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This prospectus is issued on behalf of HM Treasury by-S.G;. Warburg & Co. Ltd., a member of The Securities and Futures Authority Limited. Subject
as set out below, HM Treasury accepts responsibility for the information contained in this prospectus and confirms that, to the best of the knowledge
and belief of HM Treasury, having taken reasonable care to ensure that such is the case (including having regard, inter alia, to assurances given by BT to
HM Treasury for its benefit alone in relation to information relating to BT, referred to in paragraph (c) of “Summary of offer agreements” in Part 11),
the information contained in this prospectus is in accordance with the facts and does not omit anything likely to affect the import of such information.
The information relating to MCI Communications Corporation (“MCI”) and its subsidiaries contained in “Selected financial data of MCI” and
“Description of MCI's business”, both in Part 5, has been reproduced from information published by MCL. As regards the information relating to MCI
referred to above, HM Treasury has caken reasonable care to ensure that such information has been accurately and fairly reproduced from im‘.%rmation
published by MCI and the responsibility of HM Treasury therefor is limited accordingly. :

The Shares being offered have been admitted to the Official List of the London Stock Exchange. '

5.G.Warburg & Co, Ltd. is acting as financial adviser to HM Treasury for the purposes of arranging the sale of HM Treasury’s holding of Shares in
BT and will not regard any other person (whether or not a recipient of this prospectus) as its customer in relation to that transaction. Before deciding
whether to apply for Shares, you should consider whether Shares are a suitable investment for you. Their value can go down as well as up. Past performance
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A Public application form is provided at the end of this prospectus, together with a guide on how to complete it. You should not use this form if you
are eligible to apply on a Share Information Office application IEm-m or a Share Shop application form. The Terms and Conditions of application are set
out in Part 13. The UK Public Offer closes at 10.00 2.m. on 14th July, 1993. i . ‘ :

This prospectus is not for distribution in the United States (“US™), Canada or Japan. Residents of countries outside the United Kingdom of Great
Britain and Northern Ireland (“UK"), the Channel Islands and the Isle of Man should refer to “Overseas applicants” in Part 12,

In connection with the International Offer, the Global Co-ordinator may over-allot or effect transactions which stabilise or maintain the market price
of the Shares, Interim Rights and/or any other securities of (or options, warrants or rights with respect to, or interests in, the Shares or other securities
of) the Company at a level which might not otherwise prevail in the open market. Such transactions may be effected on the London Stock Exchange,
the London International Financial Futures and Options Exchange (“LIFFE”), the New York Stock Exchange or otherwise, except that no such
transactions will be effected on the Tokyo Stock Exchange or The Toronto Stock Exchange. Such stabilising, if commenced, may %e discontinued
at any time.
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Definitions

“BT” or the “Group”

the Company and its subsidiary
companies, or any of them, as the
context may require

“Licence”

the public telecommunications
operator licence (as amended from
time to time) issued to BT under

“Combined Offers”  the UK Public Offer and the the Telecommunications Act 1984
International Offer to operate its fixed-link public
“Company” British Telecommunications telecommunication network in the

“Director General”

ublic limited company
the Director General of

“London Stock

UK
The International Stock Exchange

Telecommunications Exchange” of the United Kingdom and the
“financial year” year to 31st March Republic of Ireland Limited
“Global Co-ordinator” 5.G.Warburg Securities Ltd. in its “Manager” has the meaning set out in Part 2

capacity as global co-ordinator of “MCI? MCI Communications

the Combined Offers and Corporation

bookrunner for the International “OFTEL” the Office of Telecommunications

Offer “PEP” Personal Equity Plan
“HM Government”  Her Majesty’s Government of the “RPI” the retail prices index

United Kingdom “SDRT” stamp duty reserve tax

“HM Treasury”

“Interim Rights”

“International Offer”

“International Offer
Price”

The Lords Commissioners of

Her Majesty’s Treasury

has the meaning set out in
“Summary of Instalment
Agreement” in Part 10

the separate International Offer of
Shares being co-ordinated by the
Global Co-ordinator as described
in Part 2

the amount per Share at which
Shares are sold under the
International Offer, determined in
accordance with the International
Offer Agreement (as amended
from time to time) as described in
Part 2

“Secretary of State”

“Shares”

“UK Public Offer”

“UK Public Offer
Price”

the Secretary of State for Trade
and Industry

fully paid ordinary shares of 25p
cacﬁ in the Company including,
where the context requires,
Interim Rights

the offer for sale of Shares to the
public in the UK and certain other
countries on behalf of HM
Treasury and described herein

an amount per Share which is

10p less than the International
Offer Price

Timetable

The following times and dates are expected to apply to the UK Public Offer:

Completed application forms to be received by (3

UK Public Offer Price, International Offer Price

and final instalment determined and announced and allocations made
Commencement of dealings in Interim Rights in London ¢
Despatch of interim certificates ()
Payment of second instalment to be made for value by
Payment of final instaiment to be made for value by

Notes:

(a) Return of Share Shop application forms will be subject to earlier deadlines.
(b) Applicants should note that interim certificates will not be despatched untif after dealings in Interim Rights have commenced. Applicants who deal

before receipt of interim certificates do so at the risk of selling Interim Rights for which they have not received an allocation.

{c) Despateh of interim certificates by Share Shops may be later than the date indicated.

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

......................................... 10.00 a.m., 14th July, 1993

.................... 19th July, 1993
................................. 7.30 a.m., 19th July, 1993

on or before 28th July, 1993
1st March, 1994

.............................................. 11th October, 1994




'1‘. Key information

The following information should be read in conjunction with the full text of this prospectus.

BT's business

BT is one of the world’s leading providers of telecommunication services. BT’s main services and products are local
and long-distance telephone calls in the UK, the provision of telephone exchange lines, international telephone calls
made from and to the UK and the supply of telecommunication equipment for customers’ premises. BT also offers
a range of other products and services, including private circuits and mobile communication services and products.
The Company owns 60 per cent. of Cellnet, one of the two UK cellular telephone network operators. In the 1993
financial year, 98 per cent. of BT’s total revenues arose from operations in the UK.

BT operates in the UK in an environment of extensive regulation, which is becoming more detailed, and of growing
competition, which has already resulted in some erosion of BT’s market share. BT is.subject to controls on the prices
it may charge for services which generate the majority of its revenues. - ‘

BT is promoting increased use of its network and is taking action to control its operating expenses, albeit with
significant short-term costs resulting from workforce reductions, while seeking to maintain quality of services to its
customers. BT is also seeking to develop its business outside the UK, including through possible acquisitions, joint
ventures and other alliances, within the regulatory constraints of the countries concerned. BT has announced a
proposed strategic alliance with MCI Communications Corporation, the second largest carrier of long-distance
telecommunication services in the US.

BT believes that it has a strong financial and technological base from which to seek further improvements in
efficiency and to develop its business, but that inevitable uncertainties arise from increasing competition, the UK
economy and the effects of more restrictive regulation.
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Notes:

{a) The financial information for BT's five financial years ended 31st March, 1993 is derived from BT's audited conselidated firancial statements for the
relevant year, ) .

{b) Operatingcosts forthe 1993 financial year include £1,034 million foremployee redundancy charges. Operating costs for the 1990 financial year include
acharge of £390 million to cover the costs of restructuring the Group and refecusing its operations, '

Note:
{a) Assuminga notional associated tax credit of 3.9p, being 25 per cent. of the 15.6p net dividend.

Dividends

The first dividend to which holders of Shares sold under the Combined Offers will be entitled is BT’s proposed
final dividend for the 1993 financial year of 9.45p net per Share, which will, subject to shareholder approval at the
forthcoming annual general meeting; be payable on 30th September, 1993, or as soon as possible thereafter, to holders
of Shares and Interim Rights on the register on 1st September, 1993.
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2. Description of the Combined Offers

The Combined Offers

Under the Combined Offers, HM Treasury is offering for
sale in the UK and elsewhere up to 1,220 million Shares.

The Combined Offers comprise:

(a) the UK Public Offer in the UK and certain other
countries of up to 815 million Shares {subject to increase as
described in “Pricing and allocations” below) at the UK
Public Offer Price; and

(b) the International Offer to certain investors in the UK
-and elsewhere of up to 1,220 million Shares at the Inter-
national Offer Price.

In addition to the Shares offered for sale by HM Treasury
in the International Offer, the Global Co-ordinator may, in
connection with the International Offer, over-allot Shares as
described in “Over-allotment and stabilisation” below.

Although the UK Public Offer and the International Offer
are being made separately, the two offers are inter-related,
particularly as to matters of timing, size and price, and are
being co-ordinated by the Global Co-ordinator.

The UK Public Offer will not be underwritten. The Inter-
national Offer will not be underwritten until allocations are
made to the managers, including selling group members, for
the International Offer {the “Managers”), which is expected
to be on or about 19th July, 1993. The Company will not
receive any proceeds from the sale of Shares under the
Combined Offers.

As at 25th June, 1993, HM Government held 1,352.6
million Shares. Assuming HM Treasury sells all of the Shares
being offered by it under the Combined Offers (together with
the Shares which would be sold on exercise in full of the
Over-allotment Option described in “Over-allotment and
stabilisation” below), it would expect to hold not more than
1.5 per cent. of the Company’s issued share capital immedi-
ately after the Combined Offers., This holding would
comprise principally Shares retained to meet share bonus
entitlements under the arrangements made in HM Treasury’s
sale of Shares in December 1991 and a number of Shares
reserved from the Combined Offers to satisfy Share Bonus
entitlements under the UK Public Offer.

The UK Public Offer

Under the UK Public Offer, completed application forms
must be received by 10.00 a.m., on 14th July, 1993. The
return of Share Shop application forms will be subject to
earlier deadlines as referred to in “Share Shop application
forms” in Part 12. The UK Public Offer Price will be 10p less
than the International Offer Price, which is expected to be
determined on 19th July, 1993. Following determination of
the International Offer Price, the UK Public Offer Price,
together with the basis of allocation of Shares sold in the UK
Public Offer, will be announced. An announcement indicat-
ing provisionally the basis of allocation of Shares to besold in
the UK Public Offer (contingent upon the Combined Offers
proceeding) is expected to be made on 18th July, 1993. Deal-
ings in Interim Rights are expected to commence in London
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at 7.30 a.m. on 19th July, 1993. Different levels of preference

in allocation will attach to applications on the various appli-
cation forms. Further details of the forms and the relative
levels of preference in allocation in the UK Public Offer are
set out in Part 12.

Payment for the Shares sold under the UK Public Offer at
the UK Public Offer Price will be in three instalments, the
first instalment being 150p per Share, which is 10p less than
the first instalment due in respect of Shares sold under the
International Offer. The second and final instalments will be
the same under both the UK Public Offer and the Inter-
national Offer. The second instalment is 140p per Share and
is due by 1st March, 1994 and the final instalment (which
will be announced at the same time as the UK Public Offer
Price) is due by 11th October, 1994. Prior to full payment,
Shares will be represented by Interim Rights in respect of
which interim certificates will be issued. Set out in “Surntnary
of Instalment Agreement” in Part 10 is a description of the
Interitn Rights in respect of Shares sold in the Combined
Offers.

Applicants for Shares in the UK Public Offer who are
individuals may be eligible, subject to the terms as to eligi-
bility and otherwise set out in Part 12, to receive incentives
from HM Treasury, in the form of either a Share Bonus of
one additional Share (subject to a maximum of 100 additional
Shares) for every 15 Shares purchased in the UK Public Offer
and held continuously until 31st July, 1996, or alternatively,
an Instalment Discount of 10p per Share, on each of the
second and final instalments, on the first 1,000 Shares
purchased in the UK Public Offer and held continuously until
the relevant instalment is paid. Entitlements to incentives will
generally be lost if Shares bought in the UK Public Offer are
disposed of prior to the relevant qualifying dates.

The international Offer

The International Offer is being made by the Managers
pursuant to an International Offer Agreement with HM Treas-
ury. Under the terms of the International Offer Agreement,
the Managers have agreed to solicit from prospective investors
firm but non-binding indications of interest in purchasing
Shares {“bids”) specifying the number of Shares which such
investors would be prepared to purchase either at different
specified prices or at the strike price to be fixed as the Inter-
national Offer Price. Eleven of the Managers have been desig-
nated as members of a global syndicate (the “Global
Managers”) with the exclusive right to solicit bids from some
500 prospective institutional investors {“Specified Investors”)
in various countries and with the right tosolicit bids from other
prospective investors located in any country where the Inter-
national Offér is being made (in each case, directly or through
certain affiliates). The remaining Managers have been desig-
nated as members of one or more of the three regional syndi-
cates established for the International Offer. These three
syndicates cover North America, Japan and the Rest of the
World and comprise regional managers (the “Regional
Managers”) and selling group members (the “Selling Group
Members”) together, in the case of the North American
Regional Managers, with affiliates qualified to distribute the
Shares in Canada or the US (“Canadian Distributors” and “US




Distributors” respectively). Members of regional syndicates
may solicit bids only from prospective investors in their
particular region who are not Specified Investors.

As part of the International Offer, S.G. Warburg Securities
Ltd. has invited Retail Brokers to submit bids on behalf of
Qualifying Clients. See “The UK Retail Tender” in Part 12.

Bids in the International Offer may be submitted to a
Manager from 8th July, 1993 to 5.00 p.m., London time, on
16th July, 1993 (the “Offer Period”) and may be revised and
updated periodically, but all final bids must be received by
the Managers by the end of the Offer Period, and submitted
by Managers to the relevant regional administration centre
by 6.30 p.m., London time on that date.

On orabout 19th July, 1993, HM Treasury, in consultation
with the Global Co-ordinator, will determine the Inter-
national Offer Price and, based on the final bids, allocations
of Shares to bidders and the basis of allocation as between
applicants in the UK Public Offer and bidders in the Inter-
national Offer. The International Offer Price will be
expressed in pounds sterling and will apply to all purchasers
in the International Offer. If the Managers accept, in accord-
ance with the provisions of the International Offer Agree-
ment, the proposed allocations to them and the International
Offer Price, the Managers will be required to offer the Shares
comprised in the allocations to the bidders, and in the
amounts, specified by HM Treasury. Managers will be
required to procure purchasers for, or to purchase for their
own account, all Shares which are not purchased by bidders
notified of their allocation.

Pricing and allocations

The determination of the International Offer Price, the
number of Shares atlocated to, and sold pursuant to, each of
the UK Public Offer and the International Offer and the basis
of allocation as between applicants in the UK Public Offer
and bidders in the International Offer, will be determined in
its absolute discretion by HM Treasury, following consul-
tation with the Global Co-ordinator. Therefore, there is no
assurance that any applicant in the UK Public Offer (other
than under certain arrangements for BT employees) or any
bidder in the International Offer will be allocated Shares,
including an investor bidding at or above the International
Offer Price. The International Offer Price will not necessarily
be the highest price at which bids are submitted for Shares
allocated to the International Offer.

The price and allocation determinations will reflect a
number of factors, including primarily the level of demand for
Shares under the respective offers and the desire for an orderly
after-market. In relation to allocations in respect of individual
bids in the International Offer, HM Treasury’s policy will,
subject to these primary considerations, aim to provide similar
treatment for bids which it considers to be of substantially simi-
lar quality and price. In considering the quality of bids, other
than PEP bids in the UK Retail Tender, HM Treasury’s allo-
cation policy will not, all other things being equal, differentiate
between Specified Investors and other prospective investors but
will favour bids indicating specific prices and sizes at an early
stage in the Offer Period, bids at specific price levels (rather than
strike price bids), bids on behalf of investors perceived to be
!‘kelY buyers or holders, rather than sellers, of Shares in the
immediate after-market, bids on behalf of shareholders whoare
bEI{eved by HM Treasury to have increased their holdingsin the
petiod from 21st May, 1993 to the end of the Offer Period and

bids on behalf of investors which HM Treasury believes have
not engaged in market activity considered by HM Treasury to
have been adverse to the Combined Offers. As between bids of
similar quality, bids at higher price levels will be favoured.

PEP bids (as defined in “The UK Retail Tender” in Part
12) will receive more favourable treatment in allocation than
other bids in the UK Retail Tender. :

As at 29th June, 1993, without in any way affecting its
discretion referred to above or the reservations referred to
below and assuming sufficient demand at appropriate prices to
meet the primary pricing and allocation criteria referred to
above, HM Treasury would expect to allocate SO per cent. of
the Shares sold by it in the Combined Offers to applicants under
the UK Public Offer and 50 per cent. to bidders under the
International Offer. HM Treasury expressly reserves the right
to vary these percentages and to reduce the aggregate number
of Shares offered or sold by it pursuant to the Combined Offers.
None of these amounts include the number of Shares which
the Global Co-ordinator has been given the right to acquire
from HM Treasury, in connection with the International Offer,
at the International Offer Price, pursuant to the Over-allotment
Option described below.

Not less than 33 per cent. of the Shares sold by HM
Treasury pursuant to the Combined Offers will be allocated
to the International Offer, unless HM Treasury and the
Global Co-ordinator agree that adequate demand has not
been forthcoming in the International Offer and that any
reduction in the percentage allocation to the International
Offer, and consequent increase in the percentage allocation
to the UK Public Offer, is consistent with the desire for an
orderly after-market. S

HM Treasury expressly reserves the right to withdraw
the Combined Offers at any time before the International
Offer Price and allocations are determined by it and accepted
by the Managers.

A summary of the commissions payable to the Managers
under the International Offer is set out in paragraph (b) of
“Summary of offer agreements” in Part 11.

Qver-allotment and stabilisation

In connection with the International Offer, the Global
Co-ordinator may over-allot or effect transactions which
stabilise or maintain the market price of the Shares, Interim
Rights and/or any other securities of {or options, warrants -
or rights with respect to, or interests in, the Shares or other
securities of) the Company at a level which mightnot other-
wise prevail in the open market. Such transactions may
be effected on the London Stock Exchange, LIFFE, the New
York Stock Exchange or otherwise, except that no such trans-
actions will be effected on the Tokyo Stock Exchange or
The Toronto Stock Exchange. Such stabilising, if
commenced, may be discontinued at any time. Any over-
allotment and any stabilisation transactions will be conduc-
ted by the Global Co-ordinator as principal for the account
of the several Managers and not as agent for HM Treasury.
The Global Co-ordinator has undertaken to HM Treasury
that any over-allotment and any stabilisation transactions
will be carried out in accordance with all relevant regulatory
requirements, including the rules of the Securities and Invest-
ments Board. Under these rules, stabilisation transactions
may commence once the International Offer Price has been
publicly announced.

The Global Co-ordinator has been given the right (the
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“Qver-allotment Option™), solely for the purpose of meeting
over-allotments made by it in connection with the
International Offer, to purchase from HM Treasury at the
International Offer Price an additional number of Shares up
to the greater of 7.5 per cent. of the number of Shares sold by
HM Treasury under the Combined Offers and 15 per cent. of
the number of Shares sold by HM Treasury pursuant to the
International Offer. The number of Shares allocated by HM
Treasury under the Combined Offers will be reduced to the
extent that the number of Shares which the Global
Co-ordinator has been given the right to acquire pursuant to
the Over-allotment Option exceeds 91.5 million. The
International Offer Agreement contains provisions designed
to secure that the extent of any over-allotment is not disclosed.
The Global Co-ordinator does not intend to disclose the extent
of any stabilising transactions or the amount of any long or
short position. :

Subsequent developments

If, under the arrangements summarised above, at any time
prior to the International Offer Price and allocations being
determined {which is expected to be on or about 1%th July,
1993), any decision is made as to the number of Shares to be
offered and/or sold pursuant to the Combined Offers or as
to the number of Shares to be allocated to the UK Public
Offer or the International Offer, or if HM Treasury becomes
aware of any information which HM Treasury in its absolute
discretion (after consultation with the Global Co-ordinator)
considers is, or may be, material to bidders or potential
bidders in the International Offer, a press announcement will
be issued in London and delivered to the London Stock
Exchange. :

3. Description of BT's business

Introduction

BT is one of the world’s leading providers of telecom-
munication services. [ts main services and products are local
and long-distance telephone calls in the UK, the provision of
telephone exchange lines to homes and businesses, inter-
nattonal telephone calls made from and to the UK and the
supply of telecommunication equipment for customers’
premises. BT also offers a range of other products and
services, including private circuits and mobile communi-
cation services and products.

The Company was incorporated under the laws of
England and Wales on 1st April, 1984 as a public limited
company wholly-owned by HM Government. In December
1984, HM Government sold just over 50 per cent. of the
Shares to the public in a worldwide offering and, in
December 1991, sold a further 25.6 per cent. of the Shares.
HM Government’s shareholding in the Company at 25th
June, 1993 was 21.8 per cent.

The following table shows the principal components of
BT’s revenues during each of the last five financial years. In
the 1993 financial year, 98 per cent. of BT’s total revenues
arose from operations in the UK.

BT essentially operates as a unitary business, providing an
integrated range of telecommunication products and
services. Accordingly, BT does not publish operating profit
separately for the various sources of revenues. However,
management considers that the Group’s operating profit is
derived predominantly from UK and international telephone
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calls, after taking account of a substantial operating deficit
arising on the provision of exchange lines. '
On 2nd June, 1993, BT and MCI, the second largest carrier
of long-distance telecommunication services in the US,
announced that they had signed a letter of intent with respect
to a strategic alliance which will involve the creation of a
new international joint venture company and the acquisition
by BT of a 20 per cent. interest in MCI. See “Recent develop-
ments — Strategic alliance between BT and MCI” in Part 5.

Regulatory environment

BT operates in the UK in an environment of growing
competition and extensive regulation. The prices of services
that generate a majority of the Group’s revenues are
controlled by a licence granted by the Secretary of State
which is enforced by the Director General who also has
broad supervisory powers and duties under the Telecom-
munications Act 1984 (the “Telecommunications Act”). This
Licence was amended in 1991 and 1993. See Part 4, “Regu-
lation, Competition and Prices”. As BT secks to expand its
interests and activities outside the UK, regulatory regimes
elsewhere in the world are becoming an increasingly
important feature of its operating environment.

Strategy .

BT is continuing to encourage increasing use of its
network and is taking action to control its operating
expenses, albeit with significant short-term costs resulting
from workforce reductions, while seeking to maintain qual-
ity of services to its customers. Major investment in the
network continues and BT is using its knowledge of advanced
technology to improve existing services and to develop new
services. In particular, BT is continuing to develop mobile
services, and managed network services for multinational
business customers. :

BT currently derives approximately 98 per cent. of its
revenues from its operations in the UK, which are likely to
remain predominant for the foreseeable future. BT believes
that the shape of the telecommunications industry in many
countries is changing, and that there will be scope for BT to
develop its business in its chosen markets outside the UK,




concentrating on providing telecommunication networks
and services over those networks. BT will continue to explore
opportunities as they arise, including those for significant
acquisitions, joint ventures and other alliances.

For a description of the recently announced strategic alllance
between BT and -MCI, see “Recent developments ~ Strategic
alliance between BT and MCI” in Part 5.

BT's services

UK telephone services

Within the UK, the Company has 26 million customer
lines (exchange line connections), comprising 20 million resi-
dential lines and six million business lines, over which, on
average, approximately 90 million UK local and long-
distance telephone calls are made each day. Telephone calls
comprise both voice and non-voice traffic, such as facsimile
and data transmission, and include calls to directory
assistance services.

The following table shows the estimated growth rates in
the volume of BT’s UK local and long-distance telephone
calls in cach of the last five financial years:

e
i
“*i

Note.
(a) Growth is estimated by reference to revenue growth attributable to UK local and long-
distance tefephone calls, adjusted to eliminate the effect of price changes.

UK local and long-distance telephone calls accounted for
approximately 38 per cent. of the Group’s total revenues in
the 1993 financial year.

Call growth has resulted both from the increase in the
number of lines in service and from their usage; for example,
from the increased use of facsimile. However, BT’s UK call
growth has slowed very substantially over the last three years
due to the UK recession and increased competition.

The price structure for call charges is complex, varying
with distance, duration, route, time of day and usage.

In the 1993 financial year, telephone exchange line rentals
accounted for approximately 17 per cent. of the Group’s
toral revenues. BT’s exchange line customers are generally
charged a uniform quarterly rental per line, the charge for
business lines being higher than for residential lines.

The following table shows, for BT’s business and residen-
tial exchange lines, the number of connections at the end
of each of the last five financial years and the respective
percentage growth over the number of connections one year
previously: :

Hagxel
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BT also undertakes the installation and reconnection of
exchange lines. Revenues from these services are included
under “Qther sales and services”.

International telephone calls

International telephone calls accounted for approximately
14 per cent. of the Group’s total revenues in the 1993 finan-
cial year. The greater part of BT’s international telephone
call traffic is generated from a limited number of routes. 78
per cent. of outgoing call volume is to 20 countries, the
largest element of which, calls to the US, accounted for 18
per cent. of outgoing call volume in the 1993 financial year.
Part of B1’s international call volume arises because the UK
is one of the world’s principal telecommunication transit
centres, enabling calls originating and terminating outside
the UK to be routed throungh it. International direct dialling
from BT’s UK network is available to more than 200
countries and other territories, and almost all international
calls originating from BT’s UK network are direct dialled.

The following table shows the estimated growth rates in
the volume of BT’s international telephone calls (outgoing,
incoming and transit) in each of the last five financial years:
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(a) Growthis estimated by reference to re\renuegmwth attributable to international telephone
calls, adjusted to eliminate the effect of changes in prices and in currency exchange rates.

Growth in the volume of international calls over this period
has resulted, as with UK telephone calls, both from the
increase in the number of lines in service and from their usage,
and in the 1992 and 1993 financial years, from a significantly
higher level of transit traffic through the UK. The significant
decline in call volume growth rates since the 1990 financial
yearhasbeen cansed by increased competition coinciding with
slowdowns in the UK and other world economies.

International call revenues are derived from outgoing calls
made by customers in the UK and from receipts from overseas
telecommunications operators for incoming calls which use
BT’s facilities. Ini turn, BT makes payments to overseas oper-
ators for the use of their facilities. The rates for payments
{known as “accounting rates”) are agreed bilaterally under the
general auspices of the International Telecommunications
Union. BT’s receipts and payments are broadly in balance
overall. '

Historically, reductions in accountmg rates have generally
not kept pace with reductions in the underlying costs of
providing international telecommunication services. BT is
seeking lower accounting rates around the world and lower
rates have been agreed with the overseas operators with which
the majority of BT’s international traffic is exchangcd Lower
accounting rates increase BT's flex1bllity in pricmg inter-
national telephone calls.

The US Federal: Communications Commission (the
“FCC”) and the European Commission are currently separ-
ately reviewing arrangements governing accounting rates and
international call prices. BT does not currently expect to be
materially affected by these activities. As part of its review,
the FCC, in an effort to further its goal of lower, cost-based
accounting rates and calling charges, adopted new rules relat-
ing to international simple resale and is considering an appli-
cation from BT relating to these services. See “Overseas
regulation” in Part 4. :



Customer premises equipment supply

BT rents and sells a wide range of equipment for customer
premises, from telephones for use in the home to advanced
private exchange equipment for businesses. These activities
accounted for approximately 8 per cent. of the Group’s total
revenues in the 1993 financial year.

As part of the Group’s policy of concentrating its activities
on providing telecommunication networks and network-
related services, BT sold its 51 per cent. shareholding in Mitel
Corporation (“Mitel”), a Canadian based manufacturer of
electronic telecommunication equipment, in June 1992.

Other sales and services

Other sales and services, which accounted for approxi-
mately 23 per cent. of the Group’s total revenues in the 1993
financial year, include the supply of private circuits, mobile
communication services and products and various other
activities. Volume changes for the activities described below
have been estimated by adjusting revenues to eliminate the
effect of price changes.

Private circuits

BT provides customers with private circuits, which are
lines between fixed points reserved for the exclusive use of
a customer, leased at a fixed rate irrespective of usage. BT
has about 0.8 million UK and international private circuits in
service. There is continuing change from analogue to digital
circuits, in part because digital circuits normally have greater
capacity and flexibility of use. Private circuit volumes
decreased by approximately one per cent. in the 1993 finan-
cial year, due to a reduction in analogue circuits.

Mobile communications

Mobile communication services and products supplied by
BT mainly comprise cellular telephony, radiopaging and
voice messaging. Cellular telephony has continued to grow

 at a faster pace than other sectors of the telecommunications
industry in the UK and internationally.

"The Company owns 60 per cent. of Cellnet, one of two
UK cellular telephone network operators licensed by HM
Government. The other licensed operator is Vodafone.
Operating since 1985, Cellnet’s network reaches nearly all of
the UK {which has an estimated population of 55 million) and
covers all major populated areas. Cellnet is also developing a
system as part of a pan-European digital cellular network.

Cellnet introduced in autumn 1992 a pricing package
designed for customers who are infrequent users of cellular
telephones (the “Lifetime” package). At about the same time,
a similar package was introduced by Vodafone. These pricing
packages have resulted in further growth in this sector. A
significant number of Cellnet subscribers have transferred to
the Lifetime package.

The following table shows the number of telephones
subscribed to Cellnet’s network at the end of each of the last
five financial years:
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BT estimates that the total number of telephones
subscribed to the two UK cellular networks at 31st March,
1993 was 1.5 million, up from 1.26 million at 31st March,
1992.

8

BT also owns approximately 17 per cent. of the total
equity, representing approximately 21 per cent. of the voting
rights, of McCaw Cellular Communications, Inc.
{(*“McCaw™), a major US cellular telephone operator, which
is engaged in the acquisition, construction and operation of
cellular and other mobile systems in the US. The Group has
a provisional agreement for the sale of its holding in McCaw
to American Telephone and Telegraph Company (“AT&T”).
The sale is dependent on transactions between McCaw and
AT&CT and the resolution of a number of legal, regulatory
and other issues in the US. Any agreements are subject to
negotiation of final terms and approval by the boards of
directors of McCaw, AT&T and BT, as well as by appropriate
government agencies. There is no assurance that the parties
will reach final agreement.

Other activities

BT is also engaged in the following activities:

Yellow Pages — a series of regional classified information
directories in the UK provided to meet both consumer and
business needs. Yellow Pages advertising volumes decreased
by approximately 3 per cent. in the 1993 financial year as
compared with the 1992 financial year.

Exchange line connections - the installation and recon-
nection of exchange lines. In the 1993 financial year there
was a decrease of approximately 7 per cent. in the number
of new exchange line connections, compared with the
number of new exchange line connections in the 1992 finan-
cial year.

Managed network services - value-added communications
services used in the transmission of computer data. Local
access to these services is available from more than 850
locations in North America, Europe and the Pacific Rim, with
communications links to over 100 countries and territories.

Carrier telecommunication services ~ whereby existing
telecommunications operators and new entrants to the UK
telecommunications market can utilise BT’s network
through interconnection to it.

Qutsourcing services - telecommunication outsourcing
services for the management of complex international
communication needs of organisations for voice and data.
BT established Syncordia, based in Atlanta, Georgia, US in
the 1992 financial year to provide these services inter-
nationally. To enable BT to provide international vireual
network services, where permitted, BT applied in March
1993 to the FCC for authority to resell in the US international
private lines and switched services. See “Overseas regulation”
in Part 4.

Other services - BT also provides toll free services, and
visual communication services, including the distribution of
television material for broadcasting organisations, video-
conferencing and closed circuit television.

