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IF YOU HAVE BEEN A SHAREHOLDER OF SKY 

NETWORK TELEVISION LIMITED FOR MORE THAN A 

YEAR YOU WILL NOTE IN MY ANNUAL LETTER THAT 

I ATTEMPT TO DRAFT MY CORRESPONDENCE AS IF 

ALL SHAREHOLDERS ARE LIVING OVERSEAS AND 

THAT THE ONLY INFORMATION THEY KNOW ABOUT 

THEIR INVESTMENT IS FROM THE INFORMATION 

CONTAINED IN THE ANNUAL REPORT.
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BUSINESS CHANGES

12.7% REVENUE
INCREASE

29% NET INCOME 
INCREASE
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As a CEO I consider 
my primary role is to 
allocate funds in a 
way that maximises 
shareholder value. 

“
” 
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John    Fellet
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SKY also entered into a joint venture with Fairfax 
Magazines to publish a monthly SKY Sport Magazine. 
The magazine was launched in January 2007 and 
there were 8,642 subscribers to this magazine at 
30 June 2007. 

CHURN
Churn is a measure of the percentage of subscribers 
who disconnect their service either voluntarily or due 
to a failure to pay their account. SKY calculates churn 
on a rolling gross annual basis, which means that 
each month we calculate the subscribers who have 
disconnected as a percentage of the average 
subscribers for that month and total these monthly 
percentages over 12 months. 

As the following graph illustrates, SKY continues to 
be successful in reducing gross churn, falling to 13.4% 
for the year from 13.5% in the previous year. 

SUBSCRIBERS
SKY has continued to increase its total subscriber 
base in the year to 30 June 2007 to a total of 711,211, 
adding a net 43,941 subscribers, an increase of 6.6%. 
This compares to the 48,102 net subscribers added in 
the comparative period. 

During the year 8,040 subscribers migrated from the 
UHF to the satellite network, compared to 9,274 in the 
previous year. This leaves 54,346 subscribers on the 
UHF network at 30 June 2007, compared to 651,580 
subscribers on the DBS satellite platform and 
Telstra’s cable network. There were 5,285 “other” 
subscribers which include subscribers to DVD Unlimited 
and SKY DMX Music. 

In addition to these subscribers, SKY has entered into 
a content supply agreement with Vodafone for its 3G 
mobile phones. The service was launched in February 
2007 and there were 10,190 subscribers to “SKY Mobile 
TV” at 30 June 2007.

BUSINESS OVERVIEW
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Satellite churn continues to be lower than UHF churn, 
as illustrated in the graph:

VIEWING
SKY’s share of television viewing in New Zealand 
homes increased from 22.5% in 2006 to 25.1% in 2007. 
This share of viewing was achieved from the 44.5% of 
households that have access to SKY. The trend in SKY’s 
viewing share over recent years is illustrated in the 
following graph:

SKY subscribers have increased the amount of time they 
spend watching SKY each month from 123 hours last 
year to 126 hours in 2007. A comparison of the average 
monthly hours spent watching SKY as a total amount of 
time spent watching television over the last five years is 
illustrated in the following graph.

A decline in the viewing on SKY’s Movie channels 
has been offset by increases in viewing on SKY’s start 
up channels, particularly the two Disney channels, 
Food TV and the new MTV, Documentary and FOX 
News channels.

During 2007 SKY launched four new channels on its 
satellite platform:

On 19 August 2006, SKY launched “MTV”, a 
24 hour network with localised and signature “MTV” 
programming. The channel focuses heavily on 
New Zealand artists and delivers shows that “MTV” 
viewers love alongside presenters who fully engage 
with the unique and vibrant entertainment scene in 
New Zealand.

In November 2006, SKY launched the “Documentary 
Channel” which features a unique and contemporary 
focus on people and popular culture via the screening 
of broadly-themed, critically-acclaimed and award-
winning works from celebrated documentary makers. 
Documentaries are enjoying a new popularity. The 
truth really can be stranger than fiction and many 
outstanding film-makers are using the power of the 
documentary format to examine some of the most 
topical and challenging themes in our lives.

On 1 December 2006, SKY launched “FOX News 
Channel”. FOX News is the highest rated news 
channel in the United States and the fastest growing 
news channel in the world. The channel offers New 
Zealand viewers live news from the United States and 
around the world 24 hours a day.
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service. The continued decline in the churn rate 
suggests that SKY continues to offer its subscribers 
value for money.

