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SPOTIFY TECHNOLOGY S.A.
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REGISTERED OFFICE: 42-44, AVENUE DE LA GARE
L-1610 LUXEMBOURG

R.C.S. LUXEMBOURG B 123 052

Management report from the Board of Directors on the consolidated financial statements for the year ended
December 31, 2017.

Luxembourg, February _ 2018

Dear Sharcholder,

'We have called you to a General Meeting with a view to submitting for your approval the consolidated financial
statements of Spotify Technology S.A. (the “Company™) and its subsidiaries (the “Group” or “Spotify”) for the
year ended December 31, 2017, which are annexed to this report as an essential component.

You should read the following management report of our financial condition and results of operations together
with our consolidated financial statements and related notes.

As of February 28, 2018, the Company has applied to list its ordinary shares on the New York Stock Exchange.

Overview

Our mission is to unlock the potential of human creativity by giving a million creative artists the opportunity to
live off their art and billions of fans the opportunity to enjoy and be inspired by these creators. When we
Taunched our Service in 2008, music industry revenues had been in decline, with total global recorded music
industry revenues falling from $23 billion in 1999 to $16.9 billion in 2008. Growth in piracy and digital
distribution were disrupting the industry. People were listening to plenty of music, but the market needed a
better way for artists to monetize their music and consumers needed a legal and simpler way to listen. We set
out to reimagine the music industry and to provide a better way for both artists and consumers to benefit from
the digital transformation of the music industry, Spotify was founded on the belief that music is universal and
that streaming is a more robust and seamless access model that benefits both artists and music fans.

‘We are the largest global music streaming subscription service. With a presence in 61 countries and growing,
our platform includes 159 million MAUs and 71 million Premium Subscribers as of December 31,2017, which
we believe is nearly double the scale of our closest competitor, Apple Music.

We operate and manage our business in two reportable segments—Premium and Ad-Supported. We identify our
reportable segments based on the organizational units used by management to monitor performance and make
operating decisions. See Note 6 to our consolidated financial statements for additional information regarding our
reportable segments.

Review of business and results for 2017
Our Premium revenue and Ad-Supported revenue increased 38% and 41%, respectively, year over year, and the

number of monthly active users and paying subscribers increased from 123 million at the end of 2016 to
approximately 159 million by the end of 2017, and paid subscribers increased from 48 million to 71 million.

Annual overview 2016 2017
Revenue in millions €2,952 €4,090

The Group showed a gross profit of €849 million compared to a gross profit last year of €401 million. This was
primarily attributable to an increase in revenue that outpaced the growth in content costs pursuant to new licensing
agreements.

The Operating loss for the year ending 2017 amounts to €378 million compared to €349 million last year. The
increase was due primarily to operating costs growing at a greater pace than revenue due to investments in
product improvement and advertising costs. This was partially offset by the improvements to our gross margin
noted above,



Our Net loss for the year ending 2017 amounts to €1,235 million compared to €539 million last year. The
increase over our operating loss primarily relates to the cost of debt, warrants, and the impact of foreign
exchange rates on our debt and investments.

Net loss attributable to owners of the parent

Year ended December 31, Change

2015 2016 2017 2015 to 2016 2016 to 2017

(in € millions, except percentages)
Net loss attributable to

owners of the parent.............. (230) (539) (1,235) (309) 134% (696) 129%

For the year ended December 31, 2017 as compared to 2016, net loss attributable to owners of the parent
increased by €696 million, an increase of 129%, due to the factors stated above.

For the year ended December 31, 2016 as compared to 2015, net loss attributable to owners of the parent
increased by €309 million, an increase of 134%, due to the factors stated above.

Net loss per share

On February 28, 2018, the Board of Directors of the Company approved a 40-to-one share split of the
Company’s ordinary shares which will become effective upon approval by the Company’s sharcholders. All
share and per share information included in the accompanying financial statements have not been adjusted to
reflect this share split.

The following calculation of basic and diluted loss per share has been prepared to reflect the share-split.

2018 2016 2017
(in € millions, except share and per share data)

Basic and diluted
Net Joss attributable to owners of the parent............ (230) (539) (1,235)
Shares used in computation:
Weighted-average ordinary shares

OUtStanding......covorenrees 141,946,600 148,368,720 151,668,769
Basic and diluted net loss per share attributable to
owners of the parent...... (1.62) (3.63) (8.14)

Principal risks and uncertainties

Our ability to grow our business and generate revenue depends on retaining and expanding our total User base,
increasing advertising revenue by effectively monetizing our Ad-Supported User base, and increasing the
number of Premium Subscribers. If our cfforts to attract prospective Users and to retain existing Users are not
successful, our growth prospects and revenue will be adversely affected.

We depend upon third-party licenses for sound recordings and musical compositions and an adverse change to,
loss of, or claim that we do not hold any necessary licenses may materially adversely affect our business,
operating results, and financial condition.

We have no control over the providers of our content, and our business may be adversely affected if our access
to music is limited or delayed. The concentration of control of content by our major providers means that even
one entity, or a small number of entities working together, may unilaterally affect our access to music and other
content.



Research and Development . co L

We invest heavily in research and development in order to drive User engagement and ctﬁt&mér s
our platform, which we believe helps to drive organic growth, which ih turn drives additional growih i, and
better retention of, Premium Subscribers, as well as increased advertising opportunitiés to. Ad-Siippoted
Users. Rescarch and development expenses were 7%, 7%, and 10% of our total revenue in each of 2015, 2016
and 2017, respectively. Expenses primarily comprise costs incurred for development of products related Lo our
platform and Service, as well as new advertising products and improvements to our mobile application and
desktop application, and streaming scrvices. The costs incurred include related facility costs, c&nsuldng costs,
and employee compensation and benefits costs. S

Financial risk management

Our operations are exposed to financing and financial risks, which are managed under the control and
supervision of the Board of Directors of the Company. To manage these risks eﬂicienﬂy,,vge’haygestablished
guidelines in the form of a treasury policy that serves as a framework for the daily financial operations. The
treasury policy stipulates the rules and limitations for the management of financial risks throughout the Group.

Financial risk management is centralized within Treasury who is responsible for the management of financing
and financial risks. Treasury manages and executes the financial management activities, inclading monitoring
the exposure of financial risks, cash management, and maintaining a liquidity reserve, and it provides certain
financial services to the entities of the Group. Treasury operates within the limits and policies authorized by the
Board of Directors. ‘ .

Further information on financial risks and our management of them are given in Note 22 of the consolidated
financial statements. . faT o

«

Repurchases and dividends N

The Company did not repurchase any of its own shares and no dividends wére declétﬁd &
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Independent auditor’s report

To the Shareholders of
Spotify Technology S.A.
Société Anonyme

42-44, avenue de la Gare
L-1610 Luxembourg

Report on the audit of the consolidated financial statements
Opinion

We have audited the consolidated financial statements of Spotify Technology S.A. and its subsidiaries (the
*Group"), which comprise the consolidated statement of financial position as at 31 December 2017, and the
consolidated statement of operations, the consolidated statement of comprehensive loss, the consolidated
statement of changes in equity and consolidated statement of cash flows for the year then ended, and the
notes to the consolidated financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements give a true and fair view of the
consolidated financial position of the Group as at 31 December 2017, and of its consolidated financial
performance and its consolidated cash flows for the year then ended in accordance with International
Financial Reporting Standards (“IFRS") as adopted by the European Union.

Basis for Opinion

We conducted our audit in accordance with the Law of 23 July 2016 on the audit profession (the “Law of

23 July 2016") and with International Standards on Auditing (“ISAs") as adopted for Luxembourg by the
“Commission de Surveillance du Secteur Financier” (*CSSF”). Our responsibilities under those Law and
standards are further described in the “responsibilities of the “réviseur d’entreprises agréé” for the audit of
the consolidated financial statements” section of our report. We are also independent of the Group in
accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for Professional
Accountants ("IESBA Code") as adopted for Luxembourg by the CSSF together with the ethical requirements
that are relevant to our audit of the consolidated financial statements, and have fuifilled our other ethical
responsibilities under those ethical requirements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Other information

The Board of Directors is responsible for the other information. The other information comprises the
information included in the consolidated management report but does not include the consolidated financial
statements and our report of the “réviseur d'entreprises agréé” thereon.

-6-
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Our opinion on the consolidated financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon.

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

Responsibilities of the Board of Directors and those charged with governance for the consolidated
financial statements

The Board of Directors is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with IFRS as adopted by the European Union, and for such internal control as the
Board of Directors determines is necessary to enable the preparation of consolidated financial statements
that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the Board of Directors is responsible for assessing the
Group's ability to continue as a going concern, disclosing, as applicable, matters related to going concern
and using the going concern basis of accounting unless the Board of Directors either intends to liquidate the
Group or to cease operations, or has no realistic alternative but to do so.

Responsibilities of the “réviseur d’entreprises agréé” for the audit of the consolidated financial
statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue a report of the
“réviseur d’entreprises agréé” that includes our opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with the Law of 23 July 2016 and with ISAs as
adopted for Luxembourg by the CSSF will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the basis of these
consolidated financial statements.

As part of an audit in accordance with the Law of 23 July 2016 and with ISAs as adopted for Luxembourg by
the CSSF, we exercise professional judgment and maintain professional skepticism throughout the audit. We
also:

+ Identify and assess the risks of material misstatement of the consolidated financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a
material misstatement resuiting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

-7-
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» Obtain an understanding of internal control relevant to the audit in order to design audit procedures that

are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Group's internal control.

« Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Board of Directors.

» Conclude on the appropriateness of Board of Directors' use of the going concern basis of accounting and,

based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Group’s ability to continue as a going concern. If we

conclude that a material uncertainty exists, we are required to draw attention in our report of the “réviseur

d'entreprises agréé” to the related disclosures in the consolidated financial statements or, if such
disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of our report of the “réviseur d'entreprises agréé”. However, future events or
conditions may cause the Group to cease to continue as a going concern.

+ Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

« Obtain sufficient appropriate audit evidence regarding the financial information of the entities and

business activities within the Group to express an opinion on the consolidated financial statements. We

are responsible for the direction, supervision and performance of the Group audit. We remain solely
responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal control

that we identify during our audit.

Report on other legal and regulatory requirements

The consolidated management report is consistent with the consolidated financial statements and has been

prepared in accordance with applicable legal requirements.

Ernst & Young
Société anonyme
Cabinet de révision agréé

Aine Hearty

Luxembourg, 28 February 2018

A membor firm of Ernst & Young Giobal Limded




Consolidated statement of operations

for the year ended December 31
(in € millions, except share and per share data)

Note

Revenue R |
Cost of revenue .. ireerseniererssnerenearenearsasaas

Gross profit.........coevvenneennnns corsbessassensssasesne

Research and development ........coveercecicnicniiniioianinane
Sales and MArKEliNg .ovevevervrreeseerrenrcssesnsesnsssinissnsnnine
General and adminisSrative ........ccivmvsvssisniiiineie

OPerating Joss..c.cooovniiviiii

FINance iMCOME .....ocveeveeerienrirrerienseasenssesseessessessassessosses 9
FINANCE COBLS.c.vvravueerrernernrnesirisssinsinsiissssnseanesssessassnssasas 9
Share in (losses)/earnings of associates and joint

VERLULES ..o.eeererecsiarancransene

Finance income/(costs) - net

LoSS Before taX .......c.ovvvvvecervcevernrecesnsnesicnnessssnanees

InCome tax EXPERSE....cuuevivicssrinimseamsecrenssseresans 10

Net loss attributable to owners of the parent ...........

Net loss per share attributable to owners of the
parent
Basic and diluted..........c.occimnisisncnrenennn: 11

Weighted-average ordinary shares outstanding
Basic and diluted............ . 3 §

The accompanying notes are an integral part of these consolidated financial statements.

2015 2016 2017
1,940 2,952 4,090
1,714 2,551 3,241
226 401 849
136 207 396
219 368 567
106 175 264
461 750 1,227
(235 (34%) (378)
36 152 118
(26) (336) (974)
— 2 1
10 (186) (855)
(225) (535) (1,233)
5 4 2
(230) (539) (1,235)
(64.81) (145.31) (325.71)
3,548,665 3,709,218 3,791,719




Consolidated statement of comprehensive loss

for the year ended December 31
(in € millions)

Note 2018 2016 2017

Net loss attributable to owners of the parent.............coovveienneniinnes (230) (539) (1,235)
Other comprehensive loss:
Items that may be subsequently reclassified to consolidated statement of

operations (net of tax):
Loss in the fair value of available for sale financial assets 22 — “4) (12)
Exchange differences on translation of foreign operations — (12) (3)
Other comprehensive loss for the year (net of tax).........covevcinecinn, — (16) (15)
Total comprehensive loss for the year attributable to owners of the

parent............ceer eteeNessesbeaseat et ts et aRe ket st b e bbetahebate s (230) (558) (1,250)

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated statement of financial positien
As at December 31
(in € mitlions)
As at
January 1,
Note 2016 2016 2017
Assets
Non-current assets
Property and eqUIPMENt.....co.oeeemvioreminsiremmrarsssssseesesessiness 12 81 85 73
Intangible assets including goodwill .........oonviinnernneciiii 13 73 80 162
Investment in associates and joint Ventures.......ouveeevmvveisrinscannns 25 1 —_ 1
Long term investment .......coccvnviriiariesssesorones 22 — — 910
Restricted cash and other non-current assets 14 21 23 54
Deferred 1aX aSSetS.....ocarrnrivernenemienrcrern s 10 4 3 9
180 191 1,209
Current assets
Trade and other receivables.........coeoeveccriecinnnnicinrnsieriainens 15 244 300 360
Income tax receivable........... 10 3 6 —
Short term investments ............ 22 — 830 1,032
Cash and cash equivalents ..........ccocoevrineninrrmmnnscarenrnnessesienes 22 597 755 477
Other CUITENE ASSELS ....ovveeeerercrerrersensasseaetirinsossesmersesssrtsssmsssaress 27 18 29
871 1,909 1,898
TOLRL ASSLLS ..vevvrrecrceeieririeerieresenisssntsonssosissssnsassenssncassasaransanas 1,051 2,100 3,107
Equity/(Deficit) and liabilities
Equity/(Deficit)
Share Capital ........cconeeriiimmiiessntiiis s s 16 — — —
Other paid in Capital ........cccorimvmncorinsinnronsasmsssssrsaseesvenies 16 797 830 2,488
Other reserves.......c.... 16 85 122 177
Accumulated deficit.........ocoverveeearerirmiena (653) (1,192) (2,427)
Equity/(Deficit) attributable to owners of the parent............. 229 (240) 238
Non-current liabilities
Convertible NOLES......oviiieiriisnsier s s sssesonas 18,22 — 1,106 944
Accrued expenses and other liabilities .......oouenmveveniniceiieieinnas 20 16 10 56
Provisions reeribessesssenseenneueastaeeenssasoraenasbesea e tenne 21 8 4 6
Deferred tax liabilities . 10 — — 3
24 1,120 1,009
Current liabilities
Trade and other payables........c....c.... 19 119 201 341
Income tax payable......oouimniniininniseseciissssnensas 10 5 6 9
Deferred revenue .........oceecmncnernrnnns 4 92 149 216
Accrued expenses and other liabilities .........ccccovievevennne 20 485 673 281
Provisions ....c.cvevceinnicseenisirisesnens 21 15 57 59
Derivative liabilities .......coeecenee. 22 82 134 354
798 1,220 1,860
Total liabilities ............ccocoeninunen 822 2,340 2,869
Total equity/(deficit) and liabilities ................cocovvmmmrennrnvecennns 1,051 2,100 3,107

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated statement of changes in equity/(deficit)

(in € millions, except share data)

Note

Balance at January 1,2015.........................
Loss for the year.......o.cceeveeeccccrnnnnivnsnans
Issuance of shares upon exercise of stock

options and restricted stock units.............. 16
Issuance of shares, net of costs 16
Share-based payments..........covrsiinisiaseininns 17
Income tax impact associated with share-

based PAYMENLS....coerererrmrmmmivrercrmsesssanas 10
Balance at December 31,2015....................
Loss for the Year........oovveeermmscisninsninisinnenaes
Other comprehensive 0SS ..ovvvcciirenienes
Issuance of shares upon exercise of stock

options and restricted stock units.............. 16
Share-based payments......c.uveeecrveircssrirorsons 17
Balance at December 31, 2016....................
Loss for the year.........c.cocvvninnecinirinnnsnnennns
Other comprehensive loss
Issuance of shares upon exercise of stock

options and restricted stock units.............. 16
Issuance of shares related to business

COMbINAIONS ..c.ccrvrisrnnirssensnicrnerininsisins 5
Issuance of restricted share awards related

to business combination ..........cocovennuene 5
Issuance of shares upon exchange of

Convertible Notes.......ccovenninnivisonseans 22
Issuance of shares in exchange for long

term INVEStMEnt .......oecrnmscsusesiiisisesssersienss 22
Share-based payments 17
Income tax impact associated with share-

based PAYMENLS.......ocermssescrerereiniimsmsniannas 10

Balance at December 31, 2017...................

Equity/
(Deficit)
Number of Other attributable to
ordinary Share paid in Other Accumulated owners of the
shares capital capital reserves deficit parent
3,394,815 — 404 55 (423) 36
—_ — e (230) (230)
20,574 —_— 6 — —_ 6
237,122 — 387 - _ 387
o —_ 29 — 29
— — 1 — 1
3,652,511 e 797 85 (653) 229
— — — (539) (539)
—_ e (16) — (16)
95,589 — 33 — — 33
— — 53 _ 53
3,748,100 — 830 122 (1,192) (240)
—_ — —_— (1,235) (1,235)
— — 15) — (15)
43,077 —_ 29 — —_ 29
11,051 —_ 33 —_ — 33
1,547 e — —_ — e
163,874 —_ 686 —_ — 686
213,811 e 910 —_— —_ 910
— —_ 67 o 67
— —_ 3 —_ 3
4,181,460 — 2,488 177 (2,427) 238

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated statement of cash flows

for the year ended December 31
(in € millions)

Operating activities
INELLOSS . o.vveveeecectevetet e e e s saee st ms et e eb bbb ss b pane et r e b bk b b en e b et
Adjustments to reconcile net loss to net cash flows
Depreciation of property and equipment. ..........occovriverrrrenrecinmrcns
Amortization of intangible assets....
Share-based payments expense.......
Impairment loss on trade receivables ..
FINBICE (ACOINIE 11.vsevevseirccrreenseenereerneemaserersrsiesissssmesseresssrstsassssinssasse s ireee
Finance costs.............
INCOME £aX EXPENSC...c.oiniiiiriininisreriiinrercianns
Shiats 10 iosses/iea rurgs ) UL dssULIaics and JOH vermuLes .
Net foreign exchange (gains)/losses
Changes in working capital:
Increase in trade receivables and other assets ...
Increase in trade and other liabilities...............cccoivevieenicrr i
Increase in deferred revenue
Increase in provisions ......
INEEPESE FECEIVED .....cececere e ccr ettt e sbss s s e
TREEFESE PAIA.....coeee e e e
Income tax (FeCeiVEd)/PAId .....o.ovccrmireireeirecsic it ern s e

Net cash flows (used in)/from operating activities.......................

