the Company are presented
as required by the Companies Act 2006. As permitted by that Act,
the separate financial statements have been prepared in accor-
dance with International Financial Reporting Standards (IFRSs),
as adopted by the European Union, in conformity with Regula-
tion

(EC) no. 1606/2002 of the European Parliament and of the Council
with International Financial Reporting Standards.

The principal accounting policies adopted are the same as those
set out in this note above except as noted below:

Investment in subsidiaries:

Investments in subsidiaries are stated at cost less, where appro-
priate, provisions for impairment and cost of share options gran-
ted to the employees of subsidiaries.

Investments in the Company’s operating subsidiaries are recor-
ded at cost less any impairment. The directors have considered
the requirements of 1AS 36. Paragraph 18 of IAS 36 defines the re-
coverable amount as the higher of realisable value less the costs
of sale and its value in use. Furthermore, if there is no reason
to believe that the value in use of an asset exceeds significantly
the realisable value less sale costs, the realisable value less sales
costs can be considered to be the recoverable amount. Determi-
ning the value in use involves significant uncertainty given the
Company’s negative cash flows, and the judgements required to
determine an appropriate terminal value and growth rate to be
applied to the cash flows in year 5 and the real cost of capital
cost to apply to the discounted cash flows. As a result, the Com-
pany assesses the recoverable amount of the investments in its
operating subsidiaries as the realisable value less the costs of
sale, which in this case is considered to be the market list value
adjusted for net debt.

Critical accounting judgements and key sources of estimation uncer-
tainty for the Group and Company

In the application of the Group’s accounting policies the Direc-
tors are required to make judgements, estimates and assump-
tions about the carrying amounts of assets and liabilities that
are not readily apparent from other sources. The estimates and
associated assumptions are based on historical experience and
other factors that are considered to be relevant. Actual results
may differ from these estimates.

The estimates and underlying assumptions are reviewed on an
ongoing basis. Revisions to accounting estimates are recogni-
sed in the period in which the estimate is revised if the revision
affects only that period, or in the period of the revision and future
periods if the revision affects both current and future periods.

Critical judgements in applying the Group’s accounting policies

The following are the critical judgements and estimations that
the Directors have made in the process of applying the Group’s
accounting policies and that have the most significant effect on
the amounts recognised in financial statements:
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For the year ended 31 December 2009

2.Significant accounting policies
(continued)

Critical judgements in applying the Group’s accounting policies
(continued)
Impairment of intangible and tangible fixed assets

Determining whether intangible and tangible fixed assets are im-
paired, requires an estimation of the value in use of the individual
assets. The value in use calculation requires the entity to estima-
te future cash flows expected to arise from the asset and select a
suitable discount rate in order to calculate present value.

Financial instruments

The Directors use their judgement in selecting an appropriate
valuation technique for financial instruments not quoted in an
active market. Valuation techniques commonly used by market
practitioners are applied. The carrying amount of the financial
instruments and details of the assumptions used and of the re-
sults of sensitivity analysis regarding these assumptions are pro-
vided in notes 14, 18 and 21.

Impairment of investments

Determining the carrying value of the Company’s investments in
Jazz Telecom SA requires an evaluation of the recoverable amount
of the investment in accordance with the criteria of IAS 36. This
requires the evaluation of Jazz Telecom S.A’s fair value less costs
to sell and its value in use.

The fair value less costs to sell requires the identification of ob-
servable market prices and rates while the fair value in use cal-
culation requires the Directors to estimate the future cash flows
expected to arise from the cash-generating unit and a suitable
discount rate in order to calculate present value.

Details of the impairment loss calculation are provided in note
13. The carrying amount of the investment in Jazz Telecom, S.A
at the balance sheet date was €721,638,000 after the reversal of
€231,566,000 of previously recognised impairment. (The carrying

amount of the investment at 31 December 2008 was €471,425,000
after an impairment loss of €244,121,000 was recognised in
2008)

3.Revenues and operating segments

The Group has adopted IFRS 8 Operating Segments during 2009.
IFRS 8 requires operating segments to be identified on the ba-
sis of internal reports about components of the Group that are
regularly reviewed by the Chief Executive to allocate resources
to the segments and to assess their performance. In contrast,
the predecessor Standard (IAS 14 Segment Reporting) required
the Group to identify two sets of segments (business and geo-
graphical), using a risks and returns approach, with the Group’s
system of internal financial reporting to key management per-
sonnel serving only as the starting point for the identification of
such segments. As a result, following the adoption of IFRS 8, the
identification of the Group’s reportable segments has changed.

The information reported to the Group’s Chief Executive for the
purposes of resource allocation and assessment of segment per-
formance is more specifically focussed on the category of custo-
mer and telecommunications product and services. The principal
categories of customer are direct sales to retail customers and
wholesale customers. The principal product categories reviewed
by the Group’s Chief Executive are sales of voice and data tele-
communication services. Other revenue mainly consists of reve-
nue generated from the rental of the Group’s fibre optic cables

In addition there is only one geographic segment as the Group
only provides services within the domestic Spanish telecommu-
nications market.

The Group’s reportable segments under IFRS 8 are therefore as follows:

2009 2008

€000 Retail Wholesale Total Retail Wholesale Total
Revenues 324,011 127,848 451,859 230,688 114,645 345,333

Voice 77,966 - 77,966 65,234 - 65,234

Data 246,045 - 246,045 165,454 - 165,454
Other revenues - 1,698 1,698 - 2,678 2,678
Total revenues 324,011 129,546 453,557 230,688 117,323 348,011
Segmental result (gross margin by segment) 220,811 17,621 238,432 148,925 16,095 164,990
Unallocated operating costs - - (261,966) - - (221,522)
Unallocated finance income - - 33,185 - - 16,630
Unallocated finance cost = - (34,105) - - (38,696)
Tax - - - - - -
Unallocated other comprehensive loss (232) (51)

Gross margin is deemed to be the most appropriate measure of the segmental result as this is considered by the Chief Executive Officer
to be the most meaningful measure to determine resource allocation and to assess performance. The Group’s management structure
and internal organisation reflects the Group’s focus as an integrated supplier of telecommunication services to the Spanish market. Con-
sequently, network depreciation, certain other operating costs and finance gains and costs are not allocated to the retail and wholesale
customer segments.

Similarly, the Group does not allocate balance sheet amounts to customer segments and consequently net assets by customer segment
are not disclosed.
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For the year ended 31 December 2009

4. Finance charges (net) and exchange difference

2009 2008
€’000 €’000

Finance income
Income and gains from current asset investments 495 2,425
Gain on repurchase of convertible bond (Note 9) - 13,708
Gain restructuring of debt restructuring ( Note 9) 32,608 -
Other investment income 82 497

Finance costs

Interest on finance leases and hire purchase contracts (7,960) (6,522)
Interest on other loans (444) (650)
Interest on 5% convertible bond (16,513) (31,020)
Interest on 9.75% bond (4,523) -

Other finances costs (3,969) (954)

The Company restructured its 5% convertible bond on 22 July 2009 reducing the nominal amount of debt of the€251.3 million 5% Con-
vertible Bond to a €111.3 million 9.75% Bond, generating a financing gain of €32,6 million. (Note 18)

No finance costs have been capitalised in either period.

5. Auditors’ remuneration

The analysis of auditors” remuneration is as follows:

2009 2008
€’000 €’000
Audit fees for the audit of the Company’s accounts and consolidation 184 156
Audit fees for audit of the subsidiaries accounts 202 244
Totalauditfees 38 40
Transaction support in respect of restructuring Bond 22
Tax advice 17 -

Other audit services
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For the year ended 31 December 2009

6. Staff costs

The particulars of employee costs (including executive Directors) are as shown below:

2009 2008

€’000 €’000

Wages and salaries (31,835) (30,422)
Social security costs (7,216) (6,283)

(779) (2,864)

Share option expense (net)

The net share options expense for the year ended 31 December 2009 benefitted from the reversal of €3,7 million of share option cost
relating to the Special Remuneration Plan ( Long Term Incentive Plan) that was cancelled in November 2009 as the non market vesting
condition would not be met.

The average number of persons employed as at 31 December 2009 and 2008 was as follows:

2009 2008

No. No.

Key management personnel 5 6
Executives 16 14
Managers and supervisors 147 152
Technicians and intermediate managers 440 459
Administrative personnel 1,499 1,276

The distribution of the number of staff with regard to their gender for 2008 and 2009 is as follows:

2009
Male % Female % Total
Key management personnel 5 0% - - 5
Executives 10 1% 5 1% 15
Managers and supervisors 85 7% 52 5% 137
'rl;:ac::;fsns and intermediate o — 158 5 396
Administrative personnel 841 72% 759 78% 1,600
. e 0% 974 100% 2153
2008
Male % Female % Total
Key management personnel 6 0% - = 6
Executives 10 1% 4 1% 14
Managers and supervisors 116 11% 39 4% 155
Technicians and intermediate
managers 290 26% 163 18% 453
Administrative personnel 689 62% 687 77% 1,376

The Governing Council consists of 5 men and 4 women (9 men in 2008).
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For the year ended 31 December 2009

7. Other operating expenses

Other operating expenses consist of the following:

2009 €’000 2008 €’000
Maintenance and installation 12,304 16,562
Marketing and advertising 14,324 12,503
Rent and operating leases 9,157 10,548
Utilities 16,298 9,316
Provisions for doubtful debts 14,288 8,937
Customer service 7,312 5,906
Consulting services 5,921 4,635
Other 5,854 6,075

8. Tax on loss on ordinary activities
Group

Tax charge comprises: 2009 €000 2008 €000
Total tax (expense)/income - -
The total charge for the year can be reconciled to the loss per the statement of

comprehensive income as follows:

Loss from operations (24,454) (78,598)
Income tax credit calculated at 28% (2008: 28%) 6,847 22,007
Effect of unused tax losses not recognised as deferred tax assets (6,075 ) (24,150)
Effect of temporary differences not recognised as deferred tax assets 950 2,725
Effect of taxable gain arising on the issue of warrants (2,265) -
Effect of revenue that is exempt from taxation -
2Effect of expenses that are not tax deductible (621) (582)
Effect of different tax rates of subsidiaries operating in other jurisdictions 1,164 -

Income tax charge recognised in the statement of comprehensive income

* The permanent differences of the Group mainly include expenses on penalties ,and the difference which arise from stock option expenses

The net operating losses for the Group for the year ended 31 December 2009 amount to €14.1 million

The Group has incurred losses in the UK and Spain. The Group expects these losses will be available to offset income realised in future
periods should suitable taxable income arise.