The monthly retail prices (incl GST) of SKY’s most 
popular packages at 30 June were as follows:

Packages per month 2007 2006

UHF Super Value $33.97 $32.97 
Start up $45.28 $44.16 
Start up + Movies $65.08  $62.78 
Start up + Sports $61.55  $59.30 
Start up + Sports & Movies $79.30  $75.93 

Subscribers can alter the packages that they subscribe 
to at any time, so there is always movement in the 
number of subscribers subscribing to different services. 
The following table summarises the percentage of 
subscribers to each of SKY’s core services at 30 June:

Subs by Tier 2007 2006

UHF:

Sport + Movies 52% 54%
Sport only 47% 44%
Other  1% 2%

Satellite:
Start up + Movies + Sport 43% 47%
Start up + Sport 33% 33%
Start up + Movies 11% 8%
Other 13% 12%

There continues to be a decline in the percentage 
of subscribers to SKY’s premium package of “Start 
up+Movies+Sport” from 47% to 43%, with offsetting 
increases in the “Start up+Movies” penetration from 8% 
to 11% and “Other”, which is primarily Start up only 
subscribers, from 12% to 13%. The “Start up+Sport” 
penetration remains flat at 33%. 

There has been growth in SKY’s niche premium tier 
channels with Rugby channel subscribers increasing 
8.3%, Arts channel subscribers increasing 30.7%, 
Rialto subscribers increasing 2.8% and 4,681 subscribers 
to the new STAR PLUS channel.

SKY also keeps track on the value of SKY relative 
to other pay TV companies internationally. To do this we 
construct a “Big Mac Index” for pay TV services. 

STAR PLUS was launched on 1 January 2007. STAR 
PLUS, the flagship channel of the STAR network in 
India, is the undisputed king of Hindi general 
entertainment in India. Launched as a fully fledged 
Hindi channel in 2000, today over 65 million viewers 
tune-in to STAR PLUS every week and spend almost 
twice the time on STAR PLUS than on any competing 
channel. In the last six years STAR PLUS has 
consistently been India’s No 1 channel, garnering 
an average of 42 out of the top 50 shows across 
all channels in the Hindi speaking markets.

SKY continues to offer pay-per-view (“PPV”) 
programming on its satellite platform, with the number 
of scheduled PPV channels increasing from 7 to 14 in 
October 2006. Buy rates, which measure the percentage 
of subscribers who purchase a title each month have 
remained flat at 28%. A total of 1,972,927 PPV buys 
were purchased in 2007 compared to 1,742,981 buys 
purchased in 2006.

A new “on-demand” movie service was launched to MY 
SKY subscribers in July 2007. This service is based on 
SKY downloading movies to the MY SKY hard-drive via 
satellite, with up to 20 movies being available to watch 
“on demand”. Subscribers are only charged if they 
choose to watch one of these movies. The movies 
are updated on a regular basis and are priced at $6.99, 
which is the same price as a scheduled PPV movie. 
We hope that the convenience of being able to start 
watching a PPV movie when it suits a subscriber will 
increase buy rates.

VALUE
To be successful SKY must offer value to its subscribers. 
Every month subscribers make a value assessment and 
decide whether to continue to pay for their SKY television 
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The majority of SKY’s capital expenditure reflects 
the cost of installing new subscribers. The average full 
installation cost has increased from $454 in 2006 to $506 
in 2007 due to a $21 increase in the cost of decoders 
caused by a decline in the US$/NZ$ exchange rate and 
a $31 increase in installation costs. A breakdown of these 
costs is as follows:

Installation costs 2007 2006 %change

Decoder  $219  $198  10.6
Material/labour  $287   $256  12.1

Total  $506   $454  11.5

SKY launched the new generation MY SKY personal 
video recorder in December 2005. These decoders 
have a 160 GB hard drive, two television tuners and 
offer features such as the ability to pause and rewind 
live television, record a channel while watching another 
channel and series link the recording of programmes 
directly from the electronic programme guide (“EPG”). 
These decoders are being installed for an up front 
installation fee of $599 (incl GST). Digital subscribers 
who keep their old digital decoders as multi-room outlets 
are offered a $100 discount on this installation fee. 

At 30 June 2007, SKY had installed a total of 20,108 
MY SKY units, with 59% of these subscribers retaining 
a second outlet.

The chart above indicates the number of Big Mac 
hamburgers it would take to purchase a full package 
of pay TV services in a particular country. The chart 
highlights that SKY continues to have the most 
affordable offering based on this measure.