Investing activities
Business combinations, net of cash acquired. ...
Investment in associates and JOIL VENIUIES ........cccccovniniivinmrnn e inennns soreeas
Purchases of property and equipment....
Purchases of intangibles
Purchases of short term investments
Sales and maturities of short term investments.
Change in restricted cash..........c.cc...........

Net cash flows used in investing activities....

Financing activities

Finance lease payments
Proceeds from issuance of Convertible Notes, net of costs
Proceeds from issuance of new shares, net of costs
Proceeds from issuance of warrants.
Proceeds from exercise of share options...

Net cash flows from financing activities................c.coovviirn
Net increase/(decrease) in cash and cash equivalents
Cash and cash equivalents at January 1 ...,
Net foreign exchange gains/(losses) on cash and cash equivalents

Cash and cash equivaients at December 31 ...

Supplemental disclosure of cash flow information

Non-cash investing and financing activities
Issuance of shares for business combinations ...
Purchases of property and equipment in trade and other payables..............
Non-cash share-based payments related to internal development costs .......
Issuance of shares upon exchange of Convertible Notes.......
Issuance of shares in exchange for long term investment

18
16
16
17

22

22

2015 2016 2017
(230) (539) (1,235)
26 32 46
4 6 8
28 S3 65
J— 15 —
(36) (152) (118)
26 336 974
5 4 2
— Z Qy
33 43 3)
(121) (60) (112)
251 245 447
25 77 71
20 38 8
2 5 19
O] - -
@ @ 2
@38) 101 179
) )] (49
(€)) O —
44) @n (36)
6] (3) (10)
— 1,397 (1,386)
—_ 609 1,080
(10) 8] (39
67 827) (435)
G (5} (C)
— 861 —
474 — —
— 27 9
6 33 29
476 916 34
mn 190 222)
206 597 755
20 (32) (56)
597 758 477
— — 33
1 1 5
1 — 2
- — 686
— — 910

The accompanying notes are an integral part of these consolidated financial statements.
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Notes to the 2017 consolidated financial statements

1. Corporate information

Spotify Technology S.A. (the “Company™) is a private limited company incorporated and domiciled in
Luxembourg. The Company’s registered office is 42-44 avenue de la Gare, L1610, Luxembourg.

The principal activity of the Company and its subsidiaries (the “Group”) is music streaming. The Group’s
premium service (“Premium Service™) provides users with unlimited online and offline high-quality streaming
access to its catalog. The Premium Service offers a commercial-free music experience. The Group’s ad-
supported service (“Ad-Supported Service,” and together with its Premium Service, its “Service”) has no
subscription fees and provides users with limited on-demand online access to the catalog. The Group depends on
securing content licenses from a number of major and minor content owners and other rights holders in order to
provide its service.

The consolidated financial statements of the Group for the year ended December 31, 2017 were authorized for
issue with a resolution of the directors on February 28, 2018, Under Luxembourg law, the consolidated financial
statements are approved by the shareholders at the annual general meeting.

2. Summary of significant accounting policies

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

(a) Basis of preparation

The consolidated financial statements of Spotify Technology S.A. comply with International Financial
Reporting Standards (“IFRS™) as issued by the International Accounting Standards Board (“IASB”) and have
been prepared on a historical cost basis, except for securities, long term investment, convertible senior notes
(“Convertible Notes™), and derivative financial instruments, which have been measured at fair value. The
consolidated financial statements are also in compliance with IFRS as endorsed by the European Union (“EU™)
for all periods presented.

The consolidated financial statements have been prepared on the basis of a full retrospective application of
IFRS 15, Revenue from Contracts with Customers, with an adoption date as of January 1, 2017.

The preparation of the consolidated financial statements in conformity with IFRS requires the application of
certain critical accounting estimates. It also requires management to exercise its judgment in the process of
applying the accounting policies. The areas involving a greater degree of judgment or complexity, or areas in
which assumptions and estimates are significant to the consolidated financial statements, are disclosed in
Note 3.

The consolidated financial statements provide comparative information in respect of the previous periods.

(b) Basis of consolidation

Subsidiaries are all entities over which the Group has control. The Group controls an entity when the Group is
exposed to, or has rights to, variable returns from its involvement with the entity and has the ability to affect
those returns through its power over the entity. Subsidiaries are consolidated from the date on which control is
transferred to the Group. They are deconsolidated from the date that control ceases.

(c) Investment in associates and joint ventures

An associate is an entity over which the Group has significant influence but not control or joint control.

A joint venture is a type of joint arrangement whereby the parties that have joint control of the arrangement have
rights to the net assets of the joint venture. Joint control is the contractually agreed sharing of control of an
arrangement, which exists only when decisions about the relevant activities require unanimous consent of the
parties sharing control.



The Group accounts for its investments in associates and joint ventures using the equity method whereby the
investment is initially recognized at cost. The carrying amount of the investment is adjusted to recognize
changes in the Group’s share of net assets of the associates and joint ventures since the acquisition date.

The Group determines, at each reporting date, whether there is objective evidence that the investment in its
associated companies or joint ventures is impaired. If there is such evidence, the Group calculates the amount of
impairment as the difference between the recoverable amount and the carrying amount of the investment. Any
gain or loss resulting from the dilution of the Group’s interest in associates and joint ventures where significant
influence and joint control, respectively, is retained is recognized in the consolidated statement of operations in
“Share in earnings of associates and joint ventures.”

(d) Foreign currency translation
Functional and reporting currency

Items included in the financial statements of each of the Group’s entities are measured using the currency of the
primary economic envirenment in whick the entity operates The consolidated financial statements are presented
in Euro, which is the Group’s reporting currency.

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at
the dates of the transactions. Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation of monetary assets and liabilities denominated in foreign currencies at
year-end exchange rates are recognized in the consolidated statement of operations within finance income or
finance costs.

Group companies

The results and financial position of all the Group entities that have a functional currency different from the
presentation currency are translated into Euro as follows:

»  Assets and liabilitics are translated at the closing rate at the reporting date;
«  Income and expenses for each statement of operation are translated at average exchange rates; and
«+  All resulting exchange differences are recognized in other comprehensive income/(loss).

Goodwill and fair value adjustments arising on the acquisition of a foreign operation are treated as assets and
liabilities of the operation and translated at the closing rate at each reporting date.

(¢) Revenue recognition

Accounting policies for the Group’s revenues are explained in Note 4.

(®  Advertising credits

Advertising credits are issued to certain rights holders that are not transferable and that allow them to include
advertisement on the Ad-Supported Service that promote their artists and the Spotify service, such as the
availability of a new single or album on Spotify. These are issued in conjunction with the Group’s royalty
arrangements for nil consideration, There is no revenue recognized as the advertising credits are mutually
beneficial to both the rights holders and the Group and do not meet the definition of a revenue contract under
IFRS 15, Revenue fiom Contracts with Customers.

(g8) Business combinations

Business combinations are accounted for using the acquisition method. Identifiable assets acquired and
liabilities assumed are measured initially at their fair values at the acquisition date. The excess of the
consideration transferred, and the acquisition-date fair value of any previous equity interest in the acquiree over
the fair value of the identifiable net assets acquired is recognized as goodwill.
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Acquisition-related costs, other than those incurred for the issuance of debt or equity instruments, are charged to
the consolidated statement of operations as they are incurred.

(h) Cost of revenue

Cost of revenue consists predominately of royalty and distribution costs related to content streaming. The Group
incurs royalty costs paid to certain music record labels, music publishers, and other rights holders for the right to
stream music to the Group’s users. Royalties are typically calculated using negotiated rates in accordance with
license agreements and are based on either subscription and advertising revenue earned, user/usage measures, or
a combination of these. The determination of the amount of the rights holders’ liability is complex and subject to
a number of variables, including the revenue recognized, the type of content streamed and the country in which
it is streamed, the service tier such content is streamed on, identification of the appropriate license holder, size
of user base, ratio of Ad-Supported Users to Premium Subscribers, and any applicable advertising fees and
discounts, among other variables. Some rights holders have allowed the use of their content on the platform
while negotiations of the terms and conditions are ongoing. In such situations, royalties are calculated using
estimated rates. In certain jurisdictions, rights holders have several years to claim royalties for musical
compositions and therefore estimates of the royalties payable are made until payments are made. The Group has
certain arrangements whereby royalty costs are paid in advance or are subject to minimum guaranteed amounts.
An accrual is established when actual royalty costs to be incurred during a contractual period are expected to fall
short of the minimum guaranteed amounts. For minimum guarantee arrangements for which the Group cannot
reliably predict the underlying expense, the Group will expense the minimum guarantee on a straight-line basis
aver the term of the arrangement. The Group also has certain royalty arrangements where the Group would have
to make additional payments if the royalty rates were below those paid to other similar licensors (most favored
nation clauses). For rights holders with this clause, a comparison is done of royalties incurred to date plus
estimated royalties payable for the remainder of the period to estimates of the royalties payables to other
appropriate rights holders, and the shortfall, if any, is recognized on a straight-line basis over the period of the
applicable most favored nation clause. An accrual and expense is recognized when it is probable that the Group
will make additional royalty payments under these terms. The expense related to these accruals is recognized in
cost of revenue. Cost of revenue also includes credit card and payment processing fees for subscription revenue,
customer service, certain employee compensation and benefits, cloud computing, streaming, facility, and
equipment costs, as well as amounts incurred to produce content for the service.

(i) Research and development expenses

Research and development expenses are primarily comprised of costs incurred for development of products
related to the Group’s platform and service, as well as new advertising products and improvements to the
Group’s mobile app, desktop, and streaming services. The costs incurred include related employee
compensation and benefits, facility costs, and consulting costs.

(i) Sales and marketing expenses

Sales and marketing expenses are primarily comprised of employee compensation and benefits, events and trade
shows, public relations, branding, consulting expenses, customer acquisition costs, advertising, the cost of
working with record labels and artists to promote the availability of new releases on the Group’s platform, and
the costs of providing free trials of the Premium Service. Expenses included in the costs of providing free trials
are primarily derived from per user royalty fees determined in accordance with the rights holder agreements.

(k) General and administrative expenses

General and administrative expenses are comprised primarily of employee compensation and benefits for
functions such as finance, accounting, analytics, legal, human resources, consulting fees, and other costs
including facility and equipment costs.

(I Income tax

The tax expense for the period comprises current and deferred tax. Tax is recognized in the consolidated
statement of operations except to the extent that it relates to a business combination, or items recognized directly
in equity or in other comprehensive income.
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(i)

(iii)

Current tax

Current tax comprises the expected tax payable or receivable on the taxable income or loss for the
year and any adjustment to tax payable or receivable in respect of previous years. It is measured
using tax rates enacted or substantively enacted at the reporting date.

Deferred tax

Deferred tax is recognized in respect of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.
Deferred tax is not recognized for:

+  Temporary differences on the initial recognition of assets or liabilities in a transaction
that is not a business combination and that affects neither accounting nor taxable profit
or loss;

«  Temporary differences related to investments in subsidiaries, associates, and joint
ventures o the extent that the Group is able tc contro! the timing of the reversa! of the
temporary differences, and it is probable that they will not reverse in the foreseeable
future; and

«  Taxable temporary differences arising on the initial recognition of goodwill.

Deferred tax assets are recognized for unused tax losses, unused tax credits, and deductible
temporary differences to the extent that it is probable that future taxable profits will be available,
against which they can be used. Deferred tax assets are reviewed at each reporting date and are
reduced to the extent that it is no Jonger probable that the related tax benefit will be realized.

Deferred tax is measured at the tax rates that are expected to be applied to temporary differences
when they reverse, using tax rates enacted or substantively enacted at the reporting date. The
measurement of deferred tax reflects the tax consequences that would follow from the manner in
which the Group expects, at the reporting date, to recover or settle the carrying amount of its assets
and liabilities.

Deferred tax assets and liabilities are offset only if certain criteria are met.

Uncertain tax positions

In determining the amount of current and deferred income tax, the Group takes into account the
impact of uncertain tax positions and whether additional taxes, interest or penalties may be due.
This assessment relies on estimates and assumptions and may involve a seri¢s of judgments about
future events. New information may become available that causes the Group to change its judgment
regarding the adequacy of existing tax liabilities. Such changes to tax liabilities will impact tax
expense in the period that such a determination is made.

(m) Property and equipment

Property and equipment are stated at historical cost less accumulated depreciation and any accumulated
impairment losses. Historical cost includes any expenditure that is directly attributable to bringing the asset to
the location and condition necessary for it to be capable of operating in the manner intended by the Group.

The Group adds to the carrying amount of an item of property and equipment the cost of replacing parts of such
an item if the replacement part is expected to provide incremental future benefits to the Group. All repairs and
maintenance are charged to the consolidated statement of operations during the period in which they are
incurred.

Depreciation is charged so as to allocate the cost of assets less their residual value over their estimated useful
lives, using the straight-line method as follows:

Property and equipment: 3 to 5 years

Leasehold improvements: shorter of the lease term or useful life
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The assets’ residual values, useful lives, and depreciation methods are reviewed annually and adjusted
prospectively if there is an indication of a significant change. An asset’s carrying amount is written down
immediately to its recoverable amount if the asset’s carrying amount is greater than its estimated recoverable
amount.

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount and are
recognized in the consolidated statement of operations when the asset is derecognized.

(n) Intangible assets

Acquired intangible assets other than goodwill comprise acquired developed technology and patents. At initial
recognition, intangible assets acquired in a business combination are recognized at their fair value as of the date
of acquisition, Following initial recognition, intangible assets are carried at cost less accumulated amortization
and impairment losses.

The Group recognizes internal development costs as intangible assets only when the following criteria are met:
the technical feasibility of completing the intangible asset exists, there is an infent to complete and an ability to
use or sell the intangible asset, the intangible asset will generate probable future economic benefits, there ate
adequate resources available to complete the development and to use or sell the intangible asset, and there is the
ability to reliably measure the expenditure attributable to the intangible asset during its development,

Intangible assets with finite lives are amortized on a straight-line basis over their estimated useful lives,
typically 2 to 5 years and are assessed for impairment whenever there is an indication that the intangible asset
may be impaired. The amortization period and the amortization method for an intangible asset are reviewed at
least annually. Changes in the expected useful life or the expected pattern of consumption of future economic
benefits embodied in the asset is accounted for by changing the amortization period or method, as appropriate,
and are treated as changes in accounting estimates. The amortization of intangible assets is recognized in the
consolidated statement of operations in the expense category consistent with the function of the intangible
assets.

(0) Goodwill

Goodwill is the excess of the aggregate of the consideration transferred and the amount recognized for non-
controlling interest over the net identifiable assets acquired and liabilities assumed. Goodwill is tested annually
for impairment, or more regularly if certain indicators are present. For the purpose of impairment testing,
goodwill acquired in a business combination is allocated to each of the operating segments that are expected to
benefit from the synergies of the combination and represent the lowest level at which the goodwill is monitored
for internal management purposes. Goodwill is evaluated for impairment by comparing the recoverable amount
of the Group’s operating segments to the carrying amount of the operating segments to which the goodwill
relates. If the recoverable amount is less than the carrying amount an impairment charge is determined.

The recoverable amount of the operating segments is based on fair value less costs of disposal. The Group
believes reasonable estimates and judgments have been used in assessing the recoverable amounts.

(p) Impairment of non-financial assets

Assets that are subject to depreciation or amortization are reviewed for impairment whenever events or changes
in circumstances indicate that the carrying value may not be recoverable. An impairment loss is recognized in
the consolidated statement of operations consistent with the function of the assets, for the amount by which the
asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair
value less costs of disposal and value in use. For the purposes of assessing impairment, assets are grouped at the
lowest levels for which there are largely independent cash inflows. Prior impairments of non-financial assets
(other than goodwill) are reviewed for possible reversal each reporting period.
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(q) Financial instruments
()  Financial assets
Initial recognition and measurement

The Group’s financial assets are comprised of cash and cash equivalents, short term investments, trade
and other receivables, a long term investment, restricted cash, and other non-current assets. All financial
assets are recognized initially at fair value plus transaction costs that are attributable to the acquisition of
the financial asset. Purchases and sales of financial assets are recognized on the settlement date; the date
that the Group receives or delivers the asset. The Group classifies its financial assets primarily as cash and
cash equivalents, receivables and available for sale financial assets. Receivables are non-derivative
financial assets, other than short term and long term investments described below, with fixed or
determinable payments that are not quoted in an active market. They are included in current assets except
for those with maturities greater than 12 months after the reporting period.

For more information on receivables, refer to Note 15.

Short term investments classified as available for sale financial assets are those that are neither classified
as held for trading nor designated at fair value through the consolidated statement of operations. The
securities in this category are those that are intended to be held for an indefinite period of time and that
may be sold in response to needs for liquidity or in response to changes in the market conditions
(therefore not recognized at amortized cost). These are classified as current assets.

Long term investments classified as available for sale financial assets are those that are neither classified
as held for trading nor designated at fair value through the consolidated statement of operations. The
security within this category is intended to be held for an indefinite period of time and for strategic
investment purposes. It is classified as a non-current asset.

Subsequent measurement

Afeer initial measurement, available for sale financial assets are measured at fair value with unrealized
gains or losses recognized in other comprehensive income and credited in other reserves within equity
until the investment is derecognized, at which time, the cumulative gain or loss is recognized in finance
income/ costs, or the investment is determined to be impaired, when the cumulative loss is reclassified
from the available for sale reserve to the consolidated statement of operations in finance costs. Interest
earned whilst holding available for sale financial assets is reported as interest income using the effective
interest method.