The tax rate used for tax on loss from operations is the standard rate for UK income tax, currently 28%, being the applicable rate for the
parent Company.

On 1 January 2009 the Spanish Corporate Tax rate changed to 30%. A deferred tax asset of approximately €383 million (2008: €365 million)
in respect of tax losses of the Spanish subsidiaries (based on a Spanish income tax rate of 30% for the periods in which these losses may
be utilised) has not been recognised as realisation of this asset is dependent on suitable taxable profits in future periods. The carried
forward losses relating to this deferred tax asset amount to approximately €1,275 million (2008: €1,216 million). The expiry date for utili-
sation of these tax losses is 15 years.

Group

The Group’s net operating losses (“NOLS) and their associated maturity is as follows:

NOL'S €000 NOL'S Generation Expiration Year
0,07 1997 2012
4,67 1998 2013
76,17 1999 2014

105,34 2000 2015
164,96 2001 2016
98,26 2002 2017
76,18 2003 2018
80,31 2004 2019
155,93 2005 2020
236,28 2006 2021
120,25 2007 2022
97,59 2008 2023
59,38 2009 2024

A deferred tax asset of approximately € 11 million (2008: €23 million) with respect to tax losses of the Company (based on a UK income
tax rate of 28% for the periods in which these losses may be utilised) has not been recognised as realisation of this asset is dependent
on suitable taxable profits in future periods. The carried forward losses relating to this deferred tax asset amount to approximately €41
million (2008: €81 million). These tax losses have no expiry date.
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For the year ended 31 December 2009

8. Tax on loss on ordinary activities (continued)

Company 2009 €000 2008 €000
Current tax

Total tax charge - -
The total charge for the year can be reconciled to the loss per the income

statement as follows:

Gain / (loss) from operations 263,493 (232,641)
Income tax income / (expense) calculated at 28% (2008: 28%) (73,778) 65,140
Effect of unused tax losses not recognised as deferred tax assets 11,381 3,506
Effect of temporary differences not recognised as deferred tax assets -
Effect of taxable gain arising on the issue of warrants (2,265) -
Effect of revenue that is exempt from taxation -
Effect of expenses that are not tax deductible 64,662 (68,646)

The net operating gain for the Company for the year ended 31 December 2009 amount to €40.6 million.

9. Results of the Company

Results of the Company are stated after charging:

Staff costs 2009 €'000 2008 €'000
Wages and salaries (309) (353)
Social security cost (55) (12)
Share option expense (631) (1,041)

Other operating expenses

Professional (including legal) advice expenses (5,784) (1,870)
Audit services for the audit of the financial statements (184) (156)
Others (446) (76)

The Company has no employees (no employees in 2008). Staff cost refers to board attendance fees paid to executive and non-executive
Directors and Stock Option Plan expenses granted to executive and non-executive Directors.

Finance charges (net) 2009 €’000 2008 €’000
Finance income

Interest from loans to subsidiary 32,288 30,991
Interest from current asset investments 1,862 1,224
Gain on repurchase of convertible bond ( Note 4) - 13,708
Gain on debt restructuring ( Note 4) 32,608 -
Other interest and financial income 68 144

Finance costs

Convertible bond interest (19,409) (31,020)
9.75% bond interest (4,523)

Interest expenses on debt restructuring (2,513) -
Other finances costs (1,076) -

*The permanent differences of the Company mainly include the impairment charge in respect of Jazz Telecom S.A. and the difference which arise
from stock option expenses.
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For the year ended 31 December 2009

10. Loss per share

Basic and diluted

2009 €’000 2008 €’000
Loss for the financial year (24,454) (78,598)
Loss per share before reverse split (0.01) (0.04)
Loss per share after reverse split (0.13) (0.43)

Number of shares

Weighted average number of shares (basic and diluted loss per
share before reverse split

¥

1,872,432,928 1,831,412,398°

Weighted average number of shares (basic and diluted loss per

: 187,243,293 183,141,240
share after reverse split

* Weighted average shares (1,461,423,179) adjusted by a factor corresponding to the 2009 rights issue (1.2532)

Basic loss per ordinary share is calculated using income available to ordinary shareholders divided by the weighted average number of or-
dinary shares outstanding during the year. Diluted loss per ordinary share is calculated in a similar manner to basic loss per share except
that the weighted average of ordinary shares outstanding is increased to include the number of additional ordinary shares that would
have been outstanding if the potentially dilutive ordinary shares had been issued.

Warrants to acquire 141,942,700 ordinary shares were outstanding at 31 December 2009 (2008: 257,314). In addition, share options to
acquire 20,087,870 ordinary shares were also outstanding at 31 December 2009 (2008: 29,290,920). These potential ordinary shares were
excluded from the computation of diluted loss per share (which is the same as the basic loss per share) because their inclusion would
have had an anti-dilutive effect on loss per share.

The Company carried out a €90 million rights issue as part of the restructuring of the 5% convertible debt. As the strike price of the rights
issues was below the share price at that date an element of the 750,000,000 shares issued are required to be accounted for as bonus share
issues in accordance with IAS 33. In addition, the Company undertook a reverse share split in January 2010 (see Note 26). The Company
has revised the calculation of basic earnings per share for the 2009 and 2008 as required by IAS 33 (see Note 10).

The denominators for the purposes of calculating both basic and diluted earnings per share for 2009 and 2008, have been adjusted to
reflect the rights issue in 2009 and the 2010 reverse share split. The non-voting ordinary shares have no entitlement to profit of the Com-

pany.

11. Intangible assets

Company
The Company held no intangible assets as at 31 December 2009 or as at 31 December 2008.

Group

The net book value of intangible assets comprises:

Computer software Licence costs patents

Cost cost €’000 and trademarks €’000 Total €’000

As at 1 January 2008 92,420 492 92,912

Additions 10,460 4 10,464
Asat3iDecember2o0s o280 4% 103376

Amortisation

At 1 January 2008 (73,140) (149) (73,289)

Charge for the year (8,381) (17) (8,398)

Exchange differences = (35) (35)

Net book value

As at 31 December 2008 21,359 295 21,654

Computer software Licence costs patents

Cost cost €’000 and trademarks €’000 Total €’000
As at 1 January 2009 102,880 496 103,376
Additions 9,359 13 9,372
Transfers 1,089 - 1,089
Asat3iDecemberz009 =38 s9 3By

Amortisation

At 1 January 2009 (81,521) (201) (81,722)
Charge for the year (10,495) (16) (10,511)

Net book value
As at 31 December 2009 21,312 292 21,604

The main additions in computer software costs correspond to the Group’s investment in software for the provision of telecommunica-
tions services and products to customers.
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12. Property, plant and equipment

Company
The Company held no property, plant and equipment as at 31 December 2009 (2008: €nil).

Group

The net book value of property, plant and equipment comprises:

Technical Other fix-
Leasehold im- installations  tures, tools
provements and machinery and furniture

Other tan-
gible fixed Construction in

Group €000 €000 €’000 assets €000 progress €000 Total €000
Cost

As at 1 January 2008 15,434 673,334 6,908 50,227 1,237 747,140
Additions 58 39,163 137 2,016 91 41,465
Disposals (10) (2,176) (3) - - (2,189)

Exchange differences - - - . - ;

Depreciation

As at 1 January 2008 (14,507) (261,948) (4,273) (29,373) - (310,101)
Disposals 10 1,230 3 - - 1,243
Exchange differences 2 - - (97) = (95)

Charge for the year (48,971) (4,220) (54,308)

Net book value
As at 31 December 2008 592 400,632 2,050 18,553 1,328 423,155

12. Property, plant and equipment (continued)

Technical
Leasehold installations Other fixtures, Other tangible

improve- and machinery tools and fur- fixed asset Construction in Total
Group ments €000 €000 niture €000 €’000 progress €000 €000
Cost
As at 1 January 2009 15,482 710,321 7,042 52,243 1,328 786,416
Additions 8 58,552 102 913 23 59,598
Disposals (8,344) = 9) - (8,353)
Transfer - 362 - (100) (1,351) (1,089)
Depreciation
As at 1 January 2009 (14,890) (309,689) (4,992) (33,690) - (363,261)
Disposals - 8,321 - - - 8,321
Exchange differences 5 - - (102) . (97)
Transfer - 16 - (16) . .
Charge for the year (295) (47,884) (807) (4,406) - (53,392)
Net book value
As at 31 December 2009 310 411,655 1,345 14,833 - 428,143

No interest has been capitalised within total cost of tangible fixed assets for the years ended 31 December 2009 and 31 December 2008.

The net book value of technical installations and machinery includes € 88,580,000 from the original costs of assets held under finance
leases and hire purchase contracts (2008: €89,511,000). Accumulated depreciation on these assets amounted to €85,979,000 at 31 Decem-
ber 2009 (2008: €82,158,000).

The disposal of assets under construction relates to shared construction costs incurred by the Group on behalf of other telecommunica-
tions companies and transferred to other telecommunications companies during the year at their net book value. At the end of 2009 the
Group had capital commitments of €1.7 million.

Due to the gradual increase in clients with no prior telephone installation (“par vacante”), the Group has decided to capitalise installation
costs of €10,400,000 to be depreciated over 12 months (net book value of €6,300,000 at 31 December 2009).

The prior year impact of this change in accounting policy of €3,200,000 is considered inmaterial and consequently the prior year compa-
ratives have been restated.
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13. Long term investments

Company
Investment Total cost of sha-

in subsidiary res in subsidiary  Loans to subsi-

undertakings Cost of share op- undertakings diary underta-
Company €’000 tions granted €’000 €°000 kings €000 Total €000
Cost
As at 1 January 2008 792,515 13,136 805,651 597,034 1,402,685
Additions - 1,824 1,824 53,000 54,824

Additions - 147 147 18,500 18,647

Provision for impairment
As at 1 January 2008 (741,963) = (741,963) = (741,963)
Impairment (50,552) (14,960) (65,512) (178,609) (244,121)

Impairment reversal 37,997 14,960 52,957 178,609 231,566

Net book value

The amount of Investment in subsidiary undertakings corresponds to investments to companies of the Group. The amount of loans and

subsidiary undertakings corresponds to loans and Accounts Receivable.

Loans amounting to €668,534,000 were granted to Jazz Telecom, S.A. to finance its operations as at 31 December 2009 (2008: €650,034,000).
These loans have either an average fixed interest rate of 4.73% or an average variable interest of 5% that will be payable if the subsidiary
becomes profitable before interest and taxes. Of these loans €146 million are due in January 2011 and €58 million are due in December
2011, €280 million are due in January 2012, €33,5 million are due in December 2012, and €151 million are due in January 2013.