ACTIVATIONS
The level of installation activity is determined by a 
combination of the level of churn, net gain in new 
subscribers, migration of subscribers from the UHF 
to the satellite network and the number of subscribers 
transferring due to a change of address. The total 
number of customer activations in 2007 was 218,651 
compared to 211,181 in 2006.

We estimate that there are around one million homes 
in New Zealand that have been installed with a SKY 
satellite dish, which represents approximately 64% of 
New Zealand homes. The benefit of this is that around 
40% of SKY’s activations are now “decoder” only installs, 
which are significantly cheaper than the cost of a 
full install that includes a dish, telephone jack and 
internal wiring.

SKY is continuing to market its “multi-room” service 
to subscribers, which enables subscribers to receive 
access to SKY services from a second decoder in their 
home. A UHF decoder which offers access to SKY Sport 
1, Movies 1 and SKY 1 is available for $9 per month (incl 
GST) while a second satellite decoder that offers access 
to all of SKY’s digital channels is available for $25 per 
month (incl GST). The growth in the number of multi-
room outlets is as follows:
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To assist in the recovery of services should there ever be 
a failure of the D1 satellite, SKY has developed a dual low 
noise block (“LNB”) that can be electronically switched 
to the 156º E orbital location. This would enable SKY to 
utilise the dedicated back-up transponders that are to 
be included in the design of the new Optus D3 satellite 
without having to repoint the satellite dishes in 
subscriber homes.

PRIME
SKY acquired the free-to-air television channel Prime on 
8 February 2006 for $30 million. Prime was established 
in July 1997 by the Australian company, Prime Television 
Limited and had built a television audience share in 
New Zealand of around 5% from a UHF network that 
covered approximately 91% of the country.

SKY’s rationale for acquiring Prime was to:

–  provide SKY with the opportunity to acquire “first run” 
television series that are sold via studio output deals;

–  secure delayed free-to-air coverage of key sporting 
events that are screened live on SKY;

–  achieve a number of operational synergies by 
integrating Prime’s operations into SKY’s existing 
multi-channel infrastructure;

–  grow Prime’s share of viewing by providing free-to-air 
access to content owned by SKY;

–  secure access to a second site for television 
broadcasting.

STAFF
SKY employed a total of 777 full time equivalent (“FTE”) 
staff at 30 June 2007, an increase of 8.8% from the 714 
employed at 30 June 2006. The increase in staff has 
been in the following areas:

Staff 2007 2006 % INCREASE/
(DECREASE)

Advertising  66 58 14
Broadcast operations 186 172 8
Marketing  30 28 7
Programming 68 70 (3)
Subscriber management 379 343 11
Administration 48 43 11

Total 777  714  9

In addition to these staff, SKY contracts 370 FTE 
contractors throughout New Zealand for installation 
and trouble call work. SKY also hires around 250 
contractors to operate the cameras and associated 
equipment at the 225 live sporting events that were 
produced by SKY in 2007.

SATELLITE
The Optus D1 satellite was successfully launched on 13 
October 2006 and SKY successfully transitioned services 
from the old Optus B1 satellite on 15 November 2006. SKY 
is currently leasing five transponders on the D1 satellite, a 
25% increase in the capacity leased on B1. SKY has an 
option to purchase an additional two transponders on the 
D1 satellite should it require additional capacity in the 
future. The new D1 satellite has more power than the 
old B1 satellite and will assist in reducing “rain fade”, 
which is when SKY’s satellite television signal is lost 
due to heavy rain. 

Optus has also committed to launching two new 
satellites, the D2 satellite that is planned to be launched 
by March 2008 at the 152º E position and the D3 satellite, 
to be launched by March 2009 at the 156º E position. 
Both of these satellites have transponders capable of 
delivering direct to home (“DTH”) satellite services to 
New Zealand. SKY has agreed a restoration plan with 
Optus that would see satellite capacity restored within a 
short time should there ever be a failure of SKY’s primary 
D1 satellite.

PRIME 12 MONTHS MOVING ANNUAL
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TELEVISION STATION UPGRADE
SKY is continuing with the conversion of its 17 year 
old tape-based analogue television station at Mount 
Wellington to a digital server-based architecture, 
incorporating widescreen, Dolby 5.1 sound and 
high-definition (“HD”) capability. The new station is planned 
to be commissioned during the 2008 financial year.