Derecognition

Financial assets are derecognized when the rights to receive cash flows from the asset have expired, or the
Group has transferred its rights to receive cash flows from the asset or has assumed an obligation to pay
the received cash flows in full.

Impairment of financial assets

The Group asscsses at each reporting date whether there is any objective evidence that a financial asset or
a group of financial assets is impaired. A financial asset is considered impaired if objective evidence
indicates that one or more events have had a negative effect on the estimated future cash flow of that
asset. Evidence of impairment include that debtors, individually or collectively, default in payments or
other indications that they experience significant financial difficulty, including the probability of entering
bankruptcy or other financial reorganization, or a significant or prolonged decline in the fair value of an
investment below its cost. Significant’ is evaluated against the original cost of the investment and
*prolonged’ against the period in which the fair value has been below its original cost.

If there is evidence of impairment for any of the Group’s financial assets carried at amortized cost, the
amount of the loss is measured as the difference between the asset’s carrying amount and the present
value of estimated future cash flows (excluding future credit losses that have not been incurred)
discounted at the asset’s original effective interest rate. The carrying amount of the asset is reduced
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through the use of an allowance account and the amount of the loss is recognized in the consolidated
statement of operations.

In the case of investments classified as available for sale, the impairment js assessed based on the same
criteria as financial assets carried at amortized cost. However, the amount recorded for impairment is the
cumulative loss measured as the difference between the amortized cost and the current fair value, less any
impairment loss on that investment previously recognized in the consolidated statement of operations.

Future interest income continues to be accrued based on the reduced carrying amount of the asset, using
the rate of interest used to discount the future cash flows for the purpose of measuring the impairment
loss. The interest income is recorded as part of finance income.

For impairment losses recognized, if, in a subsequent period, the amount of the impairment loss decreases
and the decrease can be related objectively to an event occurring after the impairment was recognized, the
reversal of the previously recognized impairment loss is recognized in the consolidated statement of
operations.

(i) Financial liabilities
Initial recognition and measurement

The Group’s financial liabilities are comprised of trade and other payables, other liabilities (borrowings
and finance lease payments), Convertible Notes, and derivative liabilities (contingent options and
warrants). All financial liabilities are recognized initially at fair value and, in the case of Convertible
Notes and borrowings, net of directly attributable transaction costs.

The Group accounts for the Convertible Notes in accordance with IAS 39, Financial Instruments:
Recognition and Measurement, “fair value option’. Under this approach, the Convertible Notes are
accounted for in their entirety at fair value, with any change in fair value after initial measurement being
recorded in the consolidated statement of operations and the transaction costs were effectively
immediately expensed.

The Group accounts for the warrants as a financial liability at fair value. In accordance with TAS 32,
Financial Instruments: Presentation, the Group determined that the warrants were precluded from equity
classification, because while they contain no contractual obligation to deliver cash or other financial
instruments to the holders other than the Company’s own shares, the exercise prices of the warrants are in
US$ and not the Company’s functional currency. Therefore, the warrants do not meet the requirements
that they be settled by the issuer exchanging a fixed amount of cash or another financial asset for a fixed
number of its own equity instruments.

Subsequent measurements
Other financial liabilities

After initial recognition, payables and borrowings are subsequently measured at amortized cost using the
effective interest method. The effective interest method amortization is included in finance costs in the
consolidated statement of operations. Gains and losses are recognized in the consolidated statement of
operations when the liabilities are derecognized.

Payables and borrowings are classified as current liabilities unless the Group has an unconditional right to
defer seitlement of the liability for at least 12 months after the reporting date.

Fees paid to secure loan facilities are recognized as transaction costs of the loan to the extent that it is
probable that some or all of the facility will be drawn down. The fee is deferred until the drawdown
occurs. To the extent there is no evidence that it is probable that some or all of the facility will be drawn
down, the fee is capitalized as pre-payment for liquidity services and amortized over the period of the
facility.

Financial liabilities at fair value through profit or loss
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ARer initial recognition, financial liabilities at fair value through the profit or loss are subsequently
remeasured at fair value at the end of each reporting period with changes in fair value recognized in
finance income or finance costs in the consolidated statement of operations.

Derecognition

Financial liabilities are derecognized when the obligation under the liability is discharged, cancelled, or
expires.

(iii) Fair value measurements

For financial assets and liabilities measured at fair value on a recurring basis, fair value is the price the
Group would receive to sell an asset or pay to transfer a liability in an orderly transaction with a market
participant at the measurement date. In the absence of active markets for identical assets or liabilities, such
measurements involve developing assumptions based on market observable data and, in the absence of
such data, internal information that is consistent with what market participants would use in a hypothetical
transaction that occurs at the measurement date. Observable inputs retiect market data obtamned trom
independent sources, while unobservable inputs reflect the Group’s market assumptions. All assets and
liabilities for which fair value is measured or disclosed in the consolidated financial statements are
categorized within the fair value hierarchy, described as follows, based on the lowest level input that is
significant to the fair value measurement as a whole:

+  Level I: quoted (unadjusted) prices in active markets for identical assets or liabilities

«  Level 2: other techniques for which inputs are based on quoted prices for identical or similar
instruments in markets that are not active, quoted prices for similar instruments in active
markets, and model-based valuation techniques for which all significant assumptions are
observable in the market or can be corroborated by observable market data for substantially
the full term of the asset or liability

+  Level 3: techniques which use inputs that have a significant effect on the recognized fair
value that require the Group to use its own assumptions about market participant
assumptions

The Group maintains policies and procedures to determine the fair value of financial assets and liabilities
using what it considers to be the most relevant and reliable market participant data available. It is the
Group’s policy to maximize the use of observable inputs in the measurement of its Level 3 fair value
measurements. To the extent observable inputs are not available, the Group utilizes unobservable inputs
based upon the assumptions market participants would use in valuing the asset or liability. In determining
the fair value of financial assets and liabilities employing Level 3 inputs, the Group considers such factors
as the current interest rate, equity market, currency and credit environments, expected future cash flows,
the probability of certain future events occurring, and other published data. The Group performs a variety
of procedures to assess the reasonableness of its fair value determinations including the use of third
parties.

(iv) Foreign exchange forward contracts

Beginning in 2017, the Group began entering into multiple foreign exchange forward contracts. The
Group designated certain foreign exchange forward contracts as cash flow hedges when all the
requirements in IAS 39 Financial Instruments are met. The Group recognizes the activities from these
cash flow hedges as either assets or liabilities on the statement of financial position and are measured at
fair value at each reporting period. The Group reflects the gain or loss on the effective portion of a cash
flow hedge as a component of equity and subsequently reclassifies cumulative gains and losses to
revenues or cost of revenues, depending on the risk hedged, when the hedged transactions are settled. If
the hedged transactions become probable of not occurring, the corresponding amounts in other reserves
are immediately reclassified to finance income or costs. Foreign exchange forward contracts that do not
meet the requirements in IAS 39 Financial Instruments to be designated as a cash flow hedge, are
classified as derivative instruments not designated for hedging. The Group measures these instruments at
fair value with changes in fair value recognized in finance income or costs. Refer to Note 22.
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(r) Cash and cash equivalents

Cash and cash equivalents comprise cash on deposit at banks and on hand and short term depasits with a
maturity of three months or less from the date of purchase that are not subject to restrictions. Cash deposits that
have resirictions governing their use are classified as restricted cash, current or non-current, based on the
remaining length of the restriction.

The Group classifies highly liquid investments with maturities of three months or less at the date of purchase as
cash equivalents.

For the purpose of the consolidated statement of cash flows, cash and cash equivalents consist of cash and short
term deposits as defined above.

(s) Short term investments

The Group invests in a variety of instruments, such as commercial paper, money market funds, corporate debt
securities, collateralized reverse purchase agreements, and government and government agency debt securities.
Part of these investments are held in short duration fixed income portfolios. The average duration of these
portfolios is two years. All investments are governed by an investment policy and are held in highly-rated
counterparties. Separate credit limits are assigned to each counterparty in order to minimize risk concentration.

These investments are classified as available for sale securities and are carried at fair value with the unrealized
gains and losses reported as a component of equity. Management determines the appropriate classification of
investments at the time of purchase and reevaluates the available for sale designations as of each reporting date.
The available for sale debt securities with maturities greater than twelve months are classified as short term
when they are intended for use in current operations. The cost basis for investments sold is based upon the
specific identification method.

(t) Long term investment

Long term investment consists of a non-controlling equity interest in a private company, The investment is
classified as an available for sale financial asset and carried at fair value through other comprehensive income.
Refer to Note 22.

(u) Share capital

Ordinary shares are classified as equity.

Equity instruments are initially measured at the fair value of the cash or other resources received or receivable,
net of the direct costs of issuing the equity instruments.

For the years ended December 31, 2012, 2013, and 2015, the Group issued equity instruments that were part of a
compound transaction whereby additional shares would be issued to the shareholders upon the occurrence of
certain events (see Note 16). The embedded derivatives were separated from the host contract and the resulting
derivative liabilities were initially measured at fair value. The derivative liabilities are remeasured at fair value
through the consolidated statement of operations at each reporting period. The difference between the
consideration received for the equity instruments and the fair value of the embedded derivatives represents the
equity components of the transaction. Transaction costs are allocated to the liability derivatives and equity
components in proportion to their initial carrying amounts.

(v) Share-based payments

Employees of the Group receive remuneration in the form of share-based payment transactions, whereby
employees render services in consideration for equity instruments.

The cost of equity-settied transactions with employees is determined by the fair value at the date of grant using
an appropriate valuation model. The cost is recognized in the consolidated statement of operations, together with
a corresponding credit to other reserves in equity, over the period in which the performance and service
conditions are fulfilled. The cost of equity-settled transactions with non-employees for which services are
rendered over a vesting period is determined by the average fair value over the period the services are received.
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The cumulative expense recognized for equity-settled transactions with employees at each reporting date until
the vesting dae reflects the Group’s best estimate of the number of equity instruments that will ultimately vest.
The expense for a period represents the movement in cumulative expense recognized at the beginning and end
of that period, and is recognized in employee shared-based payments. When the terms of an equity-settied
transaction award are modified, the minimum expense recognized is the expense as if the terms had not been
modified, if the original terms of the award are met. An additional expense is recognized for modifications that
increase the total fair valne of the share-based payment transaction or are otherwise beneficial to the grantee as
measured at the date of modification. There have been no material modifications to any share-based payment
transactions during 2015, 2016, and 2017.

Social costs are payroll taxes associated with employee salaries and benefits, including share-based
compensation. Social costs in connection with granted options and restricted stock units are accrued over the
vesting period based on the intrinsic value of the award that has been earned at the end of each reporting period.
The amount of the liability reflects the amortization of the award and the impact of expected forfeitures. The
social cost rate at which the accrual is made generally follows the tax domicile within which other compensation
charges for a grantee are recognized.

The assumptions and models used for estimating fair value for share-based payment transactions are disclosed in
Note 17.

(w) Employee benefits

The Group provides defined contribution plans to its employees. The Group pays contributions to publicly and
privately administered pension insurance plans on a mandatory or contractual basis. The Group has no further
payment obligations once the contributions have been paid. Contributions to defined contribution plans are
expensed when employees provide services. The Group’s post-employment schemes do not include any defined
benefit plans.

(x) Provisions

Provisions are recognized when the Group has a present obligation (legal or constructive) as a result of a past
event, it is probable that an outflow of resources embedying economic benefits will be required to seftle the
obligation, and a reliable estimate can be made of the amount of the obligation.

(y) Leases

At inception of an arrangement, the Group determines whether the arrangement is or contains a lease. The
Group leases certain items of property and equipment. Leases in which substantially all the risks and rewards of
ownership are not transferred to the Group as lessee are classified as operating leases. Payments made under
operating leases (net of any incentives received from the lessor) are charged to the consolidated statement of
operations on a straight-line basis over the period of the leases.

Leases of property and equipment where the Group has substantially all the risks and rewards of ownership are
classified as finance leases. Finance leases are capitalized at the lease’s commencement at lower of the fair value
of the leased property and the present value of the minimum lease payments. Each lease payment is allocated
between the repayment of the liability and finance charges. The corresponding lease obligations, net of finance
charges, are included in borrowings. The interest element of the finance cost is charged to the consolidated
statement of operations over the lease petiod so as to produce a constant periodic rate of interest on the
remaining balance of the liability for each period. The property and equipment acquired under finance leases is
depreciated over the shorter of the useful life of the asset and the lease term.

New and amended standards and interpretations adopted by the Group

In May 2014, the IASB issued IFRS 15, Revenue from Contracts with Customers, which establishes principles
for reporting information to users of financial statements about the nature, amount, timing, and uncertainty of
revenue and cash flows arising from an entity’s contracts with customers. Revenue is recognized when a
customer obtains control of a good or service and thus has the ability to direct the use and obtain the benefits
from the good or service. The standard replaces IAS 18, Revenue, and IAS 11, Construction Contracts, and
related interpretations. The EU has endorsed the standard in September 2016. The Group adopted IFRS 15, and
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all related amendments, on January 1, 2017 on a full retrospective basis. The 2015 and 2016 comparatives, in
respect of IFRS 15, have been presented on a full retrospective basis as required. For further discussion of the
Group’s adoption of IFRS 15, see Note 4.

In January 2016, the IASB issued Recognition of Deferred Tax Assets for Unrealised Losses (Amendments to
IAS 12) which amended IAS 12, Income Taxes. The amendments primarily were issued to clarify the
recognition of deferred tax assets for unrealized losses related to debt instruments measured at fair value. The
EU has endorsed the amendments in November 2017. The Group adopted these amendments on January 1, 2017
and it did not have a material impact on the consolidated financial statements.

In January 2016, the IASB issued Disclosure Initiative (Amendments to IAS 7) which amended IAS 7, Statement
of Cash Flows. The amendments require entities to provide disclosures that enable users of financial statements
to evaluate changes in liabilities arising from financing activities. The EU has endorsed the amendments in
November 2017. The Group adopted these amendments on January 1, 2017 and it did not have a material impact
on the consolidated financial statements. The enhanced presentation requirements under the amendments are
disclosed in Note 22.

New standards and interpretations issued not yet effective

Recently issued new or revised/amended standards and interpretations effective for the Group on or after
January 1, 2018, are as follows:

In July 2014, the IASB published the final version of IFRS 9, Financial Instruments, which reflects all phases of
the financial instruments project and replaces IAS 39, Financial Instruments: Recognition and Measurement,
and all previous versions of IFRS 9, Financial Instruments. The standard introduces new requirements for
classification and measurement, impairment, and hedge accounting. IFRS 9 is effective for annual periods
beginning on or after January 1, 2018, with early application permitted. Retrospective application is required,
but restatement of comparative information may only be done if possible without the use of hindsight. The EU
has endorsed the standard in November 2016. Upon adoption, the Group will designate its long term investment
as an equity instrament measured at fair value through ether comprehensive income with gains and losses
remaining in other comprehensive income without recycling to profit or loss upon derecognition. Upon adoption
on January 1, 2018, the Group does not expect IFRS 9, Financial Instruments to have any additional material
impact on the consolidated financial statements.

In January 2016, the IASB published IFRS 16, Leases, its new leasing standard, which will replace the current
guidance in IAS 17, Leases, and related interpretations IFRIC 4, SIC-15 and SIC-27. The new standard requires
lessees to recognize a lease liability reflecting future lease payments and a ‘right-of-use asset’ for virtually all
lease contracts. The standard applies to annual periods beginning on or after January 1, 2019, with earlier
application permitted. The EU has endorsed the standard in October 2017. The Group expects the valuation of
right-of-use assets and lease liabilities, previously described as operating leases, to be the present value of its
forecasted future lease commitments. The Group will be required to separately recognize the interest expense on
the lease liability and the depreciation expense on the right-of-use asset. Since the Group has a significant
amount of minimum lease commitments (see Note 23), the new standard is expected to have a material impact
on the consolidated statement of financial position upon adoption. The Group is continuing to assess the impact
of the new standard.

In June 2016, the IASB issued three amendments to IFRS 2, Share-based Payment, in relation to the
classification and measurement share-based payment transactions. The amendments are intended to eliminate
diversity in practice in three main areas: (i) the effects of vesting conditions on the measurement of a cash-
settled share-based payment transaction, (ii) the classification of a share-based payment transaction with net
settlement features for withholding tax obligations, and (iii) the accounting where a modification to the terms
and conditions of a share-based payment transaction changes its classification from cash-settled to equity-
settled. The amendments are effective for accounting periods beginning on or after January 1, 2018. The
amendments are required to be applied without restating prior periods, but retrospective application is permitted
if elected for all three amendments and other criteria are met. The EU has not yet endorsed the amendments. The
Group does not expect the amendments to IFRS 2, Share-based Payment, to have any material impact on the
consolidated financial statements.

There are no other IFRS or IFRIC interpretations that are not effective that are expected to have a material
impact.
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3.  Critical accounting estimates and judgments

The preparation of the consolidated financial statements requires management to make judgments, estimates,
and assumptions that affect the reported amounts of revenues, expenses, assets, liabilities, and equity in the
consolidated financial statements and the accompanying disclosures. Estimates and judgments are continually
evaluated and are based on historical experience and other factors, including expectations of future events.

Uncertainty about these assumptions and estimates could result in outcomes that require a material adjustment to
the carrying amount of assets or liabilities affected in future periods.

The areas where assumptions and estimates are significant to the consolidated financial statements are:

(i) The Group measures the cost of equity-settled transactions with employees and non~employees by
reference to the fair value of the equity instruments at the date at which they are granted. The fair
value is estimated using a model which requires the determination of the appropriate inputs. The
assumptions and models used for estimating the fair value of share-based payment transactions are
disclosed in Note 17.

(i) The fair value of the Group’s Convertible Notes, warrants, contingent options, and long term
investment are estimated using valuation techniques using inputs based on management’s judgment
and conditions that existed at each reporting date. The assumptions and models used for estimating
the fair value of the instruments are disclosed in Note 22.

(iii) The Group has fiscal loss carry-forwards. At period end, the Group investigates the possibility of
recognizing deferred tax assets with regard to the loss carry-forwards. Deferred tax assets related to
loss carry-forwards are recognized only in those cases where it is probable and there is convincing
evidence that the Group wili generate future taxable income to which the loss carry-forward can be
utilized. See Note 10.