In the case of Jazztel PLC’s participation in Jazz Telecom, S.A., the directors of the Company believe that the determining of the value in
use represents high level of volatility as the Company has negative cash flow and value in use is determined mainly by the cash flows
obtained from a 3 year period and by terminal value, and given the difficulty and level of uncertainty of determining the appropriate
growth rate for the 5 year period and what would be the “real” cost of capital to apply a discount rate.

As a result of this uncertainty, the Company has opted to use
the fair value; given that Jazztel PLC is listed on the stock market
and its main asset is the investment in Jazztel S.A., the Directors
believe the listed price adjusted for the net debt of the Company
accurately reflects the value of Jazztel S.A., and hence will be
used to determine its fair value for impairment purposes.

The Directors believe the net debt to be the net amount of re-
payable convertible bonds , payables to credit institutions, cer-
tain obligations under finance lease agreements less short term
investments and cash and cash equivalents. As a result, and in
accordance with IAS 36 , the Company has reversed €232 million
of the previously recognised impairment charge in respect of Jazz
Telecom S.A. in the year ended 31 December 2009 (2008: €244 mi-
llion impairment charge).

Investments in subsidiaries, cost of share options granted and
loans to subsidiaries are part of the total investment in Jazztel
S.A. The Group has allocated the prior year impairment and the
current year impairment reversal, calculated as the difference

between the recoverable value and the total cost of “Long Term
investments”, in the following order:

« firstly, against “Investment in subsidiary undertakings” redu-
cing its value to nil;

«secondly, against “Cost of shares options granted”; and
« thirdly, against “Loans to subsidiary undertakings”.

Employees of Jazz Telecom S.A. have Share Option Schemes gran-
ted by the parent Company (Jazztel PLC), which are equity-settled
(Note 21).

In accordance with IFRIC 11, paragraph 8, “provided that the sha-
re-based arrangement is accounted for as equity-settled in the
consolidated financial statements of the parent, the subsidiary
shall measure the services received from its employees in accor-
dance with the requirements applicable to equity-settled share-
based payment transactions, with a corresponding increase re-
cognised in equity as a contribution from the parent.”

Country of Ordinary share capital

Included in the scope of consolidation incorporation Principal activity held by Group
Jazz Telecom, S.A. * Spain Telecommunications services 100.00%

Banda 26, S.A. Spain In process of being deregistered 91.00%
Jazzplat, S.A. Argentina Telemarketing and call centre services 100.00%

Not included in the scope of consolidation

Jazztel Jazznet Internet Services, S.L. Spain Dormant 100.00%
Jazzcom Limited* Great Britain Dormant 100.00%
Jazzplat Chile, S.L. Chile TeIer:eanrgztlsrgvai\::Scall 100.00%
Movilweb 21, S.A. Spain Dormant 100.00%

* Directly owned by Jazztel PLC.

During 2009 the Company has incorporated its branch Jazzplat Chile Call Center, S.L. in order to restructure its customer care service and
to meet the requirements resulting from the growth of its customer base.

Group

Non-current financial assets of the Group are held-to-maturity investments.
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14. Short-term investments, intercompany interest and cash and cash equivalents

Group Company
2009 €’000 2008 €’000 2009 €'000 2008 €'000
Short-term deposits 20,142 21,961 1,747 2,541
Other deposits and loans 226 280 - -
Short-term investments 20,368 22,241 1,747 2,541
Interest due from other Group companies - - 135,613 103,325
Cash and cash equivalents 38,144 22,520 21,668 2,786

Company and Group

Short-term investments

Short-term investments as at 31 December 2009 and 2008 are investments in government fixed rate debt and/or on fixed income rate in-
vestments maturing between three and twelve months, in order to generate profit from available liquidity. The weighted average interest
rate on these securities is Euribor to maturity. All short-term investments are held to maturity. The Company can draw down on these
investments immediately if required.

Cash and Cash equivalents

Cash equivalents as at 31 December 2009 and 2008 comprise cash and short term bank deposits with maturities of less than 3 months, the
purpose of which is to meet short term cash commitments. The Company and Group earn interest on these amounts, thereby generating
revenue from available excess liquidity. The weighted average interest rate on these securities is Euribor to maturity. The Company can
draw down on these investments immediately if required.

The Group holds cash at banks of €37,596,000 as at 31 December 2009 (2008: €16,475,000).

As at 31 December 2009 the amount of restricted cash of the Group, consisting of bank guarantees, is €3,747,000 (2008: €4,544,000).

Credit risk

The Group’s principal financial assets are bank balances and cash, trade and other receivables and investments. The credit risk on liquid
funds and is limited because the counterparties are banks with high credit-ratings assigned by international credit-rating agencies.

15. Trade and other receivables

Group Company

2009 2008 2009 2008

€’000 €000 €’000 €000

Trade debtors 66,657 58,242 - -
Amounts owed by Group undertakings 888 845 1,636 9,887
VAT and other taxes 1,267 5,001 354 354
Other debtors 4.421 6,013 34 1
Prepayments and accrued income 895 928 - 87
Total other receivables 7,471 12,787 2,024 10,339
Total trade and other receivables 74,128 71,029 2,024 10,339

Trade and other receivables are classified as Loans and receivables and measured at amortised cost.
All debtors are net of provisions and are due within one year.

The average credit period taken on sales of goods is 24.7 days (2008: 29.5 days). No interest is charged on the receivables paid by their due
date. As at 31 December 2009 there is an allowance for estimated irrecoverable amounts from the sale of goods of €68.2 million (2008:

€53.9 million).
The Directors consider that the carrying amount of trade and other receivables approximates their fair value.

Included in the Group’s trade receivable balance are debtors with a carrying amount of €5,390,000 (2008: €9,621,000) which are past
due at the reporting date and for which the Group has not provided, as there has not been a significant change in credit quality and the

amounts are still considered recoverable.

Ageing of past due but not impaired receivables:

Overdue by: 2009 €’000 2008 €’000
Less than 30 days 4,446 7,860
More than 30 days but less than 180 days 945 1,761
Total 5,391 9,621
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15. Trade and other receivables (continued) 16. Trade and other payables: current liabilities
Credit risk Financial liabilities as at 31 December 2009 and 31 December 2008 are disclosed below:
The Group’s credit risk is primarily attributable to its trade receivables. The amounts presented in the balance sheet are net of allowances Group Company
for doubtful receivables. An allowance for impairment is made where there is an identified loss event which is evidence of a reduction 2009 €000 2008 €’000 2009 €000 2008 €’000
of the cash flows. ;
Trade creditors and accruals 133,274 126,415 737 1,084
The Group has approximately 600,000 individual customers, which limits the individual credit risk to an individual’s outstanding receiva- Amounts payable to Group undertakings - - 3,664 297
ble and ensures that the Group does not have reliance on any one customer or group of customers. Therefore the Directors do not believe Other taxation payable 1,442 840 75 =
that this creates a significant risk exposure. Social security 960 907 44 -
Other creditors 20,080 16,023 - -
S _
2009 €000 2008 €’000
Gross Impairrpgnt Net Gross Prgvision Net Trade payables principally comprise amounts outstanding for trade purchases and ongoing costs. The average credit period taken for
Overdue by: Balance Provision Balance Balance Impairment Balance trade purchases is 60 days (2008: 60 days). The Directors consider that the carrying amount of trade and other payables approximates
Less than 30 days 3,160 1,327 1,833 2,611 964 1,647 their fair value.
More than 30 days but less than
9,704 6,325 3,379 8,494 5,435 3,059
180 days
More than 180 days but less than
8,302 7,627 675 4,650 4,309 341
one year
More than one year 52,880 52,880 = 43,163 43,163 =

Trade receivables greater than one year are fully impaired with no residual financial exposure. However the Group continues to pursue
the recovery of these fully impaired trade receivables.

Movement in the allowance for estimated irrecoverable amounts with respect to trade receivables:

2009 €’000 2008 €’000
Balance at start of period 53,871 44,934
Additional allowance for irrecoverable amounts 14,288 8,937
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17. Financial liabilities: current liabilities 18. Financial liabilities: non-current liabilities
Current financial liabilities as at 31 December 2009 and 31 December 2008 are disclosed below: Non-current financial liabilities as at 31 December 2009 and 31 December 2008 are disclosed below:
Group Company Group Company
2009 €000 2008 €’000 2009 €000 2008 €’000 2009 2008 2009 2008

975% bond 15,243 _ 15,243 _ €’000 €’000 €’000 €’000
Interest on 5% Convertible bond (¥) 3,624 8,579 3,624 9,243 9.75% bond 100,197 - 100,197 §
Total convertible loan notes 18,867 8,579 18,867 9,243 5% Convertible bond (%) - 229,438 - 237,121
8% notes payable 3,411 3,084 _ _ Total convertible loan notes 100,197 229,488 100,197 237,121
Other loans 15,500 13,498 ] } 8% notes payable 856 4,183 - -
Loan notes and other short term loans 18,911 16,582 - - Loan notes 856 4,183 - -
Obligations under finance leases and hire Obligations under finance leases . .
purchase contracts 3,389 7,377 - - and hire purchase contracts 94,365 88,063

Credit facility secured by debtors

In April 2008 the Group signed a credit facility, secured by accounts receivable, with a maximum limit of €10 million. This financing has a cost
referenced to one month Euribor. In July 2009 the financing was renewed with a maximum limit of €15.5 million (€13.5 million December
2008). In December 2009 the financing was renewed for the period through to 20 January 2011.

(*) The difference between the Company and the Group’s Convertible bond balance arises because the Company has sold part of its convertible bond (*) The difference between the Company’s and the Group’s Convertible bond balance is due to the fact that the Company has sold convertible bonds
to Jazz Telecom S.A.U (see Note 18). to Jazz Telecom S.A.U .
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Notes to the financial statements

Convertible loan notes

The net proceeds received from the issue of the convertible loan notes have been split between a liability component and an equity com-
ponent, representing the fair value of the embedded option to convert the liability into equity of the Group and the Company, as follows:

Convertible debt of the Group

5% Convertible bonds €°000

Nominal value at issue date (proceeds of issue) 275,000
Debt issue costs (4,313)
Equity component at issue date (76,334)
Book value at issue date 194,353
Book value as of 1 January 2008 233,971
Interest charged (Note 4) 31,020
Interest (14,162)
Repurchase of Convertible bond (21,341)
Book value as of 31 December 2008 229,488
Interest charged (Note 4) 16,513
Coupon interest (7,743)
Debt restructuring (238,258)

Book value as of 31 December 2009

Convertible debt of the Company

5% Convertible bonds €000

Nominal value at issue date (proceeds of issue) 275,000
Debt issue costs (4,313)
Equity component at issue date (76,334)
Book value at issue date 194,353
Book value as of 1 January 2008 233,971
Interest charged (Note 9) 31,020
Interest (14,162)
Repurchase of Convertible bond (13,708)
Book value as of 31 December 2008 237,121
Interest charged (Note 9) 19,409
Coupon interest (8,131)
Repurchase of Convertible bond (10,141)
Bond restructuring (238,258)

Book value as of 31 December 2009

The equity component of €76.3 million was credited to the equity
reserve (see note 21).

