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Telefonica O2 UK'’s transformation
Into market leader



Some history.....the UK market in 2002 02
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3rd Party

Channels
25| Carphone Warehouse

COMMUNICATION CENTRES

...for a better mobile life

Caudwell nets £400m
in sale to Vodafone
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To sustain our business
model we must drive market
leading efficiency as
revenue growth slows

Customer Plan:
Customers into Fans

Differentiated insight driven propositions

Focus on sustainability

>

mployee engw

2002 Today

Foundations
Network, Distribution, Brs
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In 2005 we created The Customer Plan- a core business ()2
strategy to enable both differentiation and efficiency

Re-balance between acquisition
and retention
More sales and upgrades
through Direct

Increase proportion of O2
branded and exclusive devices

Simplify and rationalise our
activities and processes

Invest in new capabilities for the
future

Make O2 a great place to work
for our people
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Best range
of devices
( Great value,
no catch
C Best Place to shop
( Easy to use
products & services
A Network you can
rely on
The service
C you deserve
( People who
care
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Go to market — differentiated propositions: Great value, no catch 02

3p text to anyone. No daily limits

No :mder rr:re tE 1s are sent with O,
any other network,

’ \

Text ‘reward’ to 50202 O
2

L -
& iPhone
Coming 9th November.

Bolt On: . N <
50% off calls N o
and texts | e
from Europe

Europe to UK only £1.99 a month

compared to standard O2 rates ° Dr|Ven by |nS|ght

* Challenging the market norm

» Give customers something they truly

Fre€ MiNUte /'"? value

b
5 ng-up
. i  Understand how we can alter the
business model to our advantage
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Large
Retailer of
the Year

Mobile News
Awards 2006

Marketing Magazine

Most Loved Mobile Brand

JD Power

#1 for Postpay
& Prepay
Customer

Satisfaction

Re-balance between
acquisition and retention

N
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Build and exploit the brand
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Best Loved Brands : ranking in “Brand Love” index
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NSN Benchmarking — strategic context is
everything...
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O2 and Orange have traded cost/sub for increasing revenue/sub, C)2
whereas Voda has held cost/sub at the expense of revenue/sub

Mobile: ARPU vs. OPEX per subscriber
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O2 and Vodafone’s opex efficiency has not kept pace
with price erosion

Mobile: Total revenue and OPEX per call minute —trend  FY 2007 to 1H 2008

Mature markets
20% 57% of the operators manage to reduce OPEX per

minute at least as quickly as the price erosion

Average revenue per minute -8%
15% ‘ Average OPEX per minute -9%

Some operators manage to increase effective price
per minute without decreasing margin

Fastest minute price erosion in S Korea, Germany & Macedonia

1[)%

Vodafone UK Apr-Sep 08
Revenue -14,5%,; OPEX -10,8%

MLULLLT T T
[T T

5%

0%

-15% UK: The erosion shown (in EUR) looks
20% - faster due to lowered GBP-EUR rate
) T-Mobile, Virgin & 3 do not report minutes
The GBF to EUR rate has gone down significantly in 2008; next
-25% 1 slide shows a GBP based trend chart for the UK operators
BT T T I R R R N R N L T =BT
= w z %.-u. ..u“s.:‘n::::-“::zn' ..
UL R T U Rt
% =3 3 . o =% ¢ 93

|I Total revenue per minute, change 2007->2008 B Total OPEX per minute, change ZUI]T—}QIIIBI
Sowrce: 1HOB reporis for operators with fiacal year ending December, Q108 reports for operafors with facal year ending March — all fo the degree
reported 1 Sepfember
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....but, O2’s top-line growth allows it to increase C)2
absolute margin, whereas Vodafone’s is in decline

Mobile: Total revenue & OPEX per call minute and traffic trend FY06 to FYO07

UK players (in GBP)

0%

60% -

40% -

20%

0%

02's traffic grew 19% fuelled by 8% price erosion — total
revenue grew 5% but no EBITDA growth

Vodafone had negative EBITDA development despite 6%
revenue growth

Orange eroded prices much slower in 2007, growing total
EBITDA
Traffic not reported by 3, T-Mobile or Virgin

mTotal revenue per minute, change 2006-=2007
(GBF)
W Total minutes, change 2006-=2007

[ Subscribers, change 2006-=2007

0 e m-‘
T T

[ Revenue growth (GBP)

MEBITDA growth (GBP)

