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BT Group plc (BT.L) today announced its results for the fourth quarter and yeaMar8t 2018.

Gavin Patterson, Chief Executive, commenting on the results, said
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our enterprise businesses, duebith challenging market conditions awodr decisioro exit lower margin business.
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3.4GHz spectrum suitable for 5G mobile services. Wergroving our customer experience across the Group, with our |
metrics of Group NP&nd Right First Tinddoth strongly up.
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of £290m. Our restructuring programme has removed over 2,800 roles and delivered savings of £180m during the ye
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affordable within ar capital allocation framework, and draws a line under a key source oftaimtg for our stakeholders.

AWe have announced today an update to our strateggdoeleratdeadership in convergeconnectivity and servicesOur
strategy will drive sustainable growth in value by focusing on delivering differentiated customer experiences, investing
integrated network leadership, and transformingr operating modedb ¢

Key developments for the quarter

1 Strategy announced today drive sustainable long term growth in value by leading in converged connectinicjuding
removal of 13,000 roles at a total cost of £80Q see separat@ressrelease
Continued improvement in customer experience metrics; GR®® up 8.3 points and Right Firstme? up 4.3%
Clarityon the pricing of key producgrovidedinh ¥ 02 YQa FAy LIt adl GSYSyld 2y 2K2ft S&al f
40MHz of 3.4GHz spectrum securpdsitionsus well for launch of 5G and strengtremetwork leadergip
Consumer businesses brought together from 1 April 2018 and Enterprise businesses from 1 October 2018
Triennial pension deficit agreed at £3on, 13 year recovery plan includimgayments of2.1bn over thethree yeargo 31
March 2020in line with prior recovery plaand a further £2.8n contribution,due to be funded by the issuance of bonds
which will be held by th&@TPSBTPS closed to futudefined benefitaccrualdrom 30 June 2018ducing futureexposure
to pensions risk seeseparate press release
1 Outlookfor 2018/19 underlying revenuedown c.2%adjusted EBITDA7.3bn- £7.4bn capital expendituréc.£3.7bnand

normalised free casfiow* of £2.3bn- £2.5bn

1 Proposed final dividend df0.5%, giving a full year dividend @6.4p, unchanged from 2016/17

Financial:

1 Reported revenue down 1% for the year and 3% for the quadederlying revenue down 1% for the year and 1.4% for the
quarter

1 Adjusted EBITDA of £7,505m for the year, down 2%, and £2,083m for the quarter up 1%

1 Reported profit before tax up 11% for the year and up 98% for the quarter mainly due to specific items in the prior year
Adjusted profit before tax down 2% for the year but up 1% for the quarter

1 Reported basic earnings per share 20.5p far year Adjused* earnings per sharg7.9p for the year

1 Net cash inflow from operating activities £4,927m for the year, and £746m for the quarter and normalised fréewash
£2,973m for the year, and £1,026m for the quarter

1 2017/18underlying revenue down 1.0% and lower than our outlook for the full yéafjusted EBITDA within our outlook
range, normalised free cadlow* exceeded ouputlook
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Fourth quarter to Year to
31 March 2018 31 March 2018

£m Changé £m Changé
Reported measures
Revewue 5,967 (3)% 23,72% ()%
Profit befae tax 872 98% 2,61€ 11%
Basic earnings per share 7.3p 92% 20.5p 7%
Net cash iflow from operating activities 746 £(845)r 4,927 £(1,247)m
Adjusted measures
Charge in underlyinfjrevenue excluding transit (1.4)% (2.0)%
Adjusted BBITDA 2,083 1% 7,505 (2)%
Adjusted profit before tax 1,04€ 1% 3,444 )%
Adjusted basic earnings per share 8.8p 5% 27.9p B)%
Normalisedfree cash flow 1,02€ £192m 2,973 £191m
Net debt 9,627 £695m
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Operational:
1 Gfast premises of 1m and FTTP premises of 560,000 passed in Q4; over 1.5m premises able to connect to ultrafast service
Openreach fibre connections at 555,000Q4with superfast fibre broadband passingarly27.6m UK premises
4G coverageeaches90% of the countrnas wedeployin hard to reach areas
Mobile postpaid net additions of 95,000, with low churn of 1.2%; monthly mobile postpaid ARPU down 1% to £26.0
BT Sport rights packages secured; includes Premier League matches for atfugbegrears from 2019/20
Average BT Sport viewing increased 19% year on year; second best quarterly performance since launch
BT Consumer revenue generating units per customer increased 3% to 2.03, with ARPU up 5% to £41.7
Order intake, on a rolling t&onth basis, up 1% to £3,391m for Business and Public Sector, down 28% to £1,419m for
Wholesale and Ventures and down 17% te883mfor Global Services, reflecting market conditi@msl our strategy to exit
lower margin business
1 Integrationrun rate cost syneies now at £290mrestructuring initiatives delivered in year savings of £180m
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Performance against 2017/18 outlook:

2017/18 2017/18

outlook performance

Change irunderlying* revenue excluding transit Broadly flat (1.0%)

Adjusted* EBITDA £7.5bn- £7.6bn £7.5bn

Normalised free casfiow* £2.7bn- £2.9bn £3.0bn

Our outlook for 2018/19 is as follows:
2018/19
outlook

Change irunderlying® revenue (IAS18 basis) Down ¢.2%
Adjusted* EBITDAIAS18 basis) £7.30n-£7.4bn
Capitalexpenditure® c£3.7bn

Normalised free cash flotv

£2.3bn- £2.5bn

Glossary of alternative performance measures

Adjusted Before specific items

Free cash flow Cash generated from operations (after capital expenditure) excluding pension gefjcitents and after interest, ta
and noncurrent asset investments

Net debt Loans and other borrowings (both current and rmmrent), less current asset investments and cash and ¢
equivalents. Currency denominated balances within net debtrareslated to Sterling at swapped rates where hedg

Normalised free cash flow Free cash flow before specific items and the cash tax benefit of pension deficit payments

Specific items LiGSYa GKIG Ay Yyl 3SyYSyiQsepdaely BySivtigofiitheiysiz& Ratuie dr ingidenc
Further informations provided in note 1 on page 45

Underlying Excludes specific items, foreign exchange movements and the effect of acquisitions and disposals. Further infc
is providedn note 2 on page 45

Reconciliations to the most directly comparable IFRS measures are in Additional Information oA5tagé® Our commentary focuses on the trading results
on an adjusted basiinless otherwise stated in the commentary, revenue, operating costs, earnings before interest, tax, depreciation andiam¢BERBE DA),
operating profit, profit before tax, net finance expense, earnings per share (EPS) and normalised free cashrflemsared before specific itemd-urther
information is provided in noté& on page45.