(iv) In business combinations, the Group allocates the fair value of purchase consideration to the
tangible assets acquired, liabilities assumed, and intangible assets acquired based on their estimated
fair values, The excess of the fair value of purchase consideration over the fair values of these
identifiable assets and liabilities is recorded as goodwill. Such valuations require management to
make significant estimates and assumptions, especially with respect to intangible assets. See Note 5.

) In accordance with the accounting policy described in Note 2, the Group annually performs an
impairment test regarding goodwill. The fair value of the operating segments is estimated using
valuation techniques using inputs based on management’s judgment and conditions that existed at
the testing date. The assumptions and models used for estimating the fair value are disclosed in
Note 13.

(vi) The Group’s agreements and arrangements with rights holders for the content used on its platform
are complex. Some rights holders have allowed the use of their content on the platform while
negotiations of the terms and conditions are ongoing. In certain jurisdictions, rights holders have
several years to claim royalties for musical composition and therefore estimates of the royalty
accruals are based on available information and historical trends. The determination of royalty
accruals involves significant judgements, assumptions, and estimates of the amounts to be paid. See
Note 20.

{vii) Management makes significant estimates and assumptions when determining the amounts to record
for provision for legal contingencies. See Note 21.
The areas requiring a higher degree of judgment in applying accounting principles or complexity are:

(i) The Group determined that three of its equity arrangements included embedded derivatives due to
the existence of a downside protection clause. The evaluation of the embedded derivatives for
separation from the equity instrument required significant judgment and the consideration of
whether the embedded derivative was closely related to the host contract. See Notes 16 and 22.

4.  Revenue recognition
Adoption of IFRS 15, Revenue from Contracts with Customers

On January 1, 2017, the Group adopted IFRS 15, and all related amendments, using the full retrospective
transition method. The standard establishes principles for reporting information to users of financial statements
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about the nature, amount, timing, and uncertainty of revenue and cash flows arising from an entity’s contracts
with customers.

The main change in accounting policies as a result of the application of IFRS 15 is explained below. Such a
change is made in accordance with the transitional provisions of IFRS 15.

The Group provides discounted trial periods for Premium Services where the cost of providing the service
exceeds the amount received from the customer. Under IFRS 15, these arrangements meet the definition of a
contract with a customer and therefore consideration received for discounted trial periods is recognized in
revenue and the related costs are recognized as costs of revenue. Previously, the net loss relating to discounted
trial periods was included in sales and marketing and no revenue or cost of revenue was recorded. The loss
relating to free trials continues to be classified in sales and marketing.

The following tables summarize the adjustments posted in the Group’s consolidated financial statements due to
the retrospective application of IFRS 135.

Impact on consolidated statement of operations

Impact of [FRS 15
2015 2015
Pre-adopti Adjustments Post-adoption
(in € millions)
REVENUE ....ovviivrmirinmaneienicnnisisnsiossssionne 1,929 11 1,940
Cost of revenue .........coceeviiinnne . . 1,664 50 1,714
Gross profit............cviviviiinnniin e 265 39 226
Sales and marketifig ......co.ouivenens “ 259 (40) 219
Operating loss.. rererrean st (236) 1 (235)
Loss before tax.........cccvnmienmnmniinenen, (226) 1 (225)
InCOME tax EXPENSE...ccciuvririrriiierncressssssssessarsniarsnannsens 5 — 5
Net loss attributable to owners of the parent........... (231) 1 (230)
Impact of IFRS 15
2016 2016
Pre-adopti Adjustment: Post-adoption
(in € millions)

Revenue ............ reenrereresereess s nans 2,933 19 2,952
Cost of revenue .......ccoovverirennes 2,483 68 2,551
GIross Profit.......c.cienionviieccninsseninn 450 49) 401
Sales and marketing ...........cc.e.. . 418 (50) 368
Operating loss..........ccovviinivivmnmnmcrisisrn e (350) 1 (349)
Loss before taX.........coovevimneninnnnenncnenne e (536) 1 (535)
Income tax EXpense...........evieivereensisansensinins . 4 — 4
Net loss attributable to owners of the parent........... (540) 1 (539)
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Impact of IFRS 15

2017 2017
Pre-adoption Adjustments Post-adoption
(in € millions)

Revenue rtsresetee s sas s e e s ns e s 4,066 24 4,090
Cost of revenue rrersesreaeraeerarararerarareranesaraneene 3,163 78 3,241
Gross Profi........ccecceorccniomcncnnincnsnensniinens 903 549 849
Sales and marketing ................. 621 (59) 567
Operating loss st sasbarsns (378) — (378)
LSS BefOre taX......ovveveiienrimrece s seesescsennenssesesssonssnens (1,233) e (1,233)
Income tax expense............. 2 - 2
Net loss attributable to owners of the parent (1,235) — (1,235)

The impact to the opening equity attributable to owners of the parent is not material.

Revenue from contracts with customers
(i)  Disaggregated revenue

The Group discloses revenue by reportable segment and geographic area in Note 6.

(ii)  Performance obligations
Subscription revenue

The Group generates subscription revenue from the sale of the Premium Service in which customers can listen
on-demand and offline. Premium Services are sold directly to end users and through partners who are generally
telecommunications companies that bundle the subscription with their own services or collect payment for the
stand-alone subscriptions from their end customers. The Group satisfies its performance obligation, and revenue
from these services is recognized, on a straight-line basis over the subscription period. Typically, Premium
Services are paid in advance.

Premium partner services are based on a per-subscriber rate in a negotiated partner agreement and may include
minimum guarantees for the number of subscriptions that will be purchased from the Group. Under these
arrangements, a premium partner may bundle the Premium Service with its existing product offerings or offer
the Premium Service as an add-on. Payment is remitted to the Group through the premium partner. When a
minimum guarantee is within an agreement and the partner is not expected to meet the commitment,
management has concluded the revenue is constrained to the revenue amounts for the actual subscriptions sold
in a given period. The Group therefore only recognizes the associated revenue when it is highly probably that
this will not result in a significant reversal of revenue when the uncertainty is resolved. The Group assesses the
facts and circumstances, including whether the partner is acting as a principal or agent, of all partner revenue
arrangements and then recognizes revenues either gross or net. Premium partner services, whether recognized
gross or net, have one material performance obligation being the delivery of the Premium Service.

Advertising revenue

The Group’s advertising revenue is primarily generated through display, audio, and video advertising delivered
through advertising impressions. The Group enters into arrangements with advertising agencies that purchase
advertising on its platform on behalf of the agencies’ clients. These advertising arrangements are typically sold
on a cost-per-thousand basis and are evidenced by an Insertion Order (“10”) that specifies the terms of the
arrangement such as the type of ad product, pricing, insertion dates, and number of impressions in a stated
period. Revenue is recognized over time based on the number of impressions delivered. I0s may include
multiple performance obligations as they generally contain several different advertising products that each
represent a separately identifiable promise within the contract. For such arrangements, the Group allocates
revenue to each performance obligation on a relative stand-alone selling price basis. The Group determines
stand-alone selling prices based on the prices charged to customers. The Group also may offer cash rebates to
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advertising agencies based on the volume of advertising inventory purchased. These rebates are estimated based
on expected performance and historical data and result in a reduction of revenue recognized.

Additionally, the Group generates revenue through arrangements with certain suppliers to distribute advertising
inventory on their ad exchange platforms for purchase on a cost-per-thousand basis. Revenue is recognized over
time when impressions are delivered on the platform.

(iti) Contract liabilities
The following table provides information about contract liabilities from contracts with customers.

January 1, December 31, December 31, December 31,
2015 2015 2016 2017

(in € millions)
Contract liabilities

Deferred advertising revenue ..........cccovevecervenen 1 2 1 1
Deferred subscription revenue .......c..ococcvenneenees 62 90 148 215
63 92 149 216

Deferred revenue is mainly comprised of subscription fees collected for services not yet performed and therefore
revenue has not been recognized. Revenue is recognized over time as the services are performed. The increase
in deferred revenue in 2016 and 2017 is a result of an increase in the number of Premium Subscribers. This
balance will be recognized as revenue as the services are performed, which is generally expected to occur over a
period up to a year.

Revenue recognized that was included in the contract liability balance at the beginning of the years ended
December 31, 2016 and 2017 is €92 million and €149 million, respectively.

As permitted under IFRS 15, the Group does not disclose unsatisfied (or partially unsatisfied) performance
obligations when the related contract has a duration of one year or less. The Group also applies the practical
expedient under the transitional provisions of IFRS 15 and does not disclose the amount of the transaction price
allocated to the remaining performance obligations and an explanation of when the Group expects to recognize
that amount as revenue for the year ended December 31, 2016.

5.  Business combinations
Acquisition in 2015

During 2015, the Group acquired the operations of one business. The acquisition is accounted for under the
acquisition method. The total purchase consideration is €7 million, all of which was recorded in goodwill. The
acquisition did not have a material impact on the Group’s total revenue or net loss for the year ended
December 31, 2015.

Included in the arrangements are payments that are contingent on continued employment. The payments are
remuneration for post-combination services and are automatically forfeited if employment terminates. A total of
€2 million of post-combination cash pay-outs will be recorded as compensation expense over the service period
of three years.

Acquisitions in 2016

During 2016, the Group acquired the operations of three separate businesses. The acquisitions were accounted
for under the acquisition method. The total purchase consideration was €8 million, of which €7 million was
recorded to goodwill, and €1 million to acquired intangibles assets.

Included in the arrangements are payments that are contingent on continued employment. The payments are
recognized as remuneration for post-combination services and are automatically forfeited if employment
terminates. A total of €3 million of post-combination cash pay-outs will be recorded as compensation expense
over the service periods of up to three years.
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The results of operations for each of the acquisitions have been included in the Group’s consolidated statements
of operations since the respective dates of acquisitions. Actual and pro forma revenue and results of operations
for the acquisitions have not been presented because they do not have a material impact to the consolidated
revenue and results of operations, either individually or in aggregate.

Acquisitions in 2017

During 2017, the Group acquired the operations of five separate businesses. The acquisitions were accounted for
under the acquisition method. The total purchase consideration paid was €85 million, of which €52 million was
in cash and €33 million in equity. Of the total purchase consideration, €71 million has been recorded to
goodwill, €17 million to acquired intangible assets, €4 million to deferred tax liabilities, and €1 million to
tangible assets.

The goodwill of €71 million represents the future economic benefits expected to arise from other intangible
assets acquired that do not qualify for separate recognition, including an experienced workforce and expected
future synergies.

Included in the atrangements are payments that are contingent on continued employment. The payments are
recognized as remuneration for post-combination services and are automatically forfeited if employment
terminates. A total of up to €22 million of post-combination cash pay-outs will be recorded as compensation
expense over service periods of up to three years.

Included in one of the arrangements are 1,547 restricted stock awards that are contingent on continued
employment and are accounted for as equity-settled share-based payment transactions. A total of €6 million of
post-combination expense will be recorded over the service period of two and three-years from the acquisition
date if not forfeited by the employees (see Note 17).

The results of operations for each of the acquisitions have been included in the consolidated statements of
operations since the respective acquisition dates. Actual and pro forma revenue and results of operations for the
acquisitions have not been presented because they do not have a material impact to the consolidated revenue and
results of operations, either individually or in aggregate.

6.  Segment information

The Group has two reportable segments: Premium and Ad-Supported. The Premium Service is a paid service in
which customers can listen on-demand and offline. Revenue is generated through subscription fees. The Ad-
Supported Service is free to the user. Revenue is generated through the sale of advertising. Royalty costs are
primarily recorded in each segment based on specific rates for each segment agreed with rights holders. The
remaining royalties which are not specifically associated to either of the segments are allocated based on user
activity or the revenue recognized in each segment. No operating segments have been aggregated to form the
reportable segments.

Key financial performance measures of the segments including revenue, cost of revenue, and gross profit are as
follows:

2018 2016 2017
(in € millions)

Premium

REVENUE 1oveureinitiiriniisesseosrsnsssmesessssnorsscassersstasssossisessisssssssastossmssssssssessssusanss 1,744 2,657 3,674
Cost O FEVENUE .ovvvriererecccerereiesseriscssaorane rerresbesaeneeresersesasbeess 1,487 2,221 2,868
GroSs Profil.........cooeeiereeeseniesreecrrsts bt e ear st st sy b 257 436 806
Ad-Supported

REVEIUE ....ooveverrreseresiesseresersseseserescssessssssssasssssasssrenchesesssmmsnsrsasssstassesssssssess 196 295 416
COSE OF FEVEIUE ...eveevverereerenenseiresisesestseaessracsesassrasesssens sassusssossnsassnsasassansses 227 330 373
Gross (105S)/Profit.........couveiriecnmiimiiinisinieseirstse st s ansas s ssssasens (31) (35) 43
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2015 2016 2017

(in € millions)
Consolidated
Revenue .... cerreeeriensrerssenartsenns 1,940 2,952 4,090
COSE OF FEVEIUE .....ceveurreenarerveisriaenseteie s crcsaariesessmsassassssessstonssas ssnsasessasson 1,714 2,551 3,241
Gross profit................... retenetasanrs e st seama s rmeer s sasae R s aes 226 401 849
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Reconciliation of gress profit

General expenditures, finance income, finance costs, taxes, and share in (losses)/earnings of associates and joint
ventures are not allocated to individual segments as these are managed on an overall group basis. The
reconciliation between reportable segment gross profit and loss to consolidated loss before tax is as follows:

2015 2016 2017
(in € millions)
Segment gross profit 226 401 849
Research and development (136) (207) (396)
Sales and marketing.............. revesresirenrn et s b et en et sr e ere e s bes (219) (368) (567)
General and admiNIStEALIVE .....c.c.oeeereremererecereniisioniniessssscsssnssssscsasssnssnsnass {106) (175) (264)
FiINANCE ICOME onvveerererceriiereseniresoncsercacsenssoneressrerassnsssssessssrassnsses 36 152 118
Finance costs....... (26) (336) 974)
Share in (losses)/earnings of associates and joint VENtUres.........cooeevmverenneea — ) 1
Loss hefore tax (225) (535) (1,233
Revenue by country
2018 2016 2017
(in € millions)
United STAES ovvrscrnrcsmserssssnsssescasisssssssnssnsesins 741 1,173 1,577
United Kingdom bbb s sns s 268 342 444
LUXEMbBOULZ ..vcveverecrecrincririerinessnssssasssnennsnns . 1 1 3
Other countries TSPV O PO PO . 930 1,436 2,066
1,940 2,952 4,090

Premium revenues are attributed to a country based on where the membership originates. Advertising revenues
are attributed to a country based on where the campaign is viewed. There are no countries that make up greater
than 10% of total revenue included in “Other countries”.

Non-current assets by country

Non-current assets for this purpose consists of property and equipment.

2016 2017
(in € millions)
SWEABI c.cvverererrececrecnneeceresseresseenassessessssesesassnssesananes reeerereenrieneans 12 32
United States......... 50 28
United Kingdom. 19 6
Other COUNLIIES ....vecreerierereenenicsneerenrnrriesnssstssresnssees . 4 7
85 73

As of December 31, 2016 and 2017, the Group held no property and equipment in Luxembourg.
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7.  Personnel expenses

Wages and salaries
Social costs........

Contributions to retirement plans

Share-based payments...........

Other employee benefits .......

Average full-time employees

8.  Auditor remuneration

Audit and audit related fees

9.  Finance income and costs

Finance income

Fair value movements on derivative liabilities (Note 22)

Interest income.......c.cveneiinrenns

Other financial income....

Foreign exchange gains...

Finance costs

Fair value movements on derivative liabilities (Note 22)
Fair value movements on Convertible Notes (Note 22)
Interest, bank fees and other costs............

Foreign exchange losses..

10. Income tax

Current tax expense/(benefit)

Current year .............

Changes in estimates in respect to prior year

Deferred tax expense/(benefit)

Temporary differences .......cocevereenns
Change in recognition of deferred tax

Change in tax rates.......

................

Income taX EXPERNSE ........c.onriviiiriirnnseiniraraennnnne

2018 2016 2017
(in € millions, except
employee data)
163 231 348
45 38 136
7 12 17
28 53 65
16 39 48
259 373 614
1,534 2,084 2,960
2015 2016 2017
{in € millions)
3 5
2015 2016 2017
(in € millions)
26 23 97
2 5 19
— —_ 2
8 124 —
36 152 118
(14) (48) (303)
— (245) (524)
n &) @
(11) (38) (143)
(26) (336) 974)
2015 2016 2017
(in € millions)
b 5 6
1 ) 1
4 4 7
- CIENE)
1 —_ —_
— 1 —
1 - )
S 4 2

There is no income tax related to components of other comprehensive loss for any of the periods presented.
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The Group believes that its accruals for tax liabilities are adequate for all open tax years based on its assessment
of many factors, including interpretations of tax law and prior experience.

In 2017, the Group had recognized no current income tax expense for provisions and have cumulatively
recorded liabilities of €6 million for income tax provisions at December 31, 2017, of which €5 million is
reasonably expected to be resolved within twelve months.

A reconciliation between the reported tax expense for the year, and the theoretical tax expense that would arise
when applying the statutory tax rate in Luxembourg of 29.22%, 29.22%, and 27.08% on the consolidated loss
before taxes for the years ended December 31, 2015, 2016, and 2017, respectively, is shown in the table below:

2015 2016 2017
(in € millions)
0SS BEfOre tAX........ccooieceeieirccnaraenrsen v tseeenesanenenssesssasssnensaenes (225) (535) (1,233)
Tax using the Luxembourg tax rate rreretrene e sasmarssreaa e (66) (156) (334)
Effect of tax rates in foreign jurisdictions . T R 10 15 am
Permanent differences.......commemiccnceniennamnmniesesn e 8 12 15
Change in unrecognized deferred taxes ............. 52 132 329
(0] - 1 1 2
Income tax eXpense ........ccvvevsesvesnsssiniiene 5 4 2

The major components of deferred tax assets and liabilities are comprised of the following:

2016 2017
(in € millions)
Intangibie assets ........... e rerereeersrerereaaetrerase — 4
Share-based compensation 1 4
Tax losses catried fOrWard........coviiivriminamsnn — 3
Property and €qUIPIMENt.......ouiiiviirnnnrirmiesnioreissesminser I 3
Other.....cvmvrnenierinennes i —
Net Tax 3 6
A reconciliation of net deferred tax is shown in the table below:
2016 2017
(in € millions)
At January 1....... BTN 4 3
Movement recognized in consolidated statement of..........oceevvevveensieinnciinnenes
OPEIALIONS ..evrecririresimercermssssaresetsssssrasssssnsessnsssnsssnasenss 1 5
Movement recognized in consolidated statement of...
changes in equity ....... resrerrr et ) 2
Movement due t0 ACGUISILION ....ccvceverriisiaasmisisaresesssssssstssisimneninsnsnsesasrsrassssens — (4)
At December 31 ...... 3 6

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to set off current tax
assets against current tax liabilities and the deferred taxes relate to the same taxable entity and the same taxation
authority.

