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Damien Maltarp
Slide 1: Thanks and welcome everyone. My name is Damien Maltarp and I'm the IR Director for
BT. On the call today we have Gavin Patterson, Chief Executive, and Tony Chanmugam, Group
Finance Director. Tony will go through the headline results and financials, and Gavin will go
through the lines of business.
In the room with us today we also have the CEOs of our lines of business.
Slide 2: Before we start I'd like to draw your attention to the usual caution on forward-looking
statements. Please see the slide that accompanies today's call and our latest annual report and
Form 20-F for examples of the factors that could cause actual results to differ from any forwardlooking statements we may make.
Both the slide and the annual report can be found on our website.
I'll now hand over to Tony.
Tony Chanmugam
Slide 3: Thanks, Damien. Good morning, everyone, and thanks for joining the call for our Q1
results. We've had a good start to the year. Revenue was in line with market expectations, while
EBITDA and EPS were ahead. Cash was very strong, but this reflects working capital timing, and
our cash outlook for the year remains the same.
Slide 4: Let's turn to slide 4. This sets out the main numbers. Headline revenue was down 2%,
largely reflecting foreign exchange movements. However, our key measure of the Group's
revenue trend, underlying revenue excluding transit, was up 0.5%. The growth was driven by BT
Consumer, where revenue was up 10%, reflecting the benefit of BT Sport and the take up of fibre
broadband.
This performance was partly offset by the impact of regulation in Openreach and wholesale, as
well as lower UK public sector revenue in Global Services. We flagged this last quarter.
EBITDA was flat, with the benefits of our cost transformation programme being offset by
investment in BT Sport and regulatory headwinds. Below EBITDA, we continue to see the benefit
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of our focus in recent years on more efficient capital expenditure, which has led to lower
depreciation charges. This contributed to a 10% increase in our EPS.
Normalised free cash flow was £182m higher than last year. Our capex was lower than a year
ago, and the working capital performance was also better. But these principally reflect timing. And
as I mentioned earlier, our outlook for the year is unchanged.
We continue to focus on reducing our net debt, and it's nearly £1bn lower than a year ago.
Slide 5: Let's turn to slide 5. Cost transformation continues to be a strategic focus, and goes hand
in hand with the improvements in customer service that Gavin will talk about more shortly. With
the investments we're making across the business, like BT Sport and fibre, it's as important as
ever to keep driving our cost transformation forward.
This quarter, underlying operating costs excluding transit increased by 1%. However, excluding
BT Sport, the decline was 3%. Our cost transformation is on track and is running at a similar pace
to the last financial year.
Our activities here have evolved over the last five years, and our programme now include
reviewing processes from an end-to-end basis, spanning different parts of the business. By
streamlining our processes, reducing the number of handovers, and reorganising resources we
can improve our Right First Time metric, reduce the cost of failure, and significantly improve
customer service.
One of the key areas I've spoken to you about previously is our call centres. These are a large
part of our labour cost base, so reviewing them on an end-to-end basis is vital. We're making
sure our contact centres are the right size so we can run them more efficiently and we're also
reducing management overheads, with overall efficiency savings of over £150m. We're
introducing new terms and conditions for new recruits, which will still be competitive so we can
attract new talent; but importantly, will allow more flexible working. At the same time, we're
insourcing roles back into the UK, in new centres such as in Belfast and Accrington. So efficiency
savings will offset any increase in the cost from bringing jobs back, so we'll still make sure that we
get a net saving overall, plus a better customer service and experience.
Another example - we've done a review on how our engineers use their vehicles, finding ways to
reduce fuel consumption. Overall we've identified around £10m of savings. It's a relatively small
example, but it just illustrates how there are opportunities in every single function.
And finally - as I mentioned in the last few quarters, we're using the tried-and-tested cost
transformation methods we've used successfully in the UK to drive improvements in Global
Services' overseas businesses. We've got six programmes running and this quarter we
completed our research phase in Asia, the Middle East, and Africa, where we've identified a
further £40m of net saving opportunities. We've also revisited our programme in Europe and
identified around £40m of extra savings. When I spoke to you in May, I said the overall opportunity
from these overseas projects was over £200m; this has now grown closer to £300m.
As you can see, we still have significant opportunities in many different areas, right across the
business.
Slide 6: Turning to slide 6. Cost transformation is one of the ways we offset regulatory headwinds.
I'd like to give you an update on where we are now with the latest regulatory announcements,
starting with copper pricing.
In June, Ofcom's Fixed Access Market Review confirmed the next set of price controls for
Openreach's main copper products. The chart on the right shows how the rental prices of these
will change over the next three years. It shows two things.
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Firstly, the price of MPF, which is used by our main competitors, will rise slightly over the period.
Secondly, it shows that the combined price for SMPF and WLR, which is used by BT Consumer,
is going to decline. This means that by the end of this three year period BT Consumer will be
competing on a much more level playing field.
We expect these charge controls to impact Openreach revenue and profit, about £80m to £100m
in ’14/15 relative to ‘13/14. As some of this is internal, we expect the Group impact to be materially
lower. The full impact will be seen from next quarter as some controls only come into force on 1
July, when we expect there to be limited year-on-year impact in the ’15/16 and ’16/17 financial
years.
Slide 7: Turning to slide 7, and moving onto fibre. In June, Ofcom also confirmed that the price of
wholesale fibre rental will remain unregulated, until at least 2017. And separately, Ofcom
published its provisional conclusion on TalkTalk's Competition Act complaint, which had accused
us of a fibre margin squeeze. We're pleased that Ofcom has rejected the complaint and judged
BT's fibre pricing to be completely fair. On the same day, it sets out a proposed methodology for
assessing margin squeeze on an ongoing basis. The consultation is ongoing, and we are
confident that this will pass any regulatory test put into place.
Finally, you may have seen that earlier this month the Supreme Court issued a judgment on
ladder pricing. This was a good outcome for us, overturning a decision made by the Court of
Appeal in July 2012.
We will now start proceedings to recover money that's previously been refunded to the mobile
operators. Once we have had the full court order, we will also be pursuing claims for further
termination charges for the period since the ruling. Any ongoing benefit will depend on whether
the mobile operators alter their pricing, which will impact the termination rates we charge them.