The interest expense on the liability component is calculated by
applying the prevailing market interest rate for similar non-con-
vertible debt at the moment of issue to the liability component
of the instrument. The difference between this amount and the
interest paid based on the coupon rate of 5% is added to the ca-
rrying amount of the convertible bond.

On 29 April 2005 a “Convertible Senior bond in Ordinary Shares of
Jazztel PLC” of €275 million was issued, due in April 2010.

The conversion price of the bonds was set at €1.88292 based on a
reference price of €1.4484 per share and the coupon rate was set
at 5.00%, payable annually in arrears, on 29 April each year. The
Company may elect to settle the interest on the bonds by issuing
ordinary shares, the number of which is calculated by dividing
the adjusted coupon payment amount by the coupon reference
price. The adjusted coupon payment amount was defined as 103
per cent of the amount of the interest payable, and the coupon
reference price was the weighted average ordinary share’s price
for five days previous to the date of coupon payment.

The bonds were issued directly by Jazztel PLC and could be, sub-
ject to their terms and conditions, convertible into 146 million
new Jazztel ordinary shares with a nominal value of €0.08, repre-
senting at the initial conversion price, approximately 15% of Jazz-
tel PLC’s issued share capital at that time. The bonds were issued
at 100% of their principal amount. The bonds will be convertible
at any time after the 40th day following the their issue, and have
a call option exercisable by Jazztel at any time from May 2008,
provided that the shares price exceeds 140% of the conversion
price.

On 27 June 2006, the Company adjusted the conversion price of
its convertible bond issue as a result of the rights issue for which
the prospectus (Folleto) was approved by the Spanish stock mar-
ket regulator (the Comision Nacional del Mercado de Valores) on
15 June 2006. Following this adjustment, the conversion price of

the bonds became €1.80000 and the bonds became convertible
into 152.8 million ordinary shares if, at the moment of conver-
sion, the share price is above the conversion price. If the share
price is below the conversion price, the Company may elect to
pay partly through the issue of 152.8 million shares at the current
market price, and the remainder in cash, or to pay whole amount
in cash.

On 29 April 2008, the Company proceeded with the coupon pay-
ment for the period between 29 April 2007 and 28 April 2008 by
issuing and allotting bondholders with Jazztel ordinary shares,
as stated in the subscription agreement entered into between
the Company and Dresdner Bank AG London, and in section 5.A
of the terms and conditions of the offering, verified and registe-
red with the Luxembourg Stock Exchange on 28 April 2005. The
number of ordinary shares with ISIN GB 0057933615 issued by
the Company as settlement of the annual interest payment was
45,334,494. The “Coupon Reference Price”, which is the avera-
ge of the volume weighted average price of an ordinary share
for each of the five consecutive dealing days ending on the dea-
ling day immediately preceding the coupon payment date, was
€0.3124. The coupon payment was made by the Company on 29
April 2008, as described in the procedure included in section 5.A
of the Offering Circular.

On 29 April 2009, the Company proceeded with the coupon pay-
ment for the period between 29 April 2008 and 28 April 2009 by
issuing and allotting Jazztel ordinary shares to bondholders, as
stated in the subscription agreement entered into between the
Company and Dresdner Bank AG London and in section 5.A of the
terms and conditions of the offering, verified and registered with
the Luxembourg Stock Exchange on 28 April 2005. The number of
ordinary shares with ISIN GB 0057933615 issued by the Company
as payment of the annual interest payment was 50,346,595. The
“Coupon Reference Price”, which is the average of the volume
weighted average price of an ordinary share for each of the five
consecutive dealing days ending on the dealing day immediately
preceding the coupon payment date, was €0.2813. The coupon
payment was made by the Company on 29 April 2009, as des-
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18. Financial liabilities;
non-current liabilities (continued)

Convertible loan notes (continued)

cribed in the procedure included in section 5.A of the Offering
Circular.

On 18 November 2008, the Company bought 2,367 of its converti-
ble bonds in the market, representing €23.7 million of the nomi-
nal value of the issue. The transaction was completed at a price
equal to 32% of the nominal value of the bonds, representing a
€8.3 million cash outflow for the Company, including accrued in-
terest. With this transaction, the Company reduced the nominal
value of its convertible bond issue from €275 million to €251.3
million, generating a capital gain of €13.7 million which has been
recorded as “Finance Income” and reducing the debt and corres-
ponding accrued interest by €21,341,000 and €664,000 respecti-
vely (Note 4, 9).

Subsequently, on 12 December 2008 the Company sold to Jazz
Telecom S.A.U. the above mentioned bonds for €8,297,000, re-
cording this amount in debt and interest expense. On 5 May 2009
Jazz Telecom S.A. and the Company cancelled 2,367 convertible
bonds. This cancellation was worth €10.1 million, approximately
equal to 35% of the nominal value of the bond, and generating a
capital gain of €1.8 million, which has been recorded as “Finance
income”.

As explained in Note 1 and the Directors’ Report, on 5 May 2009
the Company signed an agreement with the principal holders
of convertible bonds to restructure the remainder of the debt
represented by those bonds. This agreement was implemented
on 22 July. The main highlights of this agreement were: (a) the
Company purchased €140 million of these convertible bonds at
a discount of 50% on its face value from the bondholders; (b) in
order to finance the repurchase of the bonds, the Company ca-
rried out a rights issue of €90 million on 16 July 2009. 750,000,000
shares of the Company were issued as a result of this rights is-
sue; (c) the maturity of those bonds that remained outstanding

after repurchase, with a nominal amount of €111.3 million, has
been extended by 3 years, until April 2013 with periodic partial
amortisations between 2010 and 2013 (10% of principal to be
amortised in December 2010, 30% during 2011, 30% during 2012
and 30% in April 2013); (d) the option to convert the bonds into
ordinary shares of the Company was removed and Jazz Telecom
S.A. became bond guarantor for the Company. The issue will pay
a 9.75% coupon; (e) the Company issued 200 million warrants to
the bondholders exercisable into 200 million ordinary shares of
the Company during the exercise period of 4 years at the exercise
price of €0.18 to bondholders per share. 50% of these warrants
are exercisable at the Company’s choice, in the event that share
price, at any given time during the exercise period, reaches and
exceeds €0.27 per share on any trading day within a period of 30
consecutive trading days, condition which was met on 13 Octo-
ber 2009.

As a result of this restructuring, the Company reduced the nomi-
nal value of debt from €251.3 million of 5% convertible bonds, to
€111,3 million of 9.75% bonds, generating capital gain ofof €32.6
million, which has been recorded as “Finance Income” (Note 4
and 9).

Loan notes
9.75 % bond

As explained in Note 1, as the result of the restructuring of the
convertible bonds, the 5% convertible bonds outstanding after
repurchase with a nominal value of €111.3 million became 9.75%
bonds. The new debt is non-convertible and due in April 2013,
with a coupon rate of 9.75%, payable twice yearly in cash. The
redemption of the principal will be realised in the following way:
10% in December 2010, 30% in 2011, 30% in 2012 and the remain-
der 30% in 2013.

8% Note payable

As a result of a contract signed with RENFE on 31 October 2002,
the Group has assumed a loan of €4.3 million at 31 December
2009 (€7.3 million in 2008), bearing interest at 8% annually and
maturing in January 2011.

Financial instruments

The Group issues financial instruments to finance its opera-
tions.

The Group finances its operations through a mixture of bonds,
warrants, long-term loans and finance leases. The Group’s debt
is raised centrally and lent to operating subsidiaries via partici-
pating loans on commercial terms. The Group borrows in the
major global debt markets in Euros, at fixed and variable rates
of interest, as well as entering into finance lease transactions at
variable rates of interest.

18. Financial liabilities: non-current liabilities (continued)
Liquidity risk management

The Group is exposed to short-term liquidity risks if outflows
exceed the funds currently available at the time. Ultimate res-
ponsibility for liquidity risk management rests with the Board
of Directors. The board in conjunction with the Group’s treasury
function have built an appropriate liquidity risk management fra-
mework for the management of the Group’s short, medium and
long-term funding and liquidity management requirements. The
Group manages liquidity risk by maintaining adequate reserves
for working capital purposes, continuously monitoring forecast
and actual cash flows and assuring the availability of funds to
cover liquidity needs.

Maturity of financial liabilities

The contractual maturity profile of the Group’s non-current fi-
nancial liabilities at 31 December 2009 and 31 December 2008 is
as follows:
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18. Financial liabilities: non-current liabilities (continued)

Liquidity risk management

The Group is exposed to short-term liquidity risks if outflows exceed the funds currently available at the time. Ultimate responsibility
for liquidity risk management rests with the Board of Directors. The board in conjunction with the Group’s treasury function have built
an appropriate liquidity risk management framework for the management of the Group’s short, medium and long-term funding and
liquidity management requirements. The Group manages liquidity risk by maintaining adequate reserves for working capital purposes,
continuously monitoring forecast and actual cash flows and assuring the availability of funds to cover liquidity needs.

Maturity of financial liabilities

The contractual maturity profile of the Group’s non-current financial liabilities at 31 December 2009 and 31 December 2008 is as fo-
llows:

2009 €000 2008 €’000

5% Convertible bond (nominal value)

In more than one year but less than two years - 251,330

9.75% bond
In more than one year but less than two years 33,399 -
66,798 -

In more than two years but less than five years

8% notes payable

In more than one year but less than two years 856 3,328
- 855

In more than two years but less than five years

Finance leases

In more than one year but not more than two years 3,556 2,213
In more than two years but not more than five years 17,777 8,178
In more than five years 73,032 77,672

Total borrowings

In more than one year but not more than two years 37,811 256,871
In more than two years but not more than five years 84,575 9,033
In more than five years 73,032 77,672

Reconciliation to Balance Sheet

Interest maturity - (21,842)

18. Financial liabilities: non-current liabilities (continued)

Maturity of financial liabilities (continued)

The contractual maturity profile of the Company’s non-current financial liabilities at 31 December 2009 and 31 December 2008 is as fo-

llows:

2009 €’000 2008 €’000

5% Convertible bond
In more than one year but less than two years - 275,000

9.75% Bond
In more than one year but less than two years 33,399 -

In more than two years but less than five years 66,798 -

Reconciliation to Balance Sheet
Interest maturity = (37,879)

Currency risk

Although the Group is incorporated in Great Britain, its operations are in Spain and financed in Euros. Substantially all the Group’s cash

flows and cash and cash equivalents are in Euros. The effect of Jazzplat S.A. cash flows is not significant.