Reconciliation to balance sheet _2016 2007
(in € millions)

Deferred taX @SSEIS......coovrererererrererrenarntsssorssserusmssassseane 3 9

Deferred tax liabilities .- . — 3
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Deferred tax assets have not been recognized in respect of the following items, because it is not probable that
future taxable profit will be available against which the Group can use the benefits.

206 _ 2017
{in € millions)

Intangible assets eeeverer et s st eatn e s s e e s eraseraeaterane e seabran . 41 74
Share-based compensatiof ................. v 2 115
Tax losses carried forward 197 258
Unrealized 10SSES .....covecreerereerinrernseeveerrererenssceanesene . 18 114
Property and equipment. . . 6 4
Foreign tax credits “ rrerese ettt reeaes 4 4
Other..c..covercrerrcreercsereeens e rerarestesaeee e e b beren s e b et e netane 4 12

272 581

At December 31, 2017, no deferred tax liability has been recognized on investments in subsidiaries. The
Company has concluded it has the ability and intention to control the timing of any distribution from its
subsidiaries and will only do so in a tax advantageous manner. It is not practicable to calculate the unrecognized
deferred tax liability on investments in subsidiaries.

Tax loss carry-forwards as at December 31, 2017, were expected to expire as follows:

2027 and
Expected expiry 2018-2026 onwards Unlimited Total
(in € millions)
Tax loss carry-forwards............ . — 439 912 1,351
Foreign Tax Credits...........eveereen. . 4 — — 4

The Group has significant net operating loss carry-forwards in the United States, Luxembourg, and Sweden. In
cettain jurisdictions, if the Group is unable to earn sufficient income or profits to utilize such carry-forwards
before they expire, they will no longer be available to offset future income or profits.

In Sweden, utilization of these net operating loss carry-forwards may be subject to a substantial annual
limitation if there is an ownership change within the meaning of Chapter 40, paragraphs 10-14, of the Swedish
Income Tax Act (the “Swedish Income Tax Act”). In general, an ownership change, as defined by the Income
Tax Act results from a transaction or series of transactions over a five-year period resulting in an ownership
change of more than 50% of the outstanding stock of a company by certain categories or individuals, businesses
or organizations.

In addition, in the United States, utilization of these net operating loss carry-forwards may be subject to a
substantial annual limitation if there is an ownership change within the meaning of Section 382 of the Internal
Revenue Code (“Section 382”). In general, an ownership change, as defined by Section 382, resuits from a
transaction or series of transactions over a three-year period resulting in an ownership change of more than 50%
of the outstanding stock of a company by certain stockholders or public groups. Since the Group formation, the
Group has raised capital through the issuance of capital stock on several occasions, and the Group may continue
to do so, which, combined with current or future shareholders’ disposition of ordinary shares, may or may not
have resulted in such an ownership change. Such an ownership change may limit the amount of net operating
loss carry-forwards that can be utilized to offset future taxable income.

The Group’s most significant tax jurisdictions are Sweden and the U.S. (both at the federal level and in various
state jurisdictions). Because of its tax loss and tax credit carry-forwards, substantially all of the Group’s tax
years remain open to federal, state, and foreign tax examination. Certain of the Group’s subsidiaries are
currently under examination by the Swedish, U.S. and other foreign tax authorities for tax years from 2008-
2016. These examinations may lead to adjustments to the Group’s taxes.
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11. Loss per share

Basic loss per share is computed using the weighted-average number of outstanding ordinary shares during the
period. Diluted loss per share is computed using the weighted-average number of outstanding ordinary shares
and excludes all potential ordinary shares outstanding during the period, as their inclusion would be anti-
dilutive. The Group’s potential ordinary shares consist of incremental shares issuable upon the assumed exercise
of stock options and warrants, and the incremental shares issuable upon the assumed vesting of unvested
restricted stock units and restricted stock awards. The computation of loss per share is as follows:

2015 2016 2017
(in € millions, except share and per share data)

Basic and diluted

Net loss attributable to owners of the parent .....c.cceevenee (230) (539) (1.235)
Shares used in computation:
Weighted-average ordinary shares outstanding..... 3,548.665 3,709,218 3,791,719
Basic and diluted net loss per share attributable to
owners of the parent..........oovevereenee . (64.81) (145.31) (325.71)

Potential dilutive securities that are not included in the diluted per share calculations because they would be
anti-dilutive are as follows:

2015 2016 2017
Employee options.........ccevverenseenernseacsneneas 229,803 274,412 366,168
Restricted stock units .... vererer e esssennaens 15,687 12,537 4,898
Restricted StOCK aWArds.........cvccvivniviiormssniisnresnssneessnnans 1,984 —_ 1,547
Warrants......c.cweenniens reerere s rnaas — 128,000 168,000

The potential ordinary shares issuable relating to the contingent options and Convertible Notes are issuable only
upon specified contingent events. As the specified contingent events have not occurred, these contingently
dilutive shares are not considered in the calculation of dilutive EPS. For further details, sce Notes 16 and 18.
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12. Property and equipment

Cost
At January 1, 2016 ..

Additions........ocovereeeeriveeonnn

Disposals........cocrvvininninnininne

Exchange differences......

At December 31, 2016 .....

Additions........eeeveereeeenenn

Disposals..
Exchange differences.......

At December 31,2017 .........

Accumulated depreciation
At January 1,2016...........

Depreciation charge .........

Disposals
Exchange differences...

At December 31, 2016 ...

Depreciation charge .........
Disposals....

Exchange differences......

At December 31, 2017 .......

Cost, net accumulated depreciation

At December 31, 2016 .....

At December 31,2017 .....

Property
and Leasehold
equipment impr ts Total
(in € millions)

9% 41 137

28 10 38
(10) 16)] aan
3) 1 (V4]

111 51 162

10 29 39
(1 V)] (13
(&) (5) 10

105 73 178
47 ) (56)
(26) (6) (32)

10 1 11

1 m —

(62) (15) (7
(37 ® (46)

11 2 13

4 1 5
(84) 21) (105)

49 36 85

21 §2 73

In 2017, the Group shortened the useful life of certain equipment due to a planned transition to the cloud and

recorded accelerated depreciation of €11 million. The Group had no such charges in 2016 and 2015.

The Group leases various equipment under non-cancellable finance lease agreements over a lease term of 3
years. Property and equipment includes the following amounts where the Group is a lessee under a finance

lease:

Finance leases...

Accumulated depreciation....
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2016 2017
(in € millions)
15 15
(10) (14)
5 1




13. Intangible assets including goodwill

Internal
development Acquired
costs and intangible
patents assets Total Goodwill Total
(in € millions)

Cost
At January 1, 2016.............ccoccrinnnnnenincnens 5 12 17 65 82
AILIONS ....ooevieiriccie s 3 — 3 —_ 3
Acquisitions, business combination (Note 5) ..... — 1 1 7 8
Write off of fully amortized intangibles ............. — N ()] — N
Exchange differences — — — 1 I
At December 31, 2016 8 12 20 73 93
Additione 17 —_ 12 — 12
Acquisition, business combination (Note 5)....... — 17 17 71 88
Write off of fully amortized intangibles 2) (43))] (13) — (13)
Exchange differences........cvcciensicnniinnninisinnens — (1) (1) 9) (10)
At December 31,2017.........corncvecrinnnnriininees 18 17 35 135 170
Accumulated amortization
At January 1,2016............ccovcmvirvnvinisnsureinns (1] 3) ) — @
Amortization charge ........ccevvveerneninrnenns 2) 4 6) —— (6)
Write off of fully amortized intangibles .. — 1 1 — 1
Exchange differences.......oniannnii. — 1 | — 1
At December 31, 2016 3) (10) (13) e (13)
Amortization Charge ..., %) 3) (8) —_ t]
Write off of fully amortized intangibles ............. 2 11 13 — 13
Exchange differences.......covivmeiinennnennnnnen — — — — —
At December 31, 2017........cccoconnninnincnninns (6) () (8) — (8)
Cost, net accumulated amortization
At December 31,2016..........c.oocovvevncrmncnenne 5 2 7 73 80
At December 31, 2017 12 15 27 135 162

Amortization of €4 million, €5 million and €8 million in 2015, 2016, and 2017, respectively, is included in
research and development in the consolidated statement of operations. Rescarch and development costs that are
not eligible for capitalization have been expensed in the period incurred.

Goodwill is tested for impairment on an annual basis or when there are indications the carrying amount may be
impaired. In 2015, the Group had only one operating segment. In 2016, given the Group’s focus on the
differentiation between Premium and Ad-Supported as distinct businesses, as well as the evolution of these
services as distinct products and experiences that appeal to different customers, the combined revenue
organization was separated into two businesses. For the purpose of 2016 and 2017 impairment testing, goodwill
is allocated to the Group’s two operating segments, Premium and Ad-Supported, based on the units that are
expected to benefit from the business combination. The Group monitors goodwill at the operating segment level
for internal purposes, consistent with the way it assesses performance and allocates resources. The carrying
amount of goodwill allocated to each of the operating segments is as follows:

Premi Ad-Supported Py Ad-Supported
2016 2016 2017 2017
{in € millions)
GoodWill ... eneanees 64 9 119 16

-37



Valuation methodology

The Group performed its annua! impairment test in the fourth quarter of 2016. The recoverable amount of the
Premium and Ad-Supported operating segments is determined by the Probability Weighted Expected Return
Method (“PWERM?”). The PWERM represents fair value less costs of disposal (“FVLCD™), which is classified
as Level 3 under the fair value hierarchy. FVLCD is calculated using the projected revenue of the business and
applying a multiple based on historical revenue multiples of comparable publicly traded companies. The
PWERM method quantifies the underlying enterprise value by probability weighting the indicated equity values
of potential discrete future outcomes (or “scenarios”). The weighting and key assumptions used to estimate the
fair value using the PWERM were the same for both operating segments. As a result of the analysis, the FVLCD
for the Premium and Ad-Supported operating segments was determined to be in excess of their carrying
amounts. No impairment was recorded in 2015 and 2016.

Key assumptions used in the FVLCD calculations at the impairment testing date

The valuation models weighted the different scenarios as follows:

2016

Market Approach — High Case Public Company..... “ 20%
Market Approach — Low Case Public Company........ 40%
Market Approach — High Case Transaction w 4%
Market Approach — Low Case Transaction 6%
Private Case — Income and Market Approaches ... 3%

The key assumptions used to estimate the fair value of the operating segments using the PWERM are as follows:

2016
Revenue multiple used to estimate enterprise value ....ocevevveeniiiniiienenns 20-3.5
Discount rate (%)... e tnee sttt snanrsne - 19.0

The calculation of the FVLCD is most sensitive to the revenue multiple and discount rate assumptions. Revenue
multiples were selected based on the relative growth prospects, margin, and risks of comparable companies,
versus the Group, as well as an assumption of market conditions at exit. The indicated value in the public
company and transaction cases were discounted back to the valuation date using a rate consistent with the
Group’s weighted-average cost of capital (“WACC”). There are no reasonably possible changes in the key
assumptions that would result in the operating segments’ carrying amounts exceeding their recoverable
amounts.

The Group performed its annual impairment test in the fourth quarter of 2017, and concluded that goodwill was
not impaired as the fair value of the operating segments significantly exceeded their carrying amounts.

14. Restricted cash and other non-current assets

2016 2017

(in € millions)
Restricted cash
Lease deposits .oc.cceeeriennnriencsnrinces 20 41
Other ..... 1 1
Other NON=CUITENE ASSELS ....cccivvererivrsscrccsnecssnseessmnsessrenssosss 2 12
23 54
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15. Trade and other receivables

2016 2017
(in € millions)
Trade receivabiles............ reeetearesrrma et ernreresenans 249 295
Less: provision for impairment of trade receivables.........c.covoreeeccneiniinciinns (26) (23)
Trade receivables —net........cococovvcivinnn. 223 272
Other.. feere s ieeherea e bt et saerered BhsUR SR O LRSS RO e SR SRt e 77 88
300 360

Trade receivables are non-interest bearing and generally have 30-day payment terms. Due to their comparatively
short maturities, the carrying value of trade and other receivables approximate their fair vatue. The Group
establishes an accrua! ageinst advances made tn right< haldere not expected to be recovered

The aging of the Group’s trade receivables that are not impaired is as follows:

2016 2017
(in € millions)

Current.....oeervcnes st re et sra b 127 153
OVerdue 1 30 daYS .c.ccoccveremnieimirsnnmineaesersssnrossnisusisersnssssssssssisess 45 69
Overdue 31 ~ 60 days eeibetereer eyttt a e R e e ema st b b te 21 13
Overdue 60 — 90 days . 13 11
Overdue more than 90 days ........ooooemrenecienanee - 17 26

223 272

With respect to trade receivables that are neither impaired nor past due, there are no indications at the reporting
date that the debtors will not meet their payment obligations. The trade receivables past due relate to a number
of customers for whom there is no recent history of default or other indicators of impairment.

The movements in the Group’s provision for bad debts are as follows:

2016 2017
(in € millions)
AL JANUALY Lot sr s ssssssasessssesaenos . 6 18
Provision for receivables impairment 19 12
Receivables written off....... 3) 3)
Reversal of unutilized provisions 4) (12)
At December 31 et etstebeteira ettt e a et s bR ar Rt 18 15

The Group maintains a provision for impairment of a portion of trade receivables when collection becomes
doubtful. The Group estimates anticipated losses from doubtful accounts based upon the expected collectability
of all accounts receivables, which takes into account the number of days past due, collection history,
identification of specific customer exposure, and current economic trends. An impairment loss on trade
receivables is calculated as the difference between the carrying amount and the present value of the estimated
future cash flow. Impairment losses are charged to general and administrative expense in the consolidated
statement of aperations. Receivables for which an impairment provision was recognized are written off against
the provision when it is deemed uncollectible.

The maxirmum exposure to credit risk at the reporting date is the carrying value of each class of receivables
mentioned above. The Group does not hold any collateral as security.
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16. Issued share capital and other reserves

As at December 31, 2016 and 2017, the authorized and subscribed share capital was comprised of 10,075,044
shares at a par value €0.025 each.

The Group has incentive stock option plans under which options to subscribe to the Company’s share capital
have been granted to executives and certain employees. Options exercised under these plans have been seftled
via the issuance of new shares.

On November 13, 2012, the Group entered into an equity financing agreement with new and existing shareholders
for the issuance of 105,103 ordinary shares for total gross proceeds of €79 million and incurred transaction costs of
€3 million in addition to the shares received, the new investors also received contingent options that provided
downside protection (meaning that the new investors are eligible to receive additional shares at certain valuations
in the event of certain triggering events such as a trade sale, public listing, or liquidation). The contingent options
were determined to be embedded derivatives which required separation from the equity issuance. The contingent
options recognized as a derivative liability upon issuance were valued at €39 million at December 31, 2012. Refer
to Note 22.

On November 20, 2013, the Group entered into an equity financing agreement with new investors for the issuance
of 205,829 shares. On December 19, 2013, the first closing occurred and the Group issued 139,604 shares for total
gross proceeds of €123 million and incurred transaction costs of €2 million. The second closing occurred on
January 17, 2014, whereby 66,225 ordinary shares were issued for total gross proceeds of €58 million. In addition
to the shares received in December 2013, the new investors also received contingent options that provided
downside protection (meaning that the new investors are eligible to receive additional shares at certain valuations
in the event of certain triggering events such as a trade sale, public listing, or liquidation). The contingent options
were determined to be embedded derivatives, which required separation from the equity issuance. The contingent
options recognized as a derivative fiability upon issuance were valued at €31 million at December 31, 2013, Refer
to Note 22.

On Aprit 17, June 9, and July 15, 2015, the Group entered into an equity financing agreement with new and
existing shareholders for the issuance of 237,122 ordinary shares for total gross proceeds of €479 million and
incurred transaction costs of €5 million. In addition to the shares received, the new investors also received
contingent options that provided downside protection (meaning that the new investors are eligible to receive
additional shares at certain valuations in the event of certain triggering events such as a trade sale, public listing, or
liquidation). The contingent options were determined to be embedded derivatives, which required separation from
the equity issuance. The contingent options are recognized as a derivative liability and were valued at €87 million
upon issuance. For further details, please sce Note 22.

On October 17, 2016, the Group issued, for €27 million in cash, warrants to acquire 128,000 ordinary shares to
certain members of key management. The exercise price of each warrant is US$2,024.40, which was equal to

1.2 times the fair market value of ordinary shares on the date of issuance. The warrants are exercisable at any time
through October 17, 2019. For further details, please see Note 22.

On July 13, 2017, the Group issued, for €9 million in cash, a warrant to acquire 40,000 ordinary shares to a holder
that js an employee and a member of management of the Group. The exercise price of each warrant is US$3,589,
which was equal to 1.3 times the fair market value of ordinary shares on the date of issuance. The warrants are
exercisable at any time through July 2020. For further details, please see Note 22.

On December 15, 2017, the Group issued 213,811 ordinary shares in exchange for a non-controlling equity interest
in Tencent Music Entertainment Group (“TME”) valued at €910 million. For further details, please see Note 22.
The ordinary shares issued are subject to certain transfer restrictions for a period of up to three years from
December 15, 2017, subject to limited exceptions, including transfers with the Group’s prior consent; transfers to
certain permitted transferces; transfers pursuant to a tender offer or exchange offer recommended by the Group’s
board of directors for a majority of the Group’s issued and outstanding securities; transfers pursuant to mergers,
consolidations, or other business combination transactions approved by the Group’s board of directors; transfers to
the Group or any of its subsidiaries; or transfers that are necessary to avoid regulation as an “investment company”
under the U.S. Investment Company Act of 1940, as amended.

On December 15 and 29, 2017, the Group entered into exchange agreements with holders of a portion of its
Convertible Notes, pursuant to which the Group exchanged an aggregate of US$411 million in principal of
Convertible Notes, plus accrued interest of US$37 million, for an aggregate of 163,874 ordinary shares. For further
details, please see Note 22,
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No dividends were paid during the year or are proposed. All shares have equal rights to vote at general
meetings.