But in any case, it's worth remembering that ladder pricing will disappear from the middle of next
year, and as Ofcom introduces a new pricing system.
Slide 8: Turning to a few other areas, on slide 8. The IAS19 pension deficit was £5.8bn net of tax.
This was slightly up from Q4, primarily reflecting a fall in the real discount rate.
There have been two announcements on the pensions since our last results. Earlier this month, it
was announced that the BT Pension Scheme has taken out insurance against the risk of
increasing life expectancy for over 25% of the liabilities. We fully supported the Scheme in doing
this and it's worth reiterating that this will not require BT to make any additional contributions into
the Scheme.
Two weeks ago, the Supreme Court announced its judgment on the long-running Crown
Guarantee case. This confirmed that the Crown Guarantee covers members who joined the
Scheme after privatisation, as well as those before. The Crown Guarantee only comes into effect
if we were to become insolvent, which we're certainly not planning on! So don't expect it to have
any impact on the actuarial valuation, which is done on a going concern basis.
As you know, work has now started on the actuarial valuation. And to pre-empt any questions, we
won't be saying anything on this until we have something to announce, which we hope to do
before the end of this financial year.
Our liquidity remains strong. At the end of June, we had cash and investments of £2.2bn, and
available facilities of a further £1.5bn. In the quarter, we issued a five-year Euro bond, which more
than covers the debt which matured in July, and a further £0.2bn repayable later in this year.
Lastly, we continued our share buyback in the quarter, buying back 39m shares. The cash cost of
£141m was above our normal run rate as we wanted to give ourselves as much flexibility as
possible around satisfying upcoming share option maturities. For the year as a whole, we
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continue to expect to spend around £300m on our buyback. As you may know, we have
employee share options covering c.300m shares, which people can exercise for six months from
August. We've received exercise instructions from around 90% of these, and expect only around
4% of the shares to be sold immediately. I'm very pleased that our employees are able to share in
the success of the company, as a fitting reward for their hard work.
Slide 9: Just before I hand over to Gavin, I want to briefly remind you of our outlook, on slide 9.
This hasn't changed from what we announced in May. Our goal is to deliver sustainable, profitable
revenue growth.
In ’14/15, we expect underlying revenue, excluding transit, to be broadly level with ’13/14, but to
grow in ’15/16. While revenue was slightly up in Q1, from Q2 onwards we expect to see a bigger
regulatory impact as the Fixed Access Market Review comes into full effect. The £100m lower
local government revenue that we flagged in Q4 will build throughout the year.
We continue to expect between £6.2bn and £6.3bn of EBITDA this year, with further growth in
’15/16 And we expect normalised free cash flow to be above £2.6bn in ’1415, and to grow further
in ’15/16, which is why we're confident we can continue to grow our dividends by 10% to 15% for
the next two years.
Now, I'll hand you over to Gavin.
Gavin Patterson
Slide 10: Thanks, Tony, and good morning. I'll take you through the performance of each of the
lines of business, in a moment. But first, if you turn to slide 11, I wanted to start by reminding you
of what we're trying to do with the business.
Slide 11: Hopefully, you'll remember this slide from our full-year results. This is the one page that
pulls together our purpose; goal; strategy; and culture in one place.
Tony talked about our goal of delivering sustainable, profitable revenue growth. Our strategy is
focused on delivering that goaland central to this, we need to broaden and deepen our
relationships with our customers. This is about putting our customers front and centre of
everything we do: it's about increasing our relevance to them, and it's about adapting to meet their
expectations. If we do this, it will enable us to increase our share of wallet, and ultimately drive
growth. Key to this is customer service, and I'll say more about that in a moment.
As Tony mentioned, we're continuing to make good progress on cost transformation, with lots
more to aim at and we've also made progress on each of our five investment areas this quarter,
and taking these in turn. On fibre, having largely completed our commercial rollout, we're now
passing tens of thousands of premises in BDUK areas every week.
On TV and content, we launched our multi-room product, Extra TV, in the quarter, with more TV
developments to come over the coming months. And just one year on, our BT Sport investment is
already delivering for the business. On mobility and future voice, BT One Phone; our new
business product launched earlier this month. This is just a start of some exciting plans in this
area.
In the UK business market, mobile will allow us to grow our share of wallet, cross-selling from a
leading position in fixed. And finally, on leading global companies, we continue to do well in highgrowth regions, in particular.
All these investments are still at an early stage, but I'm pleased we're making good progress.
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Slide 12: Delivering a superior customer service is a major focus for the Group, and for me
personally. Customer expectations are changing, and we have to adapt, step up, and respond.
This will take time, but we're making progress, and we're seeing some encouraging signs.
In the quarter, we've seen a good improvement in one-contact resolution; that is when we resolve
a customer's issue in one go. All of our lines of business have got better, particularly consumer,
where it is up around 4 percentage points versus Q4.
We've delivered faster for our customers, notably in GS (Global Services), where the delivery of
our main products is more than 20% faster than at the end of the last financial year.
In Openreach, the number of repairs done on time is up 7 percentage points from Q4.
All of this has helped to reduce the number of complaints we're getting, particularly in business
and consumer.
It also means that we've seen an improvement in our key metric, Right First Time. This is up in
each line of business; notably, in BT Business.
But to deliver superior customer service going forward, we need to deliver a step change. And
you'll see us invest in a number of areas, and these include our infrastructure, where it's about
making the network more resilient, particularly to bad weather; and our systems, where we're
introducing new diagnostic tools to help solve problems before the customer even notices that
there's an issue.
And we're investing in our online capability, making it easier for customers to find help or order
services online.
We're taking a fresh approach to customer support. For example, we're rebalancing our
resources, so a higher proportion of calls are answered in the UK. As Tony mentioned, we can do
this at the same time as driving overall efficiency savings in our contact centres.
These are just a few examples, and this remains a key focus for us going forward.
Slide 13: If I now turn to look at each of the lines of business in detail. So firstly, Global Services,
which had another solid quarter. Total revenue was down 6%. But, as Tony mentioned, FX was a
significant headwind in the quarter, and if we strip this out underlying revenue ex transit was down
2%.