DVD UNLIMITED
SKY purchased the online DVD rental business, 
DVD Unlimited, in October 2004. The current business 
model enables subscribers to select DVD and game titles 
from the DVD Unlimited website and depending on the 
package that is subscribed to, a subscriber can access 
one to ten titles at any time. Subscribers can keep the 
DVDs as long as they want to and there are no late fees. 
When a title is returned another title is posted to the 
subscriber from their selected list.

The current business model relies on the postal service 
to distribute the rented DVDs by mail. As broadband 
networks become faster, cheaper and more highly 
penetrated, we believe that the DVD Unlimited business 
will migrate to a full online service with movies being 
downloaded or streamed to subscribers.

We continue to be pleased with the performance of 
the business with our subscriber base growing by 
28.6% during the year. We are also continuing to 
benefit from the knowledge we are gaining about the 
purchasing habits and interests of subscribers to this 
type of movie service.

MOBILE VIDEO SERVICES
SKY launched a mobile television service on the 
Vodafone 3G network in February 2007. For a weekly 
subscription of $2.50 (incl GST) subscribers get access 
to the following SKY television channels, specifically 
programmed for mobile phone access, including:

–  MTV
–  Cartoon Network
–  SKY Sport Highlights
–  SKY News
–  E!
–  Discovery
–  CNN

In addition to these channels, subscribers can also 
purchase live sports events such as All Black rugby 
and also “Adult” content, on a pay-per-view basis. 
As at 30 June 2007, there were 10,190 subscribers 
to this SKY mobile service.

We have been pleased with the continued increase in 
Prime’s share of the television audience during 2007 
and believe we have successfully positioned the channel 
as a credible fourth free-to-air television network in 
New Zealand. This has been assisted by our increased 
investment in a locally produced daily news service 
“Prime News – First At 5.30” and our daily sports 
magazine show “The Crowd Goes Wild”. The highest 
rating shows on Prime during 2007 were Tri Nations 
Rugby and “Top Gear”.

While the channel has increased its share of television 
viewing, the New Zealand television advertising market 
has been in decline during the year, which adversely 
impacts a small player like Prime. There is also a natural 
lag between achievement of ratings and sales, so that 
revenues do not fully reflect the ratings of a channel that 
is growing market share.

SECOND SITE
One of the benefits of acquiring Prime was that it gave 
SKY access to a purpose built digital television station in 
Albany, 30km north of SKY’s television station at Mount 
Wellington. Rather than consolidate operations at the one 
site, we decided to develop the Prime television station 
as a second site thereby creating some diversity in SKY’s 
operations. The Prime facility was expanded during 2006 
and now has the capacity to play out up to 32 SKY 
channels. A second 9.2 metre uplink facility and two 
down-link dishes were also commissioned at Telecom’s 
satellite earth station at Warkworth and the three sites 
have been linked via a 10Gb fibre. 
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FREEVIEW
The new FreeView satellite platform was launched on 
2 May 2007. At this stage there are no new channels 
on the platform and FreeView has had minimal impact 
on our business.

We understand the digital terrestrial platform that will 
cover around 70% of the country will be launched in 
February 2008. Viewers will be required to purchase 
a set top box to receive the terrestrial FreeView signal.

The government has announced that it will provide 
TVNZ with an additional $79 million of funding over 
five years to launch two new FreeView channels. 
While the addition of new channels will make FreeView 
a more attractive proposition than it currently is, these 
additional channels will further fractionalise television 
viewing making it more difficult for free-to-air networks 
to secure advertising revenues. 

Prime has not been offered the same subsidy that the 
other free-to-air networks have to join FreeView and 
therefore at this stage, we have not joined the FreeView 
platform. We will continue to monitor the uptake of 
FreeView and may join in the future if this can be 
supported on a financial basis.

IPTV
Internet Protocol Television (IPTV) is a technology 
that enables video content to be distributed over a 
broadband network using internet protocol software. 
It is the next generation of pay television technology that 
will enable subscribers to have much greater access to real 
time on-demand content. This cannot be achieved on a 
satellite platform which is best suited to the broadcast 
distribution of content to a large number of viewers, 
although we have developed an “on demand” offering for 
MY SKY subscribers that utilises the hard drive storage 
capacity of the MY SKY decoder.

SKY is continuing to progress its plans to launch a hybrid 
satellite/IPTV decoder and is continuing its discussions 
with players such as Telecom, TelstraClear, Vodafone 
and others as to how we might work together to enable 
access to these IPTV services. The next generation of 
MY SKY decoder that is due for launch at the end of 
the 2008 financial year will have a broadband ethernet 
connection that will enable IPTV services to be offered 
when broadband networks are sufficiently developed.
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SUMMARY
SKY has earned a net profit after tax (“NPAT”) of $77.9 million for the year ended 30 June 2007, a 29% increase on the 
previous year’s net profit after tax. 

