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Openreach: BT’s access and backhaul business

» £5bn revenue

» 32,000 employees

» 480+ industry customers

» 4.4m home visits a year
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» c.£10bn assets (CCA)
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Joint Box

» >24m end user
connections

So is BT a utility?
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Creating our super-fast fibre access network
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» Install ¢.30,000 cabinets

» Lay over 50,000km of fibre

Underground
distribution

» Train & up-skill c.4,000 FTE

» Enable over 1,000 exchange areas

2/3 of UK premises
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Telecoms in the UK has a vibrant wholesale market
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The most open market in the world

We provide many points of wholesale access to our infrastructure

NGA Broadband Voice
GEA MPF & SMPF CPS
SLU WBC Indirect Access
Duct IPStream Wholesale Calls
Wholesale SFBB WiFi/ Openzone WLR

Leading to one of the most competitive

marketplaces in the world

BT



Our industry is converging on a multi-layer structure

Multitude of
content and
applications
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Up to 20Mb download speeds
Enjoy fast download speeds of up to 20Mb,
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The evolving role of regulation

Ongoing challenge of investment and
competition

Changing competitive market and difficult
economy

» Equivalence
» Open Access
» Rewarding risk

» Climate for investment

» New incumbents
» Reduced new build

» Fewer connected lines

Changing user requirements = converging
industry

Changing portfolio mix as old products
retire
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All we can be sure of is that the future is largely unknown....

"This 'telephone’ has too many shortcomings to be seriously

considered as a means of communication. The device is inherently
of no value to us.”

"I think there is a world market for maybe five computers.”

"There is no reason anyone would want a computer in their home."

"640K ought to be enough for anybody."

“There will be a UK market of approximately 500k connections."

BT



Fibre — the investment challenge

BT has already announced plans to spend £2.5bn on reaching 66%
of UK

But demand is uncertain
— No killer applications - IPTV less a driver in the UK
— Consumers’ willingness to pay a premium unclear
— Public value but how do you monetise?

Major supply-side challenges - network topology and state of ducts
‘'subject to survey’

Copper wholesale products are underpriced

— Weakens incentives to migrate to fibre
Fibre cut-over an unknown quantity
Regulatory uncertainty

— Long pay-back s vs short market review periods



Would a different regulatory approach help?

Utillity price control models — RPI+k ? RIIO ?
— Requires regulators’ oversight (control? ) of investment plans

— Can these work with multiple layers of competition and without
homogenous products?

Can RPI-x be modified?
— Treatment of common costs, risk and efficiency factors
— Better regard of future transition/substitution issues
— Proposed (previously) new Ofcom duty to ‘promote investment’
— Approach needs to be ‘appeal-proof’
Can/should competition be supported by regulation at every level?

How can greater regulatory certainty be given?
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Will fibre go beyond 2/3 of the UK ? — raises even
harder commercial and regulatory questions
» The single most important factor: that customer take-up makes fibre a success
— Demand for speed

— Importance of the TV triple-pla
P pie-piay The economics of Final Third

— Assisted funding o deployment are challenging
We are open to innovative % | | Intervention funding of
business and operational chop c. £1Bn could make /
models deployment viable H
£3.0B - beyond 90% coverage -7
» Local partnerships.... s W
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