As we flagged in Q4, we saw lower UK public sector revenue this quarter. One example of this is
in Lancashire. The council has taken a number of services in-house, which meant our revenue
was down by a third year on year.
But, more positively, we again saw good underlying growth in our high-growth regions.
Costs were down 2%, and this meant that underlying EBITDA was up 4%.
Cash flow in Global Services is typically fairly lumpy. In Q1, we saw the usual seasonal outflow.
More importantly, however, on a 12-month rolling basis, the cash inflow remains above £400m for
the fourth consecutive quarter.
Our order book was down 38% year on year, but this follows a particularly strong Q4. The decline
was entirely due to lower renewals, mainly reflecting a larger deal that was signed with Credit
Suisse this time last year. Encouragingly, new and additional business was up year on year.
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Within the order book, we signed deals with companies such as Capita to deliver a security
solution for the UK smart metering program; and MasterCard, in the US, to deliver global network
services.
Overall, we're making good progress on costs, and this continues to drive improvements in our
cash flow.
Slide 14: Now turning to slide 14. BT Business results were broadly a continuation of recent
trends, with a small revenue decline offset by good cost transformation.
Underlying revenue ex transit was down 3%. Voice revenues were 4% lower, with a continued
decline in calls and lines volumes, in part due to a migration to voice over IP services.
IT services revenues were down 2%. And this was a little bit disappointing, but this can bounce
around from quarter to quarter, and last year included a lot more equipment sales. But we're
focusing on driving more annuity service revenue, which grew double-digit year on year.
It's worth remembering, of course, that BT Business includes some legacy businesses, such as
Directories and Payphones. Revenue in these businesses has been declining for some time, so
the underlying performance of the business should be viewed against that background.
In terms of costs, these were down by 5% in the quarter, in line with Q4, reflecting the impact of
cost transformation and also the reduction in revenue.
And this cost performance drove 2% growth in EBITDA.
It was a good quarter on cash, up 74% year on year, mainly due to the timing of working capital.
Cash is up 9% on a 12-month rolling basis, and you can see a steady improvement in the chart.
And lastly, it was a solid quarter for order intake, which was up 3%.
Slide 15: Turning to slide 15. Last quarter, we spoke about our ambitious plans for mobility, and
we recently launched the first of our mobile products for the business market.
BT One Phone is a converged fixed-mobile voice solution, mainly targeted at SMEs; but also has
a lot of features and innovations that will appeal to much larger companies.
It means that people will no longer need a separate office phone and mobile phone; they can be
contacted at multiple numbers via one mobile device. It provides a dedicated indoor mobile
network, which seamlessly hands over to our MVNO partner, EE, when it's out of the office.
And because it's a cloud-based system, customers will have the full functionality of an office
phone wherever they are.
So it’s innovative, but, more importantly, it meets the needs of our customers.
In terms of the key customer benefits, they get to deal with one supplier, rather than having
separate fixed and mobile contracts. They get high quality indoor coverage. And perhaps most
importantly, it saves them money, lowering the overall cost of ownership. Typically, we hope to be
able to save customers between 15% and 20% of their current spend.
Now, we're very encouraged by the initial response to this. And as we move forward, we'll develop
the product, adding in 4G, for example.
This is just the first of many moves we'll make in the mobile sector. In the coming week, you'll see
us launch our new 4G business mobile plan. We'll be offering a wide range of handsets and plans,
designed to meet the needs of businesses of all sizes.
6

And I know you are eager to hear more about our mobile plans for Consumer, but that will come
later this financial year.
Slide 16: But, for now, turning to slide 16. It was another strong quarter for Consumer with
revenue up 10%, our best ever performance. This was driven by broadband and TV revenue,
which grew 26%, helped by BT Sport. Calls and lines revenue grew for the second consecutive
quarter, up 2%. Our consumer ARPU was up 8% to £398.
Costs rose by 12% in the quarter, reflecting our investment in BT Sport and our higher revenues.
These were partly offset by cost transformation.
And as in Q4, we grew EBITDA, reflecting the strong revenue performance.
In terms of operational performance, we continue to see good growth in RGUs, as we attract new
customers and our existing customers add products.
In the quarter, consumer line loss was almost 50% better than this time last year.
We added 104,000 retail broadband customers, a 64% share of market net adds, with churn
continuing its improved trend, down 3 percentage points year on year.
Fibre adds were encouraging, with 226,000 new customers added in the quarter, and around half
of the sales taking our higher-priced options.
We added 40,000 TV customers, up more than 70% year on year.
And as we mentioned last quarter, we started to switch out some of our legacy TV boxes,
replacing them with YouView boxes. This resulted in some churn, as we expected. And we've also
removed 35,000 inactive customers from our TV base.
On BT Sport, our customer base continued to grow, despite the strong summer of sport on BBC
and ITV.
We're looking forward to our first action from the European Rugby Champions Cup in the autumn,
where we'll have the top picks of matches involving the Aviva Premiership teams. In terms of
football, we already have some great matches lined up for our second Premier League season,
starting with exclusive coverage of Arsenal versus Manchester City in the Community Shield next
week. In all, we'll be showing top-flight football from nine countries around the world over the
coming year.
Slide 17: Turning to Wholesale, on slide 17. As in the last financial year, we're seeing ongoing
declines in some of our legacy areas of the business. But this quarter was also impacted by
regulation, the termination of the Post Office contract that we've mentioned before, and a tough
prior year comparator. This means that revenue was down 14% on an underlying basis.
But we're seeing strong growth in the areas where we are investing, particularly IP services. For
example, IP Exchange minutes were up around 70% year on year.
And our Ethernet base continues to expand, up more than 40% year on year, with Q1 our highest
ever quarter for Ethernet orders.
We also delivered a good performance on costs, down 12% in the quarter, with SG&A costs down
17%. But this wasn't enough to outweigh the revenue pressure, leading to a 20% EBITDA decline.
Around half of this decline was driven by the regulatory impact of the narrowband market review.
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The order intake was down 48%, but this can bounce around, given the nature and timing of the
contracts in the wholesale sector.
Slide 18: And onto slide 18. Openreach delivered another stable performance, with good
underlying growth offset by some regulatory headwinds.
Revenue was flat, in line with Q4, with regulation having around a £40m impact; equivalent to
circa 3 percentage points.