Earnings before interest, tax, depreciation and amortisation (“EBITDA”) increased by 0.1% to $249.4 million. This increase 
is lower than the increase in NPAT due to the accounting treatment of the new Optus D1 satellite lease. This lease is treated 
as an operating lease in SKY’s accounts whereas the lease on the previous B1 satellite was treated as a finance lease. 
SKY’s 2007 results include $18.8 million of satellite lease costs whereas the comparative year recognised these costs as 
interest and depreciation costs under the finance lease, with these costs being accounted for “below” the calculation of 
EBITDA. If we adjust for this, the 2007 EBITDA grew 8.3%.

The results are summarised as follows:

FOR THE YEARS ENDED 30 JUNE 2007 2006 % INCREASE/
IN NZD MILLIONS   (DECREASE)

Financial performance data
 Total revenue 618.5 548.9 12.7
 Total operating expenses 369.1 301.2 22.5

EBITDA 249.4 247.7 0.7

Less
 Depreciation and amortisation 85.0 106.1 (19.9)
 Net interest expense and financing charges 46.6 50.6 (8.0)
 Unrealised losses/(gains) on currency –  1.0 –

Profit before income tax 117.8 90.0 30.9

 Income tax expense 39.9 29.9 33.4

Profit after tax 77.9 60.1 29.6

A more detailed commentary on these results is provided over the page.

STILL  RAISING  THE

VOLUME
FINANCIAL OVERVIEW
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REVENUE ANALYSIS

SKY’s total revenue increased by 12.7% to $618.5 million, as follows:

FOR THE YEARS ENDED 30 JUNE 2007 2006 % INCREASE/
IN NZD MILLIONS   (DECREASE)

Residential 477.6 428.2 11.5
Commercial 32.4 29.1 11.3
SkyWatch 11.5 10.7 7.5

Total subscription revenue 521.5 468.0 11.4

Advertising 63.4 47.3 34.0
Installation, programme sales and other 33.6 33.6 (0.0)

Total other revenue 97.0 80.9 19.9

Total revenue 618.5 548.9 12.7

Residential subscription revenue increased 11.5% to $477.6 million reflecting a 6.6% increase in subscribers and a 3.8% 
increase in average revenue per subscriber (“ARPU”). ARPU is a measure of the average revenue that SKY earns from 
subscribers each month. 

The following chart provides a summary of the increase in ARPU in 2007:

AVERAGE MONTHLY REVENUE PER RESIDENTIAL SUBSCRIBER (excl GST)

  2007 2006 % INCREASE/
IN NZD   (DECREASE)

UHF 39.68 39.51 0.4 

DBS excluding wholesale 64.88 63.13 2.8 

DBS wholesale 50.88 48.39 5.1 

Total UHF and DBS excluding wholesale 62.27 60.01 3.8

Total UHF and DBS including wholesale 60.50 58.30 3.8 

Commercial revenue is the revenue earned from SKY installations at hotels, motels, restaurants and bars throughout 
New Zealand. This revenue increased 11.3% to $32.4 million in 2007, reflecting a 5.5% increase in subscribers and an 
increasing percentage of subscribers migrating to the satellite service where additional services are available for purchase.

SkyWatch is SKY’s monthly programme guide that is sold for $2.45 per month (incl GST). Revenue from the guide 
increased 7.5% to $11.5 million. There were 410,042 subscribers to SkyWatch at 30 June 2007, an increase of 2.5% from 
the 399,910 subscribers at 30 June 2006. 
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Advertising sales revenue increased 34% to $63.4 million in 2007. This increase is attributable to a full 12 months of 
revenue from Prime of $22.9 million compared to the $7.1 million of revenue earned in the five months that the channel was 
owned in the comparative period. Advertising revenue from SKY’s pay television channels was up 0.7% to $40.5 million 
from $40.2 million in the previous year. This is a reasonable result because, while there was a 6.5% increase in viewing on 
the SKY platform in 2007, the total television advertising market declined by 5% to $636 million1.

Installation, programme sales and other revenues decreased by 0.3% to $33.5 million in 2007. A $2.5 million increase in 
MY SKY installation revenue to $6.3 million and $0.5 million increase in DVD Unlimited revenues were offset by the loss of 
$3.3 million of on-sold programme rights that SKY previously received from the sale of its free-to-air sports rights, which 
are now played on Prime.