1 Group NPS measures Net Promoter Score in our retail businesses and Net Satisfaction in our wholesale businesses
2Measured againstGroup A RS WwAIKG CANBG ¢AYSQ 6wCetov AYRSE

3Including transit, but excluding specific items, foreign exchange movements and the effect of acquisitions and disposals
4See Glossagbove

5Excluding BDUK clawback

6Measured against the caparative period in the prior year



Group results for the fourth quarter and year to 31 March 2018

Fourth quarter to Year to
31 March 31 March
2018 2017 Chang 2018 2017 Chang
£m £m % £m £m %
Revenue
- reported 5,967 6,122 (©) 23,72¢ 24,062 (D)
- adjusted 5,967 6,128 3) 23,74¢ 24,082 1)
- change in underlyingevenue excluding transit (1.4) (2.0
EBITDA
- reported 1,964 1,591 23 6,895 6,73¢ 2
- adjusted 2,083 2,06¢ 1 7,505 7,64k (2)
Operating profit
- reported 1,075 638 68 3,381 3,167 7
- adjusted 1,194 1,178 1 3,991 4,13¢ 3
Profit before tax
- reported 872 440 98 2,61€ 2,354 11
- adjusted 1,046 1,031 1 3,444 3,532 (2)
Basic earnings per share
- reported 7.3p 3.8p 92 20.5p 19.2p 7
- adjusted 8.8p 8.4p 5 27.9p 28.9p 3)
Capital expenditure 951 1,022 ©) 3,522 3,454 2
Normalised free cash flow 1,026 834 23 2,973 2,782 7
Net debt 9,627 8,93z £695m
Customerfacing unit results
Adjusted revenue Adjusted EBITDA Normalisedfree cashflow?!
Fourth quarter to 2018 2017 Changt 2018 2017 Change 2018 2017 Chang
31 March £m £m % £m £m % £m £m %
BT Consumer 1,289 1,24€ 3 295 261 13 243 159 53
EE 1,32C 1,25¢ 5 433 316 37 236 107 121
Business and Public Sector 1,157 1,222 (5) 362 391 @) 340 433 (21)
Global Services 1,241 142 (13) 137 204 (33) 220 95 132
Wholesale and Ventures 506 541 (6) 204 220 ) 151 147 3
Openreach 1,289 1,28¢ - 641 695 (8) 229 296 (23)
Other - 4 n/m 11 (18) n/m (393) (403) 2
Intra-group items (835) (855) 2 - - - - - -
Total 5,967 6,128 (3) 2,083 2,06¢ 1 1,02€ 834 23
Year to 31 March
BT Consumer 5,066 4,934 3 1,023 1,012 1 635 709 (20)
EE 5,294 5,09C 4 1,353 1,15€ 17 754 570 32
Business and Public Sector 4,563 4,758 (4) 1,418 1,528 (7) 1,13€ 1,292 (12)
Global Services 5,013 5,4 (9) 434 495 (12) 118 (245) n/m
Wholesale and Ventures 2,009 2,10¢ (5) 754 834 (10 509 587 (13)
Openreach 5,123 5,098 - 2,52C 2,633 (4) 1,048 1,34¢ (22
Other 8 10 n/m 3 (13) n/m (1,227 (1,48)) a7
Intra-group items (3,330) (3,396 (2) - - - - - -
Total 23,74€ 24,082 (1) 7,50t 7,64t (2) 2973 2,782 7

n/m = not meaningful
1SeeGlossary on page 2



BT Group plc

Overview of the year to 31 March 2018

OVERVIEW

Reported revenue has declined 1% to £23,723ime 3%growth in our consumer businessess more than offset by decliria

our enterprise divisiondThe maircontributor toenterpriserevenue decline was Global Services whose reported revenue declined
9% due to ongoing challenging market conditions and a reduction in IP Exchange vahdreguipment sales line with our
strategy to reduce low margin busineddnderlying revenue was down 1.0%, lower than our outlook for the full year.

Adjusted EBITDA of £7,505m was down 2#ithin the range ofour outlook. The declineeflects the lower revenuecosts of
investment in mobile devices and customer experiealmg with higher business rates and pension costs, partly offset by cost
savingsReported profit before tax was up 118#inly due to specific items in the prior year

Net cash inflow from operating activities was down £1,247m at £4,92Tctuding£598mhigher pension paymenis the year
£623m highercash flows relating to specific items an826n¥ of payments in respect of the acquisition of spectruroriNalised
free cash flow, which excludes thespensions, specifics and spectrymayments,was up A91m to £2,973n, exceeding our
outlook, mainlydriven by favourablevorking capitaimovements

BT and the Trustee of the BT Pension Scheme (BTPS) have reached agreement on the 2017 triennial funding valuationyand recov
plan. The funding deficit at 30 June 2017 is £11.3bine deficit will be met over a 13 year period, maintaining the remaining
period ofthe previous recovery plamcluding payments of £2.1bn over the three years to 31 March 2020 and a further £2.0bn
contribution, dueto be funded from the proceeds of the issuance of bowttéch will be held by the BTPOver the quarter, we

also announced the closure of Sections B and C of the BTPS (representing over 99% of the BTPS active membership) to futu
benefit accrual, having rehed agreement with our employe&unions. This is now expected to take effect from 30 June 2018.

STRATEGIQND OPERATIONAL UPDATE

Deliverdifferentiated customer experiences

Customer experience remains central to our strategy and-lbyNY IANB g i K® hdzNJ OdzA i 2 YSNEQ 2 @S
for the seventh successive quarter wilroup NP&ncreasingoy 83 points when compared to the 2016/17 baseline. We are also
AYLINRPGAY3T GKS O2yaraiasSyode | yR | dztdedoimanceifcreasidgNdy 4386NEM theSane A (1 K
baseline period. Our customer experience performance continues tarigerpinned by our investment in the quality of our
ASNIPAOST G(GKS LISNF2NXNIFYyOS 2F 2dzNJ ySGg2N] yR Ay SyadaNAy3a 2

Our proactive maintenance programme has continued to reduce the number of faults in the UK copper network, delivering a 3.7%
reduction comparedwith last yeardespite very challenging weather conditions in QBEewer network faults combined with
improved ogerational planning has helped us to keep our on time repair performance &@e

As we continue to improve our service levels, fewer customers need to contact us about their service and we have seen a 10%
reduction in service contacts this quarter compdrto Q42016/17. For customers who need to call us we are continuing to focus

on reducing the time it takes to get through with BT Consumer wait times reducing by over a minute to 41 seconds compared to
Q42016/17. We know that we must continue to improvef dzady SG Qa LISNF2NXIFyOS Ay GKA& | NB

over four and a half minutes to 343 seconds between Q3 angd(Q#4/18.

The use of our digital channels continues to grow, with an increasessf2®% this year in the number of BT Conmger customers
who have chosen to contact us using online at@ipared to Q4 2016/1@dnd a 60% irrease in downloads of the My Bipp
compared to Q4 2016/1Our Wholesale customers are also using our digital chaimets with nearly all Wholesale Etheen
orders being taken online.

5dzNAy3 GKS ljdzZr NISNE 99 g2y GKS W.Said bSig2N] t SNF2NXYIyYyOSQ
tfdzAySiQa F2dz2NJ dzf 6 AGOK Hnamy | gFNRA Ay OfdzZRSR (GKS | gFNR F2N

EE have again had somithe lowest levels of complaints about their mobile products according to the latest set of Ofcom results.
| 26 SPASNI 6SQONB RA&FLIRAYGESR GKFG O2YLX I Ay ( SBepterdb@rqzériod. We afey Rt
determined to return to tke long term trend in complaints reduction across all of our brands.