. 3 «« - -Mobile-
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The UK’s high handset subsidies amplify the benefits of lowering O
churn. O2 leads the market, providing a further contribution to our

market leading margin performance.
Mobile: EBITDA margin vs. postpaid churn
Matu rr-‘- markets

60%
In the most competitive markets,
operators fight for market share
with high customer
50% ' acquisition & retention costs
UK: High postpaid churn overall
40% - Affecting overall margin
c 02 & Orange’s postpaid churn decreasing
E 3's postpaid churn reduced to 24%
Virgin does not report churn; 3 has not reported EBITDA
< 30% for the UK for this period
[
= —_—
w Trend line: Postpaid churn has an
even more negative impact on the
20% EBITDA margin
As customer acquisition & retention costs
are higher in postpaid
10%
0% .
0% 10% 20% 30% 40 50% 60% 70% 80%
Postpaid chum rate, 8
Sowrce: THOB repoviz for operators with fizcal year ending December, Q108 reports for operafors with facal March — all to the degree
reported 1 September
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Field force consolidation
* single sourcing technology and property services
Transmission

 Future proofing for data / volume growth

Simplifying our business model reduces contact rate
» Lower cost to serve / re-invest in quality of contact
Optimising our contact centre applications
* Reducing our handling time

» Reducing time to answer
Control the distribution model
* Move to direct

» Return value to customers if they don’'t want a new handset
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" ARPU

Customers

OIBDA

Margin

Network QoS

Post-pay churn*

Brand

* 12 month rolling average
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O,

Leading Mobile Operator
in the UK

Multi award winner

THE SUNDAY TIMES

BEST BIG
COMPANIES
TO WORK

"THE

CUSTOMERRESPECT

Srour PRWEEK

&MOTIVATION

O2 is a strong,
respected brand A Jelefinica company



Looking forwards....
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The recession — mobile is resilient, but not immune ()2

US recession fear slams FTSE

House prices still

tumbling  New Rock boss cuts
2,000 jobs

Refocused Vodafone to boost sales staff
as 450 middle managers lose their jobs

P Fifth of senior head
office managers to go

Russia warns US navs
build-up may lead to war

WORST HOUSE Downturn will pie
PRICESFALL, pressures on family
FOR 18 YEARS life, says Bank boss
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There is no longer enough growth in the market to mask

O,

underlying problems with the industry’s cost base. O2’s focus on

profitable net growth has delivered to date.

Q3 2008 ‘ -
YoY% O > - T - -Mobile-
2 vodafone grange
Total Revenue £1,432m £1,361m £1,153m £794m
+9% -1% +6% -1%
EBITDA £380m £316m n/a £175m
+6% -12% -30%
EBITDA margin 26.5% 23.2% n/a 22.0%
-1%pt -3%pt -5%pt
Post-pay net adds 278 159 161 96
+74% +11% -28% +118%
Post-pay rolling churn 16.9% 17.1% 20.7% 25.2%
-5%)pt +1%pt -2%pt +2%pt
Customer Base 19.1m 16.3m 15.8m 11.9m
+7% +2% +3% 0%
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However, the industry business model is no longer ()2
sustainable

Year-on-year service revenue growth —top 5 EU markets

9% 4
B.1%
8%

7.2% Top line growth is
declining across Europe

T%

&% 4 5.8%
5%, - 4.T%

4.0%  4.0%
4% 3.6% 3.4%

3% 4 2.7%
2.2%

2% -
1.3%  1.3% 1.4%

1%

0%

Jun-05 Sep-05 Dec-05 Mar-06 Jun-06 Sep-06 Dec-06 Mar07 Jun07 Sep-07 Dec-07 Mar08 Jun-08

Source : Enders Analysis

UK Mobile Operator EBITDA margin %

40%

The fight for scale and share may

30%
/’\—\_‘ lead to margin deterioration overall
20%

10%
1999 2000 2001 2002 2003 2004 2005 2006 2007

Source : Ofcom
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O,
* Following years of incremental efficiency improvement our industry

needs to transform its operating model

« Benchmarks are an important tool but transformation may require
greater change than benchmarks may imply

 Beware of losing your strategic vision and direction
« transformation is a tool of delivery not an end in itself

« Understand why you vary from the benchmark before you act
» is there a strategic rationale or off-setting benefit?

e Set ambitious transformational goals:

* Incremental improvement is not enough, aggressive goals require a new
way a new way of thinking about change

* Not all plans need to deliver to achieve your goals, but if they do then
you are even better positioned going forwards.
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