Fibre revenue grew again; up 46%. And Ethernet revenue also grew due to higher volumes.
Operating costs were down 3%, again in line with Q4, with cost efficiencies offsetting pay inflation
and the additional people we've recruited to rollout fibre in rural areas.
The cost reduction helped Openreach to a 3% EBITDA growth.
In terms of our metrics, as I mentioned at the beginning, and as you can now see in the chart, our
fibre rollout is going well, with more than 20m premises now passed.
We had 341,000 connections in the quarter, and have now connected more than 3m premises in
total - that's 15% of those passed.
And we're pushing the boundaries of what fibre can do. Earlier this month, we set a new world
record, transmitting data at 2.2 terabytes per second between BT Tower and Adastral Park in
Ipswich. And that's quick enough to download 70 HD films in a single second.
Lastly, our physical line base grew again; up 12,000 in the quarter, once more demonstrating the
demand in the market for a fixed connection.
Slide 19: To quickly sum up, we've started the year well. Our investments continue to deliver for
us. And I'm particularly pleased with our fibre progress, where we continue to see strong demand,
both internally and externally.
We've got good momentum in transforming our cost base, and plenty more to aim at.
We're building a strong platform for growth, and I'm confident we'll deliver going forward.
With that, we'd be happy to take your questions.

Q&A
Robert Grindle - Deutsche Bank
First one from me is Consumer line loss moved up a notch this quarter. It's from a low base, but
it's been declining for quite some time. Any change in trend there, or is it just a bit of volatility?
And a pension one, I'm afraid. I'm not going to ask what the actuarial deficit is. But on the
longevity trade, does that mean that whatever the longevity was at June 30, that gets captured
within the actuarial, and wherever longevity moves going forward that's hedged? Or does it impact
a longevity assumption that the actuary uses?
I know you guys aren't paying any costs, but if the fund pays costs then you might have to pay it
at some point. So is there any indication of the magnitude of what it's all costing? Thank you.
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Gavin Patterson
I'll pass to Tony to talk about the pension question in a moment, Robert.
But briefly on customer line losses in the Consumer business, and, John, chip in if I miss anything
here - there's nothing new to see in that trend.
There is some seasonality in the consumer market. We see generally in this quarter, in fact I think
all providers see some seasonal churn that comes with the end of the academic year and the
moving season. And, of course, this is probably going to be the quietest quarter in terms of BT
Sport, which has been a key driver for reducing line loss in the consumer market. It's the quarter
of the year where we have probably the least content. So there's nothing to be seen here.
I think if you can overall look at the strength of the Consumer business - strong performance both
in revenue and EBITDA growth, less than a year after we launched BT Sport. You can see the
performance on broadband net adds, you can see the fibre net adds. The strategy is working very
well for us, and we will continue to see it driving the business going forward.
Anything else on that, John, you wanted to mention?
John Petter
No, just the trend year on year looks strong. Given the seasonal point that you mentioned, that the
losses year on year have more or less halved, actually. So that's the big difference that we're
seeing here. And the trend Q4 to quarter 1, that's a seasonal pattern that we see every year.
Gavin Patterson
Tony, on pensions?
Tony Chanmugam
Yes, just worth adding on the consumer line loss, the average for last year was 77,000. We're at
69,000 now, so actually it's less than the average for last year.
In terms of the longevity swap, look, there's no cash involved. The payments are -- it's inbuilt into
what's happening. Commercially, it makes sense. And I don't see it coming back to hit us at a
later stage.
Steve Malcolm - Arete Research
A couple of questions, guys. First of all, just on BT Sport, I guess as you head into your biggest
quarter, maybe, just give us a little colour on some of the lessons learnt last year in terms of
maybe how you did your picks; how you marketed sport with fibre and television; and whether you
may change those levers a little bit this year without giving away all your commercial secrets.
Interested to hear your thoughts on that.
Secondly, a more strategic question. I guess your two biggest competitors have made some
interesting moves in the quarter; Sky, obviously, expanding into Europe; Liberty buying a stake in
ITV. Just interested to hear how that influences your thinking in terms of your current content
position, whether you feel it kind of validates your strategy; whether it makes you think other
things may be needed? Interested to hear your thoughts on those deals. Thanks.
Gavin Patterson
Okay, John, do you want to talk a little bit about learnings from the last year with respect to BT
Sport, and any thoughts you have for the year ahead?
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John Petter
Yes, sure. If I pick up on the point in terms of picks, first of all, there is lots of chatter out there
around the science of picks. But the reality is that there are a few factors that we look at, such as
prospective fan bases of the particular teams; if the teams are playing at home, or if they're
playing away.
Getting the balance of the picks right across the whole season, because there are various factors
that you have to hit in terms of the minimum number of games per club, and you've got to have a
spread of strong matches across the season as well.
And, of course, there is a news factor, too, that, for example, the first match of this season is the
first game for Louis van Gaal. So that's very newsworthy, and gives us a very strong start to the
season. So there is a variety of factors here.
I think in terms of our start for this season, we're extremely pleased with the picks that we have for
the first portion of this season, and we're looking forward, therefore, to a very strong start for BT
Sport.
I think in terms of lessons learnt, clearly, we're coming from a place where it feels as though we're
building on success. I think the key focus for the advertising is to get to those Premier League
fans who haven't yet made the decision to switch to BT Sport, really through pointing out the
strength of them, some of the fixtures that we had last year. And that's been the focus of the
advertising that you've seen to date.
But taking BT Sport in the round this year, a combination of the total rights that we have, including
the European rugby, as Gavin said, including a full season for MotoGP too, is a much stronger
proposition this year than it was last year. So I think that the plans are very well placed overall.
Gavin Patterson
I would underscore the point John has made around the breadth of the offering. We've got good
viewership behind rugby and MotoGP. And, of course, with the European Champions Cup in
rugby coming onto the channel later this year, where we've got five games in a weekend, that will
affect the choices we make in terms of some of the picks.
So I think the overall offer to the customer is going to be stronger, and we'll make the most of that.
More broadly, you're right, there's obviously some quite interesting moves going on in the market
with Sky and Liberty. I think it demonstrates that the integration of content and distribution is
finding a new lease of life. And I think that perhaps -- certainly, looking at the comments Liberty
have been making about the investments they've been making in, amongst others, All3Media and
now this stake in ITV.