Our Ethernet delivery performance has continued to improve. On average, it now takes fewer than 35 working days for Openreach
to provide an Ethernet connection, compared with our MSL ofudbking days, an improvement of 40% compared with Q4
2016/17.

Overall, our focus on customer experience has led to an improved performance across 2017/18. We realise there are still many
areas in which we can improve and will continue to invest in custa@Rperience to achieve this.

1See Glossary on page 2

2The sgctrum auction bidding cut acrosise 2017/18 and 2018/1%nancial yeas. Whilst £325m wa on deposit with Ofcom at 31 March 2018 went on to win
spedrum for a total price of £304 andthe excess deposit balance has since been refunded

3Group NPS measures Net Promoter Score in our retail businesses and Net Satisfaction in our wholesale businesses

4Measured againstGroup A RS WwA3IK({G CANBG ¢AYSQ 6wCe¢O AYRSE



Investin integrated networkleadership
Mobile

We have launched a new 4G home broadband solution, combining the 4GEE Home Router with a powerful external antenna as
an alternative for those in rural communities that have yet to be connected with traditional fixed line broadband acedsere
customers can only receive slower fixed broadband speeds.

hLISNI A2yl fftex 2dNI Ay@dSaidyYSyd Ay nD O2yiAydzSaz aswe doktinge dzNJ 3
to work towards our 95% coverage ambition by the end of De@sm2020. We expect the rate of coverage growth to reduce as
we deploy in hard to reach areas

Our mobile base is now 29.6af which 19.6n are on 4GIn Q4 ve added 95,000 postpaid mobile customers, taking the postpaid
customer base to 17.6m. The numh#rmprepaid customers reduced by 433,00004in line with industry trends, taking the base
to 5.5m.

In April we secured 40MHz of 3.4GHz spectrum at a cost of £304m allowing us to progress with our 5G plans and strengthenin
our position as the mobile network leader.

Broadband

Openreach hapassedearly27.6m premises withts superfast fibre broadband SG 62 NJ] = 6 KA OK O2 y (i NA 6 dzi ¢
success in achieving 95% superfast broadband cove@genreachachieved 555,000 fibre broadband net connectiom$4
bringingthe number of homes and businesses connecteddarly9.8m.Ultrafast speedsysing our FTTP and Gfast network, are

now available to more than 1.5m premises.

On 15 February, Openreach announced it will hire 3,500 new trainee engineers over the next 12 tmsnihyort its Fibre iFst
programme the largest recruitment drive i ®pS Y NB IKORB Q2 NBE ® ¢ KS (NI AYySSa gAaft 22Ay (K
working to expand, upgrade, maintain and install new services threanetwork.

The UK broadband markegrew by 100,00 the quarter of which our retail share was 2@ur retail fibre broadband additions
increased by 202,000 Q4taking our base to 5m; 61%o0f our retail customers are now on fibre.

TV and BT Sport

After its record performance in the third quartd8T Sport continued to deliver strong viewing figuaesoss all platforms in Q4,

dzLJ mdiz @SIENJ 2y &SIENX t SNF2NXYIyOS 461 a RNAGSY o0& GKS @eyOf dz
UEFA Champions League and the Premier Leagu@f our BT Sport customers are now on a paidfffaillustrating our
commitment to monetise our investment in sport.

During the quarter we were pleased to confirm that BT will continue to show Premier League matches on BT Sport for a further
three years from the 2019/20 season, adding to the excluineeup of premium European football and rugby that sports fans
already enjoy. The rights will cost £295m per seadp. also signed a new thregear deal to continue as the exclusive live
broadcaster of MotoGRs well as exclusive broadcasting rightstha Vanarama\ationalLeague for a further three years

Transform ouroperating model

We continue to make good progress witie EE integration. At the end of our second year we have achieved run rate savings of
£290m. We remain confident that we will achieve our stated objective of £400m by the end of the fourth year. Savingsmave be
generated from renegotiating supplier termesourcing a range of activities EE previously had with third parties across technology
and business services, rationalising our combined property estate and reducing head office and support employees. Further
savings are anticipated from the creationtbé single Consumetustomer facing unit

Our previously announced restructuring programme is also on track. At the end of the year, we have incurred casipf £2
removing over 2,800 roles mainly from managerial and back office areas and ackaswegls in the yeasf £180m.

During the year we have simplified our organisational structure and strengthened our management teams to support a leaner,
more agile and focused organisation.

With the combination oBusiness and Public SecdoidWholesaleand Venturesnto Enterprise we now have four clearly defined
customer facing units for consumers, enterprise, mo#tional customers and fixed access networkse customer facing units
are supported byTechnology, Service ar@perationswho own the achitectureand design, build and operate processes across
BT. Additionaly our corporate functions proviel governance overall management, strategy and transformation, to develop
strategyand drive transformation initiativeacross BT.

We have also made a number of appointments to the Executive Committee to strengthen our management team. Cathryn Ross,
former Chief Executive of Ofwdgadsour regulatory affairs function and the relationship with Ofcom, Michael Sherman, joins us
from Baoston Consulting Group to lead our strategy and transformation team and Sabine Chalmers joins us from ABirseiser

InBev as General Counsel.

1DSL and fibre, excluding cable



Key operational metrics

Our key operational metrics are as follows:

Fourth quarter to 31 March 2018 2017
Mobile

Total mobile 29.6m 29.9m

Net adds

- Postpaid 95,00C 192,00(

- Prepaid (433,000 (388,000

Base

- Postpaid 17.6m 16.8m

- Prepaid 5.5m 6.9m

Postpaid churh 1.2% 1.1%
Broadband

Total broadband 20.7m 20.4m

Openreach fibre net adds 555,00( 520,00(

Openreach fibre base 9.8m 7.7m

Premises passedsuperfast fibre broadband network 27.6m 26.5

- of which premises passediltrafast capable 1.5m 0.2m

Retail fibre net adds 202,00( 211,00C

Retail fibre base 5.7m 4.9m
TV

Net (losses) adds (16,000 14,00C

Base 1.74m 1.75m
Lines

Openreach 25.1m 25.2m

Lines sold through BT lines of business 12.8m 13.3m
Revenue generating units per customer

BT Consumér 2.03 1.98
Average revenue per user (ARPU)

BT Consumer (rolling 12 month basis) £41.7 £39.€

Mobile postpaid £26.C £26.3

Mobile prepaid £4.8 £4.4
Order intake (rolling 12 month basis)

Business and Public Sector £3,391n £3,369n

Global Services £3,845nm £4,604n

Wholesale and Ventures £1,418m £1,956n

1 Quarterly performance
2 DSL and fibre, excluding cable



OTHER DEVELOPMENTS

Regulation

Wholesale Local Access (WLA) Market Review

In March 2018, Ofcom issued its final statement on the Wholesale Local Access (WLA) Market Revieviedtuedsein the new
NBIdz I GA2YyX NHzyyAy3 FNBY wnanmy (2 HnanumI NB | OKI NHSued2 y i N.
price control on the MPF copper product, the removal of the margin squeeze test on fibre broadband emdeexguality of
ASNBAOS YSIadNBE F2NJ it | 0O0Saa LINPRdzOG&a® . ¢ ¢St O02YSRt hTO?
remains important for us to securefair return on investment¢ KS RA NB OG | R@S NA Srevandd Andgiofit2 y h
from directly charge controlled products is expected to befigll20min 2018/1% S SELISOG | RRAGAZY L f A Y
cost base as a result of meeting the more demanding minimum service levels required in WLA aratketantidpate a further

adverse financial impact as a result of market pressure on the wholesale prices of other products not directly chardectontrol
The net impact at the Group level will depend on the retail market dynariissanticipate some of the pricgeductions will flow

through to end customers.