Certain of the managed network services and outsourcing
services described above are expected to be transferred to
the new international joint venture company which BT and
MCI are setting up. See “Recent developments — Strategic
alliance between BT and MCI” in Part 5.

Network modernisation and capital expenditure

BT has been engaged in an extensive programme O_f
modernising, improving and expanding its telecommunt-
cation network. BT continues to install local digital tele-
phone exchanges to replace electro-mechanical exchanges;




following completion of the installation of digital switching
and associated transmission equipment throughout its UK
long-distance network in the 1991 financial year. BT is also
continuing to install optical fibre cable in the network.

Movement towards a digital network has already
improved call quality for customers and provided manage-
ment with more flexibility and control, and has led to
reductions in maintenance manhours. It also makes possible
the integration of voice, data and other services into a single
Integrated Services Digital Network {(“ISDN”), which is being
offered to business customers served by digital exchanges.
Other services, such as call forwarding and reminder calls,
are also available to virtually all customers served by digital
exchanges

BT is also engaging in a programme of expanding its
network overseas in pursuit of its international strategy. See
“Recent developments — Strategic alliance between BT and
MCI” in Part 5.

Capital expenditure

BT’s capital expenditure over the last five financial years
is shown in the table below:
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Capital expenditure in the 1993 financial year continued
to be concentrated on the renewal, modernisation and
expansion of the UK transmission network and the modernis-
ation of UK telephone exchanges, all of which accounted for
59 per cent. of the total capital expenditure. The decline in
capital expenditure in the 19293 financial year was largely due
to lower expenditures on UK transmission equipment and
telephone exchanges, continuing the trend since the peak in
the 1990 financial year. Expenditure on motor vehicles and
other assets increased by £141 million in the 1993 financial
year, mainly as a result of a programme to upgrade BT’s van
and car fleet. BT expects capital expenditure in the 1994
financial year to be at a similar level to that in the 1993
financial year. See “Capital expenditure” in Part 5.

In all major areas of supply (including digital exchange
equipment), BT considers that there are sufficient alternative
manufacturers to make it unlikely that the interruption of
any one source would cause more than a short-term disturb-
ance of its operations.

UK network

Under the programme of local exchange modernisation,
about 64 per cent. of the customer lines in service are now
served by digital exchanges. In the UK, over 95 per cent. of
BT’s customer lines are connected to digital or semi-
electronic exchanges enabling the majority of customers to
access a range of advanced network services, such as call

forwarding and reminder calls. The following table shows
the percentage of customer lines in service served by type of
exchange and the percentage availability of itemised billing
{made possible by exchange modermisation) at the end of
each of the last flve financial years.
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Optical fibre accounts for approximately 85 per cent. of
the UK long-distance network’s current capacity. In the junc-
tion network (connecting local exchanges), optical fibre
generally continues to be the most cost-effective method of
meeting new capacity requirements. BT also continues to
improve and modernise its local network of cables. While
only-a very small proportion of the local network’s capacity
is currently provided by optical fibre cable, where there is
sufficient demand and BT judges that it will be economic to
do so, optical fibre will be deployed to connect customers’
equipment to the local exchange. BT believes that, in general,
installing optical fibre to residential customers is only likely
to be economic if television and entertainment services can
also be carried over it. BT considers that it is unlikely to
install optical fibre to residential customers on a widespread
basis over the next few years, under the current licensing
arrangements regarding these services. See “Cable television
and mobile services” in Part 4.

International networks

BT continues to invest in its international digital cable and
satellite network infrastructure to support a growing range
of advanced communication services between the UK and
the rest of the world. Optical fibre cable links are now avail-
able from the UK to many destinations, including continental
Europe, North America and Japan. BT has investments in a
number of international consortia which provide and own
satellite communication facilities. All of BT’s international
telephone calls are switched through digital international
exchanges in the UK. BT also plans to invest in switching and
transmission equipment for the provision of international
virtual network services. See “Recent developments — Stra-
tegic alliance between BT and MCI - Effects on the financial
position of BT” in Part 5. :

Research and development

Recognising the pace of technological change in the tele-
communications industry, BT undertakes a wide range of
research and development activities. The major part of BT’s
expenditure on research and development, which in the 1993
financial year totalled £233 million, is directed towards the
development of new and improved networks and services
for customers. Increasingly, resources are being devoted to
software systems to provide better managed and more intelli-
gent networks and network services, but work also continues
on optical fibre systems, speech and i 1mage processing, and
mobile appllcanons



Organisation and employees

Organisation

BT is organised into three customer-facing operating
divisions: Business Communications, Personal Communi-
cations and Special Businesses, and a number of support
units. The following is a graphical representation of the
structure:
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Business Communications and Personal Communications
provide the primary interface between BT and its customers,
whether business or residential, for the provision of UK and
international calls, exchange lines and equipment supply,
while the Special Businesses division is responsible for
providing customers with certain of the services described
under “Other sales and services” above. Worldwide
Networks brings together responsibility for BT°s UK and
international networks, and the other support units provide
specialised services to the other divisions.

Employees
The following table shows the total number of BT’s
employees at the end of each of the last five financial years:
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The number of BT’s employees has fallen since March
1990 as a result of improvements in operating efficiency, a
reduction in layers of management and in directory assistance
work, the contracting-out of certain services, and business
disposals. See “Operating costs” in Part 5. BT is aiming to
reduce the number of employees by around 15,000 during
each of the 1994 and 1995 financial years.

An estimated 75 per cent. of the Company’s employees
belong to four main trade unions recognised by the Company.
The pattern of industrial relations in the last few years has
been generally stable. The substantial reduction in numbers
employed since March 1990 has been implemented on a
voluntary basis and without significant disruption to BT or
its customers.

Most BT employees are members of the BT Pension
Scheme, which is controlled by trustees who are Company
or union nominees. This scheme was the result of a merger
of the two previous schemes on 1st January, 1993, which did
not affect members’ benefit entitlements.

#

4. Regulation, Competition and Prices

Regulation

UK regulation

The regime for the regulation of telecommunications
activities in the UK is principally set out in the Telecommuni-
cations Act, which confers regulatory functions on the
Secretary of State and the Director General. Under this Act,
the Secretary of State and the Director General have a duty
to exercise their functions to secure the provision, so far as
reasonably practicable, throughout the UK of telecommuni-
cation services which satisfy all reasonable demands for
them, including certain community services, and to secure
that licensed operators are able to finance the provision of
those services. Subject to this duty, they are required, among
other things, to promote the interests of consumers,
purchasers and other users in respect of prices, variety and
quality of telecommunication services and equipment, to
maintain -and promote effective competition between
persons engaged in commercial activities in the UK telecom-
munications field and to promote efficiency and economy
on the part of such persons.

With limited exceptions, a licence under the Telecom-
munications Act is required for the running of a telecom-
munication system in the UK. Responsibility for licensing
rests with the Secretary of State after consulting the Director
General. The Director General has broad supervisory powers
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and duties under the Telecommunications Act and licences
issued under it. Accordingly, an important factor in the
impact on BT of the UK regulatory system is how the Director
General and the Secretary. of State exercise their powers
(many of which allow considerable discretion) and perform
their duties.

In particular, the Director General is statutorily respon-
sible for enforcing licence conditions, and he may make
orders requiring compliance, enforceable in the courts,
which, if breached, could result in liability for damages to
third parties. He also has broad discretionary powers funder
the Telecommunications Act and in licences) available to him
and is responsible for monitoring the telecommunications
market and investigating complaints about telecommuni-
cations-related matters.

In addition, the Director General may modify licence
conditions with the licensee’s agreement. Alternatively, he
may refer a matter concerning a licence to the Monopolies
and Mergers Commission {the “MMC”). If the MMC
recommends modifying conditions of the licence concerned,
the Director General is required to make the modifications
which he considers necessary to remedy the adverse effects
on the public interest identified by the MMC. In either casé,
the Telecommunications Act requires public consultation
before licence condition modifications can be made.

The Director General has concurrent jurisdiction with the
Director General of the Office of Fair Trading (the “OFT")




in exercising certain functions under the Fair Trading Act
1973 and under the Competition Act 1980, but only insofar
as they relate to telecommunications. See “General compe-
tition law” below. : '

Sir Bryan Carsberg was Director General from 1984 until
June 1992, when he was appointed Director General of the
OFT. William Wigglesworth (Deputy Director General until
June 1992 and from 1st April, 1993} filled the position of
Director General until 1st April, 1993, when Donald Cruick-
shank became Director General, A chartered accountant by
training, Mr. Cruickshank was formerly Chief Executive Offi-
cer of the National Health Service in Scotland and previously
Managing Director of the Virgin Group plc from 1984 to
1989. In making the appointment, the Secretary of State said
he believed it was important to have a Director General “who
had direct experience of competition as a businessman”. The
Director General’s current appointment continues until 31st
March, 1998. The Director General is supported by OFTEL,
which currently employs a permanent staff of about 160.

The Director General has confirmed that, as at the date
of this prospectus, this Part 4, “Regulation, Competition
and Prices”, represents an appropriate summary insofar as it
describes his duties and functions, including the statements
attributed to the Director General or his predecessors.

The BT Licence

BT operates in the UK under a number of licences granted
under the Telecommunications Act, the most important of
which is its public telecommunications operator licence to
operate its fixed-link public telecommunication network (the
“Licence™). The Licence is revocable by ten years’ notice
(given not before 22nd June, 1999) and may also be revoked
at any time on various grounds, including non-compliance
with an enforcement order.

The Licence contains terms and conditions designed prin-
cipally to ensure the provision in the UK of widespread tele-
communication services, to protect the interests of
consumers and to encourage the development of effective
competition in telecommunication services and equipment
within the UK.

The Company is required by the Licence to provide,
throughout nearly all of the UK, telecommunication services,
including rural and international services, which satisfy all
reasonable demands to the extent that it is practicable to
provide such services (the “universal service obligation™). The
Company must also provide certain public services and
facilities.

The Company has to connect to its system on standard
terms and conditions any other system run under a licence
which authorises connection to the Company’s system and
which is composed of equipment which meets specified inde-
pendent approval standards and to install separate wiring
for its network and for customers’ equipment in customers’
premises, so as to enable private systems and equipment to
be separate from the Company’s system.

The Company must comply with a variety of fair trading
obligations, such as a prohibition on showing undue prefer-
ence or discrimination in the provision of certain services or
unfairly favouring any part of its own business as against
competitors; a prohibition on the unfair cross-subsidy of
certain businesses of the Company, defined in the Licence;
and a prohibition on the Company’s ability to impose certain
linked sales on customers and certain exclusive dealing
arrangements on suppliers.

The Licence contains price control formulae, each of

which, in the aggregate, restricts the extent to which the
Company can increase, or requires it to reduce, the prices of
many of its services. See “Prices” below. In addition, the
Licence contains certain specific restrictions on the terms on
which BT can trade. In particular, the Company is required
to publish and adhere to standard rariffs and other terms for
providing certain services, to make a uniform charge for the
maintenance of exchange lines for premises served by a single
line and, in general, to apply uniformly a published scale of
charges for installing residential exchange lines on premises
to be served by a single line. . . .

The Licence also contains provisions enabling the Direc-
tor General to monitor the Company’s activities, including
requirements for BT to supply him with information he
requests and to maintain segregated accounts for specified
parts of its business. These parts, designated in the Licence
for regulatory purposes, are the “systems business” (the
activities of running the main UK network, including instal-
lation, maintenance and repair of the network and convey-
ance of messages); the “supplemental services business”
{generally, value-added services and data services, including
video-conferencing); and the “apparatus supply business”
(broadly, the snpply of customer premises equipment). Such
accounts are required to .enable the Director General to .
satisfy himself as to compliance with the prohibition on
unfair cross-subsidy discussed above. Where it appears to the
Director General that an unfair cross-subsidy exists, BT must
take such steps as the Director General may direct for
remedying the situation.

Following an investigation in 1991, the Director General
has formed the view that such a cross-subsidy does exist in
relation to BT’s apparatus supply business and has issued a
direction stipulating measures to.be taken to remedy the
situation. These include the production of a five year budget,
to be agreed by the Director General, showing how the
apparatus supply business will progress to a position of satis-
factory performance where any such cross-subsidy is elimin-
ated. Such a budget was provided to the Director General in
March 1992. Quarterly accounts showing the performance of
the apparatus supply business have been provided as required
under the direction. o '

The Director General wrote to BT on 24th June, 1993
asking for justification of two recent special offers on call
prices under the non-discrimination provisions of the
Licence. The Director General also asks for advance infor-
mation on any further special offers to ensure that BT is not -
showing undue preference to itself by charging intercon-
necting operators on a different basis for their use of the
network during the period of any special offer. The Director
General also states that he is minded to proceed to a determi-
nation under the Licence, unless BT demonstrates to him
that it has not shown undue preference to itself. Any breach
of a determination on non-discrimination could:lead to
enforcement action. BT views this development with concern
and is considering its response to the Director General.

As part of the agreement reached in August 1992 between
the Company and the Director General concerning
prices {see “Prices — Public switched telephone services”
below), BT has agreed to a Licence amendment requiring it
to publish annual consolidated financial statements for the
Group on a current cost basis, beginning with the 1994
financial year, and to provide the Director General with
financial statements prepared on a similar basis for its systems
business. BT also gave certain undertakings to the Director
General relating to- the installation of optical fibre and
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digitalisation of the network, to be achieved by July 1997.

Interconnection under the Licence

The Company must, in accordance with the Licence,
permit the interconnection to its system of certain other
systems appropriately licensed for the provision of telecom-
munication services to the public. Interconnection agree-
ments are, in the first instance, for negotiation between the
companies concerned, but the Director General may deter-
mine unagreed terms and conditions, on the application of
cither party. See “Competition - Interconnection” below.

In 1991, the interconnection condition in the Licence was
amended to require interconnect call charges determined
by the Director General to cover fully allocated costs of
conveyance, including a full contribution to relevant over-
heads; a return on capital employed, judged by the Director
General as reasonable for the systems business; and, until BT
ceases to be subject to restrictions on rebalancing, a specific
contribution in certain circumstances by other operators
(“access deficit contribution”) towards the losses incurred
by BT in providing exchange lines. “Rebalancing” means
increasing exchange line rentals while decreasing call prices,
to reflect better the costs of providing these services.

The Director General may waive all or part of the access
deficit contributions in certain circumstances following an
application for a determination by either party, taking
account of a number of market-related and other factors.
In particular, in order to enable fixed network operators
competing with BT to establish or maintain a market pres-
ence, such waivers may, until 30th June, 1997, be applied to
operators for their first 10 per cent. of market share, until
they attain a 25 per cent. market share, at which point they
must pay to BT full access deficit contributions in respect of
revenues from their entire market share. 1f BT’s market share
falls to 85 per cent., then full contributions will be payable
in all cases on any incremental market share loss by BT. Full
contribution will also be required on all traffic arising from
equal access. See “Competition — Equal access and number
pottability” below. The Director General may also at any
time waive all or part of the contributions otherwise payable
by cellular operators, including operators of personal
communication networks (*PCNs”).

As part of the 1993 Licence amendment to implement the
August 1992 agreement on prices, the Director General may
now take into account discounts offered by BT to non-carrier
customers when he determines interconnection charges to
carriers and BT must make publicly available either inter-
connection agreements themselves, or an adequate descrip-
tion of them including the method of calculating intercon-
nect charges sufficient to enable those charges to be readily
calculated.

The consultative document on interconnection and
accounting separation published by the Director General on
8th June, 1993 outlines some possible changes to the rules
governing interconnection. See “Competition - Intercon-
nection and accounting separation” below.

Competition and Service (Utilities) Act 1992

The Competition and Service (Utilities) Act 1992 amended
the Telecommunications Act, in respect of residential
customers and of other customers served by a single exchange
line from the designated telecommunications operator. The
Director General acquired new powers concerning, among
other things, service standards and the amount of compen-
sation to be paid to individual customers if such standards
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are not met; overall performance standards; procedures for
handling complaints; and criterta for charging deposits. The
Secretary of State is also empowered under the Act
to make regulations giving the Director General power to
resolve billing disputes. HM Government can only apply the
Act to a competitor of BT if the competitor provides 25 per
cent. of voice telephony services in its licensed area.

The Director General’s new powers will apply in relation
to a specified range of services, including voice telephony,
facsimile and directory information services. In particular, he
can set enforceable performance standards after consultation
with BT, but without the agreement of BT and without refer-
ence to the MMC.

BT, the Director General and HM Government are
currently discussing aspects of the detailed implementation
of the Act. BT believes that the full extent of the effect of
the powers in the Act cannot be assessed until the Act is fully
implemented and the powers are exercised from time to time.

The Director General has confirmed that, in drawing up
standards, he will be concerned not to impede BT’s ability
to compete fairly and not to interfere in what are properly
BT’s management responsibilities.

Although the Act contains powers which BT believes may
have adverse effects on BT, BT does not expect them to be
material.

Radio spectrum licences

The use of radio spectrum in the UK is regulated under
the Wireless Telegraphy Act 1949. BT’s national and inter-
national telecommunication networks, including microwave
and satellite links, are dependent on licences under this Act.
Licences cover all the Company’s fixed terrestrial and satel-
lite links and its maritime uses of radio. Its radiopaging
services and Cellnet’s cellular network are licensed separ-
ately. Licences under this Act may be revoked or varied at any
time by the Secretary of State, who has delegated exclusive
management control for some blocks of radio spectrum to
the Company.

In December 1991, HM Government stated that ulti-
mately, with limited and specific exceptions, BT will lose
management control of all of its blocks. Although BT cannot
currently assess the financial effects of this, BT believes that
the loss of management control will reduce the speed and
flexibility with which it provides new or modified radio links
within its network and direct to customers.

The EC Procurement Directive

In January 1993, new UK regulations came into force
implementing a directive of the European Community (“EC”)
concerning the procedures for the purchase of supplies and
works by entities operating in the water, energy, transport
and telecommunications sectors. The UK regulations apply,
in effect, in the telecommunications sector, to BT but not to
competing public telecommunications operators, and apply
to procurement for a substantial proportion of BT’s services.
There is a dispute between HM Government and BT as to
whether the UK regulations properly implement the directive
in respect of an exemption contained in the directive for
contracts related to certain services.

BT believes that the regulations would have the effect of
making available to competitors information about contracts
with suppliers which BT intended to place, and thus permit-
ting inferences to be drawn about its plans; the regulations
would also impose an administrative burden to which BT’s
competitors would not be subject. The application of the




regulations may adversely affect BT’s competitive position
and could expose BT to the risk of possible legal action from
aggrieved suppliers for non-compliance with the regulations.

BT has commenced legal proceedings against HM
Government challenging the legal validity of the UK regu-
lations. HM Government considers that it has properly
implemented the directive and is defending the proceedings.
A court hearing was scheduled to commence on a date
around the date of this prospectus.

Overseas regulation

In developing its business mtematlonally, BT must take
account of the regulatory regimes in the countries in which
it operates or wishes to operate. Generally, most countries’
regimes are less liberal than those in the UK and North
America. In North America, although the regulatory environ-
ment is generally liberal, there remain significant barriers to
entry, including limitations on the level of stock which may
be owned of record or voted by non-US citizens in US
companies holding common carrier radio licences (which are
necessary for providing a full range of telecommunication
services) to not more than 20 per cent. for direct holdings or
25 per cent. for indirect holdings, and the treatment of US
affiliates of certain non-US operators as “dominant carriers”
in the US, the effect of which is discussed below. For a
discussion of the recently announced alliance between BT
and MCI and the regulation of MCI’s business in the US, see
“Recent developments — Strategic alliance between BT and
MCI” in Part 5.

HM Government has a policy of allowing international
simple resale (resale of international leased (private) circuits
interconnected to public switched networks at both ends
simultaneously for the provision of switched voice services)
with countries which offer UK telecommunications oper-
ators equivalent resale opportunities. To date, such resale has
been authorised between the UK and Australia, Canada and
Sweden. HM Government is currently considering whether
to authorise simple resale with the US. The US has a similar
policy of allowing simple resale, whete there are equivalent
opportunities at thé distant end. However, it subjects such
resale to much greater regulatory oversight, including the
application of “dominant carrier” regulation to US resellers
conirolled by foreign telecommunication operators, unless
the reseller can demonstrate that its foreign parent lacks the
ability to discriminate against unaffiliated US telecommuni-
cations operators in markets outside the US. While not a
barrier to market entry, the greater regulatory burden of
dominant carrier regulation does place US affiliates of foreign
telecommunications operators at a competitive disadvantage
compared to US-owned operators.

If international simple resale is permltted between the UK
and US, the Company believes that it would lose revenue in
the UK to resale operators, but that this would be partly
offset by additional revenue from international private
circuits provided to resale operators. However, authorisation
by HM Government and the FCC of such resale would facili-
tate the provision of services internationally. In March 1993,
BT North America Inc., a wholly owned subsidiary of BT in
the US (“BT North America’ ", filed an application with the
FCC, on the basis that equivalent opportunities exist in the
UK, seeking authority to provide international telecommuni-
cations services in the US by reselling circuits leased from
US telecommunications operators and by providing its own
circuits. In the filing, BT also seeks non-dominant regulatory
status, based on a combination of the openness of the UK

market and the UK regulatory regime, which, when taken
together, effectively safeguard against the Company engaging
in undue discrimination. The effect on this application of the
proposed transactions, described in “Recent developments -
Strategic alliance between BT and MCI” in Part 5, has not
yet been determined.

The FCC is continuing its review of the arrangements
under which international accounting rates are set, with the
objective of achieving a substantial reduction in the rates
paid by US operators. In November 1992, as part of this
review, the FCC adopted a benchmark range for accounting
rates between the US and Europe. BT’s accounting rate with
US operators falls into the lower half of this benchmark
range, and consequently, BT does not expect to be materially
affected by the FCC’s initiative.

The European Commission is pursuing a policy of
progressive liberalisation and harmonisation. Current EC
legislation leaves the EC well short of the degree of liberalis-
ation achieved in the UK. The EC has recently reviewed
the telecommunication services sector to evaluate further
liberalising measures. Its policy is generally to liberalise
public voice telephony services but not before 1998. BT
strongly supports further and faster EC liberalisation, which
the Company believes would facilitate the development of
its business in Europe.

General competition law

In addition to regulation relating to BT or to the telecom-
munications industry in general, BT is subject to competition
law of general application.

The Director General is investigating a complaint, made
by a leading cellular service provider, alleging cross-subsidy
of, and undue preference to, service providers owned by
cellular operators or their parents, and abuse of monopoly
power. The complaint has been taken up with all companies
which have some degree of ownership of both service
providers and cellular network operators. This includes BT,
which owns 60 per cent. of Cellnet and is also a service
provider. BT has provided financial and other information
to the Director General to enable him to investigate the
complaint. BT cannot foresee the outcome of the investi-
gation although BT does not expect it to have a material
impact on BT’s business as a whole.

The Director General has requested that BT provide
certain information relating to allegations of anti-
competitive prices in the UK in relation to part of BT’s data -
services. Information has been supplied by BT in relation to
these allegations and the Director General’s enquiries are
continuing. BT cannot foresee the outcome but bellevcs it is
unlikely to be material.

In November 1991, BT received a request from the OFT
for information about the business of UK Yellow Pages,
which has been supplied. The OFT’s enquiry, under legis-
lation relating to monopolies and anti-competitive practices,
was concerned with reviewing the UK market for directory
advertising services, in which Yellow Pages is an important
participant. On 18th June, 1993, the OFT notified BT that,
in the light of complaints from various individuals and organ-
isations, and following consultation with the Director
General of Telecommunications, the OFT was seriously
considering making a monopoly reference of printed tele-
phone directories, including Yellow Pages, to the MMC. A
decision is not expected before late July 1993, BT does not
have full knowledge of the OFT’s concerns and is therefore
unable to assess the grounds on which such a reference might
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be made, the issues which might be put to the MMC, or the
likely outcome. However, BT believes that it is possible that
the outcome of such a reference, particularly in the light of
the enquiries of the Director General into the provision of
directory information services referred to below, could be
material.

In May 1993, BT was informed that the Director General
was initiating enquiries into the provision of directory infor-
mation services. This study includes consideration of the
terms on which BT provides access to its numbering infor-
mation database and of the way in which directory infor-
mation is presented to the customer. BT cannot foresee the
outcome of these enquiries, which of themselves BT would
not consider likely to be material, but the notification by the
OFT referred to above increases their significance.

The European Commission is examining the arrangements
of operators within the EC governing prices and accounting
rates for international telephone calls under its powers to
investigate potential infringements of the EC’s competition
rules. BT has responded to a faci-finding letter from the
European Commission on this subject. The Commission’s
investigations are continuing, but BT does not expect the
eventual outcome to have a material impact on BT’s business
as a whole.

Following the publication in November 1992 of a Green
Paper entitled “Abuse of Market Power”, HM Government
announced in April 1993 that it intends to strengthen existing
UK legislation relating to monopolies and anti-competitive
practices, rather than introduce a general prohibition system
on the abuse of marketr power. This proposal would extend
the powers of investigation and enforcement under the exist-
ing legislation. The effect on BT cannot be assessed but is
not expected by BT to be material.

Competition

Since 1981, HM Government has followed a policy of
seeking to introduce competition into the building and oper-
ation of public telecommunication networks in the UK, the
provision of services over those networks, and the supply of
equipment for connection to those networks. Entry to the
market for the supply of telecommunications equipment is
unrestricted and the supply of equipment to customers has
become highly competitive.

From the time Mercury Communications Limited
(“Mercury”), a subsidiary of Cable and Wireless plc,
commenced services, BT has faced direct competition in
the provision of switched voice telephony and data services,
particularly in serving business customers. The duopoly
policy in place from 1983 until 1991 allowed only BT and
Mercury to provide national fixed-link telecommunication
services to the public. Since the review of that policy in 1991,
BM Government has followed a policy of not restricting
entry into the market for UK services and networks. See
“Market entry” below.

Mercury launched its competing switched telephone
service in May 1986, giving increasing numbers of customers
in the UK a choice of telephone companies for national and
international calls and, to a lesser extent, local calls. Large
users are often served by direct Mercury lines, whereas
smaller businesses and residential users typically access the
Mercury nerwork indirectly via BT’s network. Mercury
competes particularly in the provision to call-intensive
customers of international and long-distance calls, the most
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profitable parts of the UK telecommunications market.
Certain market share information relating to BT and its
competitors is included in “Competition” in Part 5.

With respect to mobile telecommunication services in
the UK, HM Government has somerimes licensed existing
participants in the UK telecommunications market and, in
other cases, has expressly excluded existing licensees from
participating in new services. Although BT has a majority
share in Cellnet, the Company itself is prohibited from
providing mobile services under the Licence and it was
excluded from participating in the three consortia licensed
in July 1991 by HM Government to operate PCNs. PCNs
are intended to compete with existing mobile networks (using
different radio frequencies), and also with fixed networks
(including BT’s local network). One of the two remaining
consortia is expected to begin service in 1993. Under its
cellular telecommunication licence, Cellnet will, however,
be able to provide services similar to those expected to be
provided by PCN operators.

The use of UK private circuits and exchange lines provided
by any public telecommunications operator, including BT
and Mercury, has been unrestricted since November 1989.
BT expects that the removal of the restrictions on the use of
UK private circuits, and the growth of international simple
resale -described in “Overseas regulation” above, will result
in some diversion of demand and revenues from its public
switched network.

Market entry

In 1991 HM Government stated that it would consider
applications from any number of applicants for licences to
offer public fixed-link UK local and'long-distance telecom-
munication services, in accordance with the policy it out-
lined, with a general presumption in favour of applications
being granted. It has also agreed to allow cable television
companies to provide local fixed-link services, as described
it “Cable relevision and mobile services” below.

HM Government also decided in 1991 to end the duopoly
policy in respect of international operators, but announced
that it was unlikely to grant any new licences in the short
term. However, this does not preclude the provision of inter-
national simple resale between the UK and those countries
where the regulatory regime has been designated by HM
Government as equivalent to that in the UK.

To date, there have been around 60 applications for new
telecommunication licences, around 20 of which have been
granted; the remainder are pending, including an application
from AT&T, discussed below. Applications have covered a
variety of activities, including local, long-distance and inter-
national telephony and international simple resale. Licences
granted in some cases allow licensees to offer a full range of
services in the UK. None of the new ot draft licences has the
same universal service obligation or fair trading conditions
as the BT Licence and, even where the licensee is or is to be
a public telecommunications operator, the regulation of the
licensee’s activities is limited until the licensee achieves a 25
per cent. market share,

AT&T has recently applied for a public telecommuni-
cations operator licence permitting the provision of UK
switched voice and data services, private line services and
international simple resale setvice. If the licence is granted,
and if both the UK and US governments authorise inter-
national simple resale between the two countries, AT&T
will be able to provide a wide range of telecommunication
services between customers in the UK and the US.




Until such time as the new licensees have commenced
operations, it is difficult for BT to predict the effect on its
business. However, many of the licensees are large companies
with substantial financial resources (and in the case of AT&T,
significant telecommunications experience), and they
propose to operate in many of BT’s key markets. The likely
effect on BT of the successful implementation of their plans
is expected to be a reduction in BT’s market share, with
consequential effects on revenues, offset to some extent by
income from payments made by newly licensed operators to
interconnect with the BT network. '

Cable television and mobile services ‘

BT is restricted by Government policy and provisions in
its Licence in its ability to compete in two main areas, the
conveyance and provision of cable television services over
its nationwide public network and the provision of mobile
services.

The Company is allowed to apply for cable television
franchises only through a subsidiary or affiliate until
31st March, 1994; thereafter, it will be allowed to tender in
its own right for a local delivery service licence for any part
of the country not at that time covered by a cable or local
delivery licence. HM Government intends not to allow BT
ot other national public telecommunications operators to
provide broadcast television delivery services to homes
nationally in their own right and this policy will not be
reviewed until at least 2001. The Company is prevented by
the Licence from conveying broadcast television programme
services to homes and HM Government does not intend
to remove this restriction until 2001, although this may be
reviewed in 1998. The Company may, however, convey tele-
vision programme services within its network and to business
customers.

UK broadband cable television operators, several of which
have US and Canadian telephone companies (with significant
telecommunications experience and financial resources) as
substantial investors, are being allowed to offer voice
telephony services independently of the Company or
Mercury and to provide the services on an integrated basis
with their entertainment services. They are also allowed to
link adjacent franchises to provide telecommunication
services over a wider area, and may apply for licences to
interconnect between non-adjacent franchise areas in the
same way as any prospective new entrant.

In addition, while operators of fixed links, including the
Company, will still not be allowed to provide mobile services,
HM Government has published, and obtained public
comment on, a draft licence for Vodafone enabling it to
offer fixed services. HM Government is considering a similar
application from Cellnet.

The Company believes these restrictions give a competi-
tive advantage to cable television operatars, the effects of
which are significant in those areas where they are operating,
and to mobile operators and will becotne more significant as
the operators develop their services.

Interconnection

The Company operates under interconnection agreements
with Mercury and a number of other licensed operators,
including cellular and cable television operators, and is in
negotiation with others. Interconnection with Mercury is on
the terms of an agreement which followed a determination
by the Director General in 1985 and was amended as a result
of further determinations in 1988 and 1989 and by mutual

agreement between the parties. In June 1992, because they
could not agree on appropriate revisions to their existing
interconnection agreement, BT and Mercury jointly asked
the Director General to review terms of that agreement
related to charging and access deficit contributions. This
review is expected to be concluded in 1993.