It's always worth bearing in mind, Virgin is only in 50% of the UK in terms of where it's coveraged.
And the model with ITV requires - it's got a lot of revenues dependent on the advertising market,
as well. So these are factors I'm sure they're taking into account.
And with Sky, this has been, I think, long debated in terms of their move for Sky Italia and Sky
Deutschland. It's going to be something that's going to mean extra things they've got to focus on
in the year ahead. I'm sure neither of those businesses are going to be easy to integrate, and that
means that possibly they'll have a lot on their plates.
So, ultimately, there's no surprises here.
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For us, in terms of what it means, we made a very deliberate choice to focus on sports. We knew,
when we made that choice, that it was the lever to pull to really influence the purchase decision
within the household.
More broadly, on general entertainment, I'll reiterate the point we've made in the past: we can get
access to pretty much everything we need, with the exception of the Sky basics channel. But we
can mitigate, to some extent, that impact by looking to exploit things like the buy-to-own window in
movies, for example; and more broadly, content relationships with a wider range of over-the-top
players.
So the rest of the entertainment market, the non-sport part, I think works reasonably well at a
wholesale level. And we'll continue to strengthen our position in sports as and when rights become
available, if we can get them at a good fair price. We'll continue to be disciplined about that.
Steve Malcolm - Arete Research
Does it make you feel good, getting more (inaudible) around the balance sheet? Liberty's very
leveraged; Sky's more leveraged now on the balance sheet. You get the real source of strength
against your competitors given (those things)?
Gavin Patterson
Well, it's clear that they're loading up, and there is clearly the opportunity to borrow more in the
market. For us, we're very focused on the strategy we've set out for you.
We're clear we want to increase our dividend by 10% to 15% a year over the next couple of years.
We want to pay down our debt to get to a number beginning with five, because we think ultimately
that will give us a BBB-plus rating. We've got to look after the pension, but not too much. And,
ultimately, we will continue to invest in this business.
I think the reason the business is strong today is because we've continued to invest in the
network, and the product, and that's something I'm going to continue to do.
But we do recognise that we do have the room to increase our debt, if there is an acquisition
opportunity that meets our strategy. There is clearly room in our balance sheet.
Carl Murdock-Smith - JPMorgan
Firstly, just on the outlook for Wholesale, obviously, Wholesale is facing a lot of challenges
currently, that you highlighted in the presentation. Some, if not most of those you would expect to
ease or annualise in time. So looking forward maybe two or three years, how should we be
thinking about the medium-term growth or decline in Wholesale?
And I suppose following up on that, what's your outlook like for order intake in Wholesale, given
this quarter's weak performance?
Then secondly, I was just wondering about your thoughts on the announcement in the US on
Windstream, and the restructure there. What are your thoughts on that announcement? Could it
be something of interest to BT? How do the rules in the UK differ to the US? And what assets, or
what quantum of assets, do you believe could potentially get put into a REIT? Thanks.
Gavin Patterson
Can we tackle the REIT one quickly in a sense of - this is news in the last 24 hours. Look, there
may be something in it in the UK. We'll look at it more closely. It's too early to say.
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What I would say is that the legislation around REITs is different between the US and the UK. And
I'm not optimistic we will have the same flexibility that they have in the US, so I wouldn't get too
excited about this, if I were you.
If I talk about Wholesale, maybe I'll give a couple of opening comments and suggest that Nigel
gives us a little bit of colour. Is that all right?
It is a tough quarter for Wholesale. It is a continuation, in many ways, of some of the factors
influencing the business we've seen over the last year.
There is a quite radical change going on in the market. The wholesale market, per se, is declining.
I think we're competing very well in the parts of the business that are growing, particularly the IPrelated parts. And you can see that in IP Exchange, which is delivering tremendous numbers
quarter on quarter; you can see that in our Ethernet numbers.
But set against some of these regulatory headwinds, which are massive chunks off the top and
bottom lines, it can look as though the business is pretty unwell. So you need to look through that.
And just to remind you, of course, that we chose to terminate a Post Office contract. And that's
got to anniversary out of the business, which we've got this quarter, and maybe a little bit next
quarter, I think.
So, look, that's what the business looks like. We are a committed wholesaler. We continue to be a
committed wholesaler. We will be able to navigate our way through these trends. And as our
customers move to an IP world, we'll make sure that we're providing the right range of products
and services for them.
So, Nigel, anything else you wanted to add to that?
Nigel Stagg
The only other one thing I would add is about the order intake profile. Because in Q1, actually, the
underlying rate of smaller orders that we created and received was basically consistent with the
long-term trends within the business. But, actually, we didn't renew any of the larger, smaller-innumber deals that we have on the books and were current trading with customers. Those larger
deals are few in number and tend to oscillate volumetrically as the year unfolds.
So the picture is driven by those two characteristics: strong underlying, consistent performance in
the smaller deals, but no significant renewals of big customer contracts.
Lawrence Sugarman - UBS
A couple of questions from me. Firstly, on capex, the number was below consensus expectations.
And I think a significant element of that reflects the impact of the amount of money that you've
received from the government. I was just wondering, going forward, do you think expectations in
the market are right for that number? Or could there be some more positive surprises around
that?
And just also thinking longer term about the capex numbers, a couple of companies globally have
reported capex numbers quite a bit better than market expectations. And they've highlighted the
fact that there are quite a lot of cost savings coming in, in terms of new development around
technology. I just wondered is that something that you would concur with in terms of thinking
about the longer-term trend?
Separately, just a second on the business side of things. There does seem to be a little bit of a
better picture coming through in terms of the UK macro. And historically, that's been used as a
reason why perhaps the BT Business element has been softer during the past.
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I'm just wondering, looking at the performance that we've seen, in that context, perhaps it's not
coming through as strongly as one might have expected. I just wondered if you could give a bit
more colour on that, as well.
Gavin Patterson
I think that was three questions, but I'm going to let you off. But Tony's going to do the capex.