Wholesale Broadband Access (WBA) Market Review

In June 2017, Ofcom issued a condidgt@on WBA notinghat BT has significant market powerdpproximately2% of premises

and thereforeproposed to remove th® K NAHS O2y G NRf 2y 2.1 LINGnshiatomand Eelcovdddithez y R S |
recognition that competition is effective for 98% of UK premises. Ofcom have delayed theerefdheir final conclusions,ibject

to approval by the European Commissi We expecthe final statemenin July2018.

Future Telecoms Infrastructure Review

In late January, we submitted our input to the DCMS on the Future Telecoms Infrastructure Review and we continue to engage
with the Government and others on this issu& report, to be published by the Government in summer 2018, will identify options
available to promote an attractive and stable environment for investment.

Dark Fibre Access

In April 2018, Ofcom released a statement confirming that they will not éhtce a temporary remedy requiring BT to provide a
NBEaGONRAOGSR F2N¥Y 2F RIFENJ FAONB 6FG YR 06St2¢ mDoLEUVoffast GKS
year, which produced limited interest from stakeholders in a serviceowat Bandwidths. Ofcom have noted that it will be
considering an enhanced dark fibre as a remedy in the current Business Connectivity Market Review, due to conclude at the enc
2F al NOK Hamd® LYy GKS YSIYyiAYSIT h LISwyansBatiGrodark fibrg, lis nd@dviadaifaBleNd / 2
We have a number of orders already placed and are in detailed discussions with a range of CPs around future deals.

Broadband Universal Service Obligation (USO)

Following the rejection of ouvoluntary commitment to deliver universal broadbandhe Governmentaid legislation before
Parliament, which came into force in April 2018. This sets out the specifications required for the provision of a brog&iband U
as well as the eligibility criteridVe expect Ofcom to take two years to review with industry how this new obligation will take
effect, including how it will be funded, who will be taskeih delivering it and what costs it is reasonabbte SO providers to
bear. We areworking closely wih GovernmentOfcom and industry to help deliver the broadband USO.

Spectrum annual licee fees

We were successful in our Court of Appeal challenge to the Fees Regulation issued by Ofcom in 2015 that tripled our annua
licence fees for our 1800MHz spean. This challenge, which was supported by other mobile network operators, means that we
gAff LI & GKS LINBOGA2dza f26SNJ FSS&a NI GS dzyiiAt h¥O2Y asSda
judgment including assessing the imp#wt increasing fees may have on investmeWie expect Ofcom to consult on this in the

near future.

Deemednsent

We haveagreed the majority ofompensation payments to other CPs in the year. We continue to estimate the total compensation
payments will amount t@round£300m.

Investigation into our Italian business

During the quarter we completed our assessmenthef remediation ofour internalcontrols over financial reportingperating in
and over our Italian businesas of 31 March 2018 for the purposes of US Sarb&wdsy Act 2002ve have concluded thahese
controls arenow operating effectively. We have filed the local statutory accewftBT Italia for 201647, as well as the tax return.
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determined. We continued to operate a specific Brexit programme across Bastbegses the impact and implements appropriate
responseplangt KS I NR dzLJQ& LINAYOALI € NR&A1& YR dzy OSNIFAYyGASa | NB |

Outlook

For 2018/19, we expeatnderlying revenue to bedown around2% year on year mainly as a result of significant regulatory price
reductions in Openreach, along with the possible consequential impacts on non charge controlled products. We also expect an
impact from our decision tde-emphasise lower margin products, particularly in the enterprise businesses.

Following tougher minimum service levels and significant regulatory price reductions for Openreach coming into effe¢i® 2018
along with the possible consequential impacotsnon charge controlled products, adjustésroupEBITDAn 2018/19 is expected
to bein the range £7.3br£7.4bn.

Reportedcapital expenditureexcluding BDUK eldack, is expected to be aroud8.7bn in 2018/19 and then to remain at that

level in 201220 (on an IAS17 basisthe current leasing standajdas the business increases network investment through
hLISYyNBIF OKQa CAONB CANRG LINBPINIYYS YR FdzZNIKSNI nD Fy®RnpD Y
2017/18 of £2,973m, alost £200m above the midpoint of our outlook, we expect normalised free cash fitw2018/19to be

in the range £2.3bn to £2.5bn.

We expect to buy back only a small number of our shares, in connection with our employee share plans, in 2018/19 fledowing
£221m purchased in 2017/18his was in excess of the £100m initially expected for the 2017/18 buyback as we decided to take
advantage of market conditions and the opportunity to purchase a significant number of shares in a single transaction by
partidpating in the Orange offering in the first half of the year.

Dividends

We have a comprehensive transformation programme in place to improve our operational and financial performance in what
remains a competitive market environment, and we are increagingstment to drive convergence and sustain our network
leadership. We are confident in our strategy and the benefits we expect from the decisive actions we are taking to stanmgthen
competitive position.

However, given the current market and regulatcheadwinds and our investment plans, the Board has decided to hold the
dividend unchangedbr this yearat 15.4pper share. The Board also expects to hold the dividend unchanged in respect of the next
two financial years, given our outlook for earnings and cash flow over this period.

The Board remains committed to our dividend policy, which is to maintain or gnewdividend each year whilst reflecting a
number of factors including underlying medium term earnings expectations and levels of business reinvestment.

As announced at Q2 2017/18, the interim dividend per share in 2018/19 and future years will be fixedat 2 ¥ G KS LINA
full dividend per share.

Subject to shareholder approval gtinal dividendwill be paid on 3 September 2018 to shareholders on the register at 10 August
2018. The exlividend date is 9 August 2018. The final dividend, amourtirepproximately £,044m (2016/17: £1,050m), will
be recognised as an appropriation of retained earnings in the quarter to 30 September 2018.

Principal risks and uncertaintie@\ote 7 to the condensed consolidated financial statements)
¢ KS 3 prRaizhlesis and uncertainties are disclosed in Note 7.