On 25th June, 1993, BT published its proposals, fore-
shadowed in the March 1993 application to the FCC, for
the publication of a standard interconnect price list for the
services and facilities commonly required by operators seek-
ing interconnection of their systems with BT’s network. In
particular, BT proposes that prices for services which other
operators can only obtain from BT would be agreed by the
Director General, while prices for other services would be
set by the Company. This move from a requirement of indi-
vidually negotiated charges to published standard charges
would require amendment of the Licence. The Director
General in his consultative document on interconnection and
accounting separation welcomes in principle the proposal
that BT should publish standard interconnect charges but
states that he does not consider that his agreement to the
charges should be a precondition of publication. He
considers that he should retain his power to determine inter-
connection agreements on a case by case basis to enable the
views of other operators to be taken into account and that
standard charges should evolve from a combination of
actions, one of which wounld be publication by BT.

Interconnection and accounting separation

In June 1992, the Director General issued a statement
on separate accounting and interconnection, in which he
proposed the introduction of separate accounting between
BT’s different activities to ensure transparency and non-
discrimination. He said, however, the intention was not to
separate BT into different companies. He argued that inter-
connection is the key to the development of competition,
but that current interconnection arrangements present prob-
lems in terms of inequality of bargaining power, lack of
published information and the relationship between BT’s
“wholesale” and “retail” prices. He said that arrangements
would need to be put in place to expose the costs relating to
each of BT’s activities, to ensure that services provided by
one part of BT’s business to another were offered on similar
terms to non-BT businesses and to demonstrate that BT was
not pricing unfairly. He also proposed that BT should provide
more information about its network to other operators. The -
Director General commissioned a study by outside consult-
ants, who produced an interim report in December 1992.

On 8th June, 1993, the Director General published a
consultative document on interconnection and accounting
separation. In the document the Director General proposes
thar, in order to facilitate interconnection, BT should publish
separate audited financial statements for new accounting
entities within its existing corporate structure for what he
describes as network, retail and access “businesses”. The
separated financial statements would be based on a trans-
parent cost apportionment methodology, the principles of
which would be laid down by the Director General according
to what he describes as “generally accepted cost apportion;
ment practice” which would be applied consistently, and
would disclose the cost of network components made avail-
able to competitors through interconnection. It is also
proposed that BT should establish and publish internal trans-
fer charges and ensure that these and other terms of service,
including quality, are not “unduly discriminatory” compared
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with interconnection terms available to BT’s competitors.
The document makes it clear that in normal circumstances
it is likely that interconnection prices for the network would
be set at fully allocated cost including a reasonable return as
provided for under the Licence, unless BT’s own transfer
prices were set on a different basis. When BT introduces
or changes a price, inclading “special offers” or “volume
discounts®, it is proposed that BT should publish its internal
transfer charge and its implicit access deficit contribution
and make similar charges available to interconnecting oper-
ators, and the Director General intends to propose in the
very near future a Licence modification to give effect to this
proposal. The Director General states that he believes that
the timetable set out in the June 1992 statement for publi-
cation of the first separated profit and loss accounts and
balance sheets in respect of the 1994 financial year should
still be pursued, while recognising that not all of the infor-
mation might be available by the end of that year.

In the consultative document, the Director General
confirms that he is not seeking a structural separation of BT,
He also confirms that, on the information currently available
to him, he would not intend to re-open the retail price controls
agreed for August 1993 to July 1997. See “Prices - Public swit-
ched telephone services” below. The consultative document
suggests, however, that in order to preserve the incentive
effects of the price control, it may be necessary ro introduce a
separate control on BT’s wholesale prices after 1997. More-
over, because BT’s retail tariffs (which are averaged across the
UK) are not directly aligned with its costs, the consultative
document recognises that an issue arises for the determination
of interconnect charges. The consultative document confirms
that while tariff structures might be expected to become alig-
ned with costs over time, for such a change to occur immedi-
atelyisnotregarded by the Director Generalas being desirable,
and that he believes that, in the determination process, he
should calculate network charges in a way that doesnot create
undue distortions between network charges and retail tariffs.
The document suggests that since reductions in charges would
be appropriate in some circumstances, increases might be
necessary in either specific charges or the average level of
charges to allow cost recovery. The Director General seeks
further comment on this approach, the principles on which
BT’s cost apportionment methodology should be based, and
the accounting requirements for the preparation of the
network, retail and access financial statements.

It is proposed that these new regulatory controls shall
apply only to BT, at least until a competing operator has
significant market power, and the Director General seeks
views on how market power should be measured for this
purpose.

BT believes that the current interconnection arrangements
lack transparency and certainty and are a deterrent to the
development of fair competition. Accordingly, BT published
its own proposals on 25th June, 1993. See “Interconnection”
above. BT broadly agrees with the fundamental criteria set
out in the Director General’s consultative document, which
he seeks to meet through interconnection arrangements.
However, BT believes that the Director General’s approach
runs counter to the principle of allowing competition to
substitute progressively for regulation, and will not provide
certainty of interconnection charges. BT believes that, in a
market where it considers that other operators already enjoy
considerable market power, there will not be adequate trans-
parency, or sufficient safeguards against non-discrimination,
without regulation which applies with equal force to
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all such operators.

BT believes that the Director General’s proposals would
bring additional burdensome and costly accounting and
disclosure obligations (with involvement of the Director
General in BT’s accounting methods), commercial advan-
tages to competitors from availability of BT information,
and some new constraints on BT’s pricing freedom. BT
believes that new discretionary powers are suggested which,
in addition to the power to waive access deficit contributions
(see “Regulation - Interconnection under the Licence”
above), might enable the Director General to reduce some of
BT’sinterconnection prices below cost, with a corresponding
subsidy to competitors, though the Director General
expresses his view that charges should be set at a level such
that no over or under recovery of BT’s costs would generally
result. BT is concerned about these new powers and about
new discretions in relation to cost apportionment. Until the
new powers are defined and any new discretions exercised it
is impossible for BT to predict the effects, but they could
be material. Similarly, BT is concerned about the levels of
disclosure, and about distortions to BT’s business and to the
structure of the markets which might emerge.

The Licence would need to be amended to reflect the
proposals in the consultative document. Licence amend-
ments would be needed, for example, to ensure internal
network charges were published prior to the introduction of
any new retail prices and to enable the Director General to lay
down cost allocation principles and accounting requirements
for different parts of BT’s business. BT is concerned that the
outcome of the consultative process may also be a proposed
Licence amendment, which would change the fully allocated
cost basis for determining interconnect charges. The amend-
ments to the Licence can only be made with BT’s consent,
or without its consent following a reference by the Director
General to the MMC. However, the Director General would
set the terms of any reference to the MMC, which under the
Telecommunications Akt does not necessarily have to be
confined to the issues covered in the consultative document.

Equal access and number portability

Equal access would allow customers to choose between
long-distance operators with equal ease. The Director
General may determine that equal access be provided subject
to a cost-benefit study indicating that the gains to customers
outweigh the costs likely to be incurred and if, in his opinion,
sufficient arrangements have been made in relation to the
Company’s prices to achieve fair competition. The Director
General has received a report from consultants on the meth-
odology ta be used for conducting a cost-benefit study. The
Company believes that equal access, if implemented, will
lead to diversion of some call volume, and hence of revenues,
from its long-distance and international networks, although
this would be compensated for to some extent by virtue
of the requirement that competitors pay full access deficit
contributions on all equal access traffic. The timetable for
full equal access is uncertain and the extent to which other
operators would wish to seek equal access, given that full
access deficit contributions would be payable on equal access
traffic, is unclear.

Number portability would enable customers to retain
their numbers when changing the operator providing their
telephone service where the customer remains at the same
address. Subject to meeting certain specified criteria, the
Director General has the power to direct BT to provide
number portability, within specified geographical areas. One




of these criteria is the carrying out of a cost-benefit study,
which is currently being undertaken and will be followed by
a consultation period. The Company believes that, if
implemented, number portability would make it easier for
BT’s customers to switch to an operator other than BT and
thus could lead to loss of revenues. The Company is unable
to assess the likely timescale for the introduction of aumber
portability.

Prices

The Company is subject to controls over baskets of prices
which have the effect within each basket of requiring it to
reduce, or limiting the extent to which it can increase, the
aggregate of the prices of the services within that basker.
The services subject to these price controls account for the
majority of the Company’s revenues. However, it is not
prevented from benefiting from improvements in efficiency
by any limitation to a specific rate of return on capital nor
is it required to obtain the prior approval of any regulatory
authority for specific price changes. BT believes that, since
being imposed under the Licence in 1984, the price controls
have been periodically tightened over the years by lowering
the percentage amount of any permitted increases, by
imposing specific limits in respect of particular services and
by expanding the range of services covered by the controls.

These price controls, which are designed to protect the
customers for the services covered, allow room for flexibility
as to individual price changes by the Company within the
overall limit, and limits on individual services, set by the
controls, subject to the pressures of competition. However,
BT believes that the room for flexibility has been significantly
curtailed by the new price controls that take effect on 1st
August, 1993. No competing operator, including Mercury, is
subject to price controls.

BT is subject to two basic sets of price controls, one on
public switched telephone services, essentially call charges
and exchange line rentals, and one on private circuits. Each
price control is based on a formula calculated by reference
to the RPL The weighted average increase in prices charged
for the services covered by the controls, in each twelve-
month period beginning 1st August, cannot exceed a fixed
percentage below the change in RPI (referred to as “RPI
minus” the fixed percentage) for the twelve months to the
preceding 30th June. If the RPI increases by less than the
fixed percentage, or falls, the. Company must lower the
weighted average prices for those services accordingly. In
calculating the increase or reduction to these prices, each
item is weighted in proportion to the contribution it made
to the Company’s revenues from services covered by the
respective price controls in the previous financial year. Any
permitted increase forgone (or excessive reduction made) in
one year may generally be carried forward for up to two
years. The Company is permitted to use any such increase
{or reducrion) when establishing its prices in future years, but
may choose not to do so. :

The Director General has confirmed that, on the infor-
mation cutrently available to him, he would not intend to
re-open the retail price controls agreed for August 1993 to
July 1997,

Public switched telephone services
This price control formula was set at RPI minus 6.25

during each of the two years beginning 1st August, 1991 and
1992, compared with the level of RPI minus 4.5 that applied
during each of the two years beginning 1st August, 1989 and
1990. International relephone call prices were brought within
the price control formula from 1ist August, 1991, The
Company estimates that the public switched telephone
services formula in effect during the 1993 financial year,
which covered exchange line rentals and local, long-distance
and international calls made by customers in the UK, applied
to approximately 57 per cent. of BT’s total revenues.

BT and the Director General reached agreement in August
1992 over the pricing arrangements for these services for the
four years from 1st August, 1993 to 31st July, 1997. Follow-
ing slight amendment, these arrangements were formally
included in the Licence in March 1993, Under these arrange-
ments the price control formula will be demanding; it will
be increased from the current RPI minus 6.25 to RPI minus
7.5, with the basket of prices exterided to include exchange
line connections and takeovers of lines. No individual basket
price will be allowed to increase by more than RPI minus 0,
apart from exchange line rentals and certain other items.
Exchange line rentals will be capped at RPI plus 2, except
for rentals of wholesale lines {exchange lines used by
customers for conveying calls by third parties, for which a
charge is made), which will be capped at RPI plus 5. The
standard connection charge has been reduced from 1st June,
1993 and rentals for permanently attached telephone instru-
ments will be capped at RPI minus 0.

The treatment of variations from standard prices, includ-
ing volume-related discounts, within the basker will change.
In particular, new discount packages offered after 31st July,
1993, subsequent additions to existing packages, and
increased customer take-up of existing packages after that
date, can only be counted as price reductions within the
basket to the extent that they compensate for reductions in
packages existing at that date.

The low user scheme, for those residential customers,
subject to eligibility criteria, who make little use of the tele-
phone, will be amended to allow for a maximum rebate of
approximately 60 per cent. of the current exchange line rental
charge.

The price control formula for public switched telephone
services and the Company’s performance against the formula
since 1st August, 1988 have been as follows:

Notes:

() Annual increase in RPI to previous June.

(b) The required reduction i prices for the year commencing 1st August, 1993 will be based
on the RPl movement for the twelve manths to 30th June, 1993, which is expected to
be announced on 16th July, 1993, The RPI movement for the twelve months to May
1993 was 1.3 per cent. )

() After permitted carry forward of any unused allowance from previous years.

(d) After adjustment for a shorifall in directory assistance revense in the years commencing
st August, 1990 and 1991,

{e) Reductions implemented to 25th June, 1993; a further reduction of 0.94 per cent. will
be implemented on 1st July, 1993, making a total reduction of 1.04 per cent. for the
year.

{f) Price changes for the year commencing 1st August, 1993 not yet determined.




For a discussion of the effect of price controls on the
Company’s financial performance, see Part 5, “Financial
review”,

Private circuits

Since 1st August, 1989, a separate price control, fixed at
RPI minus 0, has applied to prices for UK private circuits.
Prices for international private circuits became subject to
this control on 1st August, 1991, with the current control
remaining in force until 31st July, 1993. The Company esti-
mates that the private circuit formula applied to approxi-
mately 7 per cent. of BT’s total revenues in the 1993 financial
year.

Under the proposed new price control for private circuits
to apply from 1st August, 1993 to 31st July, 1997, there will
be three separate private circuit baskets: national analogue
circuits, national digital circuits, and international circuits.
Each basket will have a price control formula of RPI minus
0, with separate sub-conirols of RPI plus 2 on any analogue
circuit and RPI plus 1 on any digital circuit.

1993 price changes

In December 1992, BT announced price changes, which
took effect from January 1993. While the prices of UK -and
international direct dialled calls were left unchanged (or
reduced, in the case of the majority of calls to North
America), exchange line rentals were increased by an average
of 5.9 per cent. in accordance with BT’s policy of rebalanc-
ing. Improved volume discounts on call charges were also
introduced. On 3rd June, 1993, BT announced further price
changes, which will take effect on 1st July, 1993. The prices
for the majority of direct dialled calls to North America and
continental Europe are to be reduced by between 5 per cent.
and 10 per cent. and further volume discounts on calls will
be made. '

The effect of these changes will be an overall reduction
in the prices of the Company’s main services of 1.04 per
cent., compared with an increase of 3.88 per cent. in the RPI
in the year to 30th June, 1992,

#

5. Financial review

Percentage changes in earnings per Share in this Part 5 are calculated using the unrounded figures that result from dividing
profit attributable to ordinary shareholders by the average number of Shares outstanding during the period. References in

this Part 5 to “$" are to US dollars.

Introduction

During recent financial years, BT’s financial performance
has been adversely affected by a tight regulatory regime in
the UK, growing competition and the state of the UK econ-
omy. BT has responded to these factors by investing in
network modernisation, taking action to control its operating
costs and restructuring the Group.

The Group’s earnings per Share in the 1993 financial year
of 19.8 pence were 40.5 per cent. lower than in the previous
financial year. In addition to the factors stated above,
the Group’s 1993 financial results were adversely affected by
the costs of BT’s workforce reduction programme, the net
loss arising on disposals of subsidiary companies and the
premium paid on a repurchase of bonds held by HM Govern-
ment.

BT’s workforce reduction programme has been a major
part of management’s emphasis on controlling costs. This
programme has been facilitated by netrwork modernisation
and by the restructuring of the Group which has separately
led to a reduction in managers and other professional people
employed by BT. In the 1993 financial year, the Group
incurred employee redundancy charges of £1,034 million in
respect of BT’s workforce reduction programme, consisting
of the cost of providing incremental pension benefits to early
retirees of £550 million and direct severance costs of £484
million. In addition to these amounts, the Group utilised the
remainder of the restructuring provision of £133 million in
paying direct severance costs in the context of the restructut-
ing of the Group.

In the 1993 financial year, the Group incurred net losses
totalling £132 million on the disposals of its interests in
Mitel and three other subsidiary companies (“the divested
subsidiary companies”), as part of BT’s strategy of concen-
trating its activities on providing telecommunication
networks and nerwork-related services. Although the
divested subsidiary companies did not have a significant
impact on the Group’s profit attributable to ordinary share-
holders, their disposal had the effect of reducing total
revenues and total operating costs when comparing the 1993
and 1992 financial years. BT also expensed a £56 million
premium paid on the repurchase of bonds held by HM
Government with a face value of £320 million.

Earnings per Share, excluding employee redundancy
charges, the loss on disposal of subsidiary companies and the
premium paid on repurchase of bonds, were 1.2 per cent.
higher in the 1993 financial year as compared to the 1992
financial year.

Total operating costs as a percentage of total revenues
increased from 74.4 per cent. in the 1992 financial year to
81.5 per cent. in the 1993 financial year. Excluding employee
redundancy charges and the revenues and costs of the
divested subsidiary companies, operating costs as a percent-
age of total revenues were virtually the same in the 1992 and
1993 financial years. The Group continued its emphasis on
the control of operating costs, albeit with significant short-
term costs resulting from workforce reductions in the 1993
financial year when the number of employees fell by approxi-
mately 39,800, following a reduction of approximately
16,400 in the previous financial year.




The results for the 1992 and 1993 financial years are
summarised in the table below:

BT essentially operates as a unitary business, providing an
integrated range .of telecommunication products and
services. Accordingly, BT does not publish operating profit
separately for the various sources of revenues in the table
under “Revenues” below. However, BT considers that the
Group’s operating profit is derived predominantly from UK
local, long-distance and international telephone calls, after
taking account of a substantial operating deficit arising on
the provision of exchange lines.

In each of the last two financial years, more than 97
per cent. of the Group’s total revenues were generated by
operations in the UK.

Regulation

The Group’s recent financial performance should be
considered in the context of a tight regulatory regime under
which price controls apply to services which account for the
majority of BT’s revenues. Since 1984, the terms of the price
control applying to BT’s main services have been periodically
tightened by increasing the percentage amounts of required
price reductions relative to the RPI or by lowering the
percentage amounts of any permitted price increases relative
to the RPI, and by expanding the range of services covered
by price controls. In the 1991 financial year, BT was required
to keep the increases in prices for its main UK services,
principally UK telephone calls and exchange line rentals, 4.5
percentage points below the annual increase in the RPI and
the increases in the prices for most UK private circuits no
higher than the annual increase in the RPI. BT estimates that
these limits affected about 55 per cent. of the Group’s total
revenues for the 1991 financial year. In conformity with the
formula, the Group increased the overall charges for its main
services, excluding international calls, by 5.3 per cent. in
September 1990.

Under the price control agreed with HM Government and
the Director General, and in force from 1st August, 1991
until 31st July, 1993, the RPI minus 4.5 formula was changed
to RPI minus 6.25 and was also extended to cover inter-
national telephone calls made from the UK. Because the RPI
increased by less than 6.25 percentage points in each of the
twelve month periods to 30th June, 1991 and 1992, the

Company has been required to lower its overall prices for its
main UK services accordingly. In addition, the Group may
not increase its prices for most private circuits, both UK and
international, by more than the increase in the RPIL. These
price controls are estimated to have affected about 65 per
cent. and 64 per cent. of the Group’s total revenues for the
1993 financial year and the 1992 financial year, respectively.

In conjunction with the introduction by the Company of
charges for directory assistance calls, the Company reduced
the prices of UK and international calls overall by approxi-
mately 5 per cent. in April 1991. The reduction in call charges
more than offset the additional revenue generated from the
introduction of the charges for directory assistance calls. In
September 1991, the prices of BT’s main services were
reduced overall by 0.7 per cent. in compliance with the RPI
minus 6.25 formula. The overall reduction included average
increases of around 8 per cent. in exchange line rental charges
as part of the Group’s policy of rebalancing charges to bring
them more in line with costs, offset by a 9.6 per cent.
reduction in overall prices for outgoing international tele-
phone calls and the introduction, for the first time, of
volume-related discounts. The Group raised its private circuit
prices by 7.4 per cent. in December 1991 which was higher
than the relevant increase in the RPI, due to the permitted
carry forward of an unused allowance from previous years.

BT introduced additional price changes in January 1993.
The Group reduced prices on the majority of calls to North
America, while leaving the prices of UK and other inter-
national direct dialled calls unchanged. At the same time, BT
increased exchange line rental charges by an average of 5.9
per cent. in accordance with its rebalancing policy. The
Group also introduced improved volume discounts on call
charges. The effect of these changes was an overall reduction
in the prices of the Group’s main services of 0.1 per cent. In
order to comply with the RPI minus 6.25 formula, BT has
announced further price reductions of 0.94 per cent. overall,
to take effect in July 1993, by reducing prices further on
the majority of direct dialled calls to North America and
continental Europe and by introducing further improved
volume discounts on call charges. The Group raised its
private circuit prices, under a separate price control, by 1.8
per cent. in January 1993.

Further tightening of the price control to RPI minus 7.5
will take effect from 1st August, 1993 and will continue for
four years. See “Prices” in Part 4. If the RPI at June 1993
shows an annual increase at the same rate as the 1.3 per cent.
increase experienced for the twelve months to May 1993,
then the RPI minus 7.5 formula will require the Group to
reduce prices, during the year commencing 1st August, 1993,
by at least 6.2 per cent. on approximately 59 per cent. of the
1993 financial year revenues. From 1st Angust, 1993 the
treatment of volume-related discounts will change; further
discount packages offered after 31st July, 1993 cannot gener-
ally be counted towards the price reduction required by the
RPI minus 7.5 formula.

BT believes that the regulatory environment in which it
operates is now detailed, specific and restrictive. The price
control formula has been tightened, the number of services
covered has been expanded, and BT’s ability to rebalance
has been constrained. The regulatory environment has had,
and will continue to have, an increasingly significant adverse
impact on the Company’s revenues and operating profit. See




Part 4, “Regulation, Competition and Prices” for a discussion
of the price controls and other regulatory issues that affect
the operations of the Company.

Competition

Competition continues to increase in all major areas of
BT’s business. BT estimates that in the 1993 financial year it
had an 87 per cent. share of the UK business market for
telephone calls and provision of exchange lines, compared
with an estimated 90 per cent. in the 1992 financial year, 94
per cent. in the 1991 financial year and approaching 100 per
cent. in the 1984 financial year. However, competition has
eroded BT’s market share significantly more in particular
areas of the UK and for certain products and services.

BT estimates that it had 76 per cent. of the market for
international telephone call services in the 1993 financial
year, 79 per cent, in the 1992 financial year, and 85 per cent.
in the 1991 financial year, compared to 100 per cent. in the
1984 financial year. Customer premises equipment supply
is highly competitive, and Cellnet continues to face strong
competition from its current sole competitor, Vodafone,
which has a higher share of the UK mobile telephone market.
BT expects Cellnet and its competitor to face competition
from PCN operators and expects the first of the two
currently licensed operators to begin operations in the 1994
financial year.

The Group estimates that it had 97 per cent. of the UK
residential market for telephone calls in the 1993 financial
year compared to virtually 100 per cent. in the 1992 financial
year. Although BT has almost all of the UK residential market
for the provision of exchange lines, it is currently facing
increasing competition in certain geographic areas from cable
television companies, which offer integrated television and
telephony services.

BT expects a continuing increase in competitive pressure
in the future as a result of the more liberal licensing policy
of HM Government, in particular, with respect to fixed-link
telecommunications within the UK. The Group also expects
that the growth of international simple resale will resule
in some diversion of demand and revenues from its public
switched network. The individual market shares of recent
entrants to the UK telecommunications industry are currently
small. However, as these companies and other new entrants
establish themselves, BT expects that their individual shares
of the markets in which they compete, and their collective
share of the overall telecommunications marketr, will
continue to enjoy rapid growth. BT therefore believes that
the overall impact of these competitors on BT will become
increasingly material within the next few years. For a further
discussion of competition, see “Competition” in Part 4.

UK economy

The Group’s recent financial performance should also be
considered in the context of the state of the UK economy.
In the 1993 financial year, the gross domestic product of the
UK was broadly unchanged, following declines of 2.2 per
cent. and 0.4 per cent., respectively, in the 1992 and 1991
financial years. Overall demand for the Group’s services
began to improve slightly after the first quarter of the 1993
financial year and this slight improvement continued for the
remainder of the year after static demand in the 1992
financial year.
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BT is positioned to take advantage of an upturn in the UK
economy. However, the extent to which BT is able to do so
will remain greatly influenced by the constraints of the price
control, other regulatory restrictions and increasing compe-
tition. In August 1993, the revised price control of RPI minus
7.5 comes into force, and is expected to continue for four
years, applying to services that account for the majority of
BT’s revenues. This level of price control will have a particu-
larly marked effect at the current low rate of inflation. Other
aspects of the regulatory regime are less predictable. In
particular, BT is not able to judge the extent to which the
exercise by the new Director General of his discretionary
powers, or HM Government’s policy of encouraging more
competition, will affect BT’s business. Competition will
continue to increase in all major areas of BTs business, and
this is likely to result in further erosion of its market share,
including in some of its more profitable areas of operation.

However, to reduce the loss of business and to increase
the use made of its UK network, BT has initiated additional
markering programmes and is continuing to develop new
services. BT will seek to control its costs, through firm
management, operational improvements and further
modernisation of the network. In particular, BT is aiming to
reduce the number of employees by around 15,000 in each
of the 1994 and 1993 financial years, albeit at a significant
short-term cost. BT will also continue, both within the UK
and overseas, to explore opportunities to develop its business
which complement its existing activities. These opportunities
could include significant acquisitions, joint ventures and
other alliances. For a description of the recently announced
strategic alliance between BT and MCI, including its effect
on BT’s results of operations, financial position and liquidity
and capital resources, see “Recent developments — Strategic
alliance between BT and MCI” below.

BT believes that it has a strong financial and technological
base from which to seek further improvements in efficiency
and to develop its business, but that inevitable uncertainties
arise from increasing competition, the UK economy and the
effects of more restrictive regulation.

Results of operations — 1993 financial year

Revenues
The revenues of the Group during the last two financial
years were as follows

Total revenues fell 0.7 per cent. to £13,242 million in the
1993 financial year. The decline was due primarily to the
disposal of subsidiary companies early in the year. Revenues,
excluding those attributable to the divested subsidiary




companies, increased by 1.0 per cent. This increase was
primarily the result of higher prices for telephone exchange
line rentals and growth in other sales and services which were
partially offset by a decrease in the revenue from customer
premises equipment. Price reductions on UK local, long-
distance and international calls were offset in the 1993 finan-
cial year by the positive effects of volume growth in
international telephone calls and exchange rate movements
on international telephone call revenues.

UK local and long-distance telephone call revenues have
been static for the last three financial years. There was no
UK call volume growth in the 1993 financial year. BT believes
that the general lack of call volume growth was mainly a
result of increased competition and the state of the UK
economy.

Revenue from telephone exchange line rentals increased
by 5.5 per cent. in the 1993 financial year. As part of BT’s
policy of rebalancing prices, prices for telephone exchange
line rentals were increased by around 6 per cent. in January
1993, following an increase of around 8 per cent. in
September 1991. The increased revenues in the 1993 financial
year were the result of these price increases and, to a lesser
extent, the growth in the UK telephone network. Total
exchange line connections grew in the 1993 financial year by
1.9 per cent., of which business exchange line and residential
exchange line connections grew by 1.8 per cent. and 2.0 per
cent., respectively. '

International telephone call revenue was static in the 1993
financial year. International call volume growth of 6.0 per
cent. was attributable in part to an increase in outgoing calls
and in transit traffic through the UK. Call volume growth
and the weakening of the pound sterlmg against other major
currencies each had the effect of increasing revenues.
However, these increases were mostly offset by price
reductions on outgoing calls and continuing reductions on
some incoming calls. The weakening of the pound sterling
has not materially affected the Group’s financial perform-
ance, because it has caused only minor imbalances between
payments to and payments from overseas telecommuni-
cations operators. See “Operating costs™ and “Other matters
- Foreign currency exposure” below.

Revenue from the supply of customer premises equipment
declined 18.1 per cent. in the 1993 financial year. Excluding
the effect of divesting Mitel, revenue from the supply of
customer equipment declined by 5.7 per cent. The contri-
bution from increased prices was small when compared to
the effects of the fall in rental and sales volumes, which
BT believes was the result of the weak UK economy and
continued competitive pressures.

Revenues from other sales and services increased by 0.8
per cent. in the 1993 financial year. These revenues princi-
pally include those from private circuits {including those used
for dara communications), mobile communications {includ-
ing Cellnet), UK Yellow Pages, exchange line connections,
managed network services, carrier telecommunication
services to UK operators and visual communications services.
Revenues from other sales and services, excluding those of
the divested subsidiary companies, increased by 2.9 per cent.
This increase was primarily due to growth in revenues from
private circuits and mobile communications, partially offset
by a fall in revenue from exchange line connections.
Revenues from all other prmc1pal services in aggregate
changed very little.

Operating costs
The operating costs of the Group during each of the last
two financial years were as follows:

"Operating costs increased by 8.8 per cent. in the 1993
financial year. The £871 million increase was predominantly
due to substantial employee redundancy charges, the effect
of which was partially offset by reductions in costs arising
from the disposal of subsidiary companies and the reduction
in the number of employees.

The Group’s programme of improving operating efficienc-
ies, together with the Group restructuring, led to a reduction
of approximately 39,800 people employed in the 1993 finan-
cial year, following a reduction of approximately 16,400
employees in the previous year. In the 1993 financial year,
workforce reductions included approximately $,400 people
employed by the divested subsidiary companies. The remain-
ing reductions, mainly under voluntary early release schemes
providing special termination benefits, were spread through-
out the Group. The number of people employed at 31st
March, 1993 was about 30 per cent. lower than the number
of people employed in March 1990 when the Group
announced its restructurmg programme. The reduction in
people employed was the primary reason for the 8.1 per cent.
fall in payroll costs in the 1993 financial year. The resulting
cost reduction was significantly larger than the pay increases
awarded during the year. In the 1994 financial year, payroll
costs are expected by BT to be at around the same level as
in the 1993 financial year, because the effect of the reductions
in staff numbers anticipated in the 1994 financial year and
achieved in the 1993 financial year should offset the effect
of pay awards and the increase in regular pension costs. See
“Other matters — Pensions™ below for a discussion of future
pension costs.

Own work capitalised fell 16.3 per cent. in the 1993 finan-
cial year. The fall reflected the declining level of investment -
in transmission equipment and telephone exchanges in that
year and also the reduced number of employees.

The depreciation charge rose by 2.9 per cent. in the 1993
financial year, following the major and recent investment in
BT’s network. See “Other matters — Asset lives” below for a
discussion of the impact that changing asset lives will have
on future depreciation.