Interest rate risk

As at 31 December 2009 the Group’s exposure to interest rate risk is limited to €15.5 million in the Group’s credit facility secured by deb-

tors which has a cost referenced to Euribor to maturity (€13.5 million in 2008). The loans secured by debtors mature in January 2011.

As at 31 December 2009, the fair value of the outstanding bonds was approximately €3.6 million (2008: €88.7 million), €105.6 million the
fair value of the 9.75% Bond. In managing its exposure to interest rate fluctuations, the Group’s objectives are to issue its debt with fixed
rates of interest, to match the payment of the initial repayments of interest of non-convertible debt with fixed rate deposits in the same
currency as the debt and to improve the working capital with the credit facility secured by debtors. As a consequence a variation of 1%

in interest rates does not significantly affect the income statement of the Group.

It is the Group’s policy to issue debt taking advantage of the best rates it can achieve, using a mixture of fixed and variable rates depen-

ding on what the Group believes to be most cost effective in the long-term and manageable in the short-term.
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18. Financial liabilities: non-current liabilities (continued) 18. Financial liabilities: non-current liabilities (continued)
Interest rate risk profile of financial liabilities Interest rate risk profile of financial liabilities (continued)
The interest rate profile of the financial liabilities of the Group as at 31 December 2009 is: The interest rate profile of the financial liabilities of the Company as at 31 December 2009 is:
Fixed rate Floating rate Weighted Weighted average Floating
financial financial average period for Fixed rate rate Weighted Weighted average
Total liabilities liabilities Interest interest which rate is financial financial average period for
Currency Million € Million € Million € rate rate % fixed (Years) Total liabilities liabilities Interest interest which rate is
5% Convertible Currency Million € Million € Million € rate rate % fixed (Years)
Euro 3.6 3.6 5.00% 0.33 .
Bond Euro 5% Convertible bond 3.6 3.6 5.00% 0.33
Euro 9.75% bond 115.4 115.4 9.75% 2.28 Euro 9.75% Bond 115.4 115.4 9.75% 2.28
Euro 8% notes payable 4.3 4.3 8.00% 0.59
Euro Credit facility 15.5 15.5 4,6% _ Floating _ .
Fixed rate rate Weighted Weighted average
financial financial average period for
Total liabilities liabilities Interest interest which rate is
Currency Million € Million € Million € rate rate % fixed (Years)
The interest rate profile of the financial liabilities of the Group as of 31 December 2008 was: —Euro 2% CEmCHEL sere 246.4 246.4 5.0% _ =
Fixed rate Floating rate Weighted Weighted average
financial financial average period for
Total liabilities liabilities Interest interest which rate is
Currency Million € Million € Million € rate rate % fixed (Years)
Euro % C tibl
0% onvertibie 238.1 238.1 - 5.0% 1.3
bond
Euro 8% notes payable 7.3 7.3 - 8.0% 1.13
Euro Finance leases 90.1 90.1 - 6.9% 19.5

Euro Credit facility 13.5 - 13.5 4.6%

Euro Finance leases 5.3 - 5.3 6.16%
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18. Financial liabilities: non-current liabilities (continued) 19. Provisions
Fair values of financial assets and financial liabilities €000
Set out below is a comparison by category of book values and fair values of all the Group’s and Company’s financial assets and financial Group
liabilities. The Directors estimate that short-term debtors and creditors such as trade debtors, prepayments, trade creditors and accruals
. . . As at 1 January 2009 894
as of 31 December 2009 and 2008 have fair values materially the same as their book values.
Utilised as at December 2009 (36)
primary financial instruments held or issued to finance the Group's operations: Asat3iDecember2ooy 88
2009 s Provisions primarily include the provision for the liabilities and charges of Jazzcom.
Book value Fair value Book value Fair value
€ million € million € million € million
Liabilities
Obligations under finance leases and hire
97.8 97.8 95.4 95.4
purchase contracts
9.75% bond 115.4 105.6 - -
5% Convertible bond 3.6 3.6 238.1 88.7
8% notes payable 4.3 4.3 7.3 7.3
Credit facility secured by debtors 15.5 15.5 13.5 13.5
Assets
Short-term investments 20.4 20.4 22.2 22.2
Cash and cash equivalents 38.1 38.1 22.5 22.5

In December 2008, the fair value of the outstanding convertible bonds was calculated by valuing the bonds at their market price on the
last trading day of the year.

In the year 2009, the fair value of existing bonds has been calculated on the basis of data from the last transaction in the market before
closing.

Primary financial instruments held or issued to finance the Company’s operations:

2009 2008
Book value Fair value Book value Fair value
€ million € million € million € million
Liabilities
5.0% Convertible bond 3.6 3.6 246.4 97.0
9.75% bond 115.4 105.6 - -
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20. Called-up share capital

2009 2008
Number of shares €’000 Capital Number of shares €’000 Capital
Authorised
(ordinary shares of €0.08 each) 3,275,000,000 262,000 2,425,000,000 194,000
(non-voting shares of €0.015 each) 5,000,000 75 5,000,000 75
Allotted, called-up and fully paid
(ordinary shares of €0.08 each) 2,439,830,328 195,187 1,491,714,221 119,337

(non-voting shares of €0.015 each) 5,000,000 75 5,000,000 75

The non-voting shares shall, upon a return of capital, entitle the holder only to the amount paid up on such shares and shall not entitle
the holder to the payment of any dividend, nor to receive notice of or attend or vote at any general meeting of the Company.

The Company may, at its option, any time after the creation of any non-voting shares, redeem all the non-voting shares then in issue, at
a price not exceeding €0.015 for registered holders. The Company must, in such instances, provide notice in writing of its intention so to
do, fixing a time and place for the redemption.

As a result of the convertible bond restructuring agreement and in order to finance the repurchase of the bonds, the Company performed
a rights issue of €90 million and issued 200 million warrants exercised by 200 million ordinary shares of the Company, on 16 July 2009
(Note 21).

During 2009, 750,000,000 ordinary shares with a nominal value of €60,000,000 were issued for the premium of €30,000,000 under the
above mentioned rights issue financing.

During 2009, 141,942,700 ordinary shares were issued to meet 141,902,999 warrants that were exercised, consisting of 99,685,652 Series
B warrants which were exercised at 31 December, and 42,217,347 Series A warrants without the early expiry condition. During 2008, no
ordinary shares were issued for the exercise of warrants.

During 2009, 5,826,812 ordinary shares with a nominal value of €466,145 were issued at a premium of €592,086 relating to the exercise
of share options. During 2008, 77,588 ordinary shares with a nominal value of €6,000 were issued following the exercise of share options
for the amount of €20,000.

During 2009, 50,346,595 ordinary shares with a nominal value
of €4,027,728 were issued at a premium of €10,134,770 as settle-
ment for convertible bond interest. During 2008, 45,334,494 or-
dinary shares with a nominal value of €3,627,000 were issued
at a premium of €10,536,000, as settlement for convertible bond
interest (see Note 18).

Capital risk management

The Group manages its capital to ensure that it will be able to
continue its activities whilst maximising the return to stakehol-
ders through the optimisation of the debt and equity ratio. The
capital structure of the Group consists of debt which includes bo-
rrowings disclosed in notes 17 and 18, cash and cash equivalents
and equity attributable to equity holders of the parent, compri-
sing issued capital, reserves and retained earnings as disclosed in
notes 20 and 21. The Group reviews its capital structure regularly
and as part of such review, it considers the cost of capital and the
risks associated with each class of capital.

Significant Shareholder

On 25 September 2004, Jazztel reached an agreement with a new
investor in order to take a stake of 24.9% of the share capital of
Jazztel PLC. On 18 October 2004 the Spanish Securities Markets
Commission (the CNMV) registered the abridged prospectus of
the transaction by which Leopoldo Fernandez Pujals, entrepre-
neur and founder of TelePizza, acquired a 24.9% equity holding
in Jazztel. The transaction was closed on 24 September 2004 for
€61.9 million. The investment has been implemented on 18 Octo-
ber 2004, by means of a capital increase and issue of convertible
bonds, without application of pre-emption rights.

At 31 December 2008 the participation of the main shareholder,
through the Company Prepsa Traders, S.A., was 10.499% of ordi-
nary shares with voting rights (156,610,198 shares) and 10.242% of
share capital corresponding to 152,777,777 shares without voting
rights, as these shares have been granted as a guarantee for the
convertible bonds emission to Dresdner Kleinwort Wasserstein
Securities Limited. Dresdner Kleinwort Wasserstein Securities Li-
mited reported to the CNMV that on 20 April 2005 the shares

were loaned to the bondholders, all of them with a participation
in the Company of less than 3%. These shares have been resto-
red by Leopoldo Fernandez Pujals in accordance with convertible
bond restructuring agreement, signed on 5 May 2009.

At 31 December 2009 the participation of the main sharehol-
der, Leopoldo Fernandez Pujals, through the Company Prepsa
Traders, S.A., was 19.225% of ordinary shares with voting rights
(469,048,291 shares).