Lincluding transit, but excluding specific items, foreign exchange movements and the effect of acquisitions and disposals
2See Glossary on page 2



CHANGES TO REPORTING

IFRS 15

We will report our financial statements under IFRS 15 from the first quarter of 2018¥e willadopt IFRS 15 on a modified
retrospective basis in our 2018/19 financial statements. Accordingly we will not restate prior year comparatives foradhefeffe
IFRS 15 but will instead restate our 1 April 2018 opening reserves for the full cumulative impact of adopting this stéemdaiid.
provide a reconciliation of our primary financial statements under IAS 18 to our primary financial statements undefitFR® 15
Annual Report & Form 2B 2019.We are in the process of finalising the impact of the standard including the final transition
adjustment to retained earnings. We have estimated that the likely impact on transition at 1 April 2018 will producelatisem
increase in retained earnings of betweeh.Ebnand £1.5bnbeforetax. The corresponding impact will be recordedeesontract
asset and will lead to an additional o cash tax payment spkquallybetween 2018/19 and 2019/2@Vewill provide detailed
analysis of the impact of IFRS 15 including proforma restated results for prior quarters by business during Q1 2018/19.

Customer facing units

We previously announced treombinationof our BTConsumer and Hitisinessefrom 1 April 201&ndhave recenthannounced

the bringing togetherof our Business and Public Sectord Wholesale and Venturdsusinesses to form a new business unit,
Enterpriseand will be reported as sudhom 1 October 2018. Thestangeswill allow us toacceleratetransformation, simplify

our operating model and strengthen accountabilitiédl customer facing units have operated separately during 2017/18 and are
therefore reported separately.

Key performance indicairs

As announced at Q2ve intend to refresh th operational KPIs that we providem Q1 208/19. This will simplify and better
FftAady GKSY (G2 GKS AyGaSNyrt YSGiNnROa G(KIFG ¢S dzas G2 Ykbyl 3S
operational performance.



BT Group plc

Groupresults for the fourth quarter to 31 March 2018

Income statement

Reported revenue was down 3% to £5,967m. This includ@Sa adverse impact from foreign exchange movements andisanf
reduction in transit revenue. Underlyihgevenue excluding transitas down 1.4%.

Reported operating costs d4,892m were down 1%. Adjusted operating costs, before depreciation and amortisation, of
£3,884m were down 4%, reflecting ttiecline involumes cost savingsand lower customer investment cospartly offset by
higher business rates and pension costs. @lgsincludes a £26m favourable impact from foreign exchangevementsand a
£42m decrease in transit costs.

Adjusted EBITDA of £2,083m was up 1%. Depreciation and amortisation of £889moadtylflat. Reported net finance expense
was £203m while adjustédnet finance expense was £148m. Reported profit before tax was8ifp & £82m mainly due to
higher specific items in the prior yeaAdjusted profit before tax was up 1% at £1,046m.

The effective tax rate on profit before specific items wi&6% (Q4 2016/17: 18.6%), with the rate belager than the standard
UK corporation tax rate (19%) principally dueat@vourable settlement of historic tax issues in India in Q4

Reported EPS wa&s3p, up92% Adjusted EPS 08.8p was upb%. These are based on a weighted average number of shares in
issue of 9,909m (Q4 2016/19;945m).

Specific items (Note 4 to the condensed consolidated financial statements)

Specific itemsresulted in a net charge after tax ofl80m (Q4 2016/17: £459m). €main components include restructuring
costs of £9m (Q4 2016/17: £nil), EE integration costs bif (Q4 2016/17: £23m), property rationalisation costef £28m (Q4
2016/17: fil) and inerest expense on pensions ob%n (Q4 2016/17: £51m)Our prior yearalso included provigins for
regulatory risks of £408, primarily relating to Deemed Consent.

Capital expenditure

Capital expenditure was £951m (Q4 2016/17: £1,022rje capitaéxpenditure decrease of £71m was a resullosier year on
year BDUK net grant funding deferraligecreasng our fixed networkinvestmenttotal by £67m at £80m. Other capital
expenditure components were flat with £281 spent on customer driven investmerdad £33m on systems and IT.

Our basecase assumption for takep inBroadband Delivery UBDURKareas has increased td% of totalpremises passed and
we will continue to assess this each quarter. Under the terms of the BDUK programme, we baligation to repay or rénvest
grant funding depending on factors including the level of customer-takachieved. While we have recognised grant funding of
£35m (Q4 2016/17: 41m) in line with network build in the quartere-invested grantdeferralof £16m (2016/17: £nil), wéave
also deferreda further £30m (Q4 2016/17: £120m) to reflect higher takip levels on a number of contract®uring the quarter
we alsorepaid grant fundingleferralof £2m, giving a balancet@1 March2018 of£536m (Q4 201617: £446m).

Free cash flow

Net cash inflow from operating activities was down £845m &t@n, including 601m higher pensiordeficit payments in the
quarter and £325mof payments in respect of the acquisition of spectrum. Normalised free cash, flawich excludes these
pensionsand spectrumpayments, was up £192m at £1,026m mainly driven by favourable working capital moverAents.
reconciliation to our free cash flow is shown in Adxtil Information on page 46

The net cash cost of specific items wad%n (Q4 2016/17: £59m). This includestructuring payments at66m (Q4 2016/17:
£13m),regulatory payments of Z5m (Q4 2016/17: 8m) andEE integration cost payments o (Q4 2016/17: 21m). After

specific items and a4fm (Q4 2016/17: £11m) cash tdenefit from pension deficit payments, free cash was an inflone@bi

(Q4 2016/17: £786m).

1See Glossary on page 2
2This consists of gross expenditure 872m (Q4 2016/17: £943m) which has been reduced by net grant fundinglofi £Q4 2016/17: £79met grant deferra
mainly relating to our activity on the BDUK programme.
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Net debt and liquidity

Net debt was 8,627m at 31 March 2018,74m higher than at 31 December 201The increasenithe quarter reflects pension
deficit payments of £0.9bn, diktnds paid of £0.5bn and tgaymentsof £0.2bn. These were offset by reported free cash flows
of £0.6bn

At 31 March 2018 the group held cash and current investment balances0hirE We repaid a £6bn ($1.1bn)loan onl6 January
2018 At 31 March 201&hort term borrowings of 2.0bn include term debt of £.4bn repayable durin@018/19. We also held
£0.6bn collateral for open mark to market positions and overdrafts.

Our£2.1bn facility which matures in September 202&mains undrawn at 31 March 2018.

Pensions (Note 2 to the condensed consolidated financial statements)

The IAS 19 net pension position at 31 March 2018 was a deficit of £5.3bn net of tax (£6.4bn gross of tax), comparedwwith £7.9
net of tax (£9.5bn gross of tax) at 31 December 20Mfedecrease in the deficit mainly reflecsrefinement to themodelused

to calculate the discount raté£2.1bn)and pension deficit payment&0.9bn)over the quarter.

IAS 19 requires that the discount rate is determined by reference to market yields at the reporting date on high qualigteorp
bonds. The currency and term of these should be consistent with the currency and estimated term of the pension oblig@&tions. T
assumption is calculated by applying the projected BTPS benefit cash flows to a corporate bond yield curve constructed based
the yield on AAated corporate bondsin setting the yield curve, judgement is required on the selection of appropriatdstm

be included in the universe and the approach used to then derive the yield @ir@é.March 2018, the discount rate model used

to select bonds and derive the yield curve was updated to better reflect yields on corporate bonds over the lifeabietime SA

key difference is that the revised model excludes bonds which have either an implicit or explicit Government guarantes, which
more consistent with the requirements of IASEhd reflects developingractice. Both the old and revised models atandard
models developed by our external actuary. The impact of this change is a £2.1bn reduction in the BTPS liabilities.