Payments to telecommunications operators, both over-
seas and other UK companies, grew by 7.1 per cent. to £1,020
million. This reflected the growth in international traffic and
in competing UK networks, compounded by the weakness
of the pound sterling against other major currencies but
partially offset by reduced prices. See “Other martters -
Foreign currency exposure” below for the effect of move-
ments in foreign exchange rates on the Group’s financial
performance,

Employee redundancy charges totalled £1,034 million in




the 1993 financial year. These expenses consisted of the cost
of providing incremental pension benefits to early retirees of
£550 million and direct severance costs, primarily severance
payments and payments in lieu of notice, of £484 million. In
addition to employee redundancy charges, costs of £133
million were charged against the remainder of a provision
of £390 million established in the 1990 financial year for
restructuring the Group’s organisation and refocusing its
operations. These costs were primarily direct severance
payments to managers and other professional people who
left in the context of this restructuring. In the 1992 financial
year, costs of £102 million were charged against this
provision. Additional employee redundancy charges in the
1992 financial year totalled £30 million, reflecting the fact
that most of the people leaving in that year left in the context
of the restructuring of the Group.

The Group is aiming to reduce the number of employees
by around 15,000 during each of the 1994 and 1995 financial
years and expects that these reductions will be achieved by
the use of voluntary release schemes. The Group estimates
that these reductions will cost around £500 million in each
financial year including the cost of providing incremental
pension benefits for early retirees, estimated at around £250
million in each financial year.

Other operating costs include the maintenance and
support of the networks, property occupancy costs, and the
cost of customer premises equipment sold and rented. Other
operating costs fell by 1.9 per cent. in the 1993 financial year,
but excluding those of the divested subsidiary companies,
increased by 1.3 per cent. Firm control of costs continued to
be exercised throughout the Group in the 1993 financial year,
largely containing other operating costs at 1992 levels. The
expensc for bad and doubtful accounts receivable decreased
by £32 million to £174 million in the 1993 financial year.

Other operating income largely consisted of compen-
sation from third parties requiring BT plant to be relocated
and the net profits or losses from property and equipment
disposals. In the 1993 financial year, other operating income
fell by £66 million to £73 million, largely due to the effects
of property transactions.

Operating profit

Operating profit for the 1993 financial year of £2,449
million was £966 million (28.3 per cent.) lower than in the
1992 financial year.

Disposal of subsidiary companies

The net loss of £132 million in the 1993 financial year
arose from the disposal of the Group’s interests in the
divested subsidiary companies. The loss included goodwill
of £127 million which had been written off to retained earn-
ings in prior years.

Interest

Interest income in the 1993 financial year decreased to
£251 million, from £258 million in the previous year. The
decrease was mainly due to the effects of lower interest rates
in the 1993 financial year and the receipt in the 1992 financial
year of interest on tax previously overpaid, partially offset
by the effect of the higher level of short-term investments
held.

Interest expense for the 1993 financial year declined to
£507 million, from £562 million for the 1992 financial year.
The decline substantially reflected the reduction in long-term
debt but was not significantly affected by lower interest rates
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because the majority of the Group’s long-term debt is subject
to fixed interest rates. In both the 1992 and 1993 financial
years, cash inflows from operating activities and lower cash
outflows on capital expenditure allowed the Group to repay
outstanding debt.

In the 1993 financial year, the Group expensed a premium
of £56 million paid on the repurchase of bonds held by HM
Government. The Group paid £376 million for the bonds,
which had a total face value of £320 million, in December
1992 when HM Government auctioned a portion of its port-
folio of privatised companies’ bonds and lean stock.

Tax on profit on ordinary activities

Tax on profit on ordinary activities for the 1993 financial
year of £724 million compares with £999 million for the
1992 financial year. Tax as a percentage of profit before
taxation was 36.7 per cent. compared to 32.5 per cent. for the
1992 financial year. In the 1993 financial year, the difference
between the UK statutory tax rate of 33 per cent. and the
higher effective tax rate was primarily due to the loss on
disposal of subsidiary companies and the premium paid on
the repurchase of bonds held by HM Government, neither
of which is deductible for tax purposes. Tax on profit on
ordinary activities for both years benefited from reductions
in the amounts that had been provided in previous years. The
reductions in the amounts provided were a result of revised
estimates.

Minority interests

The minority interests for the 1993 financial year of £28
million and for the 1992 financial year of £30 million almost
entirely consisted of the outside interest in the profit on
ordinary activities after taxation of the Cellnet subsidiaries.

Liquidity and capital resources — 1993 financial
year

Operating, investing and financing
The cash flows of the Group during the last two financial
years were as follows:

I(:lt;teCash and cash equivalents comprise cash and short-term investments with original
maturities of three months or less, offset by bank overdrafts and other short-term
borrowings repayable within three months from the date the advance was made.

Net cash inflow from operating activities in the 1993
financial year amounted to £5,127 million compared with
£5,710 million in the previous year. The £583 million
decrease was largely due to increased severance payments
and payments in lieu of notice as a result of the significant
workforce reductions in the period. _

Net cash outflow from returns on investments and
servicing of finance for the 1993 financial year was £1,245
million, compared with £1,210 million in the 1992 financial




year. The Group benefited from increased levels of interest
receipts and slightly lower interest payments in the 1993
financial year, but these factors were offset by higher divi-
dend payments and the premium paid on the repurchase of
bonds held by HM Government,

Net cash outflow from investing activities in the 1993
financial year amounted to £1,756 million, down from
£2,938 million in the 1992 financial year. The 40.2 per cent.
decrease was the result of lower capital expenditure and
increasing amounts received on the sale of short-term invest-
ments in comparison to the amounts spent on the purchase
of short-term investments. The Group received £327 million
more than it spent during the 1993 financial year on such
transactions as compared to net investments of £416 million
in the 1992 financial year. BT views these shori-term invest-
ments as funds available for use in the Group. Cash expendi-
ture on property, plant and equipment totalled £2,148 million
in the 1993 financial year, in comparison with £2,565 million
in the previous year.

Net cash outflow from financing activities in the 1993
financial year amounted to £1,017 million compared with
£116 million in the 1992 financial year, The higher net cash
outflow in the 1993 financial year was mainly due to the
repayment of debt including the repurchase of bonds held
by HM Government with a face value of £320 million.

In the 1993 financial year, the Group raised no new debt
compared with £8 million raised in the 1992 financial year.
Debt repaid amounted to £1,070 million, compared to £155
million in the previous year. The Group received £53 million
and £32 million from the exercise of options by employees
in the 1993 and 1992 financial years, respectively.

In the 1994 and 1995 financial years, £197 million and
£701 million respectively, of long-term debt is scheduled to
fall due for repayment. The repurchase of bonds held by
HM Government in the 1993 financial year will result in
lower than previously expected interest obligations in the
1994 and 1995 financial years. The Group’s interest obli-
gations on its existing long-term debt are expected to be
around £350 to £400 million in the 1994 financial year and
around £330 to £370 million in the 1995 financial year,
depending on interest rate levels, without taking account
of interest on any borrowings required for the proposed
investment in MCI. See “Recent developments - Strategic
alliance between BT and MCI” below. These existing debt
and interest obligations are expected to be repaid or refinan-
ced from a combination of net cash inflows from operating
activities, funds released on the maturity of existing short-
term investments and, if appropriate, new long-term debt.

Dividends per Share, paid and proposed, in respect of the
1993 financial year were 15.6p, excluding the associated tax
credit, compared with 14.4p paid in respect of the 1992
financial year, representing an increase of 8.3 per cent. See
“Dividends” in Part 8 for a summary of the net amounts of
the dividends per Share and a discussion of the associated
tax credit.

Capital resources

In the 1993 financial year, cash and short-term investments
with original maturities of less than three months increased
by a net amount of £4 million, the remaining short-term
investments decreased by £259 million and total borrowings
decreased by £998 million.

At 31st March, 1993, the Group had cash at bank and in
hand and short-term investments of £1,966 million. At that
date, £145 million of short-term debt was outstanding.

In addition, the Group had unutilised committed short-
term bank facilities available amounting to approximately
£590 million, which were in support of a commercial paper
programme and also available for general corporate
purposes. The Group also had substantial uncommirted
short-term bank facilities. .

The Company considers that, taking account of available
facilities, the Group has sufficient working capital for its
present requirements. ‘ ’

The ratio of net debt {borrowings net of cash at bank and
in hand and short-term investments) to ordinary share-
holders® equity and minority interests was 14.3 per cent. at
31st March, 1993, compared with 21.1 per cent. at 31st
March, 1992, primarily reflecting the reduction in net debt
from £2,505 million at the end of the 1992 financial year to
£1,762 million at the end of the 1993 financial year. The
ratio of gross debt to shareholders’ equity and minority inter-
ests was 30.3 per cent. at 31st March, 1993, compared with
39.8 per cent. at 31st March, 1992.

The estimated fair value of the Group’s long-term debt,
excluding finance leases, at 31st March, 1993 was £4,217
million in comparison with its carrying amount of £3,558
million. The difference between the fair value and the carry-
ing amount was due to the significantly higher fixed rates of
interest on this debt in comparison to the market rates in
effect on 31st March, 1993 for instruments of a similar
maturity.

For a description of the effect of the strategic alliance
between BT and MCI on BT’s liquidity and capital resources,
see “Recent developments — Strategic alliance between BT
and MCI” below.

Capital expenditure

Capital expenditure on property, plant and equipment
totalled £2,155 million in the 1993 financial year, in compari-
son with £2,446 million in the previous year.

The decline in capital expenditure was largely due to lower
expenditure on UK transmission equipment and telephone
exchanges, continuing the trend since the peak in the 1990
financial year. Expenditure on transmission equipment,
mainly on the continuing renewal, modemisation and expan-
sion of the transmission network, fell by £338 million to
£835 million in the 1993 financial year. Expenditure on
telephone exchanges declined to £545 million in the 1993
financial year, down from £722 million in the 1992 financial
year. Expenditure on motor vehicles and other assets rose by -
£141 million to £272 million, largely as a result of a
programme to upgrade BT’s van and car fleet,

At 31st March, 1993, the Group had outstanding commit-
ments for capital expenditure on property, plant and equip-
ment for the 1994 financial year and thereafter of £2,827
million. The Group expects capital expenditure in the 1994
financial year to be at a level similar to that in the 1993
financial year and to be concentrated on the continuing
renewal, modernisation and expansion of the Group’s
network. Expenditure for expanding BT’s international oper-
ations in managed network services and outsourcing services
is expected to constitute a greater share of total capital
expenditure over the next few years, but the extent of the
expenditure is dependent, in part, upon the future develop-
ment of these services. See “Recent developments ~ Strategic
alliance between BT and MCI” below. BT expects that future
capital expenditure will be provided from ner cash inflows
from operating activities supplemented, if appropriate, by
external financing. ‘
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Other matters

Pensions

The Group’s two main pension funds were merged on 1st
January, 1993 without affecting members’ benefit
entitlements. The results of an actuarial valuation made for
the purposes of determining the Group’s future pension
expenses, of the merged pension fund as at the date of merger,
revealed the scheme to be in deficit by approximately £750
million, with assets of the fund at £13,440 million covering
95 per cent. of the fund’s liabilities, in contrast to an asset
coverage, in aggregate for the two pension funds, of 109 per
cent. at 31st March, 1992, The decline in asset coverage was
caused by a combination of three principal factors: the cost
of providing incremental pension benefits to early retirees in
the period, the impact of recession on the returns achieved
on the funds’ investments and the consequences of HM
Government’s proposed reduction in the associated tax
credit on future dividend income announced in its March
1993 Budget. See “Dividends” in Part 8.

In view of the pension fund deficit, the cost of £550
million relating to the incremental pension benefits for early
retirees was expensed in the 1993 financial year.

From 1st April, 1993, the annual pension cost based on
the January 1993 valuation is expected to increase by
approximately £90 million to around £250 million. This
amount excludes the cost of providing incremental pension
benefits for early retirees, which BT expects to be around
£250 million in each of the 1994 and 1995 financial years
and to be recognised as part of employee redundancy charges.

As regards cash funding, the Company has resumed
payment of regular contributions in respect of all active
members of the pension fund from tst April, 1993. BT
expects that these will amount to £250 million to £300
million in the 1994 financial year. In addition, the Company
intends to make contributions to the pension fund totalling
£800 million in the 1994 financial year, the first tranche of
which, amounting to £267 million, was paid on 28th May,
1993. Contributions will be charged against the £917 million
pension provision as at 31st March, 1993.

Because the number of retired members in the fund is of
the same order as the number of active members, BT’s future
pension costs and contributions will depend to a large extent
on the investment income of the pension fund and could
fluctuate significantly.

McCaw

In the 1990 financial year, the Group acquired approxi-
mately 20 per cent. of McCaw’s total equity for a cumulative
investment of £907 million. BT’s share of McCaw’s equity
was diluted to approximately 18 per cent. in the 1993 finan-
cial year when 14.5 million shares of Class A Common Stock
were purchased by AT&T, share options, mainly issued
before BT’s acquisition, were exercised and shares were
issued on conversion of debentures. Since 31st March, 1993,
the Group’s interest has been further diluted to approxi-
mately 17 per cent. The Group accounts for the McCaw
investment under the equity method and, at 31st March,
1993, the Group’s share of its nei assets amounted to £598
million.

As part of the purchase agreement between the Company
and McCaw, the Company agreed, among other things, not
to engage directly or, in certain circumstances, indirectly in
the US in the business of acquiring, constructing or operating
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cellular telephone systems. McCaw is engaged in the acqui-
sition, construction and operation of cellular and other
mobile systems in the US. It has been in a start-up phasc and,
as a result of development costs, McCaw has experienced
losses from continuing operations, excluding any exceptional
gains from sales of assets, since its inception.

In November 1992, BT announced a provisional agree-
ment for the sale of its holding in McCaw to AT&T. The sale
is dependent on transactions berween McCaw and AT&T
and the resolution of a number of legal, regulatory and other
issues in the US. Any agreements are subject to negotiation
of final terms and approval by the boards of directors of
McCaw, AT& T and BT, as well as by appropriate government
agencies. There is no assurance that the parties will reach final
agreement. Under the terms of the provisional agreement
between the Group and AT&T, the Group would realise
about $1.75 billion (£1.2 billion) from the sale of its holding
at $49 per share, an amount which increases at the rate of
4.5 per cent. per annum from 31st December, 1992 until the
carlier of 30th September, 1993 or the closing date. If and
when the sale is completed, the Group will recognise a gain,
expected to be in excess of £250 million before tax.

The Group’s share of McCaw’s losses amounted to £17
million (including losses arising through the dilution of the
Company’s interest) in the 1993 financial year and £23
million in the 1992 financial year. These losses were fully
offset by utilisation of part of a provision made by the Group
at the time of the acquisition to cover the estimated costs of
McCaw’s commitments and dévelopments in progress. As a
result, McCaw’s losses have not to date adversely affected
the Group’s results. The balance of the provision of §£22
million at 31st March, 1993 will be available to offset the
Group’s share of McCaw’s future costs, until the completion
of the disposal of the Group’s interest. o

McCaw has publicly stated that it does not expect its
operations to generate sufficient cash to meet its expenditure
requirements for the next several years. McCaw has also
stated that it will have to borrow significant additional
amounts under a bank facility currently in place (provided
cerrain conditions can be satisfied). In the event that the
funds to meet these expenditure requirements have to be
raised from alternative sources and that McCaw were to raise
further equity capital, the Group has the right to participate
in equity issues (so as to tnaintain its proportional interest in
McCaw at approximately its existing level), bur is not
required to do so.

Foreign currency exposure

Most of the Group’s revenues are invoiced in pounds
sterling, and most of its operations and sources of materials,
supplies and services are located within the UK. The majority
of the Group’s foreign currency borrowings, which totalled
£1,485 million at 31st March, 1993, is used to finance its
UK operations. Cross currency swaps and foreign exchange
contracts have been entered into to minimise the foreign
currency exposure on almost all of the borrowings used to
finance the Group’s UK operations. Other foreign currency
borrowings are used to finance the Group’s overseas invest-
ments in order to reduce the currency exposure on the under-
lying assets. As a result of these policies, the Group’s
exposure to foreign currency arises mainly on the residual
currency exposure on overseas investments and on any imbal-
ances between the value of outgoing, transit and incoming
international calls with overseas telecommunications oper-
ators. To date, these imbalances have been minor. As a result,
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the Group’s financial performance has not been materially

-affected by movements in exchange rates.

Asset lives

As part of its ongoing review of asset lives and in light
of developing technology and the increasingly competitive
environment, BT has decided to make three important
changes in the estimated useful lives over which it will
depreciate its plant and equipment from 1st April, 1993.

Until 31st.-March, 1993, digital exchanges, which had a
net book value of £3,217 million at 31st March, 1993, were
depreciated over ten years. This period is to be lengthened
to eleven years for trunk exchanges and to thirteen years for
local digital exchanges, reflecting the proven nature of this
technology. BT’s underground ducts, carrying its cables,
which had a net book value of £2,536 million at 31st March,
1993, were depreciated over periods of forty-five or sixty
years. Although they are expected to have physical lives of
at least these periods, BT recognises the uncertainty cansed
by the changing technological and competitive environment
and, accordingly, has decided to reduce from 1st April, 1993
the periods over which duct is depreciated to twenty-five
years. The estimated useful lives of small and medium
computers, together with their ancillary equipment, which
had a net book value of £295 million at 31st March, 1993,
are to be reduced by one year to three or four years in
response to the rapid technological changes in computing.

BT expects that the combined effect of these and other
less significant changes will be a fall of £40 million in the
depreciation charge for the 1994 financial year. In each of
the following two financial years, the changes are expected
by BT to reduce the annual depreciation charge by approxi-
mately £100 million, with smaller effects thereafter.

Recent developments — Strategic alliance
between BT and MCI

Introduction

On 2nd June, 1993, BT and MCI announced that they
had signed a letter of intent to create, subject to definitive
agreements approved by the boards of directors of BT and
M(CI, a strategic alliance which will principally involve: the
creation of a new joint venture company (“NewCo™), which
will enable BT and MCI to combine their international
enhanced voice and data services and into which Syncordia
will be merged; the investment by BT of approximately $4.3
billion (£2.9 billion) to acquire a 20 per cent. interest in MCI,
the second largest carrier of long-distance telecommuni-
cation services in the US; and the purchase by MCI of BT
North America. :

BT believes that the alliance with MCI will help BT
towards achieving its international strategy. It will bring
together the two companies’ technical and marketing skills,
which BT believes will facilitate the provision of improved
services. The alliance will also provide BT with a significantly
enhanced presence in North America through its interests in
MCI and NewCo, together with more freedom to concen-
trate resources in its other chosen markets.

The following paragraphs describe the transactions in
greater detail, This section includes a description of the poss-
ible effects of the transactions on the financial position of
BT, together with selected financial data and a description of
the business of MCI extracted from its report on Form 10-K
for the year ended 31st December, 1992 filed with the US

Securities and Exchange Commission (*“MCI’s Form 10-K”}.

The summary of the terms of the letter of intent contained
in this section does not purport to be complete and is quali-
fied in its entirety by reference to the letter of intent, a
copy of which is available for inspection. In the course of
negotiations leading to the definitive agreements, terms set
forth in the letter of intent may change or be supplemented.

Proposed transactions
Creation of the joint venture company

NewCo will provide BT and MCI with products and appli-
cations for international enhanced voice and data services
and will provide the “global platform” {transmission, switch-
ing and other facilities) for the provision of such services.
These services will include international network services,
frame relay, flexible bandwidth, outsourcing and MCI’s
virtual private network service, as well as other products and
services which BT and MCI will work rogether to develop.
Initial discussions envisaged that NewCo would undertake
capital expenditure of some $1 billion in the medium-term
but further discussions could result in a change to this figure.

BT and MCI will be responsible for geographical distribu-
torships to market jointly-branded products and services
created by NewCo. MCI will act as exclusive distributor for
the North, South and Central Americas and the Caribbean,
while BT will act as exclusive distributor for the rest of the
world including Europe and the Far East, although each of
BT and MCI will be able to make passive sales in the other’s
territory where the customer requests. Basic voice services
and basic international private circuits will continuve to be
handled through existing relationships with other telecom-
munications operators, subject to future review,

Syncordia will be merged into NewCo and certain other
assets of BT and MCI, including those relating to BT’s inter-
national virtual network services, will also be included, all at
values to be agreed. .

NewCo will be held as to 75.1 per cent. by BT and 24.9
per cent. by MCL. BT will appoint six of the eight directors
of NewCo. However, the consent of MCI as minority share-
holder will be required for all significant matters, including
the adoption of the annual business plan of NewCo. MCI
and BT will have rights of first refusal over each other’s
shares. BT and MCI have agreed not to compete with NewCo
but issues regarding other activities of the parties remain.
MCI and BT have not agreed on the circumstances of termin-

ation of the arrangements regarding NewCo nor on the -

consequences of such termination nor on the consequences
of their activities outside the joint venture on the special
rights connected to BT’s investment in MCI described below.
BT and MCI have agreed that if the joint venture arrange-
ments are terminated, the exclusive distribution agreements
with NewCo will terminate.

Investment by BT in MCI

BT will invest a total of approximately $4.3 billion, at an
average price of $64 per share, to acquire such amount of
common stock as would represent 20 per cent. of the
enlarged share capital of MCI based on the number of shares
outstanding at the time of signing the definitive investment
agreement. BT’s investment will be financed from its cash
resources and borrowings. The quoted market price per
common share on the day before the announcetment of the
transactions was approximately $52. On 4th June, 1993, BT
invested $830 million (£544 million), equivalent to $60.40
per common share obtainable on conversion, to acquire
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preferred shares which are convertible, subject to regulatory
clearance, into an initial 4.9 per cent. holding in MCI. The
balance of the $4.3 billion (at approximately $65 per
common share) for the remainder of the 20 per cent. holding
will be paid at closing, following negotiation of final agree-
ments and receipt of all required regulatory approvals.

For so long as BT holds at least 10 per cent. of MCI’s
common stock, BT will have the right to nominate a number
of directors to the MCI board equal to BT’s proportionate
stock ownership (rounded to the next highest number). On
the basis of a 20 per cent. investment, BT will have the right
to nominate three directors to the MCI board of 15 directors.
At least seven directors will be individuals independent of
both BT and of MCI management. The remainder will be
executive officers of MCI.

In addition, while BT holds at least 10 per cent. or 15 per
cent., according to circumstances, of MCI’s common stock,
various major corporate actions of MCI will require the
consent of BT, These include changes to MCT’s certificate of
incorporation and by-laws, raising significant capital, signifi-
cant acquisitions or disposals and extraordinary dividends.
To protect its investment in MCI, BT will be relying on its
consent rights, which will be exercised in a manner that
remains subject to agreement, and on its directors, rather
than on its right to vote as a shareholder, and the definitive
agreement will reflect that approach. BT may not, subject
to limited exceprions, transfer its holding for four years;
thereafter, so long as BT holds 5 per cent. or more of MCI’s
shares, certain restrictions on transfer by BT of those shares
will apply including, in certain circumstances, rights of first
refusal to MCL BT believes that the proposed MCI trans-
actions do not violate its non-compete covenant with
McCaw. See “Other matters ~ McCaw” above.

In addition, BT will have the right to invest in further
common stock to maintain its interest at 20 per cent. in the
event of further common stock being issued by MCI. In view
of the effective restriction, currently 25 per cent., on the
level of stock that can be owned of record or voted by
non-US$ citizens in US telecommunications companies (see
“QOverseas regulation” in Part 4), MCI will agree thar it will
not, save in certain circumstances, issue any common stock
to non-US citizens after closing. BT is aware that there may
be existing non-US citizens who own MCI shares but does
not know the extent of such ownership.

The definitive agreement will contain standstill provisions
which will prohibit BT from increasing its percentage share-
holding in MCI above 20 per cent., except in certain circum-
stances, for ten years. MCI is required to put in place a
shareholder rights plan, making it difficult for any third party
to acquire more than 10 per cent. of MCI, and will be restric-
ted from seeking purchasers for the company for seven years.

Acquisition of BT North America by MCI and other transactions

MCI will acquire the shares of BT North America, a
wholly-owned subsidiary of BT, for $125 million. The busi-
ness of BT North America consists primarily of the provision
of value-added data network services. BT will retain certain
software and intellectual property and certain other assets
currently used in the business. BT and MCI will also seck
to transfer BT’s telecommunications interests in Belize and
MCT’s telecommunications interests in New Zealand and
Australia to each other or to NewCo.

Implementation and timing

The letter of intent described above requires that the
parties use best efforts to reach definitive agreements to
implement the transactions. There are commercial and legal
issues, particularly regarding NewCo and its relationships
with its shareholders, which remain to be resolved before
definitive agreements may be signed. Following execution of
definitive agreements BT will not be required to close the
transactions if MCI suffers a material adverse change (other
than as a result of changes in general business conditions,
legal or regulatory changes affecting the US telecommuni-
cations industry generally or actions by an industry competi-
tor). If such agreements are reached, the transactions will be
subject to, among other things, the approval of the share-
holders of MCL In addition, regulatory clearances will be
required, including clearances by the FCC in the US and by
relevant competition authorities. These clearances, if obtai-
ned, may be conditional on modifications of the proposed
transactions.

It is contemplated that the definitive agreements will be
signed within the next few months and that the closing of
the transactions will take place within the following twelve
months.

On completion of the investment, Bert C. Roberts, Jr., the
chairman of the board and chief executive officer of MCI,
is expected to join the Board of Directors of the Company.

- Effects on the financial position of BT

Following closing, BT’s investment in MCI will be
accounted for under the equity method.

If BT’s proposed 20 per cent. investment in MCI had
occurred on 31st March, 1993, BT’s net debt (borrowings
net of cash ar bank and in hand and short-term investments)
as at that date would have increased to £4,610 million
compared to an actual amount of £1,762 million. The
proposed investment would also have had the effect of reduc-
ing BT’s ordinary shareholders’ equity by £2,065 million,
being the amount of goodwill arising on the investment,
based on MCI’s balance sheet as at 31st December, 1992 and
after making appropriate adjustments, estimared in certain
cases, to conform it with BT’s accounting policies under
accounting -principles generally accepted in the UK. On this
basis, the ratio of net debt to ordinary shareholders’ equity
and minority interests as at 31st March, 1993 would have
been 45.1 per cent. compared to an actual level at that date
of 14.3 per cent. These figures do not take into account the
effects of the possible sale of the Group’s holding in McCaw,
including receipt of some $1.75 billion (£1.2 billion) from
this sale. See “Other matters - McCaw” above.

BT believes its investment in MCI will have a minimal
impact on its profit attributable to ordinary shareholders
in the immediate future. Based on MCI’s recent dividend
payments, BT expects to receive only a nominal level of
dividends from its investment in MCI for the foreseeable
future.

The envisaged capital expenditure of NewCo discussed
above will be financed by BT and MCl in propoztion to their
sharecholdings in NewCo. This capital expenditure
encompasses BT’s existing investment plans for expanding
BT’s international operations in managed network services
and outsourcing services. See “Capital expenditure” above
for a discussion of BT’s capital expenditure plans.




Selected financial data of MCI

The selected financial data set out below has been
extracted from MCI’s Form 10-K, a copy of which is avail-
able for inspection, and is qualified in its entirety by reference
to the consolidated financial statements contained therein
and the accompanying notes.

MCI prepares its consolidated financial statements in
accordance with accounting principles generally accepted in
the US (“US GAAP”), and adopts accounting policies which
differ in certain respects from those of the Group. No adjust-
ment has been made to present MCI's selected financial data
on a basis consistent with BT’s accounting policies under
accounting principles generally accepted in the UK.

Description of MCI's business

The description of MCD’s business set out below is
extracted without footnotes from Item 1 of MCI’s Form
10-K, which describes MCI’s business from the perspective
of a company in the US. '

“General

MCI is the second largest nationwide carrier of long
distance telecommunications services providing a wide spec-
trum of domestic and international voice and data communi-
cations services. MCI’s communications services include long
distance telephone service, record communications service
and electronic mail service. During each of the last three
years, more than 90 per cent. of MCI’s operating revenues,
operating income and assets related to MCI’s activities in the
long distance telecommunications industry. In August 1990,
MCI acquired Telecom USA, Inc., then the fourth largest
U.S. provider of long distance telecommunications services.

Long distance telecommunications services

MCI provides a broad range of domestic long distance
telecommunications services, including, dial 1 access and
dial access long distance telephone service; voice and data
services over a software defined virtual private network;
private line and dedicated line services; toll free or 800
services; and 900 services. These domestic services are
marketed through three business units: a National Accounts
unit responsible for large businesses and the Federal govern-
ment, a Business Services unit focusing on medium- and
small-sized businesses, and a Consumer Markets unit serving
residential customers. The National Accounts and Business

Services units were organized in 1992, when MCI realigned
its marketing approach from a geographic orientation to one
focused on type of customer, To a lesser extent, MCI also
markets some of these services through marketing arrange-
ments with third parties.

MCI also provides international long distance telephone
service, international record communications service and
domestic and international electronic mail service.

MCI provides most of its customers access to its services
through local interconnection facilities provided by local
exchange telephone companies (“LECs”) and, to a lesser
extent, by competitive access providers (“CAPs”) that carry
telecommunications between MCD’s operations centers and
the premises of its customers. MCI provides customers that
have very large volumes of communications with direct
access between their facilities and MCD’s facilities.

Domestic long distance telecommunications services are
provided primarily over MCI’s own coast-to-coast optical
fiber and terrestrial digital microwave communications
system and, to a lesser extent, over facilities leased from other
common carriers. International communications services are
provided over submarine cable systems in which MCI holds
investment positions, satellites, facilities of other domestic
and international carriers and through private line leased
channels.

MCP’s continued expansion of its digital transmission and
switching facilities and capabilities to meet the demand of
its customers for additional and enhanced domestic and
international services, to add redundancy to its network and
to enhance network intelligence, requires a high level of
capital additions. These capital additions have exceeded
$1.25 billion in each of the prior three years. In 1993, MCl
plans capital additions of approximately $1.6 billion to
continue the development of its communications system and
services.

In 1992, MCI entered into a strategic alliance with major
Canadian telephone companies to develop a fully integrated
international intelligent network linking the Unired States
and Canada. MCI also owns minority equity interests in
foreign entities located in New Zealand and Australia which
provide long distance telecommunications services in compe-
tition with the established long distance telecommunicarions
service provider in those countries.

At December 31, 1992, MCI had approximately 31,000
full-time employees.

Competition

Competition in the long distance telecommunications
market is intense, and MCI expects it to remain so for the
foreseeable future. American Telephone and Telegraph
Company (“AT&T”) continues to be MCI’s primary and most
powerful competitor in the domestic and international long
distance telecommunications services market. AT&T is
substantially larger than MCI and continues to compete
vigorously with MCL In general, MCI’s long distance tele-
phone services are priced lower than the comparable services
offered by AT&T. Although price is a significant factor in
customer choice, innovation and quality of services, market-
ing strategy, customer service and other factors in addition
to price are important elements affecting competition.

MCI also competes with Sprint Corporation and other
facilities-based domestic communications common carriers
and numerous resellers of telecommunications services.
Under current Federal Communications Commission
(“FCC™ policy, almost any entity can freely enter the
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domestic intercity telecommunications market. Where MCI
is authorized to provide service within a local access transport
area (“LATA”), it also competes with the local telephone
company serving that LATA.

The Regional Bell Operating Companies, which are
prohibited by the 1982 AT&T divestiture decree from
entering the interLATA long distance telecommunications
market, have attempted to obtain relief from this and other
restrictions. If they are permitted to offer interLATA
long distance telecommunications services, they could be
significant competitors in the interLATA long distance
telecoramunications market.