This change in the consideration of entitlement of shares in ac-
cordance with voting rights over the Company is the consequence
of the Circular 2/2007 of the “Spanish Securities Market Commis-
sion” effective since 19 December 2007, which approves model
forms of notification of significant participations, Directors and
executives, transactions of issuers in own shares, and other mo-
dels, and Royal Decree 1362/2007, effective from 19 October 2007,
developing Law 24/1988 of 28 July of Security Market, on transpa-
rency requirements in relation to information regarding issuers
whose securities are admitted to trading on an official secondary
market or on another European Union regulated market.
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21. Share capital and reserves

Equity reserve
The breakdown on Group equity reserve is as follows:

Share options Warrants 5% Converti- Total
Equity reserve, Group €000 €’000 ble bond €’000 €’000
Granting of share options 1,759 = = 1,759
Share long-term incentive plan 1,105 - - 1,105
Repurchase of convertible bond - - (2) (2)

Balanceasat3iDecember2008 19004 19850 76332 15186

Granting of share options 1,755 = = 1,755
Extraordinary variable compensation plan 1,788 - - 1,788
Cancellation share long-term incentive plan (2,764) - - (2,764)
Reclassification 2005 and 2009 Share Schemes (15,317) - - (15,317)
Cancellation equity portion on bond - - (76,332) (76,332)
Warrants issue - 24,410 - 24,410
Warrants execution - (16,348) - (16,348)

21. Share capital and reserves (continued)

Equity reserve (continued)

The breakdown on Company equity reserve is as follows:

Share options Warrants 5% Convertible bond Total
Equity reserve, Company €000 €000 €000 €000
Balance as at 1 January 2008 16,140 19,850 76,334 112,324
Granting of share options 1,759 = = 1,759
Share long-term incentive plan 1,105 - - 1,105

Balanceasat31December2008 19,004 1985  763% 15188

Granting of share options 1,755 = = 1,755
Extraordinary variable compensation plan 1,788 - - 1,788
Cancellation share long-term incentive plan (2,764) - - (2,764)
Reclassification 2005 and 2009 Share Schemes (15,317) - - (15,317)
Cancellation equity portion on bond - = (76,334) (76,334)
Warrants issue = 24,410 = 24,410
Warrants execution - (16,348) - (16,348)

87



88

Notes to the financial statements

Warrants

In connection with the April 1999 offering of $110,000,000 and
€100,000,000 14% senior notes, due in 2009, that were cancelled
during 2002, the Company issued 500,000 dollar warrants and
550,000 Euro warrants to purchase 1,913,213 and 2,262,795 ordi-
nary shares respectively at an exercise price of €0.08 per share.
The estimated fair value of these warrants at the date issued was
$2.82 for each dollar warrant and €2.82 for each Euro warrant.

In connection with the July 2000 offering of €225,000,000 14%
Senior Notes, due in 2010, that were cancelled during 2002, the
Company issued 225,000 Euro warrants to purchase 1,350,000 or-
dinary shares at an exercise price of €34.10 per share. The estima-
ted fair value of these warrants at the date issued was €87.80 for
each Euro warrant.

The expiration date of each Dollar and Euro warrant was 1 April
2009 for the warrants issued in 1999 and will be 15 July 2010 for
the warrants issued during July 2000. Any warrant not exercised
before the expiration date shall become void, and all rights of the
holder under the applicable warrant agreement shall cease.

As a result of convertible bond restructuring the Company issued
200 million warrants (100 million Series A warrants and 100 mi-
Ilion Series B warrants) to purchase 200 million ordinary shares
at an exercise price of €0.18. The expiration date of both Series
A and Series B warrants is 29 April 2013. The difference between
the Series A Warrants and the Series B Warrants is that under the
terms of the Series B Warrants, the Company may notify the hol-
ders of an Early Expiry Date if, on more than any 20 trading days
during any consecutive period of 30 trading days, the price of the
ordinary shares of the Company is equal to or exceeds €0.27 per
share. The estimated fair value of Series A warrants and Series B
warrants at the date of issue was €0.14 and €0.1041 respectively.

During 2009 141,942,700 ordinary shares were issued of 141,902,999
warrants were exercised, of which from of Series B 99,685,652
warrants were exercised at 31 December, and Series A 42,217,347

warrants without the early expiry condition. During 2008 no or-
dinary shares were issued for the exercise of warrants.

Share option plan

On 20 March 2003, the Directors of the Company resolved to can-
cel and render without effect the share option plan known as
“Plan 2002” and approved a new exercise price of €0.20 for all
options on Jazztel PLC shares which were pending exercise prior
to the restructuring of the debt in 2002, granted to employees
and management personal of the Group. In addition, approval
was given to a new share option plan known as “Plan 2003”. This
plan vested during 2009.

On 27 January 2005, the Share Option Scheme 2003 was amen-
ded by the resolution of the Board of Directors in relation to the
terms and exercise conditions (from now on Share Option New
Scheme 2005). This Scheme was applied to all employees of the
Company and its subsidiaries (with the exception of the subsi-
diary Jazzplat, S.A.). To exercise the options employees had to
remain employed and a customer till the date of exercise of the
plan. This Scheme vested in 2009.

On 26 January 2006 the Board of Directors resolved to grant new
options within the Scheme 2009 for the employees of the Com-
pany (with an exception of the subsidiary Jazzplat, S.A.). The op-
tions were granted with exercise dates of June and November
2009 for all employees including Directors and key management
personnel. The above-mentioned options were granted in 2007.
The exercise price was €0.43, according to the decision, approved
on 2 November 2006 by the Board of Directors until it was modi-
fied to €0.18 per option by resolution of the Board of Directors of
15 December 2008 at the proposal of the Appointment and Remu-
neration Committee. To exercise the options employees had to
remain employed and to be a customer until the date of exercise
of the plan. This Scheme vested in 2009.

The exercise price of the options granted under the Share Option
New Scheme 2005 was €0.256 per option for years 2005, 2006
and 2007 and €0.78 per share for the year 2008. On 2 November

2006 the Board of Directors, after reviewing the proposal by the
Appointment and Remuneration Committee, agreed to modify
the exercise price for 2008 to €0.43 per share. Later, the exercise
price for 2008 was modified to €0.256 per share by a resolution
of the Board of Directors dated 12 December 2007 following a
proposal by the Appointment and Remuneration Committee. For
the shares granted in accordance with Scheme 2009, the exercise
price was fixed at €0.18 per share.

The Annual General Meeting on 25 April 2008 approved the
2008-2012 Stock Option Scheme. The Scheme consists of granting
options on Company shares to the Directors and a group of key
employees of the Company and its subsidiaries. The total number
of shares over which options can be granted under the Scheme
is a maximum of 2% of the Share Capital of the Company as at
31 January 2008. Participants of this Scheme are the Board of Di-
rectors, key employees of Jazz Telecom, S.A. and key employees
of Jazzplat S.A. All employees will have to remain employed by
the Company and to be customers in order to retain the rights.
The options granted may be exercised between 1 January 2009
and 31 March 2013. Each year one fifth of the options granted
may be exercised. The exercise is at the holder’s discretion and
the exercise rights may be accumulated in their entirety or par-
tially until the last year of the Plan. However, each annual block
must be exercised in its entirety as it is not possible to divide
or fraction the execution. The options can be exercised between
the 1st and 20th day of each month between 1 January 2009 and
31 March 2013. The exercise price of options granted was €0.29,
being the average value of the Group’s share price during January
2008, until it was modified to €0.18 per option in a resolution of
the Board of Directors of 27 July 2009 following a proposal from
the Appointment and Remuneration Committee.

All share-based payments are equity-settled share-based payment
transactions.

The Company states the fair value of the options at the grant
date using a binomial model or Black Scholes model. Volatility
used is the historic volatility at the term of maturity of the option
calculated as daily closing quotes. In calculating forward prices

no dividend has been taken into account. The stock option char-
ge is accrued throughout the vesting period.

The total impact in results of this option scheme is €1.76 million
that has been recorded against other reserves in equity (2008:
€1.8 million).
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21. Share capital and reserves (continued) 21. Share capital and reserves (continued)
Share option plan (continued) Share option plan (continued)
The movement in options outstanding during the years ended 31 December 2009 and 2008 is summarised in the following tables: The hypotheses that have been considered for the valuation of the stock options in respect of the different schemes are described in the
Plan 2003, New Scheme 2005 following table:
2005 Grant 2006 Grant 2007 Grant 2008 Grant 2005 Grant, 2006 Grant, 2007 Grant, 2008 Grant,
forth ded 2008 Plan Plan  New Scheme New Sche-  New Scheme  New Scheme ol Main hypothesis New Scheme 2005 New Scheme 2005 New Scheme 2005 New Scheme 2005
or the year ended 200 2003(*") 2003(™) 2005(**) me 2005(*%) 2005(*%) 2005(") ota Method of valuation Black Scholes Binominal de Cox Binominal de Cox Binominal de Cox
Outstanding as at 1 . ;
January 2008 75,000 117,244 2,864,158 1,087,459 1,598,382 - 5,742,243 Stock price at issue date 1.00 - 1.20 0.47 - 0.76 0.41 - 0.60 0.32
o - - Volatility 40% 40% 72% - 83% 50% - 59%
Award of options during . —
i = = = = 279,667 279,667 Considered rate of dividends 0% 0% 0% 0%
Exercised during 2008 = = (27,380) (30,813) (19,400) - (77,593) Valuation per share 0.35-0.86 0.04 - 0.50 0.11-0.36 0.06-0.093
Sritone ceall) e 7200) e 560) o664 296,66 162658 (510509 Interest rate 2.10% - 2.12% 2.65% - 3.35% 4.04% - 4.63% 4.48% - 4.60%
ted during 2008 ’ o ’ T ’ T
Outstanding as at 31
December 2008 75,000 100,044 595,409 260,000 282,320 116,979 1,429,752
For the year ended 2009
Award of options during
2009
Exercised during 2009 (75,000) - (7,007) - (90,559) - (172,566)
Options cancelled/ forfei-
100,0 88,402 260,000 191,761 116, 1,257,186
ted during 2009 ( 4“4 (588,402) ( ) (191,761) CRBTE) o)
Outstanding as at 31 De- ) ) ) ) ) ) )
cember 2009
Exercisable as at 75,000 100,044 595,409 260,000 282,320 116,979 1,429,752
31 December 2008 ’ ’ ’ ' ' ’ e
Exercisable as at
31 December 2009
Exercise price 0.20 0.26(%) 0.256 0.256 0.256 0.256
Were Were .
. . . Were exerci- . .
) . exercised exercised Were exercised ) Were exercised ~ Were exercised
Exercise period ) ) : sed in March | :
in March in March in March 2009 - in March 2009 in March 2009
2009 2009

(*) Employee was given the option to convert the 2003 Scheme options at the 2005 Scheme price of €0,256, but in the event of termination of emplo-
yment, the options had to be exercised at the original price of €0,26.