BT and the Trustee of the BT Pension Scheme (BTPS) have reached agreement on the 2017 triennial funding valuationyand recove
plan. The funding deficit at 30 June 2017 is £11.3bn, with the increase from the 2014 valuation mostly due to a faléimlong
real interest rates.

The deficit will be met over a 13 year period, maintaining the remaining period of the previous requeer The deficit
contributions have three components:
w Payments within the three years to 31 March 2020 totalling £2.1bn, in line with the amount due under the previous
recovery plan. £850m of this was paid in March 2018 and the remaining £1,250meip&icbby 30 June 2019.
w A further £2.0bn contributiondueto be funded from the proceeds of the issuance of bgnaisich will be held by the
BTPSThe bonds will be issued as soon as practicable.
w For the 10 years from 1 April 2020 to 31 March 2030, anpainents of around £900m.

An important aspect of the agreement relates to lowering the level of investment risk in the Scheme, as well as contafeting to
risk in the future. Steps have already been taken to move 15% of the assets from growth asshtassequities and property,
to lower-risk investments, such as bonds, providing a substantial reduction in risk for the Scheme and BT

Further details are saiut in a separate announcement.

Over the quarter, walsoannounced the closure of Sections B and C of the BTPS (representing over 99% of the BTPS active
membership) to future benefit accrual, which is now expected to take effect from 30 June 2018. Benefits accrued in the BTPS f
service prior to 1 July 2018 Wiemain preserved within the BTPS and subject to revaluation in line with the BTPS rules and
relevant legislationOver the coming year, we will establish a new 'hybrid' pension arrangement femamagement employees

(Y¢am memberg leaving the BTP8.is intended that this new arrangement will combine elements of both defined benefit and
defined contribution pension schemes and be designed to support those team members on lower pay scales, giving them another
option for their retirement savings. Weill also increase our standard maximum contribution rate to the BTRSS, our main defined
contribution scheme, to 10%. These changes will reduce the-bpilof future defined benefit pension risk.

1See Glossary on page 2
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BT Group plc

Group results ér the year to 31 March 2018

Income statement

Reported revenue was down 1% to £23,723m. This includ€82m favourableimpact from foreign exchange movements and
a £157m reduction in transit revenue. Underlyihgevenue excluding transit was down 1.0%.

Reported operating costs d20,32m were down 36. Adjusted operating costs, before depreciation and amortisation, of
£16,241m were down 1%, reflecting the declinevalumesand cost savings partially offset imcreased investment in mobile
devices, customer experience, higher business rates and pension costs. This inclu@mad¥erseimpact from foreign
exchangemovementsand a f153m reductionin transit costs.

Adjusted EBITDA of £7,505m was down 2%. leejation and amortisation was broadly flat at £3,514m. Reported net finance
expense was £764m while adjustatkt finance expense was £546m. Reported profit before tax was %pat£2,86m due to
higher specific items in the prior yeaAdjusted profit before tax was down 2% at £3,444m.

Theeffective tax rate on profit before specific items for the y&st9.5% beinghigher than the standard UK corporation tax rate
(19%) principally due to disallowable costs and a 0.4% increase in respectioiial estimate of the impact of US tax reforms.

Reported EPS w&9.5p, up7% Adjusted EPS 027.9p wasdown 3%. These are based on a weighted average number of shares
in issue of 9,911m (2016/19;938n).

Specific items (Note 4 to the condensednsolidated financial statements)

Specific itemsresulted in a net charge after tax o741lm (2016/17: £61m). The main components includ&E acquisition
warranty claims of £225m (2016/17: £nilgstructuring costs of Z41m (2016/17: £nil), EmBtegration costs of £6m (2016/17:
£215m), regulatory costs of26m (2016/17: £49m) and interest expense on pensions @18m (2016/17: 209m). Our prior
year also included £260mchargein relation to our investigation into our Italian business.

Capital expenditure

Capital expenditure was £3,522m (2016/17: £3,454rihe capital expenditure increase of £68m was primarily a result of
increased investment in our fixed and mobile networks which was@n£at £1,728m. Other capital expenditure components
were down 8m with £980m spent on customer driven investments anéBZm on systems and IT.

For the yeame have recognised grant funding df@8m (2016/17: A60m), in line with network buildre-invested grant funding
of £18m(2016/17: fiil) andwe have #s0 deferred A12m (2016/17: £18m) following our review of the level of customer take
up to reflect higher takeup levels on a number of contractSrant fundingdeferralrepaid throughout the year was £4rgiving
a balance at 31 March 2018 of £536m (ZDA.6/17: £446m).

Free cash flow

Net cash inflow from operating activities was down £1,247m at £4,927m, incluB88nthigher pensiordeficit payments in the
year, £623m of cash flows relating to specific items ar@2Emof payments in respect of the agigition of spectrum. Normalised
free cash flow, which excludes thespensions, specifics and spectrypayments, was up £191m at £2,973m mainly driven by
favourable working capital movement.reconciliation to our free cash flow is shown sidAional hformation on page 46

The net cash cost of specific items wa28n (2016/17: £205m). This includeegulatory payments of Z67m (2016/17: 8m),
restructuring payments o£193m (2016/17: £1m) andEE integration cost payments 054n (2016/17: £2m). After specific
items and a £09m (2016/17: £110m) cash tax benefit from pension deficit payments, free cash was an inflaly9g88
(2016/17: £2,687m).

1See Glossary on page 2
2This consists @fross expenditure ofE596m (2016/17: £3,426m) whichhas been reduced by net grant funding @éf (2016/17: 28m net grant deérral) mainly
relating to our activity on the Broadband Delivery UK (BDUK) programme.
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Operating review

BT Consumer

Fourth quarter to 31 March Year to 31 March
2018 2017 Change 2018 2017 Change

£m £m £m % £m £m £m %
Revenue 1,288 1,24€ 43 3 5,066 4,934 132 3
Operating costs 994 985 9 1 4,043 3,922 121 3
EBITDA 295 261 34 13 1,023 1,012 11 1
Depreciation & amortisation 57 53 4 8 216 209 7 3
Operating profit 238 208 30 14 807 803 4 -
Capital expenditure 92 72 20 28 291 237 54 23
Normalised free cash flow 243 159 84 53 635 709 (74) (10

Revenue for the quarter and full year increas8d driven by growth in Broadband, TV, Sport and Mopaetially offset by line
losses. BT Consumer-fribnth rolling ARPU increasé8lb to £11.7per month, underpinned by the impact of price increases from
January 201&nd fibre customer growthRevenue generating unitger customer grevd% to2.03

Operating costsn Q4increased1% dueto higher broadband costs driven by an increase in fibre customdong with the
increase in revenue this resulted &am EBITDAncrease ofL3% for Q4 and 1% for the year. Operating profit wad 44 for Q4.
Deprecation and amortisation wasp 8% for Q4

Normalised free cash flow in Q4 wap 53% driven bythe timing of supplier paymentpartly offset byadditional capex
investment.For the year capital expenditure was up 23% and normalised free cash flow wad @%an capital expenditurand
working capital phasingffset EBITDA growth and timing of major sports rights deposits

Il ONR&aa . ¢Qa NBIil2pdobrdadbgntl dust@mérd in 4 ashwR ed&tiRue to focus on value over vollitiseis
demonstrated bythe addition 0f202,000superfast fibre customers in Q4, taking our fibre customer bade @m, with 61% of
our broadband customers now on fibre.