Regulation

The FCC has extensive authority to regulate common
carriers, including the power to review the rates charged
by intercity common carriers and to establish policies that
promote competition in the long distance telecommuni-
cations market. As part of its policy making power, the FCC
required long distance carriers, effective in May 1993, to
permit customers to retain their current 800 numbers when
they change long distance carriers and required AT&T to
permit certain large businesses using AT&T’s 800 service to
cancel their long term contracts for AT&T services within
90 days of the effective date of the aforementioned policy
for 800 service if they desire to choose another long distance
company for those services.

In September 1992, the FCC adopted a two year transition
plan to restructure switched local transport access charges
imposed on long distance carriers by LECs. This plan, which
would permit LECs to base a portion of these charges on a
flat, non-usage sensitive basis, is intended to enable both
LECs and CAPs the ability to compete for long distance
carriers’ access business on a more equal footing while mini-
mizing the adverse impact on long distance competition. The
FCC, at the same time, also adopted rules requiring LECs to

permit CAPs and others, including long distance carriers such
as MCI, to collocate facilities and equipment at LEC’s offices
for purposes of providing special access. These special access
collocation rules will take effect in May 1993.

MCI believes that these regulatory developments will have
a positive impact on its results of operations, although itis not
possible to estimate what such impact will be and whether it
will be significant.

In November 1992, the United States Court of Appeals
for the District of Columbia Circuit overturned the FCC’s
“forbearance” policy which allowed MCI and other non-
dominant carriers to provide some or all of their domestic
common cattier services without filing tariffs with the FCC.
MCI did not provide all services pursuant to filed tariffs.
However, MCI has complied with the Court of Appeals order
and has filed tariffs for those customized service offerings
not previously provided pursuant to tariffs. MCI has at all
times operated in a manner consistent with FCC policies and
believes that the overturning of the FCC’s policy will not
have a material adverse impact on its results of operations.

Rates of international communications carriers for traffic
from the United States to foreign countries are subject to
regulation by the FCC. Revenues derived from international
services (with the exception of leased channel services) are
generally collected by the originating carrier and divided with
the terminating carriers by means of agreements that are
subject to FCC approval, as well as the approval of the
appropriate overseas governmental agency. International
communications facilities in the U.S. are also subject to the
jurisdiction of the FCC, and the provision of service to a
foreign country is subject to the approval of the FCC and
the appropriate foreign governmental agencies.

To the extent MCI provides intrastate telephone services,
it is subject to state regulatory commissions which have
extensive authority to regulate the provision of such
services.”

6. Selected financial information

s
3

i
P

Notes:

(a) Including employee redundancy charges of £17 million, £30 million and £1,034 miliion in the 1991, 1992 and 1993 financial years, respectively.
(b) Dividends per Share exclude the assaciated tax credit. See *Dividends” in Part 8 and “UK taxation” in Part 11.
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Notes

(i) Sources of financial information

The Group profit and loss accounts and cash flow state-
ments for the financial years ended 31st March, 1991, 1992
and 1993 and the Group balance sheets at 31st March, 1992
and 1993, set out above, have been derived from BT s audited
consolidated financial statements for the relevant year. These
statements should be read in conjunction with, and are quali-
fied in their entirety by reference to, such consolidated finan-
cial statements.

- All of the consolidated financial statements for the three
financial years ended 31st March, 1993 have received
unqualified audit opinions from Coopers & Lybrand, chart-
ered accountants, BT’s auditors.

(ii) Significant accounting policies
Basis of preparation

BT’s financial statements are prepared under the historical
cost convention and in accordance with applicable account-
ing standards. The Group’s financial statements consolidate
those of the Company and all of its subsidiary companies.
Where the financial statements of subsidiary and associated
companies do not conform with the Group’s accounting
policies, appropriate adjustments are made on consolidation
in order to present the Group’s financial statements on a
consistent basis.

Research and development
Expenditure on research and development is written off

as incurred.

Goodwill
Goodwill, arising from the purchase of subsidiary and

associated companies, representing the excess of the
purchase consideration over the fair value of the net assets
acquired, is written off on acquisition against Group retained
earnings. If a company is subsequently divested, the appropri-
ate goodwill is dealt with through the profit and loss account
in the period of disposal as part of the calculation of the gain
or loss on divestment.

Infangible assets

Mobile cellular telephone and broadcasting licences, held
in associated companies, are stated at historical cost. No
amortisation is provided on these assets, but their value is
reviewed annually by the Directors and the cost written down
if a permanent diminution in value has occurred.

Tangible fixed assets

Tangible fixed assets are stated at historical cost less
depreciation. Depreciation is provided on tangible fixed
assets on a straight line basis from the time they are available
for use, so as to write off their costs over their estimated
.useful lives. Electro-mechanical telephone exchange equip-
ment will be written off by 1995. Semi-electronic telephone
exchange equipment will be substantially written off by 2000.

The lives assigned to other significant tangible fixed assets
are:

From 1st April, 1993, the lives assigned to duct trans-
mission equipment will be 25 years, those assigned to digital
telephone exchange equipment will be 11 to 13 years and
those assigned to certain computer equipment will be
reduced by one year. See “Asset lives” in Part 5 for a
discussion of these changes.

Fixed asset investments

Investments in associated companies are stated in the
Group balance sheet at the Group’s share of their net assets.
The Group’s share of profits less losses of associated
companies is included in the Group profit and loss account.

Employee redundancy costs

Employee redundancy costs arising from periodic reviews
of staff levels are charged against profit in the year in which
employees leave the Group.

When the most recent actuarial valuation of the Group’s
pension scheme shows a deficit, the estimated cost of provid-
ing incremental pension benefits in respect of employees
leaving the Group is charged against profit in the year in
which the employees leave the Group, within employee
redundancy charges.

Pension schemes

The Group operates a defined benefit pension scheme
{formerly two schemes which mezged on 1st January, 1993),
which is independent of the Group’s finances, for the
substantial majority of its employees. Actuarial valuations of
this scheme are carried out as determined by the trustees at
intervals of not more than three years, the rates of contri-
bution payable and the pension cost being determined on
the advice of the actuaries, having regard to the results of
these valuations. In any intervening years, the actuaries
review the continuing appropriateness of the contribution
rates.

The cost of providing pensions is charged against profits
over employees’ working lives with the Group using the
projected unit method. Variations from this regular cost are
allocared over the average remaining service lives of current
employees to the extent that these variations do not relate
to the estimated cost of providing incremental pension
benefits in the circumstances described under “Employee
redundancy costs” above.




Interest is accounted for on the provision in the balance
sheet which results from differences between amounts recog-
nised as pension costs and amounts funded. The regular
pension cost, variations from the regular pension cost,
described above, and interest are all charged within payroll
costs.

(iii) Fixed asset investments

The Group’s most significant associated company is
McCaw. At 31st March, 1993, the Group’s 18 per cent. share
of the net assets of McCaw, calculated in accordance with
Group accounting policies, amounted to £598 million. This
value comprised cellular telephone and broadcasting licences
of £1,154 million and tangible fixed assets and other assets
of £323 million, from which have to be deducted borrowings
and redeemable preference shares and other liabilities of
£857 million and &£22 million, being the remainder of the
provision established by the Group on acquisition to cover
the estimated costs of McCaw’s commitments and develop-
ments in progress. See “Other matters - McCaw” in Part §
for a discussion of the provisional agreement for the sale of
BT’s interest in McCaw.

{iv) Provisions for liabilities and charges

Provisions for liabilities and charges at 31st March, 1993
included those for pensions of £917 million and deferred
taxation of £105 million. Provision for deferred taxation is
generally made only to the extent that timing differences
are expected to reverse in the foreseeable future. The full
potential liability for deferred taxation at 31st March, 1993
amounted to £2,043 million.

(v} Ordinary shareholders’ equity

Aggregate goodwill of £545 million in respect of acqui-
sitions in previous financial years has been written off against
Group retained earnings. This amount excluded goodwill
attributable to businesses disposed of prior to 31st March,
1993. The share premium account and capital redemption
and other accounts are not available for distriburion.

(vi} Pension scheme information

Pension costs for the years ended 31st March, 1991, 1992
and 1993 were £150 million, £161 million and £161 million,
respectively, which were substantially related to the Group’s
two main defined benefit pension schemes which were
merged on 1st January, 1993,

A valuation of the Group’s main pension scheme was
carried out as at 1st January, 1993. The value of the assets
was sufficient to cover 95 per cent. of the benefits that
had accrued to members after allowing for expected furure
increases in wages and salaries but excluding the effects of
employees taking early retitement since that date. The market
value of the scheme’s assets at that date totalled £13,440
million. See Part 5, “Financial review” for a discussion of the
pension scheme valuation.

Indebtedness

The net indebtedness of the Group at 31st March, 1993
was as follows:

Note:
(a) Short-term borvowings include the current portion of long-term borrowings.

There has been no material change in the net indebtedness
of the Group since 31st March, 1993.

Foreign currency amounts have been translated into ster-
ling at exchange rates prevailing on 31st March, 1993,

Apart from obligations under finance leases of £25
million, all borrowings were unsecured. Loans to Group
companies supported by guarantees of other Group
companies have been treated as unsecured.

BT has warrants outstanding entitling the holders to
subscribe in 1999 for US dollar 8.765 per cent. guaranteed
bonds at par, repayable in 2009, to be issued by BT with a
total principal value equivalent to £132 million.

Save as disclosed above, and apart from intra-group
liabilities, the Group did not, at 31st March, 1993, have any
loan capital (including term loans) outstanding or created but
unissued, any mortgages, charges or any other borrowings
or indebtedness in the nature of borrowing, or acceptance
credits, hire purchase commitments, obligations under
finance leases, guarantees or other material contingent
liabilities.

At 31st March, 1993, the Group had £590 million of
undrawn borrowing facilities which were covered by formal
commitments and the Company had issned guarantees in
respect of borrowings by its subsidiary companies, under
which £1,647 million was outstanding..

In the period from 1st April, 1993 to 25th June, 1993, the
Group invested US$830 million (£544 million) in convertible
preferred stock of MCI and paid an additional pension
contribution of £267 million, being the first tranche of an
intended payment of £800 million in the 1994 financial year.
These payments have been made out of existing cash
resources. See “Recent developments - Strategic alliance
between BT and MCI” for a description of the potential
effects of the proposed alliance on BT’s net indebtedness,
and “Other matters ~ Pensions”, both in Part 5.




7. Management

The Board of Directors of the Company is responsible
for policy and strategic matters. It currently comprises an
executive Chairman, two non-executive Deputy Chairmen
and eleven other Directors, six of whom are non-executive.
From 1st July, 1993, in addition to the executive Chairman
and the two non-executive Deputy Chairmen, the Board will
comprise nine other Directors, five of whom will be non-
executive.

The Board has delegated, subject to its general oversight,
many of its executive responsibilities to committees. Some
Board committees also review appropriate policy and stra-
tegic issues before they are presented to the Board. Membet-
ship of these committees is drawn from amongst the
executive Directors, the non-executive Deputy Chairmen and
senior managers from within the business.

The Board also has an Audit Committee, which reviews
the adequacy of the accounting systems and the financial
control of the Group, and Remuneration Committees, which
settle the terms of the contract of service of each Directorand
certain other senior employees. The Board Audit Committee
and the Board Committee on Executive Remuneration are
chaired by the senior non-executive Deputy Chairman
(Mr. Bosonnet) and consist solely of non-executive Directors.

Directors

The Directors of the Company are as follows:

Iain D. T, Vallance Chairman (Aged 50): Appointed an
executive Director in 1984, Chief executive since 1986.
Chairman since October 1987. Non-executive director of
The Royal Bank of Scotland Group plc.

Paul G. Bosonnet Non-executive Deputy Chairman (a)(b)
(Aged 60): Appointed a Director in 1986. Non-executive
Deputy Chairman since October 1991. Deputy chairman of
The BOC Group plc until January 1992. Non-executive chair-
man of Logica plc. Non-execntive director of Lucas Indus-
tries plc and Mercury Asset Management Group plc, a
subsidiary of §.G.Warburg Group plc.

Michael Bett CBE Non-executive Deputy Chairman
(Aged 58): Appointed an executive Director in 1984. Became
a Managing Director in 1985, Vice-Chairman in 1990 and
executive Deputy Chairman in October 1991. Non-executive
Deputy Chairman since 1st April, 1993. Non-executive direc-
tor of Compel Group PLC. '

Michael L. Hepher Group Managing Director (Aged
49): Appointed Group Managing Director in September
1991. Formerly chairman and managing director of Lloyds
Abbey Life plc and formerly a non-executive director of
Lloyds Bank Plc.

Malcolm Argent CBE Group Director and Secretary
(Aged 57): Secretary of the Company since 1984. Appointed
a Director in October 1989. Non-executive director of
Westminster Health Care Holdings PLC.

Anthony J. Booth CBE  Managing Director, Special Busi-
nesses and International Affairs (Aged 54): Appointed an
executive Director in 1984, Managing Director, Special Busi-
nesses and International Affairs since October 1992.

Barry D. Romeril Group Finance Director (Aged 49):
Appointed Group Finance Director in April 1988. He will
Jeave the Company and retire asa Director on 30th June, 1993.
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Dr Alan W, Rudge OBEFRS Managing Dircctor, Devel-
opment and Procurement (Aged 55): Appointed a Director
in April 1989,

Sir Eric Ash CBEFRS Non-executive ~ Director  (a)(b)
(Aged 65): Appointed a Director in July 1987. Rector of the
Imperial College of Science, Technology and Medicine in
London. He will retire as a non-executive Director on 30th
June, 1993.

Sir Ewen Fergusson GCMG GCVO  Non-executive  Dir-
ector (Aged 60): Appointed a Director on 24th May, 1993.
Former UK Ambassador to France. Non-executive director,
and from 1st October, 1993 chairman, of Coutts & Co.
Non-executive director of Sun Alliance Group Plc.

Sir Geoffrey Mulcahy Non-executive Director  (a)e)
{Aged 51): Appointed a Director in October 1988. Chairman
of Kingfisher plc. Non-executive director of Bass PLC.

Yve M. Newbold Non-executive Director (Aged 52):
Appointed a Director in June 1991. Company secretary of
Hanson PLC.

Sir David Scholey CBE Non-executive Director (a)b)
(Aged 58): Appointed a Director in October 1985. Chairman
of $.G.Warburg Group plc. Non-executive director of the
Bank of England, The Chubb Corporation and The General
Electric Company p.l.c.

The Rt. Hon. Lord Tebbit CHPC Non-executive Direc-
tor (a)b) (Aged 62): Appointed a Director in November 1987.
Former Member of Parliament and Cabinet minister. Non-
executive director of BET PLC and Sears ple.

Notes:

(a) Member of Board Committee on Executive Remunesation.

(b)Y Member of Board Audit Committee.

() Nominated by HM Government. See Part 9, “Relationship with HM Government”.

Details of the Directors’ beneficial interests in Shares, as
recorded in the register maintained pursuant to section 325
of the Companies Act 1985, are shown in the following table
as at 25th June, 1993, together with the options over Shares
held by each of them under BT’s share option schemes:

For the year ended 31st March, 1993, the Directors serving
during the year received from BT aggregate remuneration
(including payments to pension schemes) of £3,202,000.

All of the executive Directors have entered into service
agreements with BT. All of the executive Directors’ current
service agreements expire in August 1995 but contain
provisions for extension which enable BT (with the agree-
ment of the Director concerned) to replace the unexpired
period of the service agreement with a new three-year period




of service. The Company will offer to extend existing service
agreements to Sth August, 1996, except in the case -of
Mr. Argent whose agreement will expire on 31st August,
1995. Subject to the requirement that the agreement will
terminate when the Director reaches the age of 80, there is
no limit to the number of such extensions which can be
effected. Mr. Romeril’s service agreement will expire when
he leaves the Company on 30th June, 1993.

All of the non-executive Directors except Mr. Bett have
three-year contracts of appointment, expiring at various
dates. Mr. Bett’s contract of appointment expires on 31st
January, 1995.

There are no other service agreements, existing or
proposed, between any of the Directors and BT, Except for
the right of HM Government to appoint two Directors, there
are no arrangements or understandings between any Director
or executive officer and any other person pursuant ro which
such Director or executive officer was selected to serve.

There are no family relationships between any of the Direc-
tors of BT. .

Mr. Vallance is a non-executive director of The Royal
Bank of Scotland Group plc, a subsidiary of which is acting
as a receiving bank in respect of the UK Public Offer; Sir
Ewen Fergusson is a director of Coutts & Co, a subsidiary
of National Westminster Bank Plc, a receiving bank in respect
of the UK Public Offer, subsidiaries of which are also acting
as a Global Manager for the Internarional Offer and a Share
Shop; Sir David Scholey is chairman of $.G.Warburg Group
plc and Mr. Bosonnet is a non-executive director of Mercury
Asset Management Group plc, a subsidiary of $.G.Warburg
Group plc subsidiaries of which have been appointed to
advise HM Treasury on the sale of Shares under the
Combined Offers and ro act as Global Co-ordinator, and as a
Global Manager for the International Offer. Such companies
will receive fees and/or commissions in respect of their
acting in such capacities.

8. Market information and Dividends

Market information

Listing

The principal listing of the Shares is on the London Stock
Exchange, on which over 2.2 billion Shares were traded in the
1993 financial year. In addition, 1.8 billion of the 1991 interim
rights were traded on the London Stock Exchange in the 1993
financial year before dealings ceased prior to the payment of
the final instalment on 2nd March, 1993.

Interim Rights will be traded on the London Stock
Exchange separately from the Shares currently outstanding.

It is proposed that settlement of trades in Interim Rights
on the London Stock Exchange will be effected in TALIS-
MAN (the London Stock Exchange’s centralised computer
settlement system). See “Dealings” in Part 12, for further
information on the dealing periods and settlement dates.

Market prices

The following table sets out, for the periods indicated,
the highest and lowest closing middle-market quotations for
the Shares, as derived from the London Stock Exchange Daily
Official List

hares is not necessarily indicative of future

On 25th June, 1993, the closing middle-market quotation
for Shares on the London Stock Exchange was 424.5p.
On 25th June, 1993, 6,203.5 million Shares were in issue.

Market statistics :

The statistics set out below are based on the closing
middle-market quotation for the Shares on 25th June, 1993
of 424.5p, as derived from the London Stock Exchange Daily
Official List. Potential investors should note that the stat-
istics will fluctuate with changes in the market price of the
Shares. '

Note:
(a) Assuming a gross dividend which includes a notional associated tax credit of 3.9p, being
25 per cent. of the 16,6p net dividend, See “Dividends” below for further information.

Dividends

An interim dividend in respect of each financial year is
normally declared by BT in November for payment in the
following February. The final dividend for each year is
normally recommended by BT*s Directors in May and paid
in September, following approval by BT’s shareholders.

The first dividend to which holders of Shares sold under
the Combined Offers will be entitled is the final dividend of
9.45p net in respect of the 1993 financial year which will,
subject to shareholder approval at the forthcoming annual
general meeting, be payable on 30th September, 1993 (or as
soon as possible thereafter) to holders of Shares and Interim
Rights on the register on 1st September, 1993. Holders of
Interim Rights will be entitled to all subsequent dividends
on the same basis as holders of Shares.

The following table sets out the net dividends paid or
recommended to be paid on Shares in respect of each of the
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past five financial years, excluding the associated tax credit
in respect of such dividends.

¥

See “UK taxation” in Part 11 for a.description of the
associated tax credit available to persons resident in the UK
for tax purposes, the way such tax credit is calculated and
the rates of such tax credir.

In March 1993, HM Government announced changes in
the raxation of dividends which will reduce the associated
tax credit available to certain beneficial owners of Shares
with respect to dividends payable after Sth April, 1993. The

associated tax credit was equal to 33 per cent. of the net
amount of any dividend paid by BT prior to éth April, 1993,
and will be reduced to 25 per cent. of the net amount of any
dividend to be paid by BT after 5th April, 1993. As a result
of these changes, the total of the net dividend and associated
tax credit available to certain beneficial owners of Shares
with respect to the 1993 financial year increased by 4.2 per
cent., despite the 8.3 per cent. increase in the total net divi-
dend declared by the Company with respect to the 1993
financial year. The final dividend, including the associated
tax credit available to such owners for the 1993 financial
year, increased by 1.8 per cent., despite the 8.6 per cent.
increase in the final net dividend declared by the Company.

Future dividends will be dependent upon the Group’s
earnings, the financial condition of BT and other factors.
Interim and final dividends paid in the past are not necessarily
indicative of future interim and final dividends, or the furure
relationship between them.

9. Relationship with HM Government

HM Government's interest in BT

As ar 25th June, 1993, HM Government held 21.8 per
cent, of the issued Shares of the Company. Assuming
HM Treasury sells all of the Shares being offered by it under
the Combined Offers (together with the Shares which would
be sold on exercise in full of the Over-allotment Option
described in “Over-allotment and stabilisation” in Part 2), it
would expect to hold not more than 1.5 per cent. of the
Company’s issued share capital immediately after the
Combined Offers. This holding would comprise principally
Shares retained to meet share bonus entitlements under the
arrangements made in HM Treasury’s sale of Shares in
December 1991 and a number of Shares reserved from the
Combined Offers to satisfy Share Bonus entitlements under
the UK Public Offer.

HM Government has stated that its policy is to sell
residual shareholdings in privatised companies as the circum-
stances of the companies and market conditions permit.
HM Government has stated that, before making any such
disposal, it will take into account the views of BT’s Board of
Directors.

HM Government has stated that, in line with its policy
since the Company’s flotation in 1984, it does not intend to
use its right as an ordinary sharcholder to intervene in the
commercial decisions of BT and that it does not expect
to vote its shareholding on resolutions moved at general
meetings, although it retains the power to do so.

HM Government will continue to hold rhe special rights
redeemable preference share of £1 par value in the Company
{the “Special Share™), which is redeemable at par at the
holder’s option. HM Government has stated that it does not

intend to require the Company to redeem the Special Share. .

The Special Share, which may only be held by
HM Government, does not carry any rights to vote at general
meetings, but does entitle the holder to receive notice of,
attend and speak at such meetings. Certain matters, in
particular the alteration of specified Articles of Association
of the Company, including the article relating to limitations
which prevent a person from owning or having an interest in
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15 per cent. or more of BT’s voting shares and the article
requiring BT’s executive Chairman to be a British citizen,
require the written consent of the holder of the Special
Share.

In addition, HM Government, as the holder of the Special
Share, is entitled to appoint or nominate two persons as
Government Appointed Directors. The Government
Appointed Directors have no special powers and their duties,
like those of all Directors, are to the Company as a whole.
Since 1st October, 1991, BT has had only one Government
Appointed Director and HM Government has stated that it
does not intend to appoint or nominate further Government
Appointed Directors when the present such nomination
expires on 18th October, 1993. HM Government has stated
that, as holder of the Special Share, it would have no objec-
tion to changes to the Company’s Articles to remove its
power to appoint or nominate such Directors. The Company
intends to propose such alterations to its shareholders at a
future general meeting.

HM Government owns £1,344 million of BT bonds,
which were modified in 1992 from the unsecured loan stock
previously in issue, repayable at par at various dates between
31st March, 1994 and 31st March, 2005. HM Government,
as part of its policy to raise approximately £1 billion in the
1993 financial year from its portfolio of privatised
companies’ bonds and loan stock, sold BT bonds with a face
value of £729 million maturing in the years 2000, 2002, 2003
and 2006 to BT and ro third parties in December 1992.

Commercial and other relations with HM Government

HM Government collectively is BT’s largest customer, but
the provision of services to any one department or agency of
HM Government does not comprise a material proportion
of BT’s revenues. Since 1984, except as described below, the
commercial relationship between BT as supplier and
HM Government as customer has been on a normal
customer and supplier basis.

BT can be required by law to do certain things and to
provide certain services for HM Government. The Licence




requires BT to provide certain services for HM Government
departments, such as priority repair of certain telephone
lines. In addition, the Secretary of State has statutory powers
to require BT to take certain actions in the interests of
national security, international relations and the detection of
crime. It is not HM Government’s policy to give details of
any arrangements of this kind or of the payments which may
at the discretion of the Secretary of State be made in respect
of them. :

See Part 4, “Regulation, Competition and Prices” for
further information in respect of the powers of HM Govern-
ment and the Director General to regulate telecommuni-
cations within the UK.

Attitude of opposition parties to BT
Following the general election on 9th April, 1992, the
Conservative Party retained a parliamentary majority, which

it has held since 1979. As at 25th June, 1993, the Govern-
ment’s majority over all other parties was 18 seats. The next
general election must be held no later than May 1997.

The Labour Party had a manifesto for the 1992 election
which favoured more regulation of BT in order to enhance
customer protection. In November 1992, the Labour Party
issued a policy document, which stated that a Labour govern-
ment would be prepared to finance a National Recovery
Programme in part from a “one-off public dividend paid by
the excess profits of the utilities” which, in their view, would
include BT. The Labour Party has since begun a long-term
re-assessment of its industrial policies.

The Liberal Democrat Party which, as at 25th June, 1993,
held 21 seats in the House of Commons out of a total of
651, continues to call for the “break-up” of BT.

The policies of opposition parties are the responsibility of
the party concerned.

10. Description of BT share capital and Summary of

Instalment Agreement

Share capital and share schemes

The authorised and issued share capital of the Company
at 25th June, 1993 was as follows:

o

Pursuant to a resclution passed at the annual general meet-
ing of the Company in 1992, the Directors of BT are generally
authorised for the purposes of section 80 of the Companies
Act 1985 (as amended, the “Companies Act”) to allot Shares
or securities convertible into Shates, or to grant options to
subscribe for Shares, having an aggregate nominal value of
£332,810,000. This authority expires on the date of the annual
general meeting of the Company to be heldin 1997 o, if earlier,
29th July, 1997. A further authority will be sought at the
Company’s forthcoming annual general meeting. .

The provisions of section 89(1) of the Companies Act, to
the extent that they are not disapplied, confer on sharcholders
rights of pre-emption in respect of the allotment of equity
securities which are, or are to be, paid up in cash. The
provisions of section 89(1) are at present generally disapplied,
pursuant to a special resolution passed at the annual general
meeting of the Company in 1992, in connection with rights
issues or if the equity securities to be allotted for cash, when
taken together with any other equity securities allotted for
cash during the period of the disapplication (other than equity
securities so allotted under a rights issue), do not in aggregate
exceed a nominal value of £76,998,000. The disapplication
expires on the date of the forthcoming annual general meeting
of the Company, when a resolution for a similar disapplication
of this section for a further year will be sought.

The Company has a share ownership scheme used for
employee share allocations, a share option scheme for its
employees and those of participating subsidiaries and further
share option schemes for selected Group employees.

The major share option scheme, the BT Employee Share-
save Scheme, is savings-related and the share options are
normally exercisable on completion of a five-year, Save-As-
You-Earn contract. Under the other share option schemes,
the share options are normally exercisable between the third
and tenth anniversaries of the date of grant. At 25th June,
1993, there were options outstanding under the share option
schemes to subscribe approximately 289 million Shares, exer-
cisable prior to 2003 at prices between 187p and 430p per
Share. :

Since 31st March, 1920, BT has allotted approximately
153 million Shares pursuant to exercises of options granted
under BT’s share option schemes.

Shares

Rights attaching to Shares

The following is a description of the rights of fully paid
Shares based on the Company’s Memorandum and Articles
of Association (the “Articles”) and English law. This descrip-
tion does not purport to be complete and is qualified in its
entirety by reference to the full Articles.

General: All of the issued Shares are fully paid, and,
accordingly, no further contribution of capital may be
required by the Company from holders of Shares, Under
English law, shareholders who are not residents of the UK
may hold, vote and transfer their Shares in the same manner
as UK residents.

Dividends: Subject to the rights of the holder of any future
shares having priority, the holders of Shares are entitled to the
profits of the Company available for dividend and resolved to
be distributed.




Return of capital: On a winding-up, the balance of the
assets available for distribution, after deduction of any
provision made under section 187 of the Insolvency Act 1986
and section 719 of the Companies Act and repayment of the
amounts paid up on the Special Share and subject to any
special rights attaching to any other class of shares, will
belong to the holders of Shares according to the respective
numbers of Shares held by them.

Voting: Subject to the provisions summarised in “Restric-
tions on voting” below, on a show of hands every holder of
Shares who is present in person at any general meeting shall
have one vote and on a poll every such holder who is present
in person or by proxy shall have one vote for every 25p in
nominal amount of the Shares of which he is the holder. A
shareholder whose registered address is outside the UK and
who wishes to receive notices of meetings of sharcholders
must give the Company an address within the UK to which
they may be sent.

Restrictions on voting: No person shall, unless the Board
otherwise determines, be entitled to attend or vote at any
general meeting or to exercise any other right conferred by
being a sharcholder at or in relation to meetings of the
Company in respect of any Shares held by him if (i} he or
any person appearing to be, directly or indirectly, interested
in those Shares has been duly served with a notice under
section 212 of the Companies Act (which confers upon
public companies the power to require information with
respect to interests in their voting shares) and he or any
such person is in default in supplying to the Company the
information thercby requested within the time specified in
such notice for compliance therewith, which must be at
least 14 days from the date of the notice, and the Board
resolves that those Shares be disqualified until the notice
is complied with or, if earlier, until the Board resolves to
remove the disqualification or (i) the circumstances
described under “Limitation on sharcholdings”. below
apply.

Annual report: A holder of Shares who, having received
a copy of the full annual report and accounts, does not
otherwise elect by notice in writing to the Company will
thereafter receive annual summary financial statements
published by the Company instead of its full report and
accounts. )

Pre-emption rights: see “Share capital and share schemes”
above.

Special Share

The Special Share, which may only be held by HM
Government, does not carry any rights to vote at general
meetings, but does entitle the holder to receive notice of,
attend and speak at such meetings. Certain matters, in
particular the alteration of specified Articles of the Company,
including the Articles relating to limitations which prevent a
person from owning or having an interest in 15 per cent. or
more of the Company’s voting shares and to the requirement
that the executive Chairman is a British citizen, require the
wrirten consent of the holder of the Special Share. The issue
of any shares with voting rights not identical to those of the
Shares also requires the consent of the holder of the Special
Share, subject to an exception for shares which do not consti-
tute equity share capital and which, when aggregated with
all other such shares, carry the right to cast less than 15 per
cent. of the maximum number of votes capable of being cast
on a poll at any general meeting. In addition, as the holder
of the Special Share, HM Government is also entitled to

appoint or nominate not more than two persons to be Direc-
tors. See Part 9, “Relationship with HM Government”. These
Directors are permitted by BT’s Articles to vote on issues
relating, inter alia, to contracts to which the Crown is party
or in which the Crown is interested.

Limitation on shareholdings

The limitation on interests in voting shares of the
Company is described briefly below:

For the purpose of these provisions, the expression “inter-
est”is widely defined; itgenerally follows butis more extensive
than the definition used in deciding whether a notification to
the Company would be required under Part VI of the
Companies Act (which contains requirements for the notifi-
cation of interests in shares in public limited companies) and
thus includes the interest of a holder of Interim Rights under
the Combined Offers. Any person who hasaninterestin voting
shares of 3 per cent. or more is required to notify the Company
of that interest and is otherwise required to give notices in
relation to interests in voting shares as currently provided in
Part VI of the Companies Act.