(**) The options will be exercised in March 2009, as the Directors and selected personnel are subject to a “closing period” in accordance with the
Internal Code of Conduct.
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21. Share capital and reserves (continued)

Share option plan (continued)
Scheme 2009, Scheme 2008-2012

21. Share capital and reserves (continued)

Share option plan (continued)

The hypotheses that have been considered for the valuation of the stock options in respect of the different schemes are described in the

following table:

2008 Grant, 2009 Grant,

2007 Grant, Sche- 2008 Grant, Sche- 2009 Grant, Sche- Scheme Scheme
Main hypothesis me 2009 me 2009 me 2009 2008-2012 2008-2012
Method of valuation Binominal de Cox Binominal de Cox Binominal de Cox Binominal de Cox Binominal de Cox
Stock price at issue date 0.41 0.32 0.258 0.29 0.26
Volatility 60% - 64.45% 50% - 59% 79.87% 59% 72%
Considered rate of dividends 0% 0% 0% 0% 0%
Valuation per share 0.13 - 0.29 0.06-0.093 0.09 0.152 0.159
Interest rate 4.47% - 4.77% 4.48% - 4.60% 0.95% 4.41% 2.48%

2008 Grant 2009 Grant
2007 Grant 2008 Grant 2009 Grant Scheme Scheme
For the year ended 2008 Scheme 2009 Scheme 2009 Scheme 2009 2008-2012 2008-2012 Total
Outstanding as at 1 January
5,053,967 - - - - 5,053,967
2008
Award of options during 2008 - 276,222 - 25,725,000 - 26,001,222
Exercised during 2008 - - - - - -
Options cancelled/ forfeited
894,52 ,498 - 2,290,000 - ,194,021
during 2008 (894,523) (9,498) (2,29 ) (3,194,021)
Outstanding as at 31
December 2008 4,159,444 266,724 - 23,435,000 - 27,861,168
For the year ended 2009
Award of options during 2009 - - 615,604 = 6,504,093 7,119,697
Exercised during 2009 (3,700,249) (216,346) (493,251) (1,204,547) (39,853) (5,654,246)
Options cancelled/ forfeited
1 0,378 122, ,166, ,440,370 ,238,
during 2009 (459,195) (50,378) (122,353) (4 453) (4,440,370)  (9,238,749)
Outstanding as at 31
December 2009 - - - 18,064,000 2,023,870 20,087,870
Exercisable as at 31 Decem-
ber 2008
Exercisable as at 31 Decem-
- - - 3,500,000 120,000 3,620,000
ber 2009
Exercise price 0.18 0.18 0.18 0.18 0.18
. Were exer- Were exer- . .
Were exercised . . Will vest and Will vest and
) . . cised in June  cised in June . .
Exercise period in June and Nov- may be exercised may be exercised
and November and November . .
ember 2009 till March till March 2013
2009 2009

Long-Term incentive Plan

On 24 July 2006, the Board of Directors approved the Special Remuneration Plan in favour of the CEO (Mr José Miguel Garcia Fernandez)
and a number of Key Management Personnel and staff approved by the Appointment and Remuneration Committees. This plan was also
approved at the General Shareholders’ Meeting that took place on 26 April 2007. It involved the 2010 issue of shares for the beneficiaries
of the Plan up to a maximum of 1% (of which 0.5% is allocated to the CEO and the remaining 0.5% to the other Directors) of the increase
in value of the Company from 1 July 2006 until 1 July 2010.

The performance condition was the Company to obtain profits as at 30 June 2010. At the time of exercise, beneficiaries of the plan must
be an employee of the Group and a customer. In the case of a tender offer before the plan’s vesting date or in the case of the sale of the

Company, the plan would be executed according to the value of the Company at the date of the sale.
All share-based payments are equity-settled share-based payment transactions.

The hypotheses that have been considered for the valuation of the stock options for this scheme are described in the following table:

Main hypothesis Long-Term incentive plan

Method of valuation Binominal de Cox

Stock price at issue date 0.62
Volatility 68%
Considered rate of dividends 0%
Valuation per share 0.335
Interest rate 4.76%
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21. Share capital and reserves (continued)

Long-Term incentive Plan (continued)

On 5 of November 2009 Board of Directors resolved, at the pro-
posal of the Appointment and Compensation Committee, to can-
cel the Special Remuneration Plan (Long Term Intensive Plan)
as the Board Directors determined that the non market vesting
condition would not be met. In accordance with IFRS 2, as the
cancellation of this plan is a result of the failure to satisfy the
non market performance condition that required the Company
to generated net profits as at 30 June 2010, no amounts have to
be recognised for the services received. The cost recognised befo-
re the LTIP cancellation amounting to €3,7 million have been re-
versed in the statement of comprehensive income. The amount
of service recognised in Other Reserves in equity in 2008 was €1.1
million.

Extraordinary Variable Compensation Plan

On 5 November 2009, the Board of Directors approved an Extraor-
dinary Variable Compensation Plan tied to the appreciation of
the Company’s shares in the period 2009/2014.

The plan was established for the dual purpose of, acknowledging
and compensating the work performed by Chief Executive Offi-
cer and the members of the Executive Committee during recent
years and, retaining and awarding incentives to these executives,
the retention and motivation of whom is critical to confronting
the challenges to be faced by the Company in executing the new
Business plan.

The Plan consists of awarding the Beneficiaries an Extraordinary
Variable Compensation consisting of the right to receive the po-
tential appreciation of a certain number of the Company’s shares
assigned by the Board of Directors to each one of them. Thus
appreciation will be determined as a function of the starting
and ending values of the shares to be taken as a reference. The
maximum number of Company shares on which the board of Di-
rectors may grant compensation rights under the plan, shall be
34,630,000 shares. Said sum is equivalent to 1.43% of the issued

capital. The number of shares notionally allotted to the Chief Exe-
cutive Officer (Mr. José Miguel Garcia Fernandez) is 14,000,000
notional shares which will be partially consolidated in five equal
tranches as described below. For computation of the variable
compensation the €0.18 shall be taken as the starting reference
value and the average weighted market price of the Company’s
share in the twenty trading sessions preceding the settlement
date shall be taken as the final reference value.

The beneficiaries” right to receive the extraordinary variable
compensation shall be partially consolidated in five tranches on
December 31, 2009, 2010, 2011, 2012 and 2013 respectively, at the
rate of 20% of the total variable compensation during each year,
for this year have consolidated a total of €6.9 million notional
shares. The starting date for the settlement request will be 1 July
2010 whilst the last date for the settlement request will be 31 May
2014. At the time of exercise, beneficiaries of the plan must be an
employee of the Group.

This plan is payable in shares or in cash by paying the proceeds of
the sale on the stock market would correspond to deliver, at the
option of the beneficiary

21. Share capital and reserves (continued)

Extraordinary Variable Compensation Plan (continued)
The hypotheses that have been considered for the valuation of the stock options for this scheme are described in the following table:

Main hypothesis
Method of valuation

Extraordinary Variable Compensation Plan
Binominal de Cox

Stock price at issue date 0.291
Volatility 70.18%
Considered rate of dividends 0%
Valuation per share 0.1967
Interest rate 2.68%

The total impact of this Plan in 2009 is €1.8 million that has been recorded against other reserves in equity.
All share-based payments are equity-settled share-based payment transactions.

To exercise the options the CEO and members of Executive Committee have to remain employed till the date of exercise of each tran-
che.

Capital line - PACEO financing

Jazztel PLC has an agreement with Société Générale Corporate and Investment Banking (“Société Générale”) relating to a PACEO Finan-
cing transaction consisting of a line of financing through various share issues which are only activated on Jazztel PLC’s request. Based on
those requests, Société Générale undertakes to subscribe to a under this maximum of 140 million new shares or shares having a value of
up to €120 million depending on the share’s market performance and volumes exchanged at any time for the 18 months period following
30 December 2005.

Under this the agreement with Société Générale, Jazztel PLC was able to issue shares with a value of up to €80 million at each share issue.
The transaction was based on a resolution approved by shareholders authorising the Board of Directors to issue and allot new shares
without pre-emption rights.As financial intermediary, Société Générale did not aim at becoming a long-term shareholder.

According to the Royal Decree 1310/2005 that implements EU Directive 2003/71/CE (regulating the Prospectus), an issuer may issue up to
10% of its share capital within a 12-month period, without requiring a prospectus. Additionally, Jazztel PLC understood that the PACEO
Financing is not an offer to the public since the shares will be solely subscribed by Société Générale. Therefore, and based on the above
mentioned assumptions, Jazztel PLC did not need to publish a prospectus unless the 10% limit is exceeded.

On August 28, 2008 the Company cancelled and signed a new PACEO funding contract. By means of this contract Société Générale
pledges to issue a number of shares with a maximum limit of the higher Euro amount of the following: 149 million of new shares or
shares with a value of up to 50 million Euros. The minimal price of issue of the shares is that of its nominal value (0,08 Euros per share).
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21. Share capital and reserves (continued)
Capital line - PACEO financing (continued)

The Company will be able to execute this contract providing that
it complies with its limits of authorised capital (that increased to
3,275 million ordinary shares on February 28, 2009). This latest
PACEO contract expires on February 27, 2010 without having been
used and without the Company seeking its renewal.

Capital raising with preferential pre-emptive rights

As a result of the convertible bond restructuring agreement and ,
in order to finance the partial repurchase of the bonds, on 2009
the Company performed a rights issue of €90 million (see Note
1)on 16 July 2009.

22.Major non-cash transactions

Major non-cash movements recorded the profit and loss rela-
te to charges for the year in connection with the share options
amounting €1.76 million (€1.8 million in 2008) and the Extraordi-
nary Variable Compensation Plan amounting €1.8 million.

On 29 April 2009 the Company proceeded with the coupon pay-
ment in respect of the 5% Convertible Bond 5%, corresponding to
the period between 29 April 2008 and 28 April 2009 by issuing and
allotting bondholders with Jazztel Ordinary Shares (Note 18).

As a result of the convertible bond restructuring the Company
issued 200 million of warrants (100 million Series A warrants and
100 million Series B warrants) to purchase 200 million ordinary
shares at an exercise price of €0.18. The estimated fair value of
Series A warrants and Series B warrants at the date of issue was
€0.14 and €0.1041 respectively, resulting in the issue of warrants
with a total fair value of €24,410,000 (see Note 21).

23. Financial commitments, guarantees and contingencies

Commitments

At the balance sheet date the Group had outstanding commitments for future minimum lease payments under non-cancellable operating
leases, which fall due as follows:

Group 2009 €'000 2008 €’000

Expiry date

- within one year 2,165 2,113

- between two and five years 3,363 1,395

- After five years 4,760 2,485
10,288 5,993

Leases of land and buildings are typically subject to rent reviews at specified intervals and provide for the lessee to pay all insurance,
maintenance and repair costs.

Guarantees

Jazztel PLC also maintains credit lines for guarantee with various credit institutions up to a maximum of approximately €2.24 million
that have been fully drawn (2008: €2.24 million).

On 31 December 2009 Jazz Telecom, S.A. had available credit facilities for guarantee purposes with various credit institutions up to a
maximum of €13.1 million (2008: €14.7 million). At 31 December 2009, Jazz Telecom, S.A. has utilised €12.3 million (2008: €12.3 million).