We continue to see encouraging signs from our investment in customer experiengerage call waiting times are more than
oneminute shorterthan last year a#tl secondsand Ofcom complaintsare down by 18% for Broadband compared to last year

In Q4 we were pleased to confirm that BT will continue to show Premier League matchesSporBTor a further three years
from the 2019/20 season, adding to the exclusive-lipeof premium European football and rugby that sports fans already enjoy.
The rights will cost £295m per season.

BT Sport continued to deliver strong viewing figureasrall platforms in Q4, up 19% year on year. Performance was driven by

GKS O2yOQfdzaaAazy G2 9y3tlyRQa ONARO|ISG (2dzNJ 2F ! dza i NJ f né. I K

1Revenue generating units are volgees, broadband, TV and mobile
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EE

Fourth quarter to 31 March Year to 31 March
2018 2017 Change 2018 2017 Change
£m £m £m % £m £m £m %
Revenue 1,32C 1,25¢ 61 5 5,294 5,09C 204 4
Operating costs 887 943 (56) (6) 3,941 3,934 7 -
EBITDA 433 316 117 37 1,358 1,15€ 197 17
Depreciation & amortisation 201 181 20 11 776 780 4 @
Operating profit 232 135 97 72 577 376 201 53
Capital expenditure 178 164 14 9 628 616 12 2
Normalised free cash flow 236 107 129 121 754 570 184 32

Revenue for Q4 was up 5% with a 6% increase in postpaid revenue andiact@dse in fixed broadband revenues, partially
offset by a 10% reduction in prepaid revenue. This is the sixth consecutive quarter of revenue growth. For the yearnwavenue
up 4%.

Operating costs were £887m in Qdown 6% As expected, EBITDA recaaestronglyin Q4 up 37%at £433m, as seasonal
customer behaviour reduced customer investment costs, and grew 17% over the year. Depreciation and amortisation was £201m
andtherefore operating profit was £232m for Q4.

Capital expenditure waslZ8m in Q4 up 9% driven byincreased networlspend Normalised free cash flow wad ®m higher,
reflecting increased EBITDAand working capital movementpartially offset byhigher capex spend. For the year capital
expenditure was u2% and normalised free cashvilavas up32% driven by EBITDA growth

At the end of the Q4, the total BT Group mobile base was 29.6m. Following a very strong third quarter performance, we added
95,000 postpaid mobile customers, taking the postpaid base to 17.6m. Group postpaidwasidn2% reflecting a continuing

high level of customer loyalty. Our prepaid customers fell b§,@0, in line with industry trends, taking the base to 5.5m. Our

4G customer base reached 19.6m. Monthly mobile ARPU was £26.0 for postpaid custbomerd% due to the increased
popularity of SIMonlytariffs, and £4.8 for prepaid customers across the Group.

Our 4G geographic coverage reach@s 9 2 ¥ (1 KS | as@aicontinue/tiRWork fowards our 95% coverage ambition by

the end of December 2020Ve expect the rate of coverage growth to reducevesdeploy in hard to reach areaBE continues

G2 0SS NXBO23IyAaSR Fa GKS !vYQa fSIRAY3I Y20AtS ySiGg2N] hey Ay
leading mobile network for the ninth consecutive time.

We are continuing to use technology to improve customepesience, and have introduced videalling in our stores and call
centres to connect customers with technical experts.
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Business and Public Sector

Fourth quarter to 31 March Year to 31March \
2018 2017 Change 2018 2017 Change

£m £m £m % £m £m £m %

Revenue 1,157 1,222 (65) (5) 4,563 4,758 (195) 4)
- underlying excluding transit (5) 4)
Operating costs 795 831 (36) (4) 3,145 3,23C (85) 3
EBITDA 362 391 (29) (7) 1,418 1,52¢ (110 @)

Depreciation & amortisation 93 88 5 6 365 352 13 4
Operating profit 269 303 (34) (12) 1,053 1,17€ (123) (10)
Capital expenditure 83 89 (6) (") 304 275 29 11
Normalised free cash flow 340 433 @ (93  (21) 1136 1,292 (157) (12

Both revenue and underlying revenue excluding transit decreased 5% for Q4 and 4% for thEhigeamas due to the ongoing
decline in fixed voice and lower equipment sales resulting from our decision to move away from lower margin tarsinbes
remaining impact of a small number of large public sector contracts coming to abenaas partiallpffset by continued growth

in IP and Mobile. This resulted in SME revebei@gdown 2%, Corporate revenue down 5% and Public Sector and Major Business
revenue decreasing 9%.

Foreign exchange movements had Zr£positive impact on Republic of Ireland eemie, where underlying revenue excluding
transit was up 3% due to the impact of co#& equipment sales in Q4.

Operating costs were 4% lower driven mainly by lower voice product input and legacy contrach ¢bstgrior yearin Q4, our

cost transforméion programmes have resulted in more than 300 leavers which will provide a benefit to the cost base in the
coming financial yearEBITDA declined 7% fboth Q4 and the year following the reduction in revenue. Depreciation and
amortisation was 6% higha@nd operating profit was 11% lower.

Capital expenditure decreased for Q4 andncreasedE29m for the year. Normalised free cash flow w3 lower in Q4
reflecting the £29m decrease in EBITawd the timing ofworking capitalinflows. For the yeanormalised free cash flow was
£157m lower, driven by the decrease in EBITDA and revised working capital profile due to wind down of legacy government
contracts within Public Sector and Major Business, partly offset by increased capital expenditure

Orderintake decreased 20% to £0.8bn for Q4 and was up 1% to £3.4bn on a roltingntl2 basis, due to the signing of a large
wholesale contract in Republic of Ireland in Q1.

In Q4 we launched Ultrafast Fibre Broadband, powered by Gfast technology, withitthlergil out focusing on SME customers.