If any person has, or appears to the Board to have or (if
the Board is unable to ascertain whether such a person has
an interest in those shares and so resolves) is deemed to have,
an interest in shares which carry 15 per cent. or more of
the total votes attaching to relevant share capital (as that
expression is defined in the Companies Act), the Board shall
serve a written notice on all persons (other than certain
persons referred to below) who appear to it to have such
interests and, if different, on the registered holder{s) of the
shares concerned. Such notice will set out the restrictions
referred to below and will call for the interest concerned to
be reduced to less than 15 per cent. by sale or other disposal
of shares within 21 days of the giving of the notice to the
registered holder(s) (or such longer period as the Board
considers reasonable). No transfer of the shares comprised
in the interest may be made except for the purpose of reduc-
ing such interest to less than 15 per cent., or in relation to a
transfer by or on behalf of a custodian bank acting as the
registered holder of shares to which any interim rights relate.

If such a notice is served and is not complied with in all
respects to the satisfaction of the Board and has not been
withdrawn, the Board shall itself effect such a disposal on
such terms as it may determine, based upon advice obtained
by it for the purpose. o '

A registered holder on whom a notice referred to above
has been served is not entitled in respect of the share or
shares comprised in the interest, until such notice has been
withdrawn or complied with to the satisfaction of the Board,
to attend or vote at any general meeting of the Company or
meeting of the holders of voting shares and such rights will
vest in the chairman of any such meeting who may act entirely
at his discretion.

The Board is not required to serve notice on any person
if it does not know cither his identity or his address. The
absence of serving such a notice in such case and any acciden-
tal error in or failure to give any notice to any person upon
whom notice is required to be served will not prevent the
implementation of or invalidate any procedure under the
relevant Article. Any resolution or determination of, or
decision or exercise of any discretion or power by, the Board
shall be conclusive and binding on all persons concerned and
shall not be open to challenge. ' '

Any person acting on behalf of the Crown, and certain
other specified shareholders, including the Custodian Bank




for the Interim Rights, the Depositary for the American
Depositary Receipts (“ADRs") and Interim American Deposi-
tary Receipts (“Interim ADRs”) and The Depository Trust
Company, are not subject to these restricrions.

Summary of Instalment Agreement

The Shares being sold under the Combined Offers are to
be paid for in three instalments, the first instalment being
payable in accordance with the terms and conditions appli-
cable to a person purchasing Shares in the International Offer
or the UK Public Offer, as the case may be, the second
instalment being payable on or before 1st March, 1994 and
the final instalment being payable on or before 11th October,
1994. To enable Purchasers (as defined below) to transfer
their rights to Shares without prejudicing the interests of HM
Treasury, the Instalment Agreement dated 29th June, 1993
(the “Instalment Agreement™), to which every Purchaser will
also be a party, has been entered into between HM Treasury,
the Company and Lloyds Bank Ple (the “Custodian Bank™).
The following description of the rights of persons registered
as holders of Interim Rights (as defined below) is a brief
summary only of the Instalment Agreement, does not purport
to be complete and is qualified in its entirety by reference to
the Instalment Agreement.

For the purposes of this summary, a “Purchaser” means a
person who is shown on the register of holders of Interim
Rights (as defined below) maintained under the Instalment
Agreement (the “Interim Rights Register”). Persons who have
agreed to purchase Shares in the Combined Offers will be
entitled to be shown on the Interim Rights Register, and so
become Purchasers, once they have paid, in cleared funds,
the first instalment in respect of the Shares which they have
agreed to purchase. In the case of applications by Share Shops
on Bulk applicarion forms (as described in Part 11), the Share
Shop’s nominee or, if the Share Shop has applied on a Bulk
application form requesting the issue of individual interim
certificates in the names of its underlying applicants or their
nominees, such underlying applicants or their nominees, will
be entitled to be shown on the Interim Rights Register and
50 become Purchasers, once the Share Shop has paid, in
cleared funds, the first instalment in respect of the Shares
applied for and submitted satisfactory details of the underly-
ing applicants to which the Bulk application form relates.
Copies of the Instalment Agreement are available for inspec-
tion until 22nd November, 1994 at Lloyds Bank Plc, Lloyds
Bank Registrars, The Causeway, Worthing, West Sussex
BN99 6DA. Full copies {on payment of a reasonable fee)
or a summary (without payment) of the Instalment Agree-
ment may also be obtained from the address above until that
date.

General

The Instalment Agreement deems there to be a separate
contract between HM Treasury and each Purchaserin respect
of each Share which HM Treasury agrees to sell to that
Purchaser. Each such Share will be registered in the name of
the Custodian Bank or its nominee on the register of
members of the Company until all of the instalments in
respect of that Share have been duly paid, after which each
such Share shall be transferred to the Purchaser and a defini-
tive share certificate will be issued to him. The Instalment
Agreement is designed, subject to its terms and except as
described below, to confer and impose on Purchasers rights

and obligations substantially similar to those conferred and
imposed on registered holders of Shares.

If a Purchaser is also a holder of Shares on the register
of members of the Company, the Custodian Bank and the
Cormnpany may arrange for his rights to payment of dividends
and to receive notices, voting papers, reports and other circu-
lars to be combined so that he only receives a single item
(representing his combined rights). A Purchaser will reccive
summary financial statements published by the Company
rather than full annual accounts, unless he elects otherwise
by notice in writing to the Company. The Company will
continue to send summary financial statements to a Purchaser
after he becomes a shareholder, unless he elects otherwise
by notice in writing to the Company.

The Instalment Agreement provides that Purchasers will
not be entitled as against HM Treasury to exercise any
remedy of rescission for innocent misrepresentation.

Until the final instalment has been paid and definitive
share certificates have been issued to them, Purchasers will
have certain rights and obligations (“Interim Rights”) in
respect of the Shares which they have agreed to purchase.
The Custodian Bank will issue interim certificates to
Purchasers to evidence their Interim Rights to these Shares.

Purchasers on the Interim Rights Register at 3.00 p.m. on
1st March, 1994 and 11th October, 1994 will be required to
pay the second and final instalments, respectively, for value
by that time. Call notices will be despatched to Purchasers
before the payment dates, but a Purchaser will be required
to pay even if he does not receive a call notice. Each joint
Purchaser of a Share is jointly and severally liable in respect
of cach instalment.

Default in respect of payments of instalments

If a Purchaser fails to pay when due any instalment of the
price for any Share, HM Treasury may (without prejudice to
its other rights) avoid its agreement to sell that Share to
that Purchaser and may resell the Share to someone else.
Following resale, the defaulting Purchaser will be sent a
refund per Share resold, without interest, equal to the
amount of the first instalment paid by a person purchasing
Shares in the UK Public Offer (if the default is in relation to
payment of the second instalment or the second and final
instalments) or an amount equal to the aggregate of such first
instalment and the second instalment, less any instalment
discount, if applicable, (if the default is in relation to the
final instalment) less in each case any loss sustained by HM
Treasury. No payment will, however, be made to any person
of any aggregate amount of less than £3.00. If HM Treasury
in its absolute discretion accepts late payment, it may do so
on the basis that the Purchaser pays default interest as set
out in the Instalment Agreement and /or such other amount
as HM Treasury may specify. If any payment made by a
Purchaser is insufficient to satisfy the second instalment or
the final instalment, as appropriate, then due upon all his
Shares, then {in the absence of any express appropriation by
the Purchaser) that payment will be appropriated by HM
Treasury in payment of such instalment in respect of so many
of such Shares (the particular Shares being determined by
HM Treasury in its discretion) as possible and any balance
will be retained by HM Treasury.

Dividends

Cash dividends paid by the Company will be sent by the
Cornpany directly to the relevant Purchasers or in accordance
with their written directions at their risk. If the Company
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gives the holders of Shares an option to elect to reccive fully
paid Shares instead of cash dividends, it will use reasonable
endeavours to make arrangements which give such option to
Purchasers on the same basis and any Shares issued in lien of
a cash dividend pursuant to such an option being exercised
will be issued or transferred to the relevant Purchasers.

Capitalisation issues etc.

If there is a capitalisation issue of fully paid Shares on or
before 11th October, 1994, HM Treasury and the Purchasers
will be deemed to have agreed to sell and purchase Shares
on the basis that, subject to provisions for dealing with frac-
tional entitlements, the price agreed to be paid for the Shares
sold in the Combined Offers will be distributed as provided
in the Instalment Agreement over those Shares and the new
Shares attributable thereto, so that a Purchaser will be
required to pay no more for his increased holding than for
his original holding and his liability to pay further instalments
will be proportionately distributed over the increased hold-
ing. Corresponding provisions. have been made for the
consolidation and sub-division of Shares.

Rights issues

If the Company offers Shares or other securities to holders
of Shares by way of rights, the entitlements of the Custodian
Bank or its nominee as the registered holder of Shares will
be offered to Purchasers pro rata to their holdings of Interim
Rights, ignoring fractions, in substantially the same manner
as to registered holders of Shares.

Other distributions in respect of Shares

Subiect to provisions dealing with fractional entitlements,
legal title to any non-cash distribution (other than Shares
being issued in lieu of a cash dividend) made by the Company
to the Custodian Bank or its nominee as the registered holder
of Shares will normally be retained by the Custodian Bank
and transferred by it to the relevant Purchasers after payment
of the final instalment subject to the Purchasers paying any
stamp duty or SDRT in connection with such transfer and to
such arrangements as may be agreed by HM Treasury, the
Company and the Custodian Bank. Purchasers at the time
when such a distribution is made to the Custodian Bank may,
as a result, have to satisfy a tax liability before they receive
the transfer.

Transfers

Interim Rights will be transferable in the same way as fully
paid Shares. No transfer of Interim Rights will be registered
without delivery to the Custodian Bank of a duly completed
and stamped instrument of transfer supported by the relevant
document of title. Unless the transfer is in favour of SEPON
Limited, these documents must be accompanied by payment
of the second instalment, if submitted after 3.00 p.m. on 21st
January, 1994, and the final instalment, if submitted after
3.00 p.m. on 8th September, 1994, and, if required, default
interest and/or such other amount as HM Treasury may
specify if late payment is accepted. On registration of a trans-
fer, the transferee will become the new Purchaser of the
Shares. He will also become a party to the Instalment Agree-
ment and will be entitled to the rights conferred, and subject
to the obligations (including the obligation to pay any
outstanding instalment(s)) imposed, by it to the exclusion of
all predecessors in title. The person tendering any documents
for registration is deemed to warrant his authority to do so
as, or on behalf of, the transferec(s) named therein. The
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Instalment Agreement contains further provisions dealing
with the transfer of Interim Rights and transmission on death,
bankruptcy and mental incapacity and restricting transfers to
persons who are not of full capacity or to more than four
persons jointly.

Voting rights

Purchasers will be sent notices of meetings of shareholders
of the Company and arrangements will be made to enable
them to attend, speak and vote in respect of the Shares
purchased in the Combined Offers to a similar extent and
subject to similar restrictions as if they were registered hold-
ers of those Shares, except that Purchasers will not be entitled
to attend or vote at the annual general meeting of the
Company convened for 29th July, 1993. Meetings of
Purchasers may be convened by the Company, HM Treasury
or the Custodian Bank, and, if the Custodian Bank receives
such funds, indemnity and /or security as it may reasonably
require, by Purchasers holding at least one-tenth of all the
Interim Rights. Any resolution passed at such a meeting will
bind all Purchasers. A Purchaser whose registered address is
outside the UK and who wishes to receive notices of meetings
must give the Custodian Bank an address within the UK to
which they may be sent.

Disclosure requirements and restrictions on ownership
of Interim Rights

The provisions of the Articles which relate to disclosure
requirements and which limit the size of holdings in the
Company are applied to Interim Rights in substantially the
same way as they apply to Shares.

A Purchaser upon whom the Directors serve a notice
requiring him to make a disposal (a “Required Disposal”) of
Shares to which his Interim Rights relate may not transfer
any of those Interim Rights (except in order to make the
Required Disposal) and shall not be entitled to exercise
voting or certain other rights in respect of those Interim
Rights, until that notice has been withdrawn or those Interim
Rights have been disposed of. If that Purchaser does not
dispose of those Interim Rights when required to do so, some
or all of those Interim Rights may be sold, and any proceeds
of sale (without interest and after deduction of the expenses
of sale and the amount of any unpaid instalments) will be
paid to the former Purchaser upon surrender to the Custod-
ian Bank of the interim certificate(s) in respect of the Interim
Rights sold o, if appropriate, after the date following which
such interim certificate(s) can no longer be used to support
a transfer.

Inspection and disclosure of the Interim Rights Register

The Interim Rights Register may be inspected by any
Purchaser or other person, and the information contained in
the Interim Rights Register may be disclosed to HM Govern-
ment departments (and their agents) concemed with other
privatisations and to members of the police forces for
compiling lists of suspected multiple and other fraudulent
applications.

Amendment to the Instalment Agreement

The Company, the Custodian Bank and HM Treasury may
amend the Instalment Agreement in any respect which HM
Treasury and the Company consider necessary or desirable
without the consent of the Purchasers in order to cure any
ambiguity, defect or manifest error or to effect any
procedural change or in any manner which HM Treasury and



the Company deem necessary or desirable (including, without
limitation, to facilitate dealings or settlements on the London
Stock Exchange or any other securities market or to facilitate
paperless trading of securities) which does not, in their opinion,
materially prejudice the interests of any Purchasers. Other
amendments and modifications of the rights of Purchasers or
the release or exoneration of the Custodian Bank can be
approved by extraordinary resolution passed at a meeting of
Purchasers. No such amendment may, and no meeting of
Purchasers has power to, vary materially the rights of any
Purchaser, on due compliance with the provisions of the
Instalment Agreement, to pay for, and take a transfer of, any
of his Shares and, pending such transfer, to enjoy all the rights
of ownership conferred upon him by the Instalment
Agreement in respect of such Shares or to modify or abrogate
any right to receive the profits and income arising directly or
indirectly from such Shares.

Taxes, etc.

Purchasers may be required to execute or furnish docu-
ments in order to comply with any financial or other require-
ments in respect of their Interim Rights or Shares. Except as

specified in the Instalment Agreement, each Purchaser is
responsible for all taxes, duties and governmental charges
and expenses which may become payable in respect of his
Interim Rights or Shares. Therefore, if any of the same are
paid or payable in the first instance by HM Treasury or the
Custodian Bank, the Purchaser must pay the same to HM
Treasury or the Custodian Bank (as the case may be} upon
request. Failure to do so may result in the sale of some orall
of the Purchaser’s Interim Rights.

Miscellaneous _

The Instalment Agreement is governed by English law.
Each Purchaser submits to the jurisdiction of the English
courts. All documents sent to joint Purchasers will be sent
to the address of the first-named in the Interim Rights Regis-
ter. The liabilities and duties of HM Treasury and the
Company to Purchasers are subject to certain limitations and
exclusions.

11. Additional information

Terms used in this Part and not defined herein have the same meanings as set out in Part 12.

Share Shops

156 organisations successfully applied to act as Share
Shops in relation to the UK Public Offer. Share Shops acting
assuchare required to comply with the Terms and Conditions
of the Share Shop scheme.

Share Shops fall within one or more of the following
categories:

(a) members of The Securities and Futures Authority
Limited, Investment Management Regulatory Organisation
Limited or the Financial Intermediaries, Managers and Brok-
ers Regulatory Association, provided that the scope of their
membership enables them to act as Share Shops; or

{b) member firms of the London Stock Exchange who are
situated in the Channel Islands or the Isle of Man; or

{c) PEP managers acting in their capacity as such, provided
that the scope of their regulatory authorisation enables them
t0 act as Share Shops; or

(d) such other persons as HM Treasury has designated.

At all times and in all respects a Share Shop will act for
itself or for its customers or registrants and not as agent for
HM Treasury, 5.G. Warburg & Co. Ltd., BT, any subsidiary
of BT or any of their respective officers, employees or agents.

In applying to act as a Share Shop and agreeing to act in
accordance with the Terms and Conditions of the Share Shop
scheme, each Share Shop has made and given various
representations, warranties and undertakings to and for the
benefit of HM Treasury, 5.G.Warburg & Co. Ltd. and BT as
to, among other things, its capacity and authority, compliance
with Jaws and applicable regulations, multiple applications
and disclosure of information. It has also agreed to indemnify
HM Treasury, $.G.Warburg & Co. Ltd. and BT and each of

their respective officers, employees and agents against all
liabilities which they may suffer by reason of the Share Shop’s
acts or omissions in connection with its acting as a Share
Shop or otherwise in connection with the UK Public Offer.

Registration with Share Shops

Each Share Shop is required to maintain a register of all
individuals which it agrees to register for the purpose of the
UK Public Offer from 24th May, 1993 until 2nd July, 1993
inclusive. Each Share Shop is able to register automatically
any or all of its existing individual customers (within the
meaning of the rules of its self-regulating organisation or
other regulatory body, if any) resident in the UK, the Channel
Islands or the Isle of Man, other than those for whom it
carries on solely execution-only business.

Each Share Shop is required to notify individuals it has
registered of that fact or, in the case of its discretionary
customers which it has registered, that it may apply on their
behalf in the UK Public Offer.

Applications to Share Shops

As soon as reasonably practicable following receipt by
each Share Shop of copies of this prospectus, each Share
Shop is required to send to all of its registrants (other than
its discretionary customers) a Share Shop application form
and a copy of this prospectus (except that a copy of this
prospectus need not be sent if it is being sent to another
member of the registrant’s family who is resident at the
same address). The Share Shop application form must, when
executed, authorise the Share Shop to make a valid appli-
cation on a Bulk application form in the UK Public Offer on
behalf of the registrant completing the Share Shop appli-
cation form, and must include certain other statements and
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terms as prescribed by HM Treasury. Payment for Shares in
respect of such Share Shop application form must be made
to, or as directed by, the Share Shop.

Applications by Share Shops ‘ '

Bulk application forms will be used by a Share Shop to
apply for Shares in the UK Public Offer on a single form
on behalf of a number of underlying applicants who are
registered with the Share Shop and who (except in the case
of its discretionary customers) have duly completed its Share
Shop application form.

Each Share Shop must duly submit an application, on a
Bulk application form, on behalf of any registrant who has
duly completed and submitted to it its Share Shop application
form. The Share Shop must, on all Bulk application forms
submitted by it, properly distinguish between underlying
applicants who are qualifying sharcholders, eligible
employees, both of these or neither. Such applications made
for qualifying shareholders and/or eligible employees will
include a warranty that such underlying applicants were
qualifying shareholders and /or eligible employees to the best
of the Share Shop’s knowledge and belief. Applications on
Bulk application forms are made on the basis of the Terms
and Conditions of application set out in Part 13 and the
Special Terms of Application. The Special Terms of Appli-
cation provide that, among other things, as regards allocation
and incentives, an application duly made on a Bulk appli-
cation form will be treated as if it constituted a separate
application for each of the relevant underlying applicants.

Each Shate Shop must deliver satisfactory lists of underly-
ing applicants, including details of their names, addresses,
Registration Numbers or Nominee Numbers, if any, and
client account numbers, if any, to HM Treasury before
interim certificates are despatched to it.

UK Public Offer selling commission

Each Share Shop will be eligible to receive selling
commission from HM Treasury in respect of allocations
resulting from successful applications on duly submitted
Bulk application forms.

Rates

Selling commission in respect of each Bulk application
form will be calculated in relation to each underlying appli-
cant separately and, subject to HM Treasury’s rights to with-
hold selling commission as described below, will be payable
at the following rates:

(2) on the first £8,000 worth of Shares allocated at the fully
paid UK Public Offer Price, at the rate of 1.1 per cent. of
such value; and

(b) on the next £22,000 worth of Shares allocated at the
fully paid UK Public Offer Price, at the rate of 0.5 per cent.
of such value,

with a minimum payment of £12.50 per successful underlying
applicant.

Subject to certain exceptions, no selling commission will
be payable in respect of any Bulk application form submitted
in respect of fewer than 15 underlying applicants. Selling
commission on Bulk application forms will be rounded down
to the nearest £1.

Share Shops may reallow selling commission to Financial
Intermediaries, but may not do so to any underlying
applicant.
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Withholding commission

HM Treasury may withhold any selling commission from
a Share Shop which would otherwise be payable if HM
Treasury considers in its absolute discretion that:
(a) the Share Shop has encouraged any person, in its adver-
tising material or otherwise, to acquire Shares in the UK
Public Offer not for investment but with a view to selling
sach Shares on or shortly after the date dealings commence
in the Interim Rights, or has facilitated such a sale otherwise
than by providing normal share dealing services (such as by
encouraging underlying applicants to give selling instructions
priot to the date dealings commence in the Interim Rights or
by introducing or promotinga special dealing rate specifically
for sales, but not purchases, of such Shares). This will not be
applied where the Share Shop encourages or facilitates a sale
to comply with any applicable laws or regulations to which
it is subject; or
(b) the Share Shop fails to satisfy the fraud auditor
appointed by HM Treasury in relation to the UK Public
Offer that it is entitled to receive sclling commission, ot that
adequate procedures have been adopted and followed, or
adequate records kept, in each case designed to prevent
multiple or other fraudulent applications in the UK Public
Offer; or
(c) the Share Shop has committed a breach of any of the
Terms and Conditions of the Share Shop scheme.

Summary of offer agreements

The description of each of the agreements referred to in
this paragraph is a brief summary only of the rerms of such
agreement, does not purport to be complete and is qualified
in its entirety by the full terms of such agreement.

(a) An agreement (the “Orderly Marketing Agrecment”)
dated 10th June, 1993 between HM Treasury (1), the Global
Managers and certain of their affiliates (2), the North Amer-
ican Managers and their respective Canadian Distributors
and US Distributors (3), the Japanese Managers (4), the Rest
of the World Managers (5) and the Global Co-ordinator (6)
which provides for the regulation of the orderly marketing
of the Shares under the Combined Offers, and, in particular,
provides for any sale of Shares (which is widely defined to
include, inter alia, any solicitation of interest in purchasing
and any transfer or other disposal of Shares) to be made only
in those countries or territories in which the International
Offer is made and in accordance with all applicable regulat-
Ory requirements. :
(b) An agreement (the “International Offer Agreement”)
dated 29¢h June, 1993 between HM Treasury (1), the Global
Managers and certain of their affiliates (2), the North Amer-
ican Managers and their respective Canadian Distributors
and US Distributors (3), the Japanese Managers (4), the Rest
of the World Managers (5}, the Global Co-ordinator (6) and
S.G.Warburg & Co. Ltd. (7) which provides for the conduct
of the International Offer. Pursuant to this agreement:
(i) each Manager (which expression shall, where used
in this paragraph, include certain affiliates of each Global
Manager and the respective Canadian Distributors and
US Distributors of the North American Managers) has
undertaken with HM Treasury to use all reasonable
endeavours to procure indications of interest in purchas-
ing Shares and may submit a bid or bids reflecting those
indications of interest in the International Offer;
(i) the commitment of any Manager to procure




purchasers for, or failing which to purchase, any Shares
will be evidenced solely by delivery on behalf of that
Manager of the purchase memorandum contempiated
by the agreement (the “Purchase Memorandum”} which
is expected to take place on 19th July, 1993;

{iii) delivery of the Purchase Memorandum will consti-
tute the agreement by a Manager with HM Treasury and
the Global Co-ordinator to procure purchasers for, or
failing which to purchase, at the International Offer
Price, (1) in the case of the Global Managers, {(a) in equal
shares, the number of Shares allocated to all Specified
Investors and not accepted by Specified Investors-and
{b) the number of Shares allocated to persons other than
Specified Investors in the Purchase Memorandum in
respect of successful bids made on their behalf by that
Global Manager and its affiliates; and (2) in the case of
any Manager other than a Global Manager, the number
of Shares which that Manager agrees in the Purchase
Memorandum to procure purchasers for, or failing
which to purchase, in each case on the terms and
conditions referred to in the agreement and on the terms
of the Purchase Memorandum: Such delivery will also
constitute the agreement by each Manager to offer the
Shares allocated to it in the Purchase Memorandum to
the persons on whose behalf it made successful bids in
the International Offer. The obligations of the Managers
under the Purchase Memorandum are not conditional
on dealings commencing in the Interim Rights;

(iv) each Manager has agreed that, if it becomes aware
of any details relating to the allocation of Shares (as set
forth or referred to in the Purchase Memorandum) to
any person other than itself, or the respective numbers
of Shares which are sold by HM Treasury or over-
allotted and comprised in any such allocation {including
the basis of allocation) prior to the Stabilisation Period
End Date (being the date which is the earlier of (1)
the thirtieth day after the day on which the Purchase
Memorandum is delivered and {2} the date agreed
between HM Treasury and the Global Co-ordinator as
the last date on which any stabilisation transaction may
be effected by the Global Co-ordinator or its agents in
accordance with the International Offer Agreement), it
will not disclose any such derails prior to such date;
(v} HM Treasury has agreed to pay to the Global
Managers and the Regional Managers management
commission equal to 0.2 per cent. of the value at the Inter-
national Offer Price of the Shares sold by HM Treasury in
the International Offer (together in each case with any
VAT thereon). Of this management commission, 80 per
cent. will be shared equally between the Global Managers
and the balance will be shared equally between the
Regional Managers. HM Treasury has further agreed (for
itself in respect of the Shares sold by it under the Inter-
national Offer and on behalf of the Global Co-ordinator
in respect of Shares which the Global Co-ordinator may
over-allot) with the Managers to pay a selling commission
(together with any VAT thereon) to the Managers equal to
0.8 per cent. of the value at the International Offer Price
of the Shares allocated to the Managers in the Purchase
Memorandum. Subject to part of such selling commission
being available as described in the International Offer
Agreement to meet the costs of stabilisation, and the legal
(if any) and other expenses of the Global Co-ordinator
in connection with or arising out of the preparation or
negotiation of the International Offer Agreement, the

Purchase Memorandum and the Orderly Marketing
Agreement, and the International Offer, such selling
commission will be paid to the Managers (1} insofar as it
relates to sales of Shares to Specified Investors, as desig-
nated by the relevant Specified Investorand, to the extent
that no designation is made, according to allocations to
Global Managers and their affiliates; and (2) insofar as it
relates to any othersale of Shares, according toallocations
to Managers. Except as described above, all out-of-
pocket costs, charges and expenses of and incidental to
making the International Offer (together with any VAT
thereon) duly authorised by HM Treasury shall, as
between HM Treasury and the Managers, be borne by
HM Treasury; - :
{vi) HM Treasury has given certain warranties and
representations to the Managers and has indemnified the
Managers against certain liabilities arising under the
Combined Offers. The Managers have given certain
warranties and undertakings to HM Treasury and the
Company and have indemnified HM Treasury against
certain liabilities; and
{vii) the Global Co-ordinator has been granted the
Over-allotment Option described in “Over-allotment and
stabilisation™ in Part 2, which is exercisable by notice to
HM Treasury, given not later than the Stabilisation Period
End Date. The Global Co-ordinator may exercise the
option to acquire Shares from HM Treasury in order to
settle over-allotments and such exercise may be revoked
in whole or in part before the end of the option period.
The Global Co-crdinator will pay in cash for all Shares in
respect of which the option is exercised and not revoked.
In relation to Shares in respect of which the option is
revoked, the Global Co-ordinator will transfer an equiva-
lent number of Interim Rights to HM Treasury o, at the
election of the Global Co-ordinator, make an equivalent
payment in cash. Management and selling commissions
shall be payable, at the rates referred to in paragraph (v)
above, to the Global Co-ordinator in respect of such
Shares, to be divided Between the Managers (1) in the case
of management commission, as HM Treasury, initsabsol-
ute discretion, shall direct and (2) in the case of selling
commission, in proportion to other selling commission
payable to the Managers.
{¢) Anagreement{the “Agreement for Warrantiesand Indem-
nities”) dated 29th June, 1993 between HM Treasury (1), the
Directors of the Company (2) and the Company (3) under
which the Company has given certain warranties to HM Treas-
ury relating to the information about the Company (identified
in the agreement) contained in this prospectus and certain
documents used in connection with the Combined Offers
{together, “the Prospectuses™). HM Treasury has given certain
warranties to the Company and the Directors relating to the
Prospectuses and the Company has received an indemnity
from HM Treasury in relation to certain liabilities under the
Combined Offers and each of the Directors has received an
indemnity from HM Treasury in relation to certain liabilities
under the Combined Offers. The agreement zlso contains
certain undertakings by the Company in relation to the
Combined Offers.
(d) An agreement (the “Global Co-ordinator’s Agreement”)
dated 29th June, 1993 between HM Treasury (1), the Global
Co-ordinator (2)and §.G. Warburg & Co. Lid. {3)under which
HM Treasury has appointed 5.G.Warburg Securities Ltd. to
act as Global Co-ordinator of the Combined Offers and to
conduct, and act as book-runner for, the International Offer.
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The agrcement contains certain indemnities given by HM
Treasury to the Global Co-ordinator.

{e} Anagreement (the “Agency Agreement”) dated 29th June,
1993 between HM Treasury (1) and $.G. Warburg & Co. Ltd.
(2) under which HM Treasury has appointed S.G.Warburg &
Co. Ltd. as its agent on its behalf to make the UK Public Offer.
The agreement contains certain indemnities given by HM
Treasury to S.G.Warburg & Co. Ltd.

UK taxation

The following summary of certain UK tax consequences
is set out in reliance upon the advice of Linklaters & Paines,
London. The summary does not purport to be a complete
analysis of all the potential UK tax consequences of owning
the Shares. In particular, it does not apply to certain classes
of investors, such as dealers. Prospective investors are advised
to consult their tax advisers with respect to the tax conse-
quences in both the UK and in any other country in which
they are subject to tax in respect of the Shares. The summary
is based on current legislation and Inland Revenue practice
and on the proposals contained in the 1993 Finance (No. 2)
Bill which has not yet been enacted but is expected to become
law later this year. .

For individual holders of Shares who are resident in the
UK for tax purposes, the sum of 2 cash dividend received
and an associated tax credit (the “gross dividend”) will be
included in the individual’s total income for UK tax purposes
and will be subject to income tax at the rate of 20 per cent.
or, in the case of a higher rate taxpayes, 40 per cent. The
associated tax credit will be equivalent to 20 per cent. of the
gross dividend and will be set against the individual’s overall
income tax liability. Accordingly, UK resident individual
holders of Shares who are higher rate taxpayers will have an
additional income tax liability equal to 20 per cent. of the
gross dividend. Other UK resident individual taxpayers will
have no further tax liability in respect of a dividend- and, if
the associated tax credit exceeds an individual’s overall liab-
ility to income tax {taking into account his other income and
any other tax credits and allowances), he will be able to claim
payment of the excess from the Inland Revenue. For a UK
resident corporate shareholder, any dividend received from
the Company and the associated tax credit will normally be
franked investment income.,

'Shareholders which are charities may be able to benefit
from proposed transitional rules which will enable them
to obtain additional payments from the Inland Revenue in
respect of the associated tax credit on dividends paid to them
before 6th April, 1997.