Other reserves

2015 2016 2017

(in € millions)

Currency translation
AtJanuary 1......vveeiirin reererestrsrienssansasasvasssene 8 ] @)
Cutrency translation.........ccvveenrerevesvsnseserenens e ae et — (12) (3)
At December 31 retrer st erararereRs s s sbs b sa e ba st eaes s e senan 8 (4) (7
Available for sale financial assets
At January 1........cune — — (C)]
Losses on fair value.......... — (4) (13)
¥ osses reclassified to consclidated statement e et e e
of operations preete et ensab et — — 1
At December 31 ... e rebebesrere st sesanraes — 4) (16)
Share-based payments
At January 1 “ reseeesrerssarsasa st s bR e bR 47 77 130
Share-based payments (NOte 17) .....coovvveivvnnmmmmnnnssisessenninenssessins 29 53 67
Income tax impact associated with share-based payments (Note 10) . 1 — 3
At December 31............. rrsereneaneees 77 130 200
At December 31........... rrersese e eane st aressens 85 122 177

Currency translation reserve comprises foreign exchange differences arising from the translation of the financial
statements of foreign operations into the reporting currency.

Available for sale financial assets reserve recognizes the unrealized fair value gains and losses on current asset
investments held as available for sale.

Share-based payments reserve recognizes the grant date fair value of equity-settied awards provided to
employees as part of their remuneration. For further details, please see Note 17.

17. Share-based payments
Employee Share Option Plans

Under the Employee Share Option Plans (“ESOP”), share options of the Company are granted to executives and
certain employees of the Group. For options granted prior to January 1, 2016, the exercise price is equal to the
fair value of the shares on grant date for employees in the United States and for U.S. citizens and fair value less
30% for the rest of the world. The value of the discount is included in the grant date fair value of the award. For
options granted thereafter, the exercise price of the options is equal to the fair value of the shares on grant date
for alt employees. Generally, the first vesting period (13.5% — 25% of the initial grant) is up to one year from
the grant date and subsequently vests at a rate of 6.25% each quarter until fully vested. The exercise price for
options is payable in the EUR value of a fixed USD amount; therefore, the Group considers these awards to be
USD-denominated. The options are generally granted with a term of 5 years.

In connection with the Group’s acquisition of Echo Nest in March of 2014, the Group assumed Echo Nest’s
equity incentive plan and issued replacement awards, the Group issued 11,454 stock options at a weighted-
average exercise price of US$282 to replace previously held Echo Nest equity awards.

Restricted Stock Awards

In connection with the Group’s acquisition of Echo Nest in March of 2014, the Group issued 3,968 restricted
stock awards (RSAs) to certain Echo Nest employees. Vesting of the RSAs is contingent on continued
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employment of these employees. The awards are accounted for as equity-settled share-based payment
transactions. The RSAs vested annually over a two-year period from the acquisition date.

In connection with an acquisition during 2017, the Group issued 1,547 RSAs to certain employees of the
aquiree. Vesting of the RSAs is contingent on continued employment of these employees. The awards are
accounted for as equity-settled share-based payment transactions. The RSAs vest over a two- and three-year
period from the acquisition date.

During 2015, 2016, and 2017, the Group recorded share-based compensation expense related to RSAs of
€1 million, €0 million, and €0 million, respectively. The valuation of the RSAs was consistent with the fair
value of the ordinary shares further described in Note 22.

Restricted Stock Unit Program

During 2014, the Company implemented Restricted Stock Unit (RSUs) program accounted for as equity-settled
share-based payment transaction. RSUs are measured based on the fair market value of the underlying stock on
the date of grant. The RSUs granted to participants under the Program generally vest over three to five years.
The vesting of certain RSUs could accelerate in the event of an IPO or other change in control event.

In June 2017, the shareholders approved the Director Restricted Stock Unit plan for the Company to issue
awards specifically to members of its Board of Directors. During 2017, a total of 888 RSUs have been awarded
under this plan.

During 2015, 2016 and 2017, the Group recorded share-based compensation expense related to restricted stock

units of €8 million, €5 million, and €6 million, respectively. The valuation of the RSUs was consistent with the
fair value of the ordinary shares further described in Note 22.

Activity in the RSUs and RSAs outstanding and related information is as follows:

RSU RSA
Weighted Weighted
average average
Number of grant date Number of grant date
RSUs fair value RSAs fair value
USsS Uss

Outstanding at January 1, 2015 ..... 21,238 1,215 3,968 956

Granted .........ccooeeeneivcrireneninineiin 2,961 1,726 — —

Forfeited ... ettt s reaee (5,723) 1,215 — —
VESted......oveernnivecinininniesecscrsesensonessonnsees (2,789) 1,215 (1,984) 956
Outstanding at December 31, 2015 .............. 15,687 1,311 1,984 956

Granted .........covverimrereiernniicennnese e 4,402 1,674 — —_

Forfeited .... . rerenssssssenserenes . (3,500) 1,215 — —_
Released ....ccneeienniininniiiemnncisiicsninsesniessns (4,052) 1,301 (1,984) 956

Outstanding at December 31,2016 .............. 12,537 1,469 — —
Granted............ s 2,023 2,385 1,547 3,626

Forfeited rstes e sarasans (2,148) 1,497 —_ —_

Released ..., . (7,514) 1,558 — —
Outstanding at December 31,2017 .............. 4,898 1,698 1,547 3,626
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Activity in the share options outstanding and related information is as follows:

ESOP Non-employee options
Weighted ‘Weighted
Number of average Number of average
options exercise price pti exercise price
Uss €

OQutstanding at January 1,2015........ 174,319 510 101,740 97
Granted . 83,691 1,615 — —
Forfeited (7,922) 801 (101,740) 7
Exercised v b s s e (17,785) 377 —_ —
EXpIred covseersvireniirisnsiinnisecniensconenannne (2,500) 609 — —
Outstanding at December 31, 2015 .. 229,803 912 — —
Granted .........ocoemeeorirvriesseisenercsnnenns 150,509 1,676 — —
Forfeited (12,814) 1,441 — —
Exercisea (91,337 400 —_ —
EXPIred «.eomeceriririncsiinnencnsnnnnniasennas (1,549) 837 — —
Outstanding at December 31,2016 .. 274,412 1,475 — —
Granted 145,488 2,564 —_ —
Forfeited (16,475) 1,854 — —_
Exercised (35,563) 889 — —
Expired (1,694) 1,140 — —
Qutstanding at December 31,2017 .. 366,168 1,949 — ——
Exercisable at December 31, 2015.... 123,180 527 — —_
Exercisable at December 31, 2016.... 94,125 1,199 —_ —
Exercisable at December 31, 2017 .... 145,560 1,585 —_— —

The weighted-average contractual life for the share options outstanding at December 31, 2015, 2016, and 2017
is 2.5 years, 3.4 years, and 3.3 years, respectively. The weighted-average share price at exercise for options
exercised during 2015, 2016, and 2017 was US$1,744, US$1,682, and US$2,301, respectively. The weighted-
average fair value of options granted during the year ended December 31, 2015, 2016, and 2017 was US$623
per option, US$524 per option, and US$722 per option, respectively.

The share options outstanding are comprised of the following:

2015 2016 2017
Weighted Weighted Weighted
average average average
remaining remaining remaining
Number of contractual Number of contractual Number of contractual
options life {years) options life (years) d life (years)
Range of exercise
prices (USS)
Below 1,600.... 165,260 1.9 68,277 2.0 38,636 1.4
1,600 1,700 .. 31,704 43 158,003 4.0 143,373 2.7
Above 1,700.................. 32,839 4.3 48,132 3.6 184,159 3.8
229,803 2.5 274,412 34 366,168 33

In determining the fair value of the employee share-based awards, the Group uses the Black-Scholes option-
pricing model. The Company does not anticipate paying any cash dividends in the near future and therefore uses
an expected dividend yield of zero in the option valuation model. The expected volatility is based on the
historical volatility of public companies that are comparable to the Group over the expected term of the award.
The risk-free rate is based on U.S. Treasury zero-coupon rates as the exercise price is based on a fixed USD
amount. The expected life of the share options is based on historical data and current expectations.

-43



The following table lists the inputs to the Black-Scholes option-pricing models used for employee share-based
payments for the years ended December 31, 2015, 2016, and 2017:

2018 2016 2017
Expected volatility (%) .....coeveeeeererevvrmisecsriens 39.4-55.9 37.9-458 32.0-43.5
Risk-free interest rate (%) .......ocevueeee 09-1.6 0.8-1.8 14-20
Expected life of share options (years).......c..c... 28-52 25-5.0 24-44
Weighted-average share price (US$) ......cooeene. 1,448 — 1,860 1,648 1,776 2,028 3,626

Valuation assumptions are determined at each grant date and, as a result, are likely to change for share-based
awards granted in future periods. Changes to the input assumptions could materially affect the estimated fair
value of share-based payment awards.

The sensitivity analysis below shows the impact of increasing and decreasing expected volatility by 10% as weli
as the impact of increasing and decreasing the expected life by one year. This analysis was performed on stock
options granted in 2017. The following table shows the impact of these changes on stock option expense for the
options granted in 2017:

2017
(in € millions)
Actual stock option expense . . 31
Stock option expense increase (decrease) under the following
assumption changes

Volatility decreased by 10%....ovecvvriiiveiienrerennnnnnnnnns )

Volatility increase by 10% .....cceeeericirnneniincrimnvennsainens 7

Expected life decrease by 1 year ............ “ (5)

Expected life increase by 1 year.......... 4

The expense recognized in the consolidated statement of operations for employee share-based payments is as
follows:

2015 2016 2017
(in € millions)
Cost Of FEVENUE «.oveeeirrinisiiieresacsecanenean [RURRTOR 1 1 2
Research and development... . rereente st assaasessesets 1 16 21
Sales and MArketing ...........cccveveerceersereerressemsacasssscsrassssiassssnsesessseiensssssessse 6 10 15
General and adminiStrative ........o.ccocceeeecreereneccsssieencens 10 26 27
28 53 65

18. Convertible notes and borrowings
Convertible Notes

On April 1, 2016, the Group issued US$1,000 million principal amount of Convertible Notes due in 2021. The
notes were issued at par and bear interest of 5.0% payment-in-kind interest increasing by 100 basis points every
six months after two years. Upon a specified conversion event occurring, the Convertible Notes will convert into
ordinary shares at a conversion rate reflecting a conversion price equal to the lesser of a price cap per share ora
discount of 20.0% to the per share price of the Company’s ordinary shares. If a specified conversion event has
not occurred within twelve months, the discount will increase by 250 basis points and then again, every

six months thereafier until a specified conversion event has occurred. A direct listing is not considered a
specified conversion event, The terms also include change of control clauses where the notes holders have the
option to convert into ordinary shares. At maturity, if the notes have not yet been converted or repaid, note
holders will receive cash in an amount equal to the original principal amount plus 10% annualized return.

The Group accounts for the Convertible Notes in accordance with IAS 39, Financial Instrumenis: Recognition
and Measurement, “fair value option’. Under this approach, the Convertible Notes are accounted for in its
entirety at fair value through profit or loss (initial recognition). The transaction costs of approximately

US$20 million were effectively immediately expensed in finance costs.
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The Convertible Note agreements include certain affirmative covenants, including the delivery of audited
consolidated financial statements to the holders.

On December 15, 2017, holders of a portion of the Group’s Convertible Notes exchanged US$301 million in
principal of Convertible Notes, plus accrued interest of US$27 million, for 120,000 ordinary shares. The
Convertible Notes were recorded at fair value on the date of exchange, which was reclassified to equity upon
issuance of the ordinary shares. The fair value at exchange was based on secondary market transactions of
US$600 million between note holders and a third party.

On December 27, 2017, the Group entered into an exchange agreement with holders of a portion of its
Convertible Notes, pursuant to which the Group exchanged an aggregate of US$110 million in principal of
Convertible Notes, plus accrued interest of US$10 million, for an aggregate of 43,874 ordinary shares as of
December 29, 2017. The Convertible Notes were recorded at fair value on the date of exchange, which was
reclassified to equity upon issuance of the ordinary shares. The fair value at exchange of US$211 miltion was
based on the ordinary share fair value as at December 31, 2017. See Note 22.

in January 2018, the Group entered 1nio an exchange agreement with olders ol the remaining bajance ot its
Convertible Notes, pursuant to which the Group exchanged the remaining of $628 million of Convertible Notes,
plus accrued interest, for 235,799 ordinary shares. Pursuant to this exchange agreement, subject to certain
conditions, if the Company fails to list its ordinary shares on or prior to July 2, 2018, the Group has agreed to
offer to each noteholder the option to unwind the transaction such that the Group purchases back the shares that
were issued to such noteholder pursuant to the exchange and will issue such notcholder a new note that is
materially identical to its note prior to the exchange. The option to unwind the exchange if a listing does not
occur by July 2, 2018 meets the definition of a contingent settlement event, and results in the issued equity
shares (“Converted Notes™) being classified as a financial liability in the statement of financial position until the
option to unwind expires due to a direct listing or the passage of time. The Group accounts for the Converted
Notes in accordance with IAS 39, Financial Instruments: Recognition and Measurement, *fair value option’.
Under this approach, the Converted Notes are accounted for in its entirety at fair value through profit or loss.
We will continue to fair value the issued shares and recognize changes in fair value within finance costs in the
consolidated statement of operations until the option to unwind expires due to a direct listing or the passage of
time.

Finance lease liabilities

Total borrowings include finance lease liabilities. Lease liabilities are effectively secured as the rights to the
leased asset revert to the lessor in the event of default.

2016 2017
{in € millions)
Gross finance lease liabilities — minimum lease payments:
Not later than one year .. 5 1
Later than one year but not more than 5 years........c.oeincinonsinnninnnins 1 —
6 1
Future finance charges on finance lease liabilities — —
Present value of finance lease liabilities...........c.oovcoecininnnn. 6 1

The present value of finance lease liabilities is as follows:

2016 2017
(in € millions)
No later than T Year ..........vecrrverarsenininssanns eete et e bt seassaesesaaens 5 1
Later than 1 year and no later than 5 years ........ccoeeeiecinereiinminnccsnecscisnsisenns 1 —
6 1
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Undrawn borrowing facilities

On December 23, 2013, the Group signed a Revolving Credit Facility with a group of lenders. The facility
provided for maximum borrowings, of US$200 million. The total facility was available for issnance under a
revolving loan and US$20 million was available for a swingline loan. The interest rates per annum under the
facility were based on floating rates of interest measured by reference to an adjusted Prime rate, Federal Funds
rate, London inter-bank offered rate (LIBOR), or Euro inter-bank offered rate (EURIBOR). The Group incurred
loan origination fees of approximately US$2 million, which were deferred and amortized to finance costs over
the term of the facility.

The Revolving Credit Facility was terminated on April 7, 2016. The Group had no borrowings under the senior
revolving credit facility at the time of its termination. No early termination penalties were incurred by the Group
as a result of the termination.

The Group incurred financing costs and commitment fees, of €1 million in 2016, inclusive of loan origination

amortization and unused commitment fees. Upon termination of the facility, the Group wrote off the remaining
unamortized loan origination costs.

19, Trade and other payables

2016 2017

(in € milliens)
Trade payables.......cooiineiveniscininanaes 139 242
Value added tax and sales taxes payable . 50 91
Other current liabilities.. 12 8
201 341

Trade payables generally have a 30-day term and are recognized and carried at their invoiced value, inclusive of
any value added tax that may be applicable.

20. Accrued expenses and other liabilities

2016 2017
(in € millions)
Non-current
Deferred rent.......cccueenne . 9 55
Borrowings (Note 18).....cccooiniccnaerircrereencisnnans 1 —
Other accrued liabilities —_ 1
10 56
Current
Accrued fees to rights holders........ . 562 639
Accrued salaries, vacation, and related taxes . . 20 34
Accrued social costs for options and RSUs.......cccmnevrnsmniniane . 11 87
Borrowings (Note 18) ... 5 1
Other accrued eXpenses .......cccoeerevenns ettt sbeeas 75 120
673 881
683 937
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21. Provisions

The changes in the Group’s provisions were as follows:

Legat Onerous
tingencies  _ contracts Other Total
(in € millions)
Carrying amount at January 1, 2016 8 9 23
Charged/(credited) to the consolidated statement of
operations:

Additional provisions.........coeeeuisenens 46 5 2 53

Reversal of unutilized amounts.........couercnenersiarisencn — — — —

UGHZE . vvveer e rrevesrasnsessessssesiecsissssnmssssssesssssssassssesasasas 5 6) 4) (15)
Carrying amount at December 31, 2016............cccoovnnvienns 49 5 7 61
Charged/(credited) to the consolidated statement of

operations:

Additional provisions........c.ccevveisnisnisssinieeninsane. 60 5 2 67

Reversal of unutilized amounts — —_ ) )

Exchange differences . () — — (11

Utilized............ . (45) 4) (2) (51)
Carrying amount at December 31,2017 ..........cocveivireeneee 53 6 6 65
As at December 31, 2016:

Current portion . 49 4 4 57

Non~current portion —_ 1 3 4
As at December 31, 2017:

Current portion “ 53 4 2 59

NON-CUITENE POTLIOM..viererricrisiiimiesssessissssonsisissnisnassnsses — 2 4 6

Provision for legal contingencies

Various legal actions, proceedings, and claims are pending or may be instituted or asserted against the Group.
The results of such legal proceedings are difficult to predict and the extent of the Group’s financial exposure is
difficult to estimate. The Group records a provision for contingent losses when it is both probable that a liability
has been incurred and the amount of the loss can be reasonably estimated.