Tony Chanmugam
Yes, three parts to that, I guess. The first piece is the level of BDUK subsidy that we get from the
government, if you look at the net position, that we're spending on fibre and compare what we've
done in Q1 this year with Q1 last year, it's almost identical. So, effectively, the commercial rollout
and the rollout for the BDUK footprint, the net spend on that is roughly the same.
Second point is in terms of where we are in the quarter. Capital spend is going to drift quarter by
quarter. I wouldn't read anything into it.
In terms of longer term trends, I would expect our capital to be broadly in line with where we were
last year. And the reason why is we have got efficiencies coming through, we'll continue to make
savings, but we'll continue to reinvest. We have to materially accelerate what we're doing in terms
of the speed and quality of our network, and that will need investment.
So I wouldn't read too much into what's happening elsewhere. We know we have to invest in our
business, moving forward.
Gavin Patterson
And I'll say some opening comments on Business, and maybe I'll ask Graham, and potentially
Luis, just to give a little bit of colour on the UK market.
I think there's a couple things to see in the numbers. There is a trend for customers to move from
traditional voice to IP voice and SIP-based voice. And that comes with inflation, and you'll see that
coming through our numbers. That is a market-based trend. That's what our customers are
choosing to do. It's giving them better flexibility with the products, and we will move with them and
help them build their businesses in an IP world.
In the IT services side of things, we are focused on the service element, but not the hardware
element. So we're continuing to change the mix of this business and move away from chasing one
off kit sales to moving the mix more to annuity based revenues. And that's the key number for us.
So the annuity-based part of things, the services-based side of things in the business market was
up double-digit year on year. And I think the other factor is there was a particularly big one-off in
Q4, and part of Q1, last year that is not helping the comparator in that area.
Anything then else you want to just mention on -- there's one thing I want to mention on Global
Services, but…
Graham Sutherland
No, Gavin, there's probably just a couple of other things that are worth noting. If you look in your
KPIs as well, you'll see our voice component of our business we've been still relatively substantial
at about one-third of our revenues, which would be higher than the average mix within the UK
market. And those lines, volumes of calls were still declining at 8%, so that has an impact.
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And also, Gavin has mentioned earlier that some of the legacy businesses we have around
Payphones and Directories. So you have a slightly different business mix. But the competitor also
on IT, where it went bust last year, that we benefited from, we benefitted in Q4 and Q1, and that
will disappear in Q2.
Gavin Patterson
And then on GS, as I mentioned in my comments earlier, some of our public sector revenues we
signaled we expected to decline significantly.
And I mentioned Lancashire, our contract we've had with Lancashire County Council, where our
customer decided to take a number of the services in-house. And you can see that in our
numbers. That's a significant chunk. And if you take that out, basically, the UK business is
reasonably good, I think, year on year.
Is there anything you want to add?
Luis Alvarez
Listen, I think we really notice that a significant number of UK companies are both expanding their
businesses abroad, and we are able to win that business. We have shown previously Rolls-Royce.
This quarter we have Seadrill, that is a fantastic deal.
And interesting thing is that we are signing longer-term deals, over five to seven years. And both
Capita was a good example of a seven-year deal; Seadrill was close to seven years. So I think
that the strength of the pipeline of opportunities is pretty good, and we are coming back to
continue to win in the UK market. So it's true that we notice that improvement of the UK economy.
That's all.
Gavin Patterson
Okay. Thank you very much. I'm going to insist that we hold to one question per person, going
forward, because we've got quite a long list ahead of us. If we've got time, we can come back for
second helpings.
Andrew Lee - Goldman Sachs
Choosing which question to ask now. The question will be on cost cutting, and just your
incremental update today. You previously said that underlying net cost cutting should be around
£200m per year, I think you mentioned that last results meeting, Tony, and that, that can be
sustained for the next couple of years. So given in the last quarter you've found another £100m
from the overseas operations alone, do you now think the annual run rate will be materially greater
than £200m? Any help you can give us on that, will be great.
Gavin Patterson
Tony?
Tony Chanmugam
First of all, there are plenty of opportunities for cost cutting. And I've just tried to give some
examples of where we get opportunities, and where we're delivering on that. But there's also
plenty of opportunities for reinvesting in the business. Again, in the same, today I highlight what
we're doing in terms of bringing work back in from overseas into the UK.
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The net position on costs, and the numbers that we're quoting here are the net positions. The
absolute levels of savings we're delivering is round about the £1 billion-plus mark, but there's
reinvestments on there.
So we're not going to change our guidance. But what I am saying is that I'm much, much more
optimistic about what we can deliver for this year, based on what we've done in the first quarter.
Paul Sidney - Credit Suisse
Just a question on use of cash, please, going forward, and your comments on net debt. Given the
success of fibre so far, how would BT rank the use of excess cash post pension versus content
and channel distribution; i.e., how are you thinking about fibre-to-the-home, for example, going
forward, given that fibre success?
Gavin Patterson
Well, I think as we've set out a couple of times now, we've got four uses of cash. We'll pay down
the debt. We need to ensure that the pension is well funded. We've got a progressive dividend
policy. But we've been very clear that we want to continue to invest in the network, and we will
continue to invest, going forward.
We recognise this isn't the point to put our feet up and admire the work. Fibre has gone well for
us; we want to push it harder, because it's clearly got a wider demand, I think, than we originally
forecast. So we're optimistic of where it can get to. But were also cognisant of the fact that there's
going to be more investment required to work with government to address the last 10%, for
example; but also, to ensure that the technology itself remains competitive.
Fibre-to-the-home is something we offer at the moment, in some places; including fibre-to-thepremise on demand in the business market. So that's available today. But we are looking at
introducing a number of different technologies that takes the fibre closer and closer to the
premise. So fibre-to-the-remote-node (FTTRn) is one, in particular, that we'll begin to introduce
into the network this year.
So we will continue to invest. We have to make sure all these stakeholders are balanced in terms
of our use of cash, going forward. We're confident we can do that. The business is generating
very good cash flows, and we're confident of the future cash flows, as we can see them today.
Barry Zeitoune - Berenberg
I've just got a question on BT Sport, which is that if I'm thinking about it as no longer being a new
product, which it obviously isn't, and maybe looking at increasing the retail price in October, do
you see scope to increase the price for the wholesale charge being charged at your competitors
for BT Sport?