Subject to certain exceptions for individuals who are
Commonwealth citizens, citizens of the Republic of Ireland,
residents of the Isle of Man or the Channel Islands and
certain others, the right of a shareholder who is not resident
in the UK to claim any part of the associated tax credit will
depend upon the existence and terms of any double tax treaty
between the UK and the jurisdiction in which that person is
resident. Persons who are not resident in the UK should
consult their own tax advisers concerning their tax liabilities
{in the UK and any other jurisdictions) on dividends received,
whether they are entitled to claim any part of the associated
tax credit in respect of a dividend and, if so, the procedure
for doing so, and whether any double taxation relief is due
in any jurisdiction in which they are subject to tax.

HM Government has invited comments on a proposed
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scheme under which a dividend paid by a UK resident
company could be designated by the company paying the
dividend as a “foreign income dividend”, with the result that
it would not carry any associated tax credit. Should such a
scheme be implemented in the form proposed, a UK resident
holder of Shares receiving a “foreign income dividend” would
be treated as receiving income that had borne income tax at
the rate of 20 per cent. Accordingly the tax position of UK
resident individual holders of Shares receiving a “foreign
income dividend” would be the same as if they had received
a normal dividend, except that a taxpayer whose overall
liability to income tax was less than the income tax which
was treated as having been borne by the “foreign income
dividend” would not be entitled to claim any payment of the
excess from the Inland Revenue. For a UK resident corporate
shareholder, a “foreign income dividend” would not be
treated as franked investment income but would not be
treated as part of the UK resident corporate shareholder’s
taxable profits. A non-UK resident shareholder receiving a
“foreign income dividend” would not be entitled to receive
any associated tax credit in respect of the dividend, notwith-
standing the terms of any double tax treaty between the UK
and the jurisdiction in which that shareholder was resident.

Shares are assets situated in the UK for the purposes of
inheritance tax. A gift of such assets or the death of a holder
of such assets may (subject to certain exemptions and reliefs)
give rise 1o a liability to inheritance tax, even if the holder is
neither domiciled in the UK nor deemed to be domiciled
there under special rules relating to long residence or
previous domicile in the UK. For inheritance tax putposes, a
transfer of assets at less than full market value may be treated
as a gift. Special rules also apply to close companies and
trustees which own assets which are situated in the UK and
gifts where the donor reserves some benefit.

A disposal of Shares by a holder who is resident in the UK
for tax purposes and who is not a dealer may, after taking
account of indexation allowance, give rise to a chargeable
gain (or allowable loss) for the purposes of taxation of capital
gains.

Miscellaneous

{(a) The Company was incorporated under the Companies
Acts 1948 to 1981 on 1st April, 1984 as a public limited
company with registered number 1800000. '

(b} BT considers that, save for the agreement referred to in
paragraph (c) of “Summary of offer agreements” above and
the letter of intent referred to in “Documents available for
inspection” below, there are no contracts which have been
entered into by a member of the Group, not being contracts
entered into in the ordinary course of business, within the
two years immediately preceding the date of this prospectus,
which are or may be material. :

{(¢) BT has insurance cover to certain limits for major risks
on property and major claims in connection with legal liab-
ilities arising in the course of its operations. Otherwise, BT
generally carries its own risks. :

(d} As at 25th June, 1993, the Company had been notified
under Part VI of the Companies Act that the Prudential
Corporation group of companies had an interest in 3.7 per
cent. of the Company’s issued share capital. As at that date,
the Company had not been notified of any other person,
other than HM Treasury, being interested directly or
indirectly in three per cent. or more of the issued share capital




of the Company or of any persons who, directly or indirectly,
jointly or severally, exercise or could exercise control over
the Company. :

(e) Pursuant to the Telecommunications Act, in March 1985
the Secretary of State fixed a rarget investment limit for HM
Government’s shareholding in the Company after the 1984
flotation of the Company. The target investment limit
requires HM Government to ensure that the proportion of
voting rights which are carried by HM Government’s share-
holding and which are exercisable in all circumstances at
general meetings of the Company are not increased beyond
a specified percentage. In 1992, HM Treasury fixed this
percentage at 22.2 per cent. The effect of this is to prevent
HM Government increasing its voting shareholding in the
Company above this revised level without legislation first
being passed. - '

{f) S.G.Warburg Securities Ltd. and 5.G. Warburg & Co. Ltd.
are financial advisers to HM Treasury in connection with the
Combined Offers. S.G.Warburg Securities Ltd. and §.G. War-
burg & Co. Ltd. or any of their connected or affiliated
companies (or their directors or employees) may have a
position in Shares or other securities of (or options, warrants
or rights with respect to, or interests in, Shares or other
securities of) the Company and they or any of such other
companies may make a market or act as a principal in any
transactions in Shares or other such securities.

(g) Eight firms which are registered as market makers in the
Shares and the American Depositary Shares representing
Shares (*ADSs”) on the London Stock Exchange, four firms
which are registered as market makers in the Shares only and
two firms which are registered as market makers in options in
respect of Shares on LIFFE, are connected with certain of the
Managers, Retail Brokers or Share Shops. Pursuant to an
exemption from the prohibitions of Rule 10b-6 under the US
Securities Exchange Act of 1934, as amended (the “1934 Act™)
granted by the US Securities and Exchange Commission (the
“SEC”), these market makers will be permitted to continue
their market making activities in Shares, ADSs or options in
respect of Shares on the London Stock Exchange or LIFFE
during the period from 15th July, 1993 until the completion of
the US distribution (expected to occur by the time dealings
in the Interim Rights commence), subject to compliance with
certain restrictions, including not trading for the purpose of
creating actual orapparent active trading or of raising the price
of the Shares, the ADSs or options in respect of Shares and
maintaining records required by the London Stock Exchange
or LIFFE regarding such activities.

th) No prospectus in relation to the Shares or the Interim
Rights has been or will be lodged with, or registered by, the
Australian Securities Commission. Further, no approved deed
is in force for the purposes of the Corporations Law of
Australia. Therefore, a person may not {directly or indirectly)
in connection with the UK Public Offer: (1) offer for subscrip-
tion or purchase or issue invitations to subscribe for or buy
or sell the Shares or Interim Rights; or (2) distribute any draft
or definitive document in relation to any such offer, invitation
or sale, in Australia, its territories or possessions,

{i) Neither this document nor any copy of it may be taken
or transmitted into Canada, or distributed or redistributed in
Canada or to any Canadian person as defined in “Overseas
applicants” in Part 12.

Under the securities laws of most Canadian provinces, any
person (including any individual, partnership or trustee) or
company that acquires, directly or indirectly, beneficial
ownership of, or the power to exercise control or direction

over, 10 per cent. or more of the Shares will be required,
within prescribed time periods, to issue a press release and
file a report with the securities commission of each such
province, The Toronto Stock Exchange and the Company,
setting out prescribed details of such ownership, control or
direction (or of changes in such information) and, in certain
circumstances, to observe restrictions on further acquisitions
of Shares.

(i) This prospectus has not been submitted for approval by
the Commission des Opérations de Bourse in France and this
prospectus and the information contained herein may not be
supplied to the public in France or used in connection with
any offer of Shares to the public in France.

{k) Neither this prospectus nor any copy of it should be
distributed in Japan, or to any resident thereof, for the
purpose of any solicitation of any offer to purchase or any
offer for sale of any securities or in a context where its
distribution may be construed as any such solicitation or
offer.

() Neither this prospectus nor any copy of it may be taken
or transmitted into, or distributed in, the US. Any person
{including any natural person, company, government or
political sub-division thereof) which becomes the “beneficial
owner” (as defined in the 1934 Act) of more than five per
cent. of the Shares becomes subject, under the terms of
the 1934 Act, to an obligation to file prescribed reports of
beneficial ownership (and reports of changes in such owner-
ship} with the SEC, the New York Stock Exchange and the
Company on a form prescribed by the SEC.

(m} Any failure to comply with the restrictions on distri-
bution of this prospectus referred to in paragraphs (h), (i), {j),
(k) and () above may constitute a violation of the securities
laws of the countries concerned. The distribution of this
prospectus in other jurisdictions may be restricted by law
and therefore persons into whose possession this prospectus
comes should inform themselves about and observe any such
restrictions.

(n) The Company considers that no legal or arbitration
proceedings are pending or threatened against the Company
or any of its subsidiaries which may have or have had during
the past twelve months a significant effect on the financial
position of the Group taken as a whole.

(o) The Company considers that, save as disclosed herein,
there has been no significant change in the financial or trading
position of the Company since 31st March, 1993.

Documents available for inspection

Copies of the following documents may be inspected at
the offices of Linklaters 8¢ Paines, Barrington House, 59-67
Gresham Street, London EC2V 7JA during usual business
hours on Monday to Friday (inclusive) from 29th June, 1993
until 16th July, 1993:

{a) the Memorandum and Articles of Association of the
Company;

{b} the Licence; :

{c) the audited financial statements of BT for the 1991,
1992 and 1993 financial years;

(d) the letter of intent described in “Recent developments
- Strategic alliance between BT and MCI” in Part 5;

(e} MCI’s Form 10-K;

(f) the Directors’ service agreements and contracts of
appointment referred to in Part 7;
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(g) the agreements referred to in paragraphs (a), (b) and (c)
of “Summary of offer agreements” in this Part 11;

(h) the Instalment Agreement, the Deposit Agreement and
the Interim Deposit Agreement relating to ADSs;

(i) the booklet “Information on Share Shops and on the

Retail Tender” dated 23rd March, 1993; :
(j) the Terms and Conditions of the Share Shop scheme as
amended; and

(k) the Special Terms of Application contained in the guides
to completing the Bulk application forms.

#

12. Incentives, Applications and preference, Personal
Equity Plans, The UK Retail Tender and Dealings

Incentives

Intreduction

If you duly apply for Shares in the UK Public Offer, yon
may be eligible to receive from HM Treasury EITHER the
Share Bonus OR the Instalment Discount. These incentives
are available only on Shares duly purchased in the UK Public
Offer and not if they are bought subsequently. If you apply, or
an application is made on your behalf, on a Public application
form, you will not receive any incentive.

Eligibility conditions

To be eligible to apply for an incentive you must:

{a) have been registered with the Share Information Office
or with a Share Shop by midnight on 2nd July, 1993 (unless
you make a joint application and the first-named applicant
has been so registered); and

(b) beanindividual investing solely for your own benefit (or
investing jointly with not more than three other individuals,
solely for the benefit of one or more of you). '

If you make an application for the benefit of another
person under one of the procedures described below, these
cligibility conditions apply to that other person rather than
to you.

Individuals in the UK and certain overseas jurisdictions
who held Shares in their own names on the Company register
at the close of business on 26th March, 1993 or who were
participants in the BT Employee Share Ownership Scheme
at that time, were automatically registered with the Share
Information Office as qualifying BT shareholders. Similarly,
employees, in the UK and certain overseas jurisdictions, of
BT and certain of its subsidiaries as at that time were auto-
matically registered with the Share Information Office as
eligible BT employees. Certain individual customers of Share
Shops have also been automatically registered with their
Share Shop.

In any case of doubt as to whether or not a person satisfies
these eligibility conditions, the decision of HM Treasury
shall be final and binding.

The closing date and time for registrations is midnight on
2nd July, 1993. At the close of business on 25th June, 1993,
there were approximately 4.7 million registrations of individ-
uals of which approximately 1.4 million were with Share
Shops and approximately 1.3 million were new registrations
with the Share Information Office. Approximately 2.4
million qualifying shareholders and eligible employees were
automatically registered with the Share Information Office,
and some 100,000 existing customers of the Share Shops have
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been automatically registered with their Share Shop, as
described above. The total figure of approximately 4.7
million registrations has been adjusted to take account of the
approximately 400,000 qualifying shareholders and eligible
employees registered with a Share Shop. No other adjustment
has been made to reflect any double counting arising from
individuals being registered more than once.

Share Bonus : ,

If you duly apply for this incentive, you will be entitled
to receive one additional Share for every 15 Shares you buy
in the UK Public Offer and hold continuously untit 31st July,
1996, subject to a maximum of 100 bonus Shares. Fractions
of Shares will be rounded to the nearest whole Share.

Any such additional Shares will be transferred to you as
soon as reasonably practicable after 31st July, 1996 {together
with all rights attaching to those Shares at that date). Any
stamp duty or SDRT in respect of the transfer will be met by
HM Treasury.

Under current law and Inland Revenue practice you will
not pay tax in the UK on a Share Bonus when you receive it
(unless.you are a share dealer) and you will be treated for UK
capital gains tax purposes as if you had paid, for the bonus
Shares you receive, an amount equal to the market value of
those Shares as at 31st July, 1996.

Instalment Discount

If you duly apply for this incentive, you will be entitled
to receive a discount of 10p per Share on each of the second
and final instalments on the first 1,000 Shares you buy in the
UK Public Offer and hold continuously until the relevant
instalment is paid.

Disposals of Shares

If Shares bought in the UK Public Offer are disposed of
on or before the relevant qualifying date, your entitlement
to incentives may be lost or reduced (whether or not you
later acquire more Shares).

A transfer will not, however, result in loss of entitlement
if the relevant transfer form is accompanied by a valid special
certificate (obtainable from the registrar) which has been
duly completed, provided that HM Treasury {(whose decision
will be final and binding) is satisfied that:

{a) the transfer involves the registration of the Shares,
following the death of the owner, in the name of one or
more individuals entitled to the Shares under the owner’s
will or on his or her intestacy; or

(b) the transfer will not involve any change in the beneficial
ownership of the Shares and is to either:




(i) aPermitted Nominee, in which case that Permitted
Nominee may be required to claim the relevant incentive
for the benefit of the beneficial owner (as described
under “Claims by Permitted Nominees” below); or
(i) the beneficial owner immediately prior to the trans-
fer (for example, where Shares were held by a Permitted
Nominee for a beneficiary or by a parent for a child
who has since reached the age of majority); or
{c) one or more individuals are being added as joint holders
by way of gift; or
(d) the Shares are being transferred by joint holders into the
name(s) of one or more of their number (so long as one or
more of them are individuals who were beneficial owners of
the Shares at the titne of allocation and remain the beneficial
owners after the transfer) without the addition of any other
person.

In any such case, the transferor’s entitlement to the incen-
tive will be added to any entitlement which the transferee
may already have in respect of Shares purchased in the UK
Public Offer. If, as a result of such a transfer, you have an
entitlement to both incentives and you subsequently dispose
of Shares, your entitlement to such incentives will be reduced
or eliminated according to whether the interim certificate
accompanying any transfer form shows you as entitled to the
Share Bonus or the Instalment Discount, but, to the extent
that this is not possible, your entitlement to the Instalment
Discount will be reduced or eliminated before your
entitlement to the Share Bonus.

If a joint holder dies, the registration of the holding into
the names of any remaining holders by virtue of survivorship
will not be treated as a transfer and entitlement to an incen-
tive will not be affected.

If, after you have paid the final instalment, you are entitled
to the Share Bonus and also to bonus Shares arising from the
sale of Shares by HM Treasury in December 1991 (“BT2
bonus Shares”), then if you transfer Shares your entitlement
to the Share Bonus will be reduced or eliminated before your
entitlement to BT2 bonus Shares.

Loss of and changes in entitlement ;

You will lose all rights to any incentive if your application
(including any application made for your benefit) is:

{a} a multiple or other fraudulent application; or
(b) made in breach of the eligibility conditions.

HM Treasury reserves the right to cancel your rights to
any incentive if you fail to pay any instalment by the due date
or any false representation is made in connection with any
application for your benefit.

The number of Shares which will be taken into account
in calculating entitlements to the Instalment Discount or
which will qualify for the Share Bonus (and the maximum
number of bonus Shares) will be amended pro rata (ignoring
fractions} if there is any capitalisation issue or any consoli-
dation or sub-division of the Company’s share capital.

Claims by Permitted Nominees

- A Permitted Nominee holding Shares for more than one
beneficiary under a single entry on the share register must
claim incentives for the benefit of each of such beneficiaries
as may be entitled to them at any qualifying date. In order
t0 claim, the Permitted Nominee will be required to supply
the names, addresses and client account numbers, if any, of
the individuals for whose benefit it is claiming and to warrant
the number of Shares continuously held for each such indi-
Vidual. The claim for incentives should reach the registrar

not later than 3.00 p.m. on the fifth business day {the “Claim
Date”) after the relevant qualifying date. Any relevant bonus
Shares will, provided that the claim is accepted, be trans-
ferred to the Permitted Nominee about three weeks after the
date of transfer of bonus Shares to individuals.

Because the call notices sent to such Permitted Nominees
for the second and final instalments will not take account of
the Instalment Discount (if applicable), the Permitted Nomi-
nee must, in order to claim the Instalment Discount for
the benefit of its beneficiaries, provide the information and
warranty mentioned above and pay the amount stated on the
relevant call notice, less the Instalment Discount claimed, for
value by 3.00 p.m. on the relevant date for payment, and
submit a claim no later than 3.00 p.m. on the Claim Date.

A certificate for the number of Shares on which the
relevant instalment can be met in full by that payment will
be sent to the Permitted Nominee on the normal date for
despatch of such certificate. A certificate for the balance will
be sent approximately three weeks after the Claim Date if
that claim is accepted. To the extent that a claim for any
Instalment Discount is not accepted, then {provided HM
Treasury is satisfied that the warranty of the Permitted Nomi-
nee regarding entitlement to the Instalment Discount was
not knowingly or recklessly breached) HM Treasury will
allow the Permitted Nominee to remit the shortfall immedi-
ately on demand without exercising its rights under the Instal-
ment Agreement.

If a beneficial interest in Shares is disposed of on or before
the relevant qualifying date, the entitlement to an incentive
may be lost or reduced in the same manner as on disposals
of Shares (as described under “Disposals of Shares” above).
A disposal of a beneficial interest will not result in loss
of entitlement if the Permitted Nominee provides evidence
satisfactory to HM Treasury (whose decision will be final
and binding) that such a loss of entitlement would not have
resulted had it been a disposal of Shares.

Applications and preference

Introduction

Only one application may be made for your benefit in the
UK Public Offer. You should read this section carefully in
order to check that you are eligible to use the application
form you intend to complete and, if you receive more than
one form, to decide which to use. In addition to an appli-
cation in the UK Public Offer, bids on your behalf may also
be made in the UK Retail Tender as part of the International
Offer as described in “The UK Retrail Tender” below.

The application form yon may use will depend on a
number of factors including: whether or not you are regis-
tered with the Share Information Office or with a Share Shop;
whether you are a qualifying sharcholder; and whether you
are an eligible employee. Different levels of preference in
allocation will attach to applications on the various forms if
there is a heavy demand for Shares. Therefore failure to use
the appropriate forin could lead to loss of preference. Further
details of the forms and the relative levels of preference
are set out below. However, there is no gnarantee that an
allocation will be made to any person entitled to any level
of preference. This is so whether or not allocations are made
to other persons. There are, however, special arrangements
for eligible employees as set out below.

Applications submitted to HM Treasury cannot be
revoked pending their acceptance. Except for applications
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on Public application forms, applications can only be made
by or for the benefit of individuals.

Application forms
Public application forms

If you are not registered with the Share Information Office
or with a Share Shop by midnight on 2nd July, 1993 and
wish to apply for Shares in the UK Public Offer, you should
complete a Public application form (such as the form at
the end of this prospectus). Public application forms cannot
be used to apply for incentives or to obtain preference in
allocation. : :

Share information Office application forms

“If you are registered with the Share Information Office by
midnight on 2nd July, 1993, you are being sent a personalised
Registrant application form, with a guide on how to complete
it. If you duly apply for Shares on that form, you will be
cligible to apply for an incentive on Shares you receive and
will receive greater preference in allocation, on a basis to be
determined, than if you had applied on a Public application
form, if there is a heavy demand for Shares. If you arc a
qualifying shareholder and/or an eligible employee you will
instead receive a Shareholder, Employee or Employee Share-
holder application form, as appropriate, which if duly
completed will also enable you to apply for an incentive and
will entitle you to sharcholder preference and /or employee
priority and preference, as the case may be, as described
below. :

Share Shop application forms
If you are registered with a Share Shop by midnight on
2nd July, 1993, the Share Shop is required to send you (unless
you are a discretionary customer of the Share Shop) a Share
Shop application form, with instructions for its completion
and return, which will, when duly executed, authorise the
Share Shop to make an application on your behalf on a Bulk
application form. A Bulk application form is a special form
which will be used by a Share Shop to apply for Shares in the
UK Public Offer on behalf of individuals who apply to it and
any discretionary customers for whom it applies. Each Share
Shop must duly submit an application, on a Bulk application
form, on behalf of any registrant who has duly completed its
Share Shop application form and submitted it to the Share
Shop by the time specified by the Share Shop (which will be
earlier than the close of the UK Public Offer).
if an application is duly made on your behalf by your
Share Shop, the Share Shop will be able to apply on your
behalf for an incentive on Shares you receive and you will
receive greater preference in allocation, on a basis to be
determined, than if you had applied on a Share Information
Office application form, if there is a heavy demand for Shares.
If you are a qualifying shareholder and/or an eligible
employee, and you communicate that fact and your Regis-
tration Number or Nominee Number to the Share Shop,
you will also be entitled to shareholder preference and/or
employee priority and preference, as the case may be, as
described below. In submitting a Bulk application form, a
Share Shop, on behalf of each of its underlying applicants,
. gives the warranties set out in paragraph 14 of the Terms
and Conditions of application set out in Pare 13, including
paragraph 14(ii) relating to multiple applications and, if appli-
cable, the holding of qualifying shareholder and/or eligible
employee status.
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Shareholder preference

Qualifying shareholders, who duly apply on an application
form according them qualifying sharcholder status, will
receive a greater allocation of Shares, on a basis to be deter-
mined, than they would otherwise have received, if there is
a heavy demand for Shares.

The number of additional Shares atilised to provide quali-
fying shareholders with such a greater allocation will be such
that in aggregate qualifying sharcholders (excluding those
who are also eligible employees) together receive approxi-
mately but not more than 50 per cent. more Shares than they
would have received had they applied for the same number
of Shares as registrants with the Share Information Office ora
Share Shop, as applicable, but not as qualifying shareholders.
Such number of additional Shares shall not, however, exceed
25 per cent. of the Shares available in the UK Public Offer.

In certain limited circumstances, a person allocated Shares
pursuant to shareholder preference and who held no Shares
{or interests in Shares) at the close of business on 26th March,
1993, other than Shares (of interests in Shares) which he
acquired on or after 26th October, 1987, by reason of his
office as a director of or his employment by the Company
or any other company, may incur a liability to UK income tax
on the benefit he derives from such shareholder preference.

The receipt of shareholder preference by other persons
will not give rise to UK income tax or UK capital gains tax.

For these purposes an eligible: employee who is also a
qualifying shareholder receiving Shares up to but not
exceeding the employee Priority Level (referred to below)
will not be treated as receiving Shares pursuant to share-
holder preference.

Employee priority and preference -

Eligibie employees, who duly apply on an application
form according them eligible employee status, will be allo-
cated in full the number of Shares applied for up to a certain
level (the “Priority Level”) which will be 2,000 Shares per
eligible employee or such lower number as is described
below. An eligible employee who applies for a number of
Shares which exceeds the Priority Level will be allocated in
full the number of Shares constituting the Priority Level and
will be treated for the purposes of the allocation policy as
having made a separate application for the balance which
will be treated as if made by a person entitled to preference
in allocation according to whether he/she applied through
a Share Shop and/or as a qualifying shareholder. If the total
allocation of Shares to eligible employees at or below a
Priority Level of 2,000 Shares would exceed the lower of 10
per cent. of the Shares sold by HM Treasury in the Combined
Offers (together with the Shares which are the subject of the
Global Co-ordinator’s option to purchase Shares to satisfy
over-allotments referred to in Part 2) and 40 per cent. of the
Shares sold in the UK Public Offer, the Priority Level will be
reduced until allocations at or below the Priotity Level no
longer exceed this amount.

Applications on behalf of other persons
Attorneys and agents .

If you wish to apply through an attorney or agent on a
Share Shop application form you should consult the Share
Shop with which you are registered.

If you wish to apply on a Share Information Office appli-
cation form or a Public application form, you may use a
power of attorney to appoint any responsible adult to apply




for Shares (and, if you are eligible, for an incentive) on your
behalf, in your name and for your benefit. Alternatively, you
may authorise an official of a UK Clearing Bank or Financial
Intermediary to apply on your behalf. Instructions as to the
procedures that such attorneys and agents should follow
when applying on your behalf are set out in the guide to
completing the relevant application form. Any attorney or
agent signing such an application form on your behalf will
be required to warrant, in accordance with paragraph 15()
of the Terms and Conditions of application set out in Part
13, that he has authority to make the application on your
behalf. An attorney must enclose the original of any power
of atrorney by which he is appointed or a copy of it certified
by a solicitor. o

There is a limit on the number of applications a person
can make as attorney for other people. No person, other
than an Authorised Attorney, may act as attorney for more
than six applications. Paragraph 15{i) of the Terms and
Conditions of application also contains a warranty to this
effect.

Nominees :

A nominee may apply on behalf of other persons, in his
own name followed by “A /C” and the initials or other ident-
ity details of the person on whose behalf he is applying, on
a Public application form.

Minors :

Applications may be made by a parent, grandparent or
guardian for the benefit of his or her child, grandchild or
ward under the age of 18 (under 20 in Jersey) without thereby
affecting the ability of that parent, grandparent or guardian
to make an application for his or her own benefit in the UK
Public Offer. In the case of applications on Share Information
Office application forms and Public application forms,
instructions as to how such applications should be made are
set out in the guides to completing the relevant application
forms.

Corporations : .

A corporation may only apply on its own behalf on a
Public application form. Applications made by corporations
must be signed by a duly authorised official, whose represen-
tative capacity must be stated on the form.

Partnerships and other unincorporated bodies :

A partnership, firm, trust, association, club or other unin-
corporated body may only apply on its own behalf on a
Public application form. .

No multiple applications . .
ONLY ONE APPLICATION MAY BE MADE FOR THE
BENEFIT OF ANY PERSON IN THE UK PUBLIC OFFER.
Any application, including any application made on behalf
of a discretionary customer, which breaches this rule is a
“maltiple application™.

Multiple applications and suspected multiple applications
are liable to be rejected.

Criminal proceedings may be instituted against anyone
knowingly making or authorising a multiple application or
other fraudulent application for their own benefit, or that of
any other person, either solely or jointly with other persons.
Under the Terms and Conditions of application set out in
Part 13, an applicant can be required to disclose to HM

I€asury, its agents and members of the police forces any

information about the application which may be requested.

In particular, criminal proceedings may be instituted
against anyone knowingly making or authorising an appli-
cation which falsely claims qualifying shareholder and/or
eligible employee status.

Payment

The right is reserved by HM Treasury to present for
payment all cheques or bankers’ drafts received but this will
be avoided where practicable in respect of applications for
which it is not expected to make an allocation, unless they
are, or are suspected to be, multiple applications or other
fraudulent applications. All chegues must be honoured on
first presentation. :

If you apply on a Share Shop application form then you
should present payment to that Share Shop in the manner
indicated to you by such Share Shop. N

Your attention is drawn to the arrangements for payment
by instalments. Under the Instalment Agreement (which is
summarised in “Summary of Instalment Agreement” in Part
10}, you will be liable for the second instalment when it falls
due on 1st March, 1994 and for the final instalment when it
falls due on 11th October, 1994 in respect of entitlements to
Shares you hold at the relevant time and, if ‘you sell your
entitlements to Shares, the purchaser will (once the transfer
has been registered) become liable for any further instalments
due. Payment for each of the second and final instalments
must be for value on (i.e. your cheque must clear on or
before) the relevant date. '

You will be sent reminders in advance of the dates when
the second and final instalments become payable and these
will be sent to your address on the register at the time. You
will be liable to-pay these instalments even if you do not
receive these reminders. You should therefore notify the
registrar of any change of address promptly, following the
instructions on the interim certificate. Failure by the registrar
to record any change of address will ot remove your obli-
gation to pay.

Allocations

The basis of allocation of the Shares will be announced
prior to the commencement of dealings in Interim Rights.
Each Share Shop must apply such basis of allocation to each
of its underlying applicants. If you have applied on a Share
Information Office application form or on a Public appli-
cation form and if your application is successful in whole or
in part, you will be sent an interim certificate for the Shares
allocated to you. If an application was duly made on your
behalf by a Share Shop on a Bulk application form and that
application was successful in whole or in part, the Share Shop
will, subject to it submitting satisfactory lists of underlying
applicants, be sent either a consolidated interim certificare
in the name of its nominee, representing the holdings of
several underlying applicants, including the Shares allocated
to you or, if the Share Shop so requested, an individual
interim certificate in your or your nominee’s name which it
will be responsible for sending to you. The Share Shop is not
permitted to charge you for providing you with an individual
interim certificate where you are entitled to receive one
pursuant to your application on a Share Shop application
form. If there is a heavy demand for Shares, you may be
allocated fewer Shares than you applied for or, in some cases,
none at all. If no part of your application is accepted, all
money paid on application will be returned without interest.
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If your application is accepted in part, you will receive (with-
out interest) a refund cheque for the balance of the money
paid on application. If you have applied through a Share
Shop, such return application monies will be sent to the Share
Shop which will be responsible for sending them to you
unless you have made alternative arrangements with the
Share Shop.

The right is reserved by HM Treasury to reject, in whole
or in part, any application.

Overseas applicants

No person receiving a copy of this document and/or an
application form in any territory other than the UK, the Chan-
nel Islands or the Isle of Man may treat the same as constituting
an invitation or offer to him, nor should he in any event use
such application form, unless, in the relevant territory, such an
invitation or offer could lawfully be made to him or such form
could lawfully be used without contravention by any person
of any registration or other regulatory or legal requirements.
It is the responsibility of any person ourside the UK receiving
acopy of this prospectusand /oranapplication form and wish-
ing to make an application hereunder to satisfy himself as to
full observance of the laws of any relevant territory in connec-
tion therewith, including the obtaining of requisite govern-
mental or other consents or the observance of any other
requisite formalities and the payment of any issue, transfer or
other taxes due in such territory.

No application may be made on any application form by
or on behalf of a Canadian person. A “Canadian person™
means any individual, corporation, partnership or other entity
in, or resident in, Canada (except for a branch of a Canadian
corporation, partnership or firm located in the UK ora Cana-
dian investment fund, pension fund, estate or trust the invest-
ment assets of which are managed on a discretionary basis by
a person otherwise entitled to make an application under the
UK Public Offer). . '

No application. may be made on any application form by
or on behalf of any individual, corporation or entity resident
in Japan.

No application may be made on any application form by
a person in the US. ‘

_ Applicants in cértain overseas jurisdictions are not permit-
ted to apply through a Share Shop. '

UK stamp duty and SDRT

Successful applicants under the UK Public Offer (other
than as indicated below) need take no action in respect of
stamp duty ot SDRT on the purchase of the Shares for which
their application is accepted. _ _

HM Treasury has agreed to pay all stamp duty and SDRT
in respect of the agreement to acquire Shares and of the
transfer of Shares by the Custodian Bank or its nominee to
the persons entitled to those Shares following payment of
the final instalment. ‘

Different rules apply in connection with depaositary receipt
arrangements and clearance services. Issuers of depositary
receipts and providers of clearance services and the nominees
or agents of such persons must themselves account for all
stamp duty and SDRT in respect of or resulting from accept-
ance of their applications or the transfer of Shares to them
(except that HM Treasury will pay the SDRT due in respect
of the first instalment on Shares taken in the form of ADSs
by investors in the International Offer and except on a trans-
fer of Shares pursuant to the Instalment Agreement following
payment of the final instalment).
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Subsequent sales of Shares will attract stamp duty (or, if
an unconditional agreement to -transfer Shares is not
completed by a duly stamped transfer within two months of

the agreement, SDRT) normally at the rate of 50p per £100

(or part thereof) of the consideration paid. Transfers of Shares
where there is no change of beneficial ownership (which will
include transfers of Shares from 2 Share Shop or its nominee
to an underlying applicant) will attract a fixed rate duty of
50p per transfer.