In following the restructuring of the long term 5% convertible Bond (see note 18), Jazz Telecom S.A. became the guarantor of the obliga-
tions of the Company.

The Management of the Company does not consider significant liabilities to be derived from these guarantees.
Contingencies
Litigation, claims and assessments

Complaint filed by a former employee of Jazz Telecom before Instruction Court 3 of Alcobendas

On 27 March 2007, Jazz Telecom, S.A. received a penal claim from a former employee of Jazz Telecom, S.A.U. The Court dealing with the
claim is Magistrates’ Court N° 3 of Alcobendas. The key aspects of the claim are:

« Significant differences between the annual accounts of Jazz Telecom, S.A.U. and the financial information registered with mercantile
registers of mercantile accounting records provided and calculated by the defendant, in areas such as “Options pending exercise at 31
December 1999, Grant of options during the year 2000 and Options pending exercise at 31 December 2000 “.
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23. Financial commitments, guarantees
and contingencies (continued)

Contingencies (continued)

Litigation, claims and assessments (continued)

Complaint filed by a former employee of Jazz Telecom before
Instruction Court 3 of Alcobendas (continued)

« Erroneous accounting of Ya.com’s sale: in Jazz Telecom, S.A.U’s
2000 Annual Accounts cash based revenue of €45,134,608 was
recorded for the above mentioned sale, whereas the plaintiff
indicates the sale amounted to €550,000,000, of which €100
million was delivered in cash and the remaining amount in
shares of the Company T-Online Internacional AG (“T-Onli-
ne”).

o Various differences among the amounts that appear in the
Reports of Annual Accounts of the Company, inside the epi-
graph “ Options Plans “, and the registries provided by the
Company.

On 16 April 2007 a hearing was carried out on the matter, and
on 9 May 2007 Jazztel received a requirement to provide further
information such as registers of granted and executed options
and bonuses.

On 24 September 2007, the Court issued judicial instructions to
the Police, Brigade of Economic Crimes to report on whether the-
re were substantial differences between the annual accounts of
Jazz Telecom for the years 1999, 2000, 2001, 2002 and 2003 and
the Share Option Plan and if there are inaccuracies in the annual
accounts in regard to the Ya.com sale. The Brigade of Economic
Crimes did not issue the requested report. Jazz Telecom commis-
sioned a report from Ernst & Young which has been issued and
presented to the Court on 30 September 2008, with no subse-
quent news.

The main conclusions of the Report issued by Ernst & Young in
relation with the issues outlined above are:

» With regard to claim of erroneous bookkeeping of Ya.com’s
sale, Ernst & Young’s Report concludes, that, in accordance
with the audited annual accounts, and the purchase-sale con-
tract of Ya.com’s shares, the consideration obtained by the
sale, Jazz Telecom S.A.U.’s participation of 9.12%, in Ya.com
was €45,134,607 in cash, with the remaining capital belonging
to other sellers.

« In respect of the claim of significant differences between the
annual accounts of Jazz Telecom, S.A.U. and the registers of
mercantile accounting provided by the defendant, in concepts
such as “Options pending to be exercised at December 31 of
1999, Grant of Options during the year 2000 and Options pen-
ding to be exercised at December 31 of 2000”, Ernst & Young’s
Report concluded: after carrying out an analysis of the annual
accounts corresponding to the above mentioned years and of
the Option Plans, the difference of the options pending to be
exercised at 31 December 2000 is 0.61% compared to 102% spe-
cified in the claim. The differences are attributable to errone-
ous criteria used in the defendant’s claim, by not taking into
account that the effective date is the one stated in the conces-
sion letters to the personnel and not the granting date.

» With regard to the supposed existence of errors among the
amounts disclosed in the Annual Report of the Company re-
garding respect of “Options Plans “ and the registers provided
by the Company, the Report concludes, that, once performed
the table of the movements of Options on Shares of the years
1999-2004, reflected in the audited annual accounts of Jazz
Telecom, S.A.U (1999 Jazztel, P.L.C.), that the existing differen-
ces between them are not significant as stated in the claim.
Further, that the above-mentioned differences have nothing
to do with those alleged by the plaintiff.

In this sense, the Report concludes that the registers provided by
Jazz Telecom, S.A. as well as the audited annual accounts in its
paragraph of share options, reflect identical information to that
established in the various Option Plans approved by Jazztel PLC.

Jazztel understands that there are no discrepancies in its bo-
okkeeping relating to those years and therefore believe that the
lawsuit will be rejected by the court.

Lawsuit filed by Agresso Spain, S.L. against Jazz Telecom, S.A.U,
related to the sale of CCS.

On 4 April 2008 Jazztel Telecom S.A. received a claim from Agres-
so Spain S.L. in connection with the 2007 sale of CCS of €2.7
million relating to the contract of sale of the former company
of Jazztel’s Group, Centro de Calculo de Sabadell, SA (CCS). An
arbitration award was made on May 5th 2009 against Jazztel re-
quiring the payment of €695,017.8 plus the corresponding inter-
est. This amount has already been settled, and the litigation has
concluded.
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24. Related party transactions

The Group considers its related parties to be the subsidiaries, the key management of the Group and the Company (members of the
Board of Directors and Key Management personnel together with their close family members) as well as the companies controlled or
significantly influenced by them.

During 2009 and 2008 the Company and the Group carried out the following transactions with its related parties:

« financing of subsidiaries (note 13);

» management services provided by Jazz Telecom, S.A.U to the Company with a charge an amount of €5.1 million (2008: €1.8 million);
« the sale of part of Convertible bond realized between the Company and Jazz Telecom S.A.U an amount of €8.3 million (Note 18); and
« remunerations to key management personnel and Directors.

The Directors and Key Management Personnel who held office on 31 December 2009 and 2008, and have the following interests in the
ordinary shares of the Company:

Number of shares 31 December 2009 31 December 2008
Directors 470,663,058 312,517,697
Key Management personnel 1,624,564 529,443

No other Director or members of key management personnel have any interests in the Company or Group other than with regards to
share options as detailed in the Directors’ Remuneration Report.

The amounts of remuneration of Directors and Key Management personnel were as follows (all amounts are in Euros):

Bonus Taxable Compensation for Board Total Total
Salary 2008 (1) benefits loss of office  attendance 2009 2008
Directors 350,898 122,500 13,614 - 336,596 823,608 935,344
Key Management
733,518 170,156 47,260 16,699 - 967,633 947,435
Personnel

(1) The Bonus relating to 2008 was paid during the second half of 2009.

24. Related party transactions (continued)

Detailed information on the options executed by the Directors and Key Management Personnel during the year 20089 is given below:

Options
Options Options  held on Weighted
held on Options Options  exercised 31 Dec- average Gainon Gainon
1 January Granted forfeited during ember  Exercise price exer-  exercise exercise
2009 (1) 2009 2009 2009 2009 (2) price € cised 2009 2008
Directors 8,300,000 1,850,000 (3,978,120) (1,671,880) 4,500,000 0.18 0.287 176,852 =
Key Management
y g 3,935,006 3,130,000 (2,796,397) (618,609) 3,650,000 0.18 0.288 66,651 =
personnel

(1) Or date of appointment if later
(2) Or date of resignation if earlier

The options will vest as follows:

Scheme 2008-2012

2009(%) 2010 2011 2012 2013 Precio de ejercicio
Directors 900,000 900,000 900,000 900,000 900,000 0.18
Key Management personnel 730,000 730,000 730,000 730,000 730,000 0.18

(*)These options vested in 2009 and Directors and Key Management personnel, can exercise then of to 1 January 2013

Transactions between the Company and its related parties on financing of subsidiaries and management serviced provided have been
eliminated on consolidation of Company’s and subsidiaries” financial statements. At 31 December 2009 the Group had carried out no
other related parties transactions, other than those described in this Note.

The Directors of the Group neither have participations nor hold post in other companies with activities similar, analogous or comple-
mentary to the Group’s companies, excepted that Mr. José Miguel Garcia is the Director of the Jazztel plc and Sole Administrator of
Jazztel. S.A.
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25. Environmental impact

The Company’s corporate activity, based on the statutes, is the provision of telecommunication services and telecommunications supply
as well as the establishment and operation of the fixed phone public network (Note 1).

Based on that activity, the Company does not have responsibilities, expenses, assets, provisions and contingencies of an environmental
nature that could be significant in relation to equity, its financial situation and Company profits or losses. For this reason there are not
specific disclosures in the current annual accounts referring to environment information.

26. Subsequent events

The Company agreed at the General Meeting of shareholders held on 5th June 2009, that the authorized capital of the Company, con-
sisting of 3,275,000,000 ordinary shares with voting rights of 0.08 euros par value each, could be grouped and divided into 327,500,000
ordinary shares with voting rights of 0.80 euros par value each, representing a group of 10 to 1. The Board of Directors decided to approve
this agreement on 21st December 2009. The effective date of grouping and division was the 18th January 2010, the date on which the
shares began trading.

There are no additional significant subsequent events from 31 December 2009 to the date of approval of these financial statements.

25.Impacto medioambiental

El objeto social de la Sociedad, de acuerdo con sus estatutos, es
la prestacion de servicios telematicos y de telecomunicaciones
asi como el establecimiento y la explotacién de una red publica
telefonica fija (véase Nota 1).

Dadas las actividades a las que se dedica la Sociedad, ésta no tiene
responsabilidades, gastos, activos, ni provisiones y contingencias
de naturaleza medioambiental que pudieran ser significativos en
relacion con el patrimonio, la situacién financiera y los resulta-
dos de la Sociedad. Por este motivo, no se incluyen desgloses es-
pecificos en la presente memoria de las cuentas anuales respecto
a informacién de cuestiones medioambientales.

26. Hechos posteriores

La compaiiia acordé en la Junta General de accionistas celebrada
el 5 de junio de 2009, que el capital autorizado de la Compania,
conformado por 3.275.000.000 acciones ordinarias con derecho a
voto de 0,08 euros de valor nominal cada una, pudieran ser agru-
padas y divididas en 327.500.000 acciones ordinarias con derecho
a voto de 0,80 euros de valor nominal cada una, representando
una agrupacion de 10 a 1. El Consejo de Administracién decidié
el 21 de diciembre de 2009, aprobar dicho acuerdo. La fecha de
agrupacion y division efectiva ha sido el 18 de enero de 2010, fe-
cha a partir de la cual, las acciones de la Compafiia comenzaron
su cotizacién.

No se han producido més hechos posteriores significativos desde
el 31 de diciembre de 2009 hasta la fecha de formulacion de estos
estados financieros.
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