And do you view this is a sensible lever, to lower the implied cost of BT Sport in any margin
squeeze tests as well? Thank you.
Gavin Patterson
We have a three-year contract with Virgin to supply BT Sport 1, 2, and ESPN. Until there is a
reason to change that, a dramatic change in our content assets, I don't see why we would expect
to change the wholesale price.
Barry Zeitoune - Berenberg
Sorry, is the wholesale price in any way leveraged within that contract to your own retail price? So
does your -- increasing your own retail price in any way impact the wholesale price?
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Gavin Patterson
Yeah I don't think it would be appropriate to go into the details of a particular contract amongst
everybody.
In terms of just generally on the margin squeeze, I'm delighted that Ofcom recognise there's no
case to answer on the Competition Act complaint from TalkTalk. The ex ante test that they're
consulting on to look at how they, how the market should think about fibre and margin squeeze
going forward, we think has a number of things that need to be corrected in there. And we will be
challenging a number of them through the consultation process.
That said, we are very confident that our investments in Sport would not contravene any margin
test. And so we'll continue to do the right things for the business, going forward.
There is room within the business model. We just want to make sure that the test is fair; it reflects
genuine costs; and doesn't necessarily give artificial incentivisation to others, who haven't made
the big investments, and are not materially different in terms of customer sise.
Is there anything, John, you wanted to add at all?
John Petter
Just very briefly, the reference that in terms of the pricing for BT Sport, that's the standalone
pricing, and it's going up marginally year on year. The core proposition, free with BT broadband,
that doesn't change. That proposition's been working very well for us.
The differential between the free and the paid-for proposition is, if anything, increasing slightly. So
I think we should give more power to our elbow for the proposition that's worked so well for us in
the previous year just gone, really.
James Britton - Nomura
I've got a question on enterprise mobile. You highlighted your excitement about the potential for
the product, so just wondered if you could confirm what you see as the market size for the
enterprise mobile market you're targeting with One Phone.
And also, you mentioned there could be a 15% to 20% cost save for customers. Should we see
enterprise mobile as a low-margin product, or with a margin more akin to the Group average?
And finally, what do you think we should think about as an achievable target for you guys in this
segment?
Gavin Patterson
(laughter) Okay. That was a multi-faceted single question, but let's try and hammer some of it out.
First of all, the market, there is a market for this -- or the process services we're looking at in the
business market, we can see opportunity right away across the patch, from SOHOs all the way up
to major corporates and public sector. So there'll be a range offers we put in the market. BT One
Phone is the first proposition, and I'll ask Graham to give just a bit of colour of that in a minute.
But the market opportunity is significant. So in the business market alone there's a £7bn market to
go for here. I'm not going to tell you what our target it. Clearly, we do have a target. But given that
our share of that market is extremely low at the moment, there's an awful lot of opportunity here
we see.
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So, as I say, do you just want to talk about One Phone, and potentially the launch next week?
Graham Sutherland
Yes. Effectively, we think One Phone will appeal most to the mid-market; but we are getting
interest and demand across the board.
As Gavin said, we think the addressable market here is between £6bn and £7bn, of which we
have about 1% at the moment. We've obviously got relationships from a fixed perspective with a
share around 40%, so it gives us a very good opportunity, given the relationships we have.
Specifically with One Phone, we're bringing together calls; lines; network; mobile; and PBX. You
can have three or four supplier relationships at the customer level in that base, and we're
consolidating that for them in a very simple, transparent way. It does bring increased productivity
for our customers, which they value: we're clearly seeing that from the initial customers we have.
And we are seeing TCO (Total Cost of Ownership) benefits for customers as well.
In terms of margins, probably won't go into that in detail. But, obviously, you know this is a share
of wallet play for us, because we start from a 1% market share perspective. And we think there is
pure value to be had, both for BT and also for the customer.
And also, it's worth knowing that One Phone is just the first proposition that we're putting in this
space. As you see in the slides earlier, we will be announcing and launching our 4G propositions
in the next week or so.
Gavin Patterson
Very good. Any comments on the major corporates and public sector?
Luis Alvarez
I think that would apply to a number of customers in the price mobility. We have started to win
some deals, both in the UK and outside of the UK, especially on managing mobile devices with
thousands of devices, where the combination of the proposition of having the mobile capabilities
with the managed services capabilities are giving us. And probably, we will announce this in the
coming quarters.
Simon Weeden - Citigroup
Thank you for taking the question; I think it leads on a little bit from one of your earlier ones. Just
looking at the implications of the margin squeeze test, and in particular the implication from
Ofcom, their trial run of it, I suppose. Do you think that what they're suggesting, that you're on the
margin now, is correct?
And do you see implications for how you think about the English Premier League bidding, given
that if you are on the margin it does suggest that you must recover all of your incremental spend
from pricing at a pretty low level of risk, or risk having to change the pricing of your broadband
offer?
Gavin Patterson
Just to reiterate, we think there are many flaws in the methodology; we think there are many flaws
in some of the assumptions that they're making. So we will be challenging all of those.
And the basic premise that we have to recover the costs of our investment over the lifetime of a
Premier League contract seems to not encourage challenge and competitiveness in the content
market. And that contrasts dramatically with what's going on in terms of our approach to the fibre
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market, and in particular, broadband more generally. So there's an awful lot we will be challenging
in there.
That said, we're confident we would meet any test. And that's the way we operate the business.
In terms of how we're looking at the Premier League auction, I think we're in a good place in a
sense we have choices. We're not backed into a corner on it.
Premier League has been very important to our first year as a channel. It's a great product, but it
is only one part of our overall offering. As of next season, of course, we'll have Champions
League and Europa League on an exclusive basis on the channel. And that means we aren't as
dependent on the Premier League as we would have been if we didn't have that. And that was in
the hands of our competitor.
We can afford, I think, to be extremely disciplined going into the auction. And we will have a very
clear view on the outcome we want, and will bid accordingly, if we choose to bid at all, of course.
I feel confident we're in a good place here. And we won't allow some of the assumptions that are
going into this ex ante test to go unchallenged, because we think they’re fundamentally wrong.
The last thing to mention, of course, is if we needed to, we can change the pricing model. It
doesn't mean that we can't address an issue, if there is an issue to address. There's always the
pricing model. We just think that, that would be bad for customers, and bad for competition. And
I'm sure that's not what the market wants; it's certainly not what customers want. Thank you.