Between December 2015 and January 2016, two putative class action lawsuits were filed against Spotify USA
Inc. in the U.S. District Court for the Central District of California, alleging that the Group unlawfully
reproduced and distributed musical compositions without obtaining licenses. These cases were subsequently
consolidated in May 2016 and transferred to the U.S. District Court for the Southern District of New York in
October 2016, as Ferrick et al. v. Spotify USA Inc., No. 1:16-cv-8412-AIN (S.D.N.Y). In May 2017, the parties
reached a signed class action settiement agreement which the court has preliminarily approved, pursuant to
which the Group will be responsible for (i) a $43 million cash payment to a fund for the class, (i) all settlement
administration and notice costs, expected to be between $1 million to $2 million, (jii) a direct payment of class
counsel’s attorneys’ fees of up to $5 million dollars, (iv) future royalties for any tracks identified by claimants,
as well as other class members who provide proof of ownership following the settlement, and (v) reserving
future royalties for unmatched tracks. The final approval hearing was held on December 1, 2017 and the court
has not yet issued a ruling,

Even if the settlement is finally approved, the Group may still be subject to claims of copyright infringement by

rights holders who have purported to opt out of the settlement or who may not otherwise be covered by its
terms.
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Provision for onerous contracls

At December 31, 2016, onerous contracts principally represent a specific partner contract where the unavoidable
cost of meeting the obligations exceeds the expected revenue. The costs associated with the provisions are
recognized as cost of revenue.

At December 31, 2017, onerous contracts principally represent vacant leasehold property for which the Group
has substantially ceased to use and the Group estimates a sub-tenant would be at a significantly reduced rental.
In this case, the unavoidable costs of meeting the obligations under the lease exceed the economic benefits
expected to be received. As such, the Group has recorded a provision for the estimated cash flows related to the
property within operating expenses. The Group expects the provision to be consumed over the remaining lease
term, being nine years.

Other

The Group has obligations under lease agreements to return the leased assets to their original condition. An
obligation to return the leased asset to their original condition upon expiration of the lease is accounted for as
asset retirement obligations. The obligations are expected to be settled at the end of the lease terms.

Indirect tax provisions relate primarily to potential non-income tax obligations in various jurisdictions. The
Group recognizes provisions for claims or indirect taxes when it determines that an unfavorable outcome is
probabie and the amount of loss can be reasonably estimated. These provisions are recognized as general and
administrative expenses.

22. Financial risk management and financial instruments
Financial risk management

The Group’s operations are exposed to financing and financial risks, which are managed under the control and
supervision of the Board of Directors of the Company. To manage these risks efficiently, the Group has
established guidelines in the form of a treasury policy that serves as a framework for the daily financial
operations. The treasury policy stipulates the rules and limitations for the management of financial risks.

Financial risk management is centralized within Treasury who are responsible for the management of financing
and financial risks. Treasury manages and executes the financial management activities, including monitoring
the exposure of financial risks, cash management, and maintaining a liquidity reserve, and it provides certain
financial services to the Group’s entities. Treasury operates within the limits and policies authorized by the
Board of Directors.

Capital management

The Group’s objectives when managing capital (cash and cash equivalents, short term investments, equity, and
Convertible Notes) is to safeguard the Group’s ability to continue as a going concern in order to provide returns
for shareholders and to maintain an optimal capital structure to reduce the cost of capital. The Group’s capital
structure and dividend policy is decided by the Board of Directors. Treasury continuously reviews the Group’s
capital structure considering, amongst other things, market conditions, financial flexibility, business risk, and
growth rate.

The Group is not subject to any externally imposed capital requirements.

Credit risk management

Financial assets carry an element of risk that counterparties may be unable to fulfill their obligations. This
exposure arises from the investments in liquid funds of banks and other counterparties. The Group mitigates this
risk by adopting a risk adverse approach in relation to the investment of surplus cash. The main objectives for
investments are first, to preserve principal and secondarily, to maximize return given the rules and limitations of
the treasury policy. Surplus cash is invested in counterparties and instruments considered to carry low credit
risk. Investments are subject to credit rating thresholds and at the time of investment, no more than 10% of
surplus cash can be invested in any one issuer (excluding certain government bonds and investments in cash
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management banks). The weighted-average maturity of the portfolio shall not be greater than 2 years, and the
final maturity of any investment is not to exceed 5 years. The Group shall maintain the ability to liquidate the
majority of all short term investments within 90 days. At December 31, 2016 and 2017, the financial credit risk
was equal to the consolidated statement of financial position value of cash and cash equivalents and short term
investments of €1,585 million and €1,509 million, respectively. No credit losses were incurred during 2016 or
2017 on investments.

The credit risk with respect to the Group's trade receivables is diversified geographically and among a large
number of customers, ptivate individuals as well as companies in various industries, both public and private.
The majority of the Group’s revenue is paid in advance significantly lowering the credit risk incurred for these
specific counterparties. Solvency information is generally required for credit sales within the Ad sales and
Partner subscription business to minimize the risk of bad debt losses and is based on information provided by
credit and business information from external sources.

Liguidity risk management

Liquidity nsk 1s the Group s risk of not beung able 10 meet the short term payment obligations due to 1nsufficient
funds. The Group has internal control processes and contingency plans for managing liquidity risk. A
centralized cash pooling process enables the Group to manage liquidity surpluses and deficits according fo the
actual needs at the group and subsidiary level. The liquidity management takes into account the maturities of
financial assets and financial liabilities and estimates of cash flows from operations.

The Group’s policy is to have a strong liquidity position in terms of available cash and cash equivalents, and
short term investments.

2016 2017
(in € millions)

Liquidity

Short term investments rereeera st . 830 1,032
Short term deposits........... . 373 122
Cash at bank and on hand...... . 382 355
Total surplus Hquidity .........ccoonvivvnnranviverannnnnns 1,585 1,509
Liquidity position ... s - 1,585 1,509

Currency risk management

Transaction exposure refates to business transactions denominated in foreign currency required by operations
(purchasing and selling) and/or financing (interest and amortization). The Group’s general policy is to hedge
transaction exposure on a case-by-case basis. During 2016, the Group had not entered into any hedging
transactions. In 2017, the Group began entering into multiple foreign exchange forward contracts, The Group
strives, as far as possible, to mitigate its currency exposure in the USD denominated Convertible Notes by
matching the balance with USD denominated cash and cash equivalents and short term investments creating a
natural hedge. Translation exposure relates to net investments in foreign operations. The Group does not
conduct translation risk hedging.

()  Transaction exposure sensitivity

In most cases, the Group’s customers are billed in their respective local currency. Major payments, such
as salaries, consultancy fees, and rental fees are settled in local currencies. Royalty payments are primarily
in EUR and USD. Hence, the operational need to net purchase foreign currency is primarily due to a
deficit from such settlements.

The table below shows the immediate impact on net loss before tax of a 10% strengthening in the closing
exchange rate of significant currencies to which the Group had exposure, at December 31, 2016 and 2017.
The sensitivity associated with a 10% weakening of a particular currency would be equal and opposite.
This assumes that each cutrency moves in isolation.
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2016 SEK AUD EUR GBP USD
(in € millions)

{(Increase)/decrease in loss before tax.................. (20) 6 (36) (22) 30

2017 SEK AUD EUR GBP USD
(in € millions)

(Increase)/decrease in loss before tax.................. 1 5 2 2) 9

For the notional amount of the Group’s foreign exchange forward contracts not designated for hedging,
the immediate impact on net loss before tax of a 10% strengthening in the closing exchange rate of the
USD would be a negative impact of €26 million as of December 31, 2017.

(i)  Translation exposure sensitivity

The positive impact on the Group’s equity would be approximately €40 million and €27 million if the
EUR weakened by 10% against all translation exposure currencies, based on the exposure at
December 31, 2016 and 2017, respectively.

Interest rate risk management

Interest rate risk is the risk that changes in interest rates will have a negative impact on the Group’s earnings and
cash flow. The fair value of the Group’s Convertible Notes is dependent on market interest rates, which may
negatively impact carnings. The Convertible Notes are remeasured at each reporting date using valuation models
using input data, which includes market interest rates. Changes in the fair value of the Convertible Notes are
recognized in finance income or cost in the consolidated statement of operations. An increase in market interest
rates will decrease the value of the Convertible Notes. The Group has not entered into any hedging arrangement
to mitigate these fluctuations.

The Group’s exposure to interest rate risk also is related to its interest-bearing assets, primarily its available for
sale debt securities. Fluctuations in interest rates impact the yield of the investment. The sensitivity analysis
considered the historical volatility of short term interest rates and determined that it was reasonably possible that
a change of 100 basis points could be experienced in the near term. A hypothetical 100 basis points increase in
interest rates would have impacted interest income by €6 million and €8 million for the years ended

December 31, 2016 and 2017, respectively.

Financing risk management

The Group finances its operations through external borrowings, equity, and cash flow from operations. The
funding strategy has been to diversify funding sources. Currently the external debt consists of the Convertible
Notes and finance leases.

Share price risk management

Share price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate due to
changes in the fair value of the Company’s ordinary share price. The Group’s exposure to this risk relates
primarily to the Convertible Notes and contingent options arising from financing activities and the outstanding
warrants. At December 31, 2017, the Convertible Notes are valued at the assumed exchange to ordinary shares
based on the fair value of the Company’s ordinary share price. An increase of share price will increase the value
of the Convertibie Notes.

The contingent options and warrants are remeasured at each reporting date using valuation models using input
data based on the Company’s share price. Changes in the fair value of these instruments are recognized in
finance income or cost. An increase of share price will decrease the value of the contingent options and an
increase in the value of the warrants. The Group has not entered into any hedging arrangement to mitigate these
fluctuations.
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Management of insurable risks

Insurance coverage is governed by corporate guidelines and includes a common package of different property
and liability insurance programs. The business is responsible for assessing the risks to decide the extent of actual
coverage. Treasury manages the common Group insurance programs.

Financial instruments
Foreign exchange forward contracts

Beginning in 2017, the Group began entering into multiple foreign exchange forward contracts with financial
institutions to reduce the risk that cash flows and earnings will be adversely affected by foreign currency
exchange rate fluctuations. The Group does not enter into foreign exchange forward contracts for trading or
speculative purposes. The Group’s hedging policy is designed to mitigate the impact of foreign currency
exchange rate movements on operating results. The Group principally executes its foreign exchange forward
contracts in the retail market in an over-the-counter environment with a high level of price transparency. The
market participants and the Group’s counterparties are primarily large money center banks and regional banks.

Cash flow hedges

The Group designated certain foreign exchange forward contracts as cash flow hedges when all the requirements
of IAS 39 Financial Instruments were met. The foreign exchange contracts protect the Group against the
variability of forecasted foreign currency cash flows resulting from revenues, cost of revenues, and net asset or
liability positions designated in currencies other than the Euro. All hedging relationships are formally
documented, and the hedges are designed to offset changes to future cash flows on hedged transactions at the
inception of the hedge. The maximum original duration of any contract allowable under the hedging policy is
thirteen months. The Group’s outstanding foreign exchange forward contracts designated as cash flow hedges
have maturities of less than one year. The Group’s primary currency pairs used for cash flow hedges are Euro /
U.S. dollar, Euro / Australian doliar, Euro / British pound, and Euro / Swedish krona. The notional principal of
the foreign exchange contracts was approximately €791 million as of December 31, 2017. The following table
summarizes the notional principal of the foreign currency exchange contracts by hedged line item in the
condensed statement of operations as of December 31, 2017:

Notional t in foreign currency
Australian dollar British pound Swedish krona U.S. dollar
(AUD) (GBP) (SEK) (USD)

(in millions)
Hedged line item in consolidated
statement of operations

REVENUE ..o ni e s snerestnsansnsias 130 219 1,159 16
Cost Of FEVENUE.......cocvecrreerecsssncenenssrisananes 102 156 779 i1
TOALcouveceenineeiercrerre e 232 375 1,938 27

The Group recognizes the foreign exchange contracts from hedging activities as either assets or liabilities on the
balance sheet and measures them at fair value. The Group reflects the gain or loss on the effective portion of 2
cash flow hedge as a component of other reserves and subsequently reclassifies cumulative gains and losses to
revenues or cost of revenues, depending on the risk hedged, when the hedged transactions are recorded. If the
hedged transactions become probable of not occurring, the corresponding amounts in other reserves would be
immediately reclassified to finance costs. The Group evaluates hedge effectiveness at the inception of the hedge
prospectively as well as retrospectively and records any ineffective portion of the hedge in finance costs in the
consolidated statement of operations. Interest charges or “forward points” on the foreign exchange contracts are
excluded from the assessment of hedge effectiveness and are recorded in finance costs in the consolidated
statement of operations.

For the year ended December 31, 2017, no material amount of gains or losses were recognized in other
comprehensive loss or the statement of operations.

The asset and liability positions of the foreign exchange forward contracts are included in other current assets
and derivative liabilities on the consolidated statement of financial position, respectively.
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Non designated hedges

Foreign exchange forward contracts that do not meet the requirements in IAS 39 Financial Instruments to be
designated as a cash flow hedges are measured at fair value. The currency pair for the foreign exchange forward
contracts not designated for hedging are Euro/U.S. dollar. The notional amounts of these instruments were
approximately USD $310 million and €25 million as of December 31, 2017. For the year ended December 31,
2017, the gain associated with the changes in fair value of these instruments, of €2 million, was recognized in
finance income or costs.

The asset positions of the foreign exchange forward contracts not designated for hedging are included in other
current assets on the consolidated statement of financial position.

Fair values

Sect out below is a comparison of the carrying amounts and fair values of financial assets and liabilities. The
carrying amounts of certain financial instruments, including cash and cash equivalents, trade and other
receivables, restricted cash, trade and other payables, and accrued expenses approximate fair value due to their
relatively short maturities.

2016 2017
Carrying Fair Carrying Fair
—value = value ~_ value = value
(in € millions)
Financial assets
Cash and cash equivalents..........ccc.ceeereecen. “ 755 755 477 477
Trade and other receivables (Note 15) 300 300 360 360
Short term investments:
Government securities 262 262 244 244
Agency securities. . 55 55 7 7
Corporate notes ............. 323 323 330 330
Collateralized reverse purchase agreements ...........c.co.. 190 190 451 451
Derivatives (not designated for hedging)
Foreign exchange forwards ......vuniicniinnssninnee — e 2 2
Derivatives (designated for hedging)
Foreign exchange forwards ........occommerinncsensens — —_ 6 6
Long term investment — — 9210 910
Restricted cash (Note 14) c.ccvnverareceniionsins 21 21 42 42
1,906 1,906 2,829 2,829
Financial liabilities
Fair value through profit or loss:
Convertible Notes (Note 18)....c..cccrvcrnnciiiniessnnanees 1,106 1,106 944 944
Derivatives (not designated for hedging):
Contingent options (Note 16) ......c.ccvurvnnirnrisinnans 100 100 3 3
Warrants (Note 16)...... 34 34 346 346
Derivatives (designated for hedging)
Foreign exchange forwards ........cccceevrmrmreerssanane — — 5 5
Trade and other payables (Note 19) ......ccccccovevivnnn 201 201 341 341
Accrued expenses and other liabilities (Note 20) ..........conueee. 674 674 881 881
2,115 2,115 2,520 2,520

The table below analyses financial instruments carried at fair value, by valuation method. The different levels
have been defined in Note 2.
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As at December 31, 2016, the Group held the following classes of financial instruments measured at fair value:

Financial assets and liabilities by fair value hierarchy level Level 1 Level 2 Level 3 2016
(in € millions)

Financial assets at fair value
Available for sale financial assets
Short term investments:

Government securities ........ 248 14 — 262
Agency SeCUrities........ouvcinecveninns st ensenes — 55 — 55
Corporate notes reereeeateie et senenan — 323 —_— 323
Collateralized reverse purchase agreements — 190 — 190
Total financial assets at fair value by level ......coeeviiveinnen. 248 582 — 830
Financial liabilities at fair value
Fair value through profit or loss:
Convertible NOES..o..veervverennncermermesssnssssensisesseermnsssssassess — — 1,106 1,106
Derivatives {not designated for hedging):
Contingent OpHionS.....cuviimsmerirsrssssersisreres — — 100 100
Warrants...... — — 34 34
Total financial liabilities at fair value by level - — 1,240 1,240

As at December 31, 2017, the Group held the following classes of financial instruments measured at fair value:

Finaccial assets snd labilities by fair value hierarchy level Level 1 Level 2 Level 3 2017
(in € millions)

Financial assets at fair value
Available for sale financial assets
Short term investments:

Government SECUIILEs ......oivveiiicsierecnsnineiennasnes 206 38 — 244
Agency securities............ — 7 — 7
Corporate notes.............. _— 330 - 330
Collateralized reverse purchase agreements................ — 451 — 451
Derivatives (not designated for hedging):
Foreign exchange forwards — 2 — 2
Derivatives (designated for hedging):
Foreign exchange forwards — 6 —_ 6
Long term investment .............. — — 910 910
Total financial assets at fair value by level ............cccveemeei 206 834 910 1,950

Financial liabilities at fair value
Fair value through profit or loss:

Convertible Notes .......... — — 944 944
Derivatives (not designated for hedging):
Contingent options . — e 3 3
WARITANLS ..ceovoerosimrerervrsnsssnvisssorsssnnes — — 346 346
Derivatives (designated for hedging):
Foreign exchange forwards — 5 — 5
Total financial liabilities at fair value by level ................c........ — 5 1,293 1,298

The Group’s policy is to recognize transfers into and transfers out of fair value hierarchy levels at the end of the
reporting period.

During the years ended December 31, 2016 and 2017 there were no transfers between levels in the fair value
hierarchy.
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Recurring fair value measurements

The following sections describe the valuation methodologies the Group uses to measure the Level 3 financial
instruments at fair value on a recurring basis.

Long term investment

Long term investment consists of a non-confrolling equity interest of approximately 9% in Tencent Music
Entertainment Group (“TME”), a private company that provides digital music services to users including
streaming, online live broadcasts, and karaoke services. In connection with the investment the Group agreed not
to transfer its shares of TME for a period of three years from December 15, 2017, subject to limited exceptions,
including transfers with TME’s prior consent; transfers to certain permitted transferees; transfers pursuant to a
tender offer or exchange offer recommended by TME’s board of directors for a majority of TME’s issued and
outstanding securities; transfers pursuant to mergers, consolidations, or other business combination transactions
approved by TME’s board of directors; transfers to TME or any of its subsidiaries; or transfers that are
necessary to avoid regulation as an “investment company” under the U.S. Investment Company Act of 1940, as
amended. The investment is classified as an available-for-sale financial asset and carried at fair value through
other comptehensive income, The fair value of unquoted ordinary shares has been estimated using unquoted
market transactions with close proximity of December 31, 2017, net of transaction costs of €11M which is
reflected as a reduction of other reserves within equity.

The fair value of the long term investment will vary over time and is subject to a variety of risks including:
company performance, macro-economic, regulatory, industry, and systemic risks of the equity markets overall.

