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Five Key Questions… 

 Why the Fibre Debate Matters to the Investors 

 Is Openreach a Utility? 

 Role of Fibre in Regulation 

 Will it Happen in UK 

 Implications for Competitors 
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The Fibre Debate – Why It Matters to Investors 

Source: Bear, Stearns International Limited Estimates 

 Fibre/VDSL a Potential Solution to ULL problem 

  

 Access revenue ca. 25% of fixed revenues 

 

 Accelerating ULL could cut earnings further 
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Structural Separation – Is Openreach a Utility 

 

 Perceived benefits of functional separation… 

 

 A) Utility-like re-rating to EV/RAB or ca7.5x EBITDA 

 

 B) Regulatory relief on “retail” operations 

 

 C) Capital management – leverage Openreach 
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Source: Bear, Stearns International Limited Estimates, DataStream 
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Openreach 

SocioEconomic “EU” 

desire for Fibre 

Incumbents 

 

Regulators 

Altnets 

Role of Fibre in Regulation 
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Will it Happen in UK 

 Ofcom, Wholesale Broadband Review, January 2007 

 

 Openreach, Future of First Mile, Various 2006 

 

 Ofcom-BT Wholesale, Resetting IPStream Prices, January 2007  

 

 Ofcom, Next Generation Access, February 2007  

 

 DTI-Digital Region, Competitive Tender for South Yorkshire, Easter 2007 

 

 

Source: Bear, Stearns International Limited Estimates 
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Impact on Unbundlers/Competitors 

 Dutch example – removal of central offices/DLEs 

 

 German example – parallel networks 

 

 French example – invest in fibre, pre-empt incumbent 

 

 Lessons for UK 

 

 

Source: Bear, Stearns International Limited Estimates 
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ANALYST CERTIFICATION 

  

The Research Analyst(s) who prepared the research report hereby certify that the views expressed in this research report accurately reflect the analyst(s) personal views about the subject companies and their securities. The 

Research Analyst(s) also certify that the Analyst(s) have not been, are not, and will not be receiving direct or indirect compensation for expressing the specific recommendation(s) or view(s) in this report. 

_________________ 

Jonathan Dann 

Maurice Patrick 

 

For important disclosure information regarding the companies in this report, please contact your registered representative at 1-888-473-3819, or write to Sandra Pallante, Equity Research Compliance, Bear, Stearns & Co. Inc., 383 

Madison Avenue, New York, NY 10179. 

 

The costs and expenses of Equity Research, including the compensation of the analyst(s) that prepared this report, are paid out of the Firm's total revenues, a portion of which is generated through investment banking activities.  

  

This report has been prepared in accordance with the Firm's conflict management policies.  Bear Stearns is unconditionally committed to the integrity, objectivity, and independence of its research.  Bear Stearns research analysts 

and personnel report to the Director of Research and are not subject to the direct or indirect supervision or control of any other Firm department (or members of such department).    

    

This publication and any recommendation contained herein speak only as of the date hereof and are subject to change without notice.  Bear Stearns and its affiliated companies and employees shall have no obligation to update or 

amend any information or opinion contained herein, and the frequency of subsequent publications, if any, remain in the discretion of the author and the Firm.  

 

Bear, Stearns & Co. Inc. Equity Research Rating System: 

Ratings for Stocks (vs. analyst coverage universe): 

Outperform (O) - Stock is projected to outperform analyst's industry coverage universe over the next 12 months. 

Peer Perform (P) - Stock is projected to perform approximately in line with analyst's industry coverage universe over the next 12 months. 

Underperform (U) - Stock is projected to underperform analyst's industry coverage universe over the next 12 months. 

 

Ratings for Sectors (vs. regional broader market index):  

Market Overweight (MO) - Expect the industry to perform better than the primary market index for the region (S&P 500 in the US) over the next 12 months.  

Market Weight (MW) - Expect the industry to perform approximately in line with the primary market index for the region (S&P 500 in the US) over the next 12 months.  

Market Underweight (MU) - Expect the industry to underperform the primary market index for the region (S&P 500 in the US) over the next 12 months. 

  

Bear, Stearns & Co. Inc. Ratings Distribution as of December 31, 2006: 

Percentage of BSC universe with this rating / Percentage of these companies which were BSC investment banking clients in the last 12 months.           

Outperform (Buy):    41.0  / 8.3  

Peer Perform (Neutral):    49.5 / 8.0  

Underperform (Sell):    9.5 / 0.0 

 

 

Addendum 
Important Disclosures 

Source: Bear, Stearns International Limited Estimates 
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Bear Stearns and its employees, officers, and directors deal as principal in transactions involving the securities referred to herein (or options or other instruments related thereto), including in transactions which may be 
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This publication does not constitute an offer or solicitation of any transaction in any securities referred to herein.  Any recommendation contained herein may not be suitable for all investors.   Although the information 
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 This publication is being furnished to you for informational purposes only and on the condition that it will not form the sole basis for any investment decision.  Each investor must make their own determination of the 

appropriateness of an investment in any securities referred to herein based on the tax, or other considerations applicable to such investor and its own investment strategy.  By virtue of this publication, neither Bear Stearns 

nor any of its employees, nor any data provider or any of its employees shall be responsible for any investment decision.  This report may not be reproduced, distributed, or published without the prior consent of Bear 
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This report may discuss numerous securities, some of which may not be qualified for sale in certain states and may therefore not be offered to investors in such states.  This document should not be construed as providing 

investment services.  Investing in non-U.S. securities including ADRs involves significant risks such as fluctuation of exchange rates that may have adverse effects on the value or price of income derived from the 

security. Securities of some foreign companies may be less liquid and prices more volatile than securities of U.S. companies. Securities of non-U.S. issuers may not be registered with or subject to Securities and Exchange 
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NOTE TO ACCOUNT EXECUTIVES: For securities that are not listed on the NYSE, AMEX, or Nasdaq National Market System, check the Compliance page of the Bear Stearns Intranet site for State Blue Sky data 
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CIR 230 Disclaimer   

 

Bear Stearns does not provide tax, legal or accounting advice. You should consult your own tax, legal and accounting advisors before engaging in any transaction.   

 

In order for Bear Stearns to comply with Internal Revenue Service Circular 230 (if applicable), you are notified that any discussion of U.S. federal tax issues contained or referred to herein is not intended or written to be 
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discussed herein. 
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