Guy Peddy - Macquarie Research
Just wanted to follow up a little bit on BT Business, and probably it's a point of clarity, just to
understand what's going on. The last couple of quarters you've actually started to show revenue
declines, and in particular, IT services have definitely rolled over. It was very strong three or four
quarters ago, consistently for a period, and has now gone substantially negative.
You mentioned about hardware sales. I'm just wondering is that something that's new, as in, in
calendar 2014, and therefore, that's the reason why there's a sell down? Or is there a greater
competitive intensity in the IT services space? And I'm just trying to understand some of those
dynamics, so perhaps you can help us out.
Gavin Patterson
Yes, sure. There isn't anything to be, I think, particularly concerned about here. We're very clear
on what our strategy is: it is about using IT services to grow network revenues, to grow service
revenues, and to move the business from being what was predominantly a hardware-only
business to one that is much more balanced and much more towards services, going forward. So
this is something we've talked about over the last year.
There is a big event in the comparator last year that I think really does distort the numbers. In the
Q4, and a wee bit of Q1 last year, one of the big suppliers in this market went bust, 2e2. And we
stepped in to help fill the gap in the market there, because a number of our customers were short
of their supplier. They had a relationship with 2e2, and they were going to be short of kit. We did
talk about it at the time, and you can see it in the comparator year on year.
So this will wash through the numbers, and I'm confident that you'll see the business come back in
the rest of the year.
Anything to add, Tony?
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Tony Chanmugam
Yes, just two comments, please. If you look at the underlying annuity revenue in this space, it's
growing double-digit.
And the second piece is that if you compare this quarter's revenues with two years ago, we've got
about 11%, 12% uptick. It's going to bounce around, simply because of what happened in relation
to equipment sales, but the underlying trend is good.
John Karidis - Oriel Securities
Is it possible to get some colour, please, on the makeup of your Infinity customer base? For
example, I'm thinking of things like the breakdown between entry-level fibre speeds versus top-tier
fibre speeds.
Also, might you give us a hint, please, on what proportion of your customers, roughly, fibre
customers, are within the Virgin territory versus outside it? And I guess it's too early to talk about
take-up in the BDUK territory, so maybe I'll save that bit for next quarter.
Gavin Patterson
I like that. Getting your questions in early there, John.
Well, look, in terms of the mix, the mix is about 50/50 between the lower price and the higher price
Infinity option. And then in terms of the split of adds, about 30% in the quarter are new to BT. And
that is a mix that is increasing over time. So when we launched the product, it was considerably
less. This time last year, for example, we were 20% in terms of completely new to BT.
The upgrades, or the percentage of customers who upgrade, are clearly very important to us. But
the ones that are most accretive to the value of the company are those that are switching from
other providers and are completely new to BT.
In terms of BDUK, I think it's probably too early to say. I think there will be one or two
announcements coming up in the next few weeks on this. But it's going well. We're very pleased.
We hit all our milestones in the quarter. There were some very challenging milestones to hit. You
know, we're going to some very remote parts of the UK as part of these contracts.
But we hit all the milestones, and we'll continue to, hopefully, deliver that going forward.
John Karidis - Oriel Securities
Thanks, Gavin. Sorry, just out of curiosity, are quite a number or the bigger proportion of your
fibre customers within urban areas where I would expect Virgin to be present, or not, please?
Gavin Patterson
To date, the rollout has, I think, about an 80% overlap with Virgin, so you would expect the
majority of them to come out of Virgin's footprint.
As you rightly point out, but we're not talking about any specifics at the moment, as we move into
BDUK territories you would expect those to be more skewed towards BT customers, because
cable isn't there. So, hopefully, we'll see the benefit of that on our numbers, going forward.
Gavin Patterson
We've got time for two more questions.
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Mandeep Singh - Redburn Partners
I'd just like to come back to the question that was referred to earlier on the balance sheet and the
net debt. You said there's space in the balance sheet for the right sort of deal, if you saw one.
Without obviously going into specific targets, where do you see balance sheet capacity as being
appropriate, if you found the right sort of deal?
And a second follow up, again without being specific on target names, if the right mobile asset
was available at the right price would that be of interest?
Gavin Patterson
Look - the point we've made a number of times is we have a clear strategy; we're focused on
delivering that strategy. We scan the market for M&A opportunities all the time. If we identify one
where we can buy it at good value, and it allows us to deliver against our strategy earlier, in other
words, a faster delivery of the strategy, we're open to doing it. But, at the moment, I don't see that
as being imminent.
Tony, do you want to add anything?
Tony Chanmugam
Nothing to add.
Gavin Patterson
Jerry, you are our last caller today.
Jerry Dellis - Jefferies & Co.
This better be good. Question on fibre, please. The FTTH deployment plans of TalkTalk and Sky
seem to partly rely, I guess, on accessing a strategic pool of capital that seems to be available
from local municipalities, particularly in medium-sized cities, in the UK. I was wondering whether
there was any way in which BT might also position itself to take advantage of that capital, or
perhaps are there things that you could proactively do to convince these local councils that they
don't need to subsidise, challenger FTTH deployments.
Gavin Patterson
We are very clear on our strategy, and we're confident that we can access capital at the right price
to deliver it. It's worth noting that the latest coverage of fibre across the UK is 82%. And I think
even in York, which is where the first of the rollouts is going on for CityFibre, we're 89% covered
with fibre, including 11% of fibre-to-the-home; and I think even cable is there in 42% of homes.
So, I admire the challenge. I think they've chosen quite a challenging place to start.
In terms of access to capital, I think, we've no concerns about access to capital in our own
business. I think local authorities have to be very careful, of course, because of the state-aid tests
that get applied in this area. And any case that would suggest that those are not being adhered to,
is obviously something we're going to have to look at very, very carefully.
And there's been one or two examples of this over the last few years; there was one in
Birmingham, for example. The EU take a very firm line on it, so it will be something that I'm sure
Sky and TalkTalk and CityFibre are across.
Very good. Thank you. That's the end of the show today. Thanks, everybody, for joining us. Have
a good summer, and we'll see you at the half-year results.
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