The table below presents the changes in the long term investment as at December 31:

(in € millions)

At January 1,2017...........ccovceenene . —_

Equity issued in exchange for long term investment. 910
Changes in fair value recorded in other comprehensive L0ss. ....c.cccocoerreerccrenecenecans —
At December 31, 2017......cccoivinene 910

The impact on the fair value of the investment in TME using reasonably possible alternative assumptions with
an increase or a decrease of TME’s share price of 10% results in a range of €819 million to €1,001 million at
December 31, 2017.

Fair value of ordinary shares

The valuation of certain items in the consolidated financial statements is consistent with the Group’s use of the
Probability Weighted Expected Return Method (“PWERM?”) to value its own shares.

The fair value of the ordinary shares is determined using recent secondary market transactions in our ordinary
shares and the PWERM, which is one of the recommended valuation methods to measure fair value in privately
held companies with complex equity structures in the American Institute of Certified Public Accountants
Practice Guide, Valuation of Privately-Held-Company Equity Securities Issued as Compensation. Under this
method, discrete future outcomes, including as a public company, non-public company scenarios, and a merger
or sale, are weighted based on estimates of the probability of each scenario. In the Group’s application of this
method, five different future scenarios are identified (high and low case public company, high and low case
transaction, and private company). For each scenario, an equity value is calculated based on revenue multiples,
derived from listed peer companies, which are applied on different (scenario-dependent) forecasted revenues.
For the private company scenario, a discounted cash flow method also is considered in determining the equity
value. Ordinary share values are weighted by the probability of each scenario in the valuation model. In
addition, an appropriate discount adjustment is incorporated to recognize the lack of marketability due to being a
closely held entity. Finally, the impact on the share value of recent financing and secondary trading are
considered.
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The following weightings were applied to each valuation method:

2016 2017
PWERM ...ccenmeiienininnnne 80-100% 50 — 80%
Secondary market transactions ..o 0-20% 20-50%

The PWERM valuations weighted the different scenarios as follows:

2016 2017
Market Approach — High Case Public Company............cceeevevrerearesns 20-25% 25-40%
Market Approach — Low Case Public Company ... 35-40% 35%
Market Approach — High Case Transaction 4% 4 6%
Market Approach — Low Case Transaction ............ 6% 4—-6%
Private Case — Income and Market Approaches...........cccovvviiviiiniene, 30% 5-30%

The key assumptions used to estimate the fair value of the ordinary shares and contingent options using the
PWERM are as follows:

2016 2017
Revenue multiple used to estimate enterprise value..........ev. 2035 22-4.6
DISCOUNL FAE (20)....cvevereeerrenirecienneseresntssesestsansssiss s e ssanens 14.0-19.5 13.0-19.5
Volatility (%)........ reereestntersa e sasstenes 35.0-475 30.0-375

Contingent options

The Group’s derivatives include contingent options that provide investors associated with the equity financings
with downside protection.

The contingent options are measured on a recurring basis in the consolidated statement of financial position and
are Level 3 financial instruments recognized at fair value through the consolidated statement of operations. The
contingent options are vatued using the models that include the value of the Company’s ordinary shares,
including the assumptions for probability scenarios and PWERM as determined above. The key assumptions
used to estimate the fair value of the options using the PWERM are consistent with those noted above.

Under each scenario, the Group computed the difference between a) the value of the new shares, valued with the
embedded contingent options and b) the ordinary shares, valued without the embedded contingent options
(“Ordinary Shares™) to derive an indication of the value of the contingent options for each scenario. The
differential between new shares and the Ordinary Shares were discounted, where appropriate, to present value to
arrive at an indication of the value of the contingent options for each scenario at the valuation date. Finally, the
indicated values under each scenario were weighted based on the weightings noted above to determine the
indicated value of the contingent options.

The impact on the fair value of the contingent options of using reasonably possible alternative assumptions with
an increase or a decrease of share price of 10% results in a range of €2 million to €4 million (2016: €80 million
to €122 million) at December 31, 2017,

The table below presents the changes in the contingent options liability as at December 31:

2018 2016 2017
(in € millions)
AtJanuary1... . 7 82 100
Equity financing transactions 87 — —
(Gain)/loss recognized in profit or 1088 ..oevniiivinsciminininienninearin (12) 18 97)
AtDecember 31 ... s 82 100 3
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The contingent options liability is included in derivative liabilities on the consolidated statement of financial
position. The change in estimated fair value is recognized within finance income or costs in the consolidated
statement of operations.

Warrants

On October 17, 2016, the Company sold, for €27 million, warrants to acquire 128,000 ordinary shares to certain
holders that are employees and management of the Group. The exercise price of each warrant is US$2,024.40,
which was equal to 1.2 times the fair market value of ordinary shares on the date of issuance. The warrants are
exercisable at any time through October 17, 2019.

On July 13, 2017, the Company sold, for €9 million, a warrant to acquire 40,000 ordinary shares to certain
holders that are employees and management of the Group. The exercise price of each warrant is US$3,589,
which was equal to 1.3 times the fair market value of ordinary shares on date of issuance. The warrants are
exercisable at any time through July 2020. The warrants are measured on a recurring basis in the consolidated
statement of financial position and are Level 3 financial instruments recognized at fair value through the
consolidated statement of operations. The wartants are valued using a Black-Scholes option-pricing model,
which includes inputs determined from models that include the value of the Company’s ordinary shares, as
determined above and additional assumptions used to estimate the fair value of the warrants in the option pricing
model as follows:

2016 2017
Expected term (YEars) ... wererenerrsomisensssencsesncseessenine 1.85-2.09 0.9-~1.6
Risk free rate (%) 0.77—1.14 1.17-1.76
VOolatility (%0)..sicreerrrsrniereesiiinescsinmmsnssosiasssissesssaseserse 35.0-37.5 30.0-37.5
Share price (USE) .c.ovvecrrnereinreririereressersreercsscssesesessasses 1,687-1,776 2,028 — 4,820

The table below presents the changes in the warrants liability as at December 31:

(in € millions)

At January 1, 2016............ rersisrssnerasareeires —_
Issuance of warrants for cash . 27
Loss recognized in profit or 1oSS ...cucvvivrvceivnccisinicicnninnnes . 7
At December 31, 2016........ rerrissrstae s enenenrrenes 34
Issuance of watrant for cash 9
Non cash changes in profit or loss

Changes in fair value. 313

Effect of changes in foreign exchange rates (10)
At December 31, 2017 ....... resesasas et easr e Eon 08 346

The warrants liability is included in derivative liabilities on the consolidated statement of financial position, The
change in estimated fair value is recognized within finance costs in the consolidated statement of operations.

The sensitivity analysis below calculates the impact of increasing and decreasing expected volatility by 10% as
well as the impact of increasing or decreasing the expected term by half a year. The following table shows the
impact of these changes on finance costs.

2016 2017
(in € millions)
Actual change in fair value recognized within finance costs.........ccconrnierninisirenes 7 303
Warrants fair value adjustments increase (decrease) under the following
assumption changes

Volatility decreased BY 10%0 ..cccvervnreirincnmemninescniisnnsiiess i (0)) —
Volatility increase by 10% 4 —
Expected term decrease by 0.5 year........ - 0] (4)
Expected term increase by 0.5 year........... 6 3
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The impact on the fair value of the warrants of using reasonably possible alternative assumptions with an
increase or a decrease of share price of 10% results in a range of €21 million to €43 million at December 31,
2016 and €333 million to €361 million at December 31, 2017. Expected volatility did not significantly impact
the value of the warrants at December 31, 2017,

Convertible Notes

The Convertible Notes are measured on a recutring basis in the consolidated statement of financial position and
are Level 3 financial instruments recognized at fair value through the consolidated statement of operations. At
December 31, 2016, the fair value of the debt was determined based on consideration and weighting of two
future scenarios, a Near Term Exit (where the debt is convertible into ordinary shares in the case of a qualifying
event), and a Private Company Case. All components of the debt under the Near Term Exit and Private
Company Case, with the exception of the share cap, which assumes a risk-free discount rate, were discounted at
the implied rate on the date of issuance plus the chosen benchmark rate. The calculation under the Private
Company Case, assumes the debt is repaid at maturity.

A binomial option pricing model was used to assess the value of the Price Cap Derivative. The key assumptions,
including the weighting of the different scenarios and those used in valuing the Price Cap Derivative, were as
follows:

2016
Case — Near Term EXitu...ciniioimmmson 70%
Case — Private Company Case ..ot 30%

2016

RiSk=free rate ($0)...ceeererererrerrerrensessusssessnciessanernesmesrssnessesssssrasses 0.6-0.7
DiSCOURL £ALE (Y0) cevcrerirernririsisssenenssismiinmiss s sssssssess 14.4-17.0
Benchmark interest rate (%0) ....ooovvrvmscsnninnieninns 9.4-120
Volatility (%6) ...covernecnccimieniiniosssmessessisssssassrsssssiese 35.0-42.5

At December 31, 2017, the Convertible Notes are valued at the assumed exchange to ordinary shares based on
the fair value of the Company’s ordinary share price. The key assumptions to the fair value of ordinary shares
has been discussed above.

The table below presents the changes in the Convertible Notes as at December 31:

(in € millions)

AtJanunary 1,2016..........coviinnininrn s —
Loan financing transaction — Convertible Notes 861
Loss recognized in profit or loss 245
At December 31, 2016..... 1,106
Non cash changes recognized in profit or loss

Changes in fair value......cccovrnnens e 666

Effect of changes in foreign exchange rates (142)

Issuance of shares upon exchange of Convertible Notes........ceevens (686)
At December 31, 2017 944

The change in estimated fair value is recognized within finance costs in the consolidated statement of
operations.
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The sensitivity analysis below calculates the impact of increasing or decreasing the expected underlying interest
rate by 100 basis points at December 2016. The following table shows the impact of this change on finance
costs.

2016
{in € millions)
Actual change in fair value recognized within finance costs ........cocuvinvenin. 245
Convertible Notes fair value adjustments increase (decrease) under the
following assumption changes
Discount rate decreased by 100 basis points ..........ceoveeeversmensnssanens 16
Discount rate increased by 100 basis pOiNts.......ceevereveeerveerrerereseracrs (1%5)

The impact on the fair value of the Convertible Notes of using reasonably possible alternative assumptions with
an increase ot decrease in share price of 10% results in a range of €1,115 million to €1,101 million at
December 31, 2016 and €1,038 miilion to €849 million at December 31, 2017.

23, Commitments and contingencies
Obligations under leases

The Group leases certain properties under non-cancellable operating lease agreements. The lease terms are
between one and seventeen years, and the majority of the lease agreements are renewable at the end of the lease
period.

The future minimum lease payments under non-cancellable operating leases as at December 31 are as follows:

2016 2017
(in € millions)
Not later than one year rerenerrenererereraressrarneneae 25 47
Later than one year but not more than 5 years........cocnneinnne 97 244
More than 5 years ..........ccrerenncrcrens 90 478
212 769

Total lease expenses were €14 million, €19 million, and €52 million for the years ended December 31, 2015,
2016, and 2017, respectively.

The Group also has finance leases for various items of equipment. The obligations under finance leases are
secured by the lessor’s title to the leased assets. Future minimum lease payments under finance leases and hire
purchase contracts, together with the present value of the net minimum lease payments, are disclosed in Note
18.

Commitments

The Group is subject to the following minimum royalty payments associated with its license agreements as at
December 31.

2016 2017
(in € millions)
Not later than one year ................... " 26 1,060
Later than one year but not more than S years....... 14 635
40 1,695

Contingencies

Various legal actions, proceedings, and claims are pending or may be instituted or asserted against the Group.
These may include but are not limited to matters arising out of alleged infringement of intellectual property;
alleged violations of consumer regulations; employment-related matters; and disputes arising out of supplier and
other contractual relationships. As a general matter, the music and other content made available on the Group’s
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service are licensed to the Group by various third parties. Many of these licenses allow rights holders to audit
the Group’s royalty payments, and any such audit could result in disputes over whether the Group has paid the
proper royalties, If such a dispute were to occur, the Group could be required to pay additional royalties, and the
amounts involved could be material. The Group expenses legal fees as incurred. The Group records a provision
for contingent losses when it is both probable that a liability has been incurred and the amount of the loss can be
reasonably estimated. An unfavorable outcome to any legal matter, if material, could have an adverse effect on
the Group’s operations or its financial position, liquidity, or results of operations.

Since July 2017, six lawsuits alleging untawful reproduction and distribution of musical compositions have been
filed against the Group in (i) the U.S. District Court for the Middle District of Tennessee (Bluewater Music
Services Corporation v. Spotify USA Inc., No. 3:17-cv-01051; Gaudio et al. v. Spotify USA Inc., No. 3:17-cv-
01052; Robertson et al. v. Spotify USA Inc., No. 3:17-cv-01616; and A4V Digital, Inc. et al. v. Spotify USA Inc.,
3:17-cv-01256), (ii) in the U.S. District Court for the Southern District of Florida (Watson Music Group, LLC'v.
Spotify USA Inc., No. 0:17-cv-62374), and (iii) the U.S. District Court for the Central District of California
(Wixen Music Publishing Inc. v. Spotify USA, Inc., 2:17-cv-09288) (alleging that Spotify has infringed the
copyrights in over 10,000 musical compositions). The complaints seek an award of damages, including the
maximum statutory damages allowed under U.S. copyright law of $150,000 per work intringed. [he Group
intends to vigorously defend the claims.

24. Related party transactions

Key management compensation

Key management includes members of the Company’s executive committee and the board of directors. The
compensation paid or payable to key management for Board and employee services includes their participation
in share-based compensation arrangements. The disclosure amounts are based on the expense recognized in the
consolidated statement of operations in the respective year.

2015 2016 2017

(in € millions)
Key management compensation
Short term employee benefits.....ocvnirivienins vttt shs bR s benree 15 4 4
Share-based PAYMENIS ....cccoirereraisismmiiieesrss it ssissessssrssnasassssssssns “ 10 18 17
Post-employment benefits..........ounieen — 1 —
Termination benefits ............. rrerasaenerer st s e bR ARt e e a AR SR b et " — 1 1
25 24 22

As noted in Note 16, the Company issued warrants to acquire ordinary shares to certain members of key
management of the Group. ’

On April 1, 2016, the Group issued and sold the Convertible Notes to, among others, Rivers Cross Trust, an
entity wholly-owned by Mr. McCarthy, the Group’s Chief Financial Officer. The original principal amount
purchased by Rivers Cross Trust was approximately US$0.2 million. In January 2018, the Convertible Notes,
plus accrued interest, were exchanged for ordinary shares. Refer to Note 26.

The Group recognized partner revenues from its associate in Soundtrack Your Brand Sweden AB of €1 million,
€2 million, and €3 million during years ended December 31, 2015, 2016 and 2017, respectively.
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25. Group information

The Company’s principal subsidiaries as at December 31, 2017 are as follows:

Proportion of
voting rights
and shares

held (directly Country of
Name Principal activities or indirectly) incorporation
Spotify AB....ccecirccicrisinnincniniinsnsions Main operating company 100%  Sweden
Spotify USA InC.....coconvvniicsnsasesiinssininsnne USA operating company 100% USA
Spotify Ld ..ot seeecienes Sales, marketing, contract 100% UK

research and development, and
customer support

Spotify Norway AS........ccecvvevveverreeraranens Sales and marketing 100%  Norway
Spotify Spain S.L..... Sales and marketing 100%  Spain
SPOtify GMBH........coovvereeeresceecresesseenisnnies Sales and marketing 100%  Germany
Spotify France SAS Sales and marketing 100%  France
Spotify Sweden AB Sales and marketing 100%  Sweden
Spotify Netherlands B.V..coocvvcrcreiccrnrirene Saies and marketing 100%  Netherlands
Spotify Canada Inc Sales and marketing 100%  Canada
Spotify Australia Pty Ltd ...c.ovveeiinieniinnes Sales and marketing 100%  Australia
Spotify Brasil Servigos De Musica LTDA. Sales and marketing 100%  Brazil
Spotify Japan K. K.......ccvcvcoincicninionianns Sales and marketing 100%  Japan
Spotify Singapore Pte Lid... Marketing 100%  Singapore

There are no restrictions on the net assets of the Group companies.

Information about associates and joint ventures

The Group holds an equity interest in Soundtrack Your Brand Sweden AB of 17.5%, this interest was diluted in
February 2017 from 26.5% resulting from a financing round in which the Group did not participate. The total
assets and net assets of Soundtrack Your Brand Sweden AB are not material to the Group.

The Group co-founded a joint arrangement, Symposium Stockholm AB (Symposium), in 2015. In December
2016, the Group divested its interest in Symposium to its joint arrangement partner. This did not have a material
impact on the Group’s consolidated financial statements.

26. Events after the reporting period

In January 2018, the Group entered into an exchange agreement with holders of the remaining balance of its
Convertible Notes, pursuant to which the Group exchanged the remaining US$628 million of Convertible Notes,
plus accrued interest of US$16 million, for an aggregate of 235,799 ordinary shares. Pursuant to this exchange
agreement, subject to certain conditions, if the Company fails to list its ordinary shares on or prior to July 2,
2018, the Group has agreed to offer to each noteholder the option to unwind the transaction such that the Group
purchases back the shares that were issued to such noteholder pursuant to the exchange and will issue such
noteholder a new note that is materially identical to its note prior to the exchange.

On February 16, 2018, the Company issued an aggregate of 9,480,030 beneficiary certificates to entities
beneficially owned by the Group’s founders, Daniel Ek and Martin Lorentzon. The Company’s sharcholders
have authorized the issuance of up to 35,000,000 beneficiary certificates to shareholders of the Company
without reserving to the Company’s existing shareholders a preemptive right to subscribe for the beneficiary
certificates issued. Each beneficiary certificate entitles a shareholder to one vote. The beneficiary certificates
carry no economic rights and are issued to provide the holders of such beneficiary certificates with additional
voting rights. The beneficiary certificates, subject to certain exceptions, are non-transferable and shall be
automatically canceled for no consideration in the case of sale or transfer of the ordinary share to which they are
linked. Ten beneficiary certificates are linked to each share.
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On February 28, 2018, the Board of Directors of the Company approved a 40-to-one share split of the
Company’s ordinary shares which will become effective upon approval by the Company’s shareholders.

Subsequent to year end, we entered into a service agreement with Google for use of the Google Cloud
Platform. The total minimum payments during the first three years of service are approximately €366 million.
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