EXPENSE ANALYSIS
A further breakdown of SKY’s operating expenses for 2007 and 2006 is provided below:

  2007 2007 2006 2006 %
   % OF   % OF  INCREASE/
IN NZD MILLIONS  REVENUE  REVENUE (DECREASE)

Programming 204.6 33.1 177.6 32.4 15.2
Subscriber management 41.7 6.7 38.1 6.9 9.7
Broadcasting and infrastructure 51.4 8.3 24.0 4.4 114.2
Sales and marketing 37.4 6.0 32.7 6.0 14.4
Advertising 18.7 3.0 14.0 2.6 33.6
Corporate 15.3 2.5 14.8 2.7 3.4
Depreciation and amortisation 85.0 13.7 106.1 19.3 (19.9)

Total operating expenses 454.1 73.4 407.3 74.2 11.5

Programming costs comprise both the costs of purchasing programme rights and also programme operating costs. 
Programme rights costs include the costs of sports rights, pass-through channel rights (eg Disney channel, Documentary 
channel), movies (including PPV) and music rights. Programme operating costs include the costs of producing live sports 
events, satellite and fibre linking costs, in-house studio produced shows (such as Reunion) and taping, formatting, editing 
and adding other features to programmes. The following table provides a split between programme rights and operating 
costs over the last two years: 

IN NZD MILLIONS  2007 2006

Programme rights  166.6 146.0
Programme operations production  38.0 31.6

Total  204.6 177.6

SKY’s programming expenses have increased from 32.4% to 33.1% of revenue in 2007. SKY’s 2007 results include a 
full year of Prime’s result, which includes $15.7 million of programming costs, which is 68% of the channel’s revenue. 
The comparative period included $4.9 million of programming cost for Prime, which was 69% of their revenue for the 
5 month period. 

A significant proportion of SKY’s programme rights costs are in US dollars. This means the NZ dollar cost included 
in SKY’s accounts is affected by the strength of the NZ dollar during a particular year and by SKY’s foreign exchange 
hedging policy.

1  Comparison of 1 April 2005 – 31 March 2006 and 1 April 2006 – 31 March 2007. 
Viewing is all people aged 25 – 54 18:00 to 22:30. Source: Nielsen Media Research.
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SKY’s programme operations’ costs increased by 
19.9% to $38.0 million in 2007. This reflected an 
increase in the number of rugby games produced in 
New Zealand under the expanded SANZAR agreement 
and the new Air New Zealand Cup domestic rugby 
competition, access fees for the ICC World Cup, as well 
as SKY’s coverage of the 2007 domestic basketball 
league. It also includes a full year of Prime’s programme 
operations costs that totalled $5.2 million, compared to 
$1.5 million in the previous year.

Subscriber management cost includes the costs 
of servicing and monitoring equipment installed at 
subscribers’ homes, indirect installation costs, the 
costs of SKY’s customer service department and 
general administrative costs associated with SKY’s 
eleven provincial offices. Subscriber management 
costs typically increase in line with the percentage 
growth in subscribers.

In 2007, subscriber management costs increased 
9.7% to $41.7 million. This increase is higher than 
the 6.6% growth in subscribers due to additional 
call centre activity and trouble calls due to a technical 
issue associated with a software upgrade to SKY’s 
set top box population.

Sales and marketing costs include the costs of 
marketing SKY to existing and new subscribers, 
subscriber acquisition costs including costs of 
advertising campaigns, sales commissions paid to direct 
sales and tele-sales agents, the costs of producing on-air 
promotions for SKY and Prime, marketing costs for Prime 
and the costs of producing SkyWatch magazine. Sales 
and marketing costs increased 14% to $37.4 million 
in 2007.

Advertising costs include the costs of operating SKY’s 
advertising sales department which sells both SKY and 
Prime channels and includes the 20% sales commission 
that is paid to advertising agencies. Advertising sales 
costs increased 33.6% to $18.7 million, primarily as a 
result of the increased sales commission paid on 
increased advertising revenue.

Broadcasting and infrastructure costs consist of 
transmission and linking costs for transmitting SKY and 
Prime’s UHF signals from its studios in Auckland to other 
locations in New Zealand and the costs of operating SKY’s 
television stations at Mount Wellington and Albany. From 
November 2006, the costs of leasing five transponders 
on the new Optus D1 satellite have also been included 
in these costs.