Personal Equity Plans

A qualifying individual (being an individual aged 18 or
over who is resident and ordinarily resident in the UK) may
subscribe up to £6,000 to a general PEP, and up to £3,000
to a single company PEP, during the income tax year 1993 /94
(which ends on 5th April, 1994). The Shares qualify as invest-
ments which may be held in a general PEP and/or in a single
company PEP.

A PEP manager may acquire Shares on behalf of a qualify-
ing individual under the Combined Offers. Alternatively,
subject to the normal limits on, and conditions for, transfers
into a PEP, Shares acquired by a qualifying individual under
the Combined Offers (but not otherwise) are eligible for
transfer (if applicable, without loss of incentives) by that
individual to a PEP manager prepared to accept them within
42 days of their allocation. Individuals will have to demon-
strate to the PEP manager that the Shares they wish to trans-
fer into a PEP have been acquired pursuant to an application
or bid by them or by a duly instructed or authorised agent
on their behalf in the Combined Offers. Shares allocated
pursuant to any successful application made by discretionary
fund managers without express authority will not be eligible
for transfer into a PEP.

In either case, the amount of the first instalment will be
taken into account for the purposes of the PEP subscription
limit for the income tax year 1993/94, as will any amount
duly paid in respect of the second instalment assuming that
the Shares continue to be held within the PEP at that time.
The amounts paid in the income tax year 1994 /95 in respect
of the final instalment on Shares held within a PEP will be
taken into account for the purposes of the PEP subscription
limit for that income tax year. If the full amount of the
second or final instalments cannot be met out of the
maximum permitted cash subscriptions (and any other cash
held within the PEP) in the relevant year, some or all of the
Shares would have to be withdrawn from the PEP prior to
payment of the relevant instalment. Alternatively, some of
the Shares could be sold by the PEP manager, with the
proceeds of sale being used to pay the instalments on the
balance of the Shares within the PER

The information above about PEPs is based on the law and
regulations currently in force and is subject to any changes
thereto.

For special arrangements in respect of PEPs in the Retail
Tender, see “The UK Retail Tender” below.

The UK Retail Tender

As part of the International Offer, 5.G. Warburg Securities
Ltd. has invited Retail Brokers to submit bids on behalf
of their clients who are Qualifying Clients {the “UK Retail

" Tender”). A bid by a Retail Broker on behalf of a Qualifying




Client in the International Offer may be made in addition to
an application made for the benefit of that person in the UK
Public Offer. Bids in the UK Retail Tender must be for a
minimum of 2,000 Shares, in multiples of 100 Shares, save as
described below. Incentives are not available in relation to
Shares purchased in the International Offer.

Bids for 1,000 or more but not more than 2,000 Shares in
the UK Retail Tender, which are submitted cither (a) by or
on behalf of a PEP manager bidding on behalf of an investor
in an existing PEP; or (b) on behalf of a Qualifying Client
who has opened or applied to open a PEP, and who has
irrevocably instructed that any Shares allocated to that Quali-
fying Client in respect of that bid are to be transferred to
that PEP forthwith on allocation (“PEP bids”), will receive
more favourable treatment in allocation than other bids in
the UK Retail Tender. Investors may apply to open a PEP
conditional on receiving an allocation in the UK Retail
Tender. The PEP manager is required to waive any initial
charges on subscriptions into a PEP in the form of Shares or
cash to acquire Shares in the UK Retail Tender, :

8.G.Warburg Securities Ltd. will reallow to Retail Brokers,
out of commission payable to S.G.Warburg Securities Ltd.
by HM Treasury in respect of Shares allocated to Qualifying
Clients of such Retail Brokers, selling commission equal to
0.5 per cent. of the value at the International Offer Price of
such Shares.

Dealings

Timetable

It is expected that dealings in the Interim Rights will
commence on the London Stock Exchange at 7.30 a.m. on
19th July, 1993 and that, subject to Share Shops duly supply-
ing satisfactory details of underlying applicants, interim
certificates will be sent to Share Shops in respect of their
successful underlying applicants on 23rd July, 1993 and to
other applicants allocated Shares under the UK Public Offer
on or before 28th July, 1993. If circumstances require a
revised delivery plan, an announcement will be made. Appli-
cants who deal before receipt of an interim certificate will
do so at the risk of selling Shares for which they have not
received an allocation.

The UK Public Offer is not conditional on dealings
commencing in the Interim Rights.

It is proposed that settlement of dealings on the London
Stock Exchange will be effected in TALISMAN (the London
Stock Exchange’s centralised computer settlement system)
and that dealings during the two dealing periods set out
below will be for settlement on the deferred settlement dates
indicated. From 2nd August, 1993, dealings will be for
normal account settlement {the usual settlement basis for

The expected timetable of dealing and settlement on the
London Stock Exchange following the UK Public Offer is as
follows:

7.30 a.m. on
19th July, 1993
On or before
28th July, 1993

Dealings commence.

First instalment paid interim certifi-
cates despatched (despatch by
Share Shops may be later).

Last day for dealings to be settled
by delivery of first instalment paid
interim certificates. Bargains made
after this date will be settled by
delivery of combined first instal-
ment paid interim certificates and
call notices to pay the second
instalment.

Record date for preparation of
combined first instalment paid
interim certificates and call notices
to pay the second instalment.
Combined first instalment paid
interim certificates and call notices
to pay the second instalment
posted.

Last day for dealings first instal-
ment paid. Bargains made after this
date will be settled by delivery of
second instalment paid interim
certificates.

Payment of the second instalment
to be made for value by 3.00 p.m.
on this date. :

Last day for posting second instal-
ment paid interim certificates.

It is expected that dealings on the London Stock Exchange
will continue to be settled by delivery of second instalment
paid interim certificates until shortly before the record date
for the preparation of combined second instalment paid
interim certificates and call notices to pay the final instalment
(due by 11th October, 1994). Further details relating ro
expected dealing arrangements over this period until defini-
tive share certificates are available will be issued in due
course.

After the record date for preparation of combined instal-
ment paid interim certificates and call notices for the second
or-final instalment, transfers of Interim Rights which are not
in favour of SEPON Limited (or another Recognised Person
as defined in the Instalment Agreement) will not be accepred
for registration unless accompanied by either an interim
certificate evidencing payment of the instalment or a
combined interim certificate and call notice for the relevant
instalment and payment of it together with, if demanded,
default interest and other such amounts as may be deter-
mined in accordance with the provisions of the Instalment
Agreement if late payment is accepted.

It is expected that definitive share certificates will be sent
to sharcholders approximately eight days after the date of
payment of the final instalment, provided that they pay it in
accordance with the call notice for the final instalment and
that value is received by 3.00 p.m. on that date.

14th January, 1994

21st January, 1994

1st February, 1994

11th February, 1994

1st March, 1994

9th March, 1994



Definitions of terms used in Parts 11 and 12

References to Share Shops are to persons who have been
permltted by HM Treasury to act as Share Shops in connec-
tion with the UK Public Offer which permission has not been
revoked.

References to the Terms and Conditions of the Share
Shop scheme are to the document referred to in paragraph
(i} of “Documents available for inspection” in Part 11.

Multiple applications are as defined under “No multiple
applications” in this Part 12.

References to discretionary customers are to customers
of a Share Shop for whom it acts as a discretionary manager
of assets or investments.

References to underlying applicants are to individuals on
whose behalf a Share Shop duly applies on a Bulk application
form.

References to qualifying BT sharcholders or qualifying
sharcholders are to individuals in the UK and certain overseas
jurisdictions who: (a) held Shares on the Company’s register
of members at the close of business on 26th March, 1993
either in their own name or as the beneficiary of a nominee
holding or (b) who were participants in the BT Employee
Share Ownership Scheme at that time.

' References to eligible BT employees or eligible employees
are to employees, in the UK and certain overseas jurisdic-
tions, of the Company, BT Repair Services Ltd, BT Consumer
Electronics Led, BT (CBP) Ltd, BT (Marine} Ltd or Manx
Telecomn Ltd at the close of business on 26th March, 1993,

References ‘to the Special Terms of Application are to
the document referred to in paragraph (k) of “Documents
available for inspection” in Part 11. '

References to a Registration Number are to the unique
identification number allocated to a qualifying shareholder
or an eligible employee by the Share Information Office.

References to a Nominee Number are to the unique
identification number allocated to a nominee holding Shares
on behalf of one or more qualifying sharcholders.

References to Financial Intermediaries are to persons
authorised to carry on investment business in the UK for the
purposes of section 3 of the Financial Services Act 1986 and
their appointed representatives.

References to duly apply include, where relevant to any
particular application form, your satisfying the eligibility
requirements set out in the guide to completing that form
and; in relation to Bulk application forms, the Share Shop
complying with its obligations under the Special Terms of
Application applicable thereto and under the Terms and
Conditions of the Share Shop scheme.

References to incentives, Instalment Discount and Share
Bonus have the meanings set out under “Incentives” in this
Part 12.

References to the Share Information Office or SIO are
to the BT3 Share Information Qffice established by
S.G.Warburg & Co. Ltd. for the purpose of disseminating
publicity material and information primarily in relation to the
UK Public Offer and receiving registrations from individuals
inthe UK and certain overseasjurisdictions withaview to them
receiving a Share Information Office application form.

References to a register or share register include refer-
ences to the registers of the Custodian Bank or of the
Company, as the case may be.
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References to registrations exclude registrations which
were made but subsequently deleted.

References to persons holding Shares are (save in the
definition of qualifying BT sharcholders and qualifying
shareholders above) to such persons being the beneficial
owners of those Shares and either the régistered holders
thereof in the relevant share register or recorded as the
petsons entitled thereto in the books of the nominee or other
petson holding those Shares for their benefit (entitlements at
any qualifying date being determined by reference to such
register or such books, as the case may be, as at 3.00 p.m. on
that date).

References to a registrar are to the Custodian Bank or to
such person as the Company may appoint as registrar from
time to time or, if no such person is appomted to the
Company itself.

References to Permitted Nominees are to persons who
apply for or hold Shares on behalf of clients and who are:
(a) members of The Securities and Futures Authority
Limited, Investment Management Regulatory Organisation
Limited or the Financial Intermediaries, Managers and Brok-
ers Regulatory Association or (b) member firms of the
London Stock Exchange who are situated in the Channel
Islands or the Isle of Man or {c¢) PEP managers or (d} a
nominee company controlled by or affiliated to any person
falling within {a) to (c} above or (e} such other persons as
HM Treasury may designate as Permitted Nominees from
time to time.

References to UK Clearing Banks are to members of the
CHAPS and Town Clearing Company Limited and certain
other designated banks.

References to Authorised Attorneys are to persons who
are: (a) solicitors admitted to practise in the United Kingdom
and solicitors or advocates admitted to practise in the Chan-
nel Islands or the Isle of Man acting as attorneys on behalf
of clients or (b} acting as attorneys in respect of applications
on Employee and Employee Shareholder application forms,
insofai as they execute such applications or (c) such persons
as HM Treasury may de51gnate as Authonsed Attorneys from
time to tithe.

Referencesto PEPs are to personal equity plans within the
meaning of the Regulations from time to time made under
section 333 of the Income and Corporation Taxes Act 1988
and section 151 of the Taxation of Chargeable Gams Act
1992,

References to a Retail Broker are to a member firm of the
London Stock Exchange or another Financial Intermediary
invited by 5.G.Warburg Securities Ltd., as a Global Manager
for the International Offer, to submit bids on behalf of their
Qualifying Clients in the UK Retail Tender.

References to a Qualifying Client are to a client of a Retail
Broker who or which is: (a) an individual who is resident in
the UK, the Channei Islands or the Isle of Man or (b) a
trust the beneficiaries of which are individuals each of which
would be a Qualifying Client or (¢) a PEP manager bidding
in respect of a PEP investor (in accordance with the appli-
cable rules relating to PEPs}, and include a parent, grand-

parent or guardian who is resident in any of the above
‘territories bidding on behalf of a person under the age of

majority who is a Qualifying Client.
References to the Custodian Bank have the meaning set
out under “Summary of Instalment Agreement” in Part 10.




13. Terms and Conditions

Introduction

If you apply for Shares in the UK Public Offer you will be

agreeing with HM Treasury, 5.G.Warburg & Co. Ltd., Lloyds
Bank Plc and the Company as set out below. If you so apply
through a Share Shop by completing a Share Shop application
form, you will have authorised the Share Shop to apply for
Shares in the UK Public Offer on your behalf on the terms
and conditions set out below, as amended by the Special
Terms of Application set out in the guides to completing the
Bulk application forms.

Offer to purchase Shares

1.

You offer to purchase from HM Treasury at the UK
Public Offer Price the number of Shares indicated in
your application (or any smaller number in respect of
which your application is accepted) in the Company on
these terms and conditions.

You agree that your offer cannot be revoked prior to
18th August, 1993 and promise that the cheque or bank-
er’s draft accompanying your application will be honou-
red on first presentation. HM Treasury agrees that it will
not, prior to 18th August, 1993, offer any Shares to any
person other than by means of one of the procedures
referred to in the Prospectus. This paragraph 2 consti-
tutes a collateral contract between you and HM Treas-
ury. It becomes binding when your application is posted
to, or (if delivered) is received by, a receiving bank.

If your application form is not completed correctly or is
amended, or if the accompanying cheque or banker’s
draft is for the wrong amount, it may still be treated
as valid. In these circumstances HM Treasury’s (or its
agent’s) decision as to whether to treat your application
as valid, and how to construe, amend or complete it,
shall be final. You will not, however, be treated as having
offered to purchase more Shares than is indicated in your
application. - :

Any application may be rejected in whole or in part.

Acceptance of your offer

5.

HM Treasury may accept your offer to purchase (if your
application is received, valid, processed and not rejected)
either;

by notifying the London Stock Exchange of the basis of
allocation {in which case the acceprance will be on that
basis); or

by notifying acceptance to the receiving bank which
processed your application.

The acceprance may be of the whole or any part of your
offer and, accordingly, the number of Shares you offer
to purchase may be scaled down.

- If HM Treasury accepts your offer to purchase (in whole

or in part), there will be a binding contract under which
you will be required to purchase the Shares in respect of
which your offer has been accepted if, prior to 18th

August, 1993, whether before or after acceprance of
your offer, the International Offer Price is determined
by HM Treasury and accepted by the Managers by
execution and’ delivery of the Purchase Memorandum
contemplated by the International Offer Agreement.

Payment for the Shares

7.

10.

You undertake to pay the purchase price for the Shares
in respect of which your offer is accepted in three instal-
ments as described in the Prospectus. The cheque or
banker’s draft accompanying your application may be
presented for payment before acceptance of your offer,
but this will not constitute acceptance of your offer,
either in whole or in part. The proceeds of this presen-
tation will be held pending acceptance and, if your offer
is accepted, and the condition in paragraph 6 above is
satisfied, will be applied in discharging the first instal-
ment, which is due upon acceptance. The second instal-
ment is due by 1st March, 1994 and the final instalment
by 11th October, 1994 (and, in each case, for value by
3.00 p.m. on that date). Following payment in full of the
purchase price, HM Treasury will arrange for the Shares
which you have agreed to purchase to be transferred to
you. This transfer will not, however, occur before 20th
September, 1994. _

If your application is invalid, is rejected oris not accepted
in full, or if the circumstances described in paragraph 6
above do not occur prior to 18th August, 1993, any
proceeds of the cheque or draft accompanying your
application (or, if your application is accepted in part,
the unused balance of those proceeds) will be refunded
to you without interest,

HM Treasury may require you to pay interest or its
other resulting costs {or both) if the cheque or draft
accompanying your application is not honoured on first
presentation. If you are required to pay interest, you will
pay the amount determined by HM Treasury or its agents
to be the interest on the amount of the cheque or draft
from the date of acceptance until the date of receipt
of cleared funds. The rate of interest will be the then
published bank base rate of a clearing bank selected by
HM Treasury plus 2 per cent. per annutn. HM Treasury
may apply part of any payment received from you in

. paying this interest or other costs. In this event (or if

the late payment is for other reasons insufficient) the
remainder of the payment will be applied in paying the
first instalment in respect of as many Shares as possible.
Any balance of the payment remaining will be held by
HM Treasury on your behalf and may be applied in
paying any other amounts due to HM Treasury. If
HM Treasury terminates the agreement to purchase
Shares under paragraph 10 below and no other amounts
remain due to HM Treasury, the remaining balance will
be returned to you (without interest).

If your cheque or banker’s draft is not honoured on first
presentation then, at any time until HM Treasury has
received, in cleared funds, the first instalment in respect
of a Share, HM Treasury may terminate the agreement
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11.

to purchase that Share. This termination will be effected
by notice being despatched to you. In the event of
termination you will pay to HM Treasury, on demand,
such amount as may be certified on its behalf as being
necessary to compensate HM Treasury for the losses,
costs and expenses incurred or expected to be incurred
as a result of the cheque or draft not being honoured on
first presentation and as a result of termination (taking
into account any amounts paid under paragraph 9
above).

If you receive any interim certificate in respect of the
Shares you have agreed to purchase before HM Treasury
has received, in cleared funds, the first instalmenr in
respect of those Shares, you shall forthwith return it to
the receiving bank from which it was sent.

Instalment Agreement

12.

Upon receipt by HM Treasury in cleared funds of the
first instalment in respect of any Share for which your
offer to purchase has been accepted, you will become a
party to, and will be bound by, the Instalment Agreement
in respect of that Share. Accordingly, from that date you
will be entitled to the benefit of rights attached to that
Share (other than the right to attend and vote at the
annnal general meeting of the Company convened for
29th July, 1993) in accordance with the terms of the
Instalment Agreement. Until that date HM Treasury will
remain entitled to the benefit of all rights attached to
that Share. Upon your becoming a party to the Instal-

" ment Agreement in respect of any Share, the obligation

to pay the second and final instalments in respect of
that Share, and the obligation to transfer Shares to you,
contained in paragraph 7 above, will be replaced by the
corresponding obligations in the Instalment Agreement.
If, at the date you become a party to the Instalment
Agreement, the second or final instalment (or both) has
already fallen due and has not been paid, you will be
obliged to pay that instalment or those instalments in
accordance with the terms of the Instalment Agreement
as if you were a Purchaser (as defined in the Instalment
Agreement) on the due date for that instalment.

Incentives

13.

If you are eligible and your offer to purchase Shares is
accepted, you will be entitled to receive any incentive
you may have elected to receive in your application. This
entitlement is governed by, and you must comply with,
the requirements set out, or referred to, in Part 12.

Warranties

14.

(B
(i)
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You warrant and agree that:

you are not under the age of majority (18 years of age in
the UK) on the date of your application;

to your knowledge and belief only one application is
being made in the UK Public Offer for your benefit (or
that of any person for whose benefit you are applying)
and, if you are applying as a qualifying BT shareholder
and /or an eligible BT employee, you hold the relevant

‘status;

(iii) you are not in the US and you are not, nor are you

(iv)

{vi)

15.

applying on behalf of, a Canadian person (as defined in
Part 12} or an individual, corporation or entity resident
in Japan;

if your application, together with all other applications
in the UK Public Offer in which you have an interest or
in which any person on whose behalf you are applying
has an interest, were accepted in full and, following any
agreement by you or any such other person to purchase
Shares in the International Offer, taking account of the
interests which you or any such other person would have
by virtue of such agreement, neither you nor any such
person would have an interest (as defined in Article 37

-of the Articles of Association of the Company) in shares

representing 15 per cent. or more of the share capital of
the Company;

in making your application you are relying only on the
Prospectus and not on any other information or rep-
resentation concerning the Company or the Com-
bined Offers or either of them. Neither HM Treasury nor
the Company nor S.G.Warburg & Co. Ltd. nor Lloyds
Bank Plc nor any of their respective officers or directors
will have any liability for any such other information or
representation. You will not be entitled to exercise any
remedy of rescission for innocent misrepresentation at
any time after acceptance, without prejudice to any other
rights you may have; and

if the laws of any place outside the UK are applicable to
your application, you have complied with all such laws
and none of the parties mentioned in the first sentence
of the Introduction to these terms and conditions will
infringe any laws outside the UK as a result of the accept-
ance of your offer to purchase, or any actions arising
from your rights and obligations under these terms and
conditions, the Instalment Agreement and the Memor-
andum and Articles of Association of the Company.

{i) If the person signing the application is not the appli-
cant, that person warrants that he has authority to do so
on behalf of the applicant and that, if that person is not
an authorised official of a branch of a UK Clearing Bank
or a Financial Intermediary, this authority is vested in
him by virtue of any power of attorney which (or a
copy of which certified by a solicitor) accompanies the
application and that {unless he is an Authorised Attorney)
he is not signing as attorney more than five other appli-
cations in the UK Public Offer.

{ii) If the applicant is a corporation, the person signing
the application form warrants that he has authority to
do so on behalf of the applicant.

Supply and disclosure of information

16.

HM Treasury and its agents shall have full access to all

.information relating to, or deriving from, the cheque or

draft accompanying your application, and its processing.
If HM Treasury or its agents request any further infor-
mation about your application you must promptly
disclose it to them. Upon your becoming a party to the
Instalment Agreement your name(s) will be placed on
the Interim Rights Register and, if you pay the instal-
ments and do not transfer those rights, subsequently on
the Company’s register of members. These registers are
open to inspection by the public, who may take copies
in return for a prescribed fee. The information supplied
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in, or in connection with, your application may also be
disclosed to HM Government departments (and their
agents) concerned with other privatisations, to regulat-
ory bodies and to HM Treasury and its agents and
members of the police forces for compiling lists of, and
otherwise taking action in respect of, suspected multiple
or other fraudulent applications.

No multiple applications

17. You warrant that the declarations on your application
form are true and correct. If they are not, you may be
making a multiple application. Any interim certificate or
returned application monies relating to a person
suspected of making a multiple application may be held
{(without interest) pending investigation.

Miscellaneous

18. The rights and remedies of HM Treasury, $.G. Warburg
& Co. Ltd,, Lloyds Bank Plc and the Company under
these terms and conditions are in addition to any rights
and remedies which would otherwise be available to
each of them, and the exercise or partial exercise of one
will not prevent the exercise of others.

19. All documents and any returned monies will be sent at
your risk. They may be sent by post to you at the address
shown on the application form.

20. Your application, any acceptance of that application and
the contract resulting therefrom will be governed by,

21.

22,

23.

and construed in accordance with, the laws of England.
For the exclusive benefit of the parties mentioned in the
first sentence of the Introduction to these terms and
conditions you irrevocably submit to the jurisdiction of
the English courts in respect of these matters. This does
not prevent an action being taken against you in any
other jurisdiction.

Reference in these terms and conditions to the Prospec-
tus is to the prospectus dated 29th June, 1993 issued by
S.G.Warburg & Co. Ltd. relating to the UK Public Offer.
In these terms and conditions references to a “Part™
are to a Part of the Prospectus. Words defined in the
Prospectus have the same meanings in these terms and
conditions and in your application form and in the guide
to the application form used by you as in the Prospectus.
In the case of a joint application, references to you in
these terms and conditions are to each of you and your
liability is joint and several.

Neither 5.G.Warburg & Co. Ltd. nor Lloyds Bank Plc
will treat you as its customer by virtue of your making
an application for Shares or by virtue of your offer to
purchase being accepted. In particular, they will not owe
you any duties or responsnblhtles concerning the price
of the Shares or concerning the suitability of the Shares
for you.

HM Treasury reserves the right, after consultation with
5.G.Warburg & Co. Ltd. and the receiving banks, and
by giving notice to the London Stock Exchange, to delay
the closing time of the UK Public Offer from 10.00 a.m.
on 14th July, 1993. In that event the revised closing time
will be publicised in such manner as HM Treasury in its
absolute discretion determines.
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Guide to completing the

Public application form

Share Offer

(references to Boxes are to the numbered boxes on the application form)

Put in Box 1 your full name and address {please use
BLOCK CAPITALS).

Applications may not be made by anyone aged under 18
{(under 20 in Jersey}, but you may apply as a parent,
grandparent or guardian of a child under 18 for the benefit
of that child. To do this, you should write your own name
and address in Box 1 and put the initials of the child in the
designation box. If you make an application for a child in
this way, you may also apply separately for your own
benefit. If you are applying for your own benefit, please
leave the designation box blank.

If you are applying on behalf of a partnership, firm, trust,
association, club or other unincorporated organisation,
write your name in Box 1, put the initial letters of the
organisation’s name in the designation box and write the
name of the organisation in the first line of the address.

If a corporation is applying, the full name of the
corporation should be entered in Box 1.

Put in Box 2 (in figures) the number of Shares for which
you wish to apply.

You may only apply for one of the numbers of Shares
shown in the table below. Applications for any other
number of Shares will be rejected. THE MINIMUM
NUMBER OF SHARES YOU CAN APPLY FOR IS 120.
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Using the table above, pat in Box 3 (in figures) the amount
you pay now for the Shares applied for in Box 2,

Payment for Shares will be in three instalments. The first
instalment of 150p per Share is payable now. The second
instalment of 140p per Share is payable by 1st March, 1994
and the final instalment is payable by 11th October, 1994. The
amount of the final instalment will be set shortly after the
end of the Offer as explained in Part 2 of the Prospectus and
will appear on the interim certificate. A reminder in respect of
each instalment will be sent in plenty of time. The instalment
will be due from those holding Shares at the relevant time,'
irrespective of whether or not the reminder is received.

4 Sign and date the application form in Box 4, Please read
carefully the warning below and the declaration in.Box 4
before signing.
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If you are applying for the benefit of someone under the
age of 18 (under 20 in Jersey), you, rather than that person,
must sign the application form.

The application form may be signed by someocne else on
your behalf who is duly authorised to do so. In this case,
the original of the relevant power of attorney (or a copy
certified by a soliciter) must be enclosed unless the form is,
signed by an official of a UK Clearing Bank or Financial
Intermediary in which case the signatory must state the
capacity in which he or she signs.

Applications made by corporations, whether on their own
behalf or on behalf of other persons, must be signed by a
duly authorised official, whose representative capacity must
be stated.

5 Attach your cheque to Box § with a pin. It should be for the
exact amount you have put in Box 3.

No receipt will be issued.

You may pay for the Shares by personal cheque drawn on
your bank or building society account. Alternatively, you
may use a cheque or draft from your bank or building
society {or a personal cheque drawn by someone else) but
then you must write your full name and address on the back.

In each case the cheque must be drawn in sterling and  /
bear a UK bank sort code number in the top right hand
corner. It should be payable to “BT Share Offer” and
crossed “A/C Payee”. The cheque should not be post-dated.

Any monies returned will be sent by cheque crossed “A/C
Payee” payable to the person named in Box 1.

6 You may apply to hold the Shares jointly with up to three

other persons aged 18 or over (20 or over in Jersey). As joint
applicants, they should complete and sign in Box 6. Before
signing, they should read carefully the warning in Note 4
above and the declaration in Box 4.
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Public application form

Before completing this form, please read carefully the accompanying guide.
Multiple applications are prohibited. Share Offer

1 Please use BLOCK CAPITALS

Title Forename(s) in full WARNING:
Surname Designation A/ No incentives or
(it any) C preference on
Address th‘s fOI‘m.
Postcode
I offer to purchase BT Shar The minimum number
2 Shares of Shares that you
i can apply for is 120.
o

for which the amount £ .,
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esin “the UK Public Offer on and subject to the Terms and Conditions of
“dated 29th June, 1993. I declare that to my knowledge and belief this is
rblic Offer being made for my benefit (or that of any person for whose
have read the warning in Note 4 of the panymn

4 I'make this application for B;F“{g

application set out in the Pg@
the only application in thg
benefit I am applying) 4
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. beque here with a pin. It should be for the exact amount in Box 3, payable
el )ffer” and crossed “A/C Payee”. Attach one cheque only.

Joint appllé* nts’

The first appié.:ﬁt should complete the boxes above. Other persons, applgmg soshold: ot §§ﬁ“§ jointly with
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Instructions for return of the

Public application form

Share Offer

- By post
Send this form, when completed, to arrive not later than 10.00 am on Wednesday 14th July, 1993 at:

The BT3 Shére Offer (Share Information Office),
Bristol BS99 1XU.

Allow plenty of time for delivery.

By hand

Take this form by hand before 3.30 pm on Tuesday 13th July, 1993 to any
UK branch of NatWest, Lloyds, Royal Bank of Scotland or Ulster Bank,

or take this form by hand before 10.00 am on Wednesday 14th July, 1993

to any of the receiving centres listed below (open only for deliveries by hand).

Aberdeen
The Royal Bank of Scotland plc,
12 Goelden Square,

Glasgow
The Royal Bank of Scotland ple,
98 Buchanan Street,

Liverpool
Lloyds Bank Plc,
Indiz Buildings,

|
|
|
Aberdeen Glasgow Water Street, :
Liverpool |
Belfast Guernsey |
Ulster Bank Limired, Narional Westminster Bank Ple, London _
Personal Investment Unit, 35 High Street, National Westminster Bank Plc,
88/90 High Street, St. Peter Port, Drapers Gardens,
Belfast Guernsey 12 Throgmorton Avenue,
. London EC2
Birmingham Isle of Man
Lloyds Bank Ple, National Westminster Bank Plc, Lloyds Bank Plc,
125 Colmore Row, 1 Prospect Hill, Registrar’s Department,
Birmingham Donglas, Issue Section,
Isle of Man 2nd Floor, Bolsa House,
Brighton 80 Cheapside,
Lloyds Bank Plc, Jersey London EC2
171/173 North Street, " Lloyds Bank Pic,
Brighton 9 Broad Street, Manchester
St. Helier, National Westminster Bank Plc,
Bristol Jersey 55 King Street,
National Westminster Bank Plc, ' Manchester
32 Corn Street, Kingston upon Hull
Bristol National Westminster Bank Plc, Newcastle upon Tyne
19 Silver Street, The Royal Bank of Scotland ple,
Cambridge Kingston upon Hull 31 Grey Street,
Lloyds Bank Plc, Newcastle upon Tyne
3 Sidney Street, Leeds
Cambridge National Westminster Bank Ple, Norwich
8 Park Row, Lloyds Bank Plc,
Cardiff Leeds 16 Gentleman’s Walk,
National Westminster Bank Plc, Norwich
117 St. Mary Street, Leicester
Cardiff National Westminster Bank Plc, Southampton
1 Granby Street, Lloyds Bank Ple,
Edinburgh Leicester 19/21 High Street,
The Royal Bank of Scotland plc, Southampton
36 St. Andrew Square, Lincoln

Edinburgh National Westminster Bank Ple, Stoke-on-Trent
225 High Street, Lloyds Bank Plc,

Exeter Lincoln Fountain Square,

Lloyds Bank Plc, Hanley

234 High Street, Stoke-on-Trent

Exeter
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