The Board’s policy is to hedge a minimum of 85% of the 
forecast exposures over 0 to 12 months and 25% to 45% 
of variable exposures over 13 to 36 months. Fixed price 
contracts denominated in foreign currencies are at least 
70% hedged for a minimum of 36 months from the time 
they are entered into.

In 2007, SKY made US dollar operating expense 
payments at an average exchange rate of 63.5 cents 
compared to the 61.8 cent rate in the previous year. 
Based on the 2007 results, a one cent movement in 
the US$/NZ$ rate would have affected operating costs 
by around NZ$1.2 million.

In 2007, SKY’s total rights’ costs of NZ$166.6 million 
included US$69.5 million of rights denominated in US$. 
If these US$ costs are converted to NZ dollars at 
the average US$/NZ$ exchange rate of 63.5 cents, 
it equates to NZ$109.4 million, which means 66% of 
SKY’s programme rights are paid in US dollars. This is 
a decrease from the 72% of rights that were estimated 
to have been paid in US$ in 2006. 

SKY’s programming costs incorporate both fixed 
and variable costs. The majority of sports rights are 
purchased for a fixed annual cost regardless of how 
many subscribers there are to SKY’s sports tier. 
The rights’ costs typically require SKY to meet the costs 
of producing any live games in New Zealand, which is 
disclosed as the programme operations’ costs in the 
table above. Part of these costs can also be considered 
as fixed. While these costs are fixed, they can increase 
over time however as SKY adds new sport content to 
its platform, for example the recently announced 
Trans-Tasman Netball Cup. The rights costs themselves 
can also change when contracts are renewed.

The programme rights’ and operations costs for channels 
programmed and built by SKY such as SKY 1 and Prime, 
are also a fixed cost. Again, the level of fixed costs will 
depend on the nature of the content that is purchased 
and the term of any contract.

The costs of purchasing third party channels such as the 
Disney and History channels are typically paid for on a 
cost-per-subscriber basis, as is the cost of purchasing 
Movies for the Movie tier and PPV service. These costs 
are therefore variable and increase as SKY’s subscriber 
base increases. 

In 2007, 53% of SKY’s total programming costs of $204.6 
million could be regarded as fixed costs, compared to 
54% of the $177.6 million of programming costs in 2006. 
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Depreciation and amortisation costs decreased by 
$21.1 million (19.9%) to $85.0 million primarily due 
to transponder depreciation costs reducing from 
$20.6 million in 2006 to $5.1 million in the 2007 year.

Interest and financing costs have reduced by 7.9% to 
$46.4 million due to total interest bearing debt reducing 
from $605 million at 30 June 2006 to $535 million at 
30 June 2007, a lower average interest rate on debt and 
finance lease interest costs ceasing in November 2006. 
The weighted average interest rate cost for SKY has 
been as follows:

  2007  2006

Bank loans 7.7% 7.9%
Bonds and capital notes 8.9% 9.8%
Combined weighted average 8.0% 8.2%

Taxation expense has increased by $10 million (34%) to 
$39.9 million reflecting the 31% increase in pre-tax profit 
and a $0.8 million reduction in the deferred tax asset due 
to the recently announced reduction in corporate tax 
rates to 30% from 33%.

Broadcast and infrastructure costs increased by 
$27.4 million (114%) to $51.4 million. Of this, $18.8 million 
relates to the new D1 transponder lease costs. If the 
2007 costs are adjusted for this, broadcast and operating 
costs increased by $8.6 million (35.8%) primarily as a 
result of the costs of operating the second Albany site 
for a full year, the costs of adding new channels including 
SKY’s new mobile phone offering, a full year of the 
additional support costs for the new MY SKY decoder, 
a full year of Prime UHF linking costs, and additional IT 
support costs for the systems located at Mount 
Wellington and Albany.

Corporate costs include the overhead costs relating 
to corporate management and the finance department. 
These costs have increased by 3.4% to $15.3 million.

Depreciation and amortisation costs includes 
depreciation charges for subscriber equipment including 
aerials, satellite dishes and decoders owned by SKY 
and fixed assets such as television station facilities. 
There are no depreciation costs associated with SKY’s 
satellite transponder lease from November 2006 as the 
new D1 lease is treated as an operating lease rather than 
a finance lease.

CAPITAL EXPENDITURE
SKY’s capital expenditure over the last 5 years is summarised as follows:

IN NZD MILLIONS 2007 12006 2005 2004 2003

Satellite transponder lease – – 2.4 – 19.7
Subscriber equipment 24.0  25.9  21.6 14.5 31.1
Installation costs 38.0 36.4  36.6 38.2 43.3
Digital expansion 0.9  0.7  0.8 2.2 1.5
Building 2.2 1.7  5.4 – –
PVR project – 9.0  5.5 – –
Broadcast upgrade 12.3 8.1  – – –
Interactive applications – – – 0.2 0.7
Renewal rights – – – – 7.6
Other 4.0  5.0  3.7 2.3 1.9

Total capital expenditure 81.4 86.8 76.0 57.4 105.8

Capital expenditure decreased by $5.4 million (6.2%) in 2007 to $81.4 million. The capitalised cost of installing new 
subscribers represents 76% of SKY’s capital expenditure. SKY spent a further $12.3 million on the upgrade of SKY’s 
television station, with $3.8 million of this being spent at the Albany facility. 

1  Capital expenditure for 2006 does not include assets purchased from Prime with a value of $11.2 million.
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PETER   MACOURT
CHAIRMAN

Mr Macourt was appointed as chairman of the board of SKY in August 2002. 
He is currently chief operating officer of News Limited based in Sydney, Australia. 
Mr Macourt joined News Limited in 1983. He was appointed as its deputy 
chief executive in 1998 and to his current position at News Limited in July 2001. 
Mr Macourt is a director of News Limited and other subsidiaries of The News 
Corporation Limited, Foxtel Management Pty Limited and Premier Media 
Group Pty Limited. He holds a degree in commerce from the University of 
New South Wales.   

ROBERT   BRYDEN
DEPUTY CHAIRMAN

Mr Bryden was appointed a director in 1990 of SKY and deputy chairman 
in February 2001. He is the managing director of Todd Capital Limited. 
He is also a director of Todd Communications Limited and other subsidiaries 
of the Todd Corporation Limited, Crown Castle Australia Holdings Pty Limited, 
Crown Castle Australia Pty Limited, Landco Limited and Provenco Group 
Limited. Mr Bryden holds a BCA from Victoria University in Wellington.

ALBERT   (BARRIE)   DOWNEY 
DIRECTOR

Mr Downey has been a director of SKY since 1991. He was chairman 
from 1991 to 1997. Mr Downey has spent most of his working career 
in the Fletcher Challenge Group where he became executive director 
in 1988. He was awarded the CBE and is a Fellow of the Institute of 
Chartered Accountants of New Zealand and New Zealand Institute of 
Forestry. Mr Downey is a director of Salvus Strategic Investments Limited.
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JOHN    FELLET 
DIRECTOR AND CHIEF EXECUTIVE

Mr Fellet joined SKY as chief operating officer in 1991. He was appointed 
as chief executive in January 2001 and as a director of SKY in April 2001. 
Mr Fellet holds a BA degree in Accounting from Arizona State University, 
United States and has 25 years’ experience in the pay television industry, 
including ten years’ experience with Telecommunications Inc. in the 
United States.

MICHAEL   MILLER
DIRECTOR

Mr Miller was appointed a director of SKY in September 2004. He is currently the 
managing director of Advertiser Newspaper Pty Limited (a division of News Limited). 
Joining News Limited in 1991, he was previously News Limited’s Group Marketing 
Director for eight years. Mr Miller is a director of International Newspaper Marketing 
Association, News Limited and other subsidiaries of The News Corporation Limited, 
Premier Media Group Pty Limited and Rugby International Pty Limited. He has a degree 
in applied science in communications from the University of Technology in Sydney.

JOHN   HART
DIRECTOR

Mr Hart was appointed a director of SKY in October 1997. He was also the former 
coach of the All Blacks and an international rugby selector. Mr Hart was employed 
by Fletcher Challenge Limited from 1966 to 1995 in a variety of positions including 
employee relations director. He currently manages his own consultancy business. 
Mr Hart is a director of Bayley Corporation Limited, New Zealand Warriors Limited, 
Global Rugby Enterprises Limited, Superlife Trustees Limited and Excel Corporation.

HUMPHRY   ROLLESTON
DIRECTOR

Mr Rolleston was appointed as a director of SKY in September 2005. He was an 
independent director of Independent Newspapers Limited (INL) from 1999 until 
INL’s merger with SKY in July 2005. He is a director of Asset Management Limited, 
Broadway Industries Limited and subsidiaries, Ledger Acquisitions Limited, 
Matrix Security Group Limited, Infratil Limited, Property for Industry Limited, 
Fraser MacAndrew Ryan Limited and Media Metro Limited.
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