This offersdownload speeds of up to 314Mbps with a minimum speed guarantee, 24/7 technical help and a next working day fix
promise.
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Global Services

Fourth quarter to 31 March Year to 31 March \
2018 2017 Change 2018 2017 Change
£m £m £m % £m £m £m %

Revenue 1,241 1,422 (181) (13) 5,013 5,47¢ (466) 9
- underlying excluding transit (8) (8)
Operating costs 1,104 1,21¢€ (114) (9) 4,578 4,984 (405) (8)
EBITDA 137 204 (67) (33) 434 495 (61) (12
Depreciation & amortisation 105 108 3) 3) 424 439 (15) 3
Operating profit 32 96 (64) (67) 10 56 (46) (82
Capital expenditure 86 101 (15) (15) 278 361 (83) (23)
Normalised free cash flow 220 9% 125 @ 132 118 (245 363 n/m_

Revenue for Q4 was down 13% including a £37m negative impact from foreign exchange movements and a E%2im tiaasit

revenue. Underlying revenue excluding transit was down 8%. For the year revenue was down 9% including a £68m positive impac
from foreign exchange movements and a £134m decline in transit revenue. Underlying revenue excluding transitm@%.dow

for the year

In Q4 we continued to experience lower general trading across all our regiodsrlying revenue excluding transit was down

8% in the UK and down 8% in Continental Eutopté reflecting lower IP Exchange volunmaesd equipment salei line with our
strategy to reduce low margin business. Underlying revenue was down 9% in the Afetiazs also includedhe ongoing
impact of a major customer insourcing services in the US and a large contract in Brazil that has now completed?In AME
underlyingrevenueexcluding transitvas down 4%.

Operating costs were dowB% in Q4 and down 8% for the yeamainly reflecting the decline inP Exchang&olumesand
equipment saleseEBITDA was down && for Q4 reflecting certain onreff itemsin the current yearand theprior yearone-off
benefit of approximately £25m arising from a true up of the annual bonus. Excluding these one off items, EBIi2asginafly
down. For the year EBITDA was dovéid.

Depreciation and amortisation was down 3%Jd. Operating profit for Q4 was 23

Capital expenditure was down 15% for Q4 and 23% for the year as we execute our strditegyne a more asset light business.
Normalised free cash flow was an inflow o28éh for Q4, up £25m, and£118mfor the year up £363m, both mainly due to the
prior year impact of unwinding improper working capital transactions in our Italian business

Our total order intake was £1.0bn in Q4, up?4. On a rolling Xghonth basist was £3.8bn, down@% year on year, reflecting a
shift in buyer behaviouiincludingshorter contract lengths and increedusagebasedterms.

[Fad &@SFNI ¢S Fyy2dzyOSR I aGNIGS3IA0O NBOGASE 2F 2dzNJ odzand ySaa
programme to help us compete moedfectively, especially in Europe. Our business will focus on a hamed aetounts and

from April 2018ve implementeda new global account management mod&fe launched a new service, BT Cloud Connect Direct

for IBM, to provide global businesses withettt access to IBM Cloud via our network. We built a Malware Information Sharing
Platform (MISP) which enables data to be shared in a secure and trusted way with its partners and other ISPs.

1United States & Canada and Latin America (Acasji
2 Asia Pacific, the Middle East and Africa (AMEA)
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Wholesale and Ventures

Fourth quarter to 31 March Year to 31 March \
2018 2017 Change 2018 2017 Change

£m £m £m % £m £m £m %

Revenue 506 541 (35 (6) 2,009 2,10¢ (100) 5)
- underlying excluding transit (6) 4)
Operating costs 302 321 (19 (6) 1,255 1,27& (20) 2)
EBITDA 204 220 (16) (7) 754 834 (80) (10)

Depreciation & amortisation 78 79 1) (2) 311 306 5 2
Operating profit 126 141 (15) (11) 443 528 (85) (16)

Capital expenditure 69 72 3) 4 229 226 3 1
Normalised free cash flow 151 147 4 3 509 587  (78) (13

Revenue for Q4 was dové% with underlying revenue excluding trarsisodown 6% reflecting declines bur legacy products.
For the year, revenue was down 5% with underlying revenue excluding transit down 4%.

In Q4 Managed solutions revenue was down 8% primarily due to continued lower revenue from our Mobile Ethernet Access
Services contracts. Data aBdoadband revenue was down 10% due to the continuing decline in legacy Partial Private Circuits as
well as both lower volumes and intensifying price competition in the wholesale broadband market. While wholesale Ethernet
volumes grew, this was partly offskey lower pricing. Voice revenue was down 10% mainly driven by lower volumes.

Our Ventures businesses performed well with revenue growth in Q4 of 6% to £89m. This performance was mainly driven by
growth in bulk messaging services and Fleet Solutionscaignue to rollout InLinkUKinits with 138 installedas at the end of
Q4. Mobile revenue of £56m was broadly in line with last year.

Operating costs were down 6% and EBITDA decreased 7% in Q4 reflectiolythedecline, particularly in higher margin legacy
services. For Q4 depreciation and amortisation dawn 1%, and operating profit decreaséd%. For the year EBITDA was down
10%.

Capital expenditure wadown 4% in Q4 Normalised free cash flow wad&1lm for Q4,up 3% on last yearor the year capital
expenditure was ui% and normalised free cash flow we&g0em reflecting the decline in EBITDA

OurQ4order intake of £504m was up 47% for Q4, including a newyear product deal with KCOM. On am®nth rolling basis

order intakewasdown 28% to £1.4bn as last year benefitted from the 4pear wholesale mobile network services deal with
Virgin Media and the §ear InLinkUK advertising contract.
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Openreach

Fourth quarter to 31 March Year to 31March
2018 2017 Change 2018 2017 Change

£m £m £m % £m £m £m %
Revenue 1,288 1,28¢ - - 5,123 5,09¢ 25 -
Operating costs 648 594 54 9 2,603 2,465 138 6
EBITDA 641 695 (54) (8) 2,520 2,632 (113) 4)
Depreciation & amortisation 334 355 (22) (6) 1,360 1,36¢ 9) Q)
Operating profit 307 340 (33) (10) 1,160 1,264 (104) (8)
Capital expenditure 394 470 (76) (16) 1,658 1,573 85 5
Normalised free cash flow 229 296 (67) (23) 1,048 1,34¢ (301) (22

Revenue was broadly flat for Q4 and the year. For Q4 we had growth of 16% in fibre broaelramaesoffset by lower copper
line rental and the negative impact of regulatory and commercial price changes of £14m@mddspectively. For the year we
had growth of 22% in fibre broadbamdvenuesoffset by lower copper line rental. This also in@dadegulatory and commercial
price reductions of £65m and7Am respectively.

Operating costs were 9% higher in Q4 and 6% in the year mainly driven by an increase in business rates charged on eefwork ass
higher pension chargesnd investment in new reaits and upskilling our existing engineers to improve customer experjence
partly offset by efficienciesEBITDA was down 8% in Q4 and 4% in the year. Depreciation and amortisation was down 6% in Q4
and 1% in the year due to timing of completing capitaeistments. As a result, operating profit was down 10% in Q4 and 8% in
the year.

Capital expenditure wag394m,down £76m orl6% in Q4driven bylower year on yeaBDUKnhet grant funding deferrat, partly
offset by an increase in our investment in fitm®oadband speed and coveradaull year capital expenditure was 5% higher driven
by higher underlying investment in fibre broadband speed and covepsgty offset bythe lower year on year BDUK net grant
funding deferrals

Normalised free cash flowag down 23% in Q4 and 22% in the year due to the increased operatirsgacmitigher underlying
capital expenditure

We have seen encouraging results during the year from our investment in customer experience. All 60 copper minimum service
levels set by Ofcom that were due have been exceeded and we have 368 eeduction in our copper network faults compared

with the sameperiod last year. We continue to engage with Ofcom on the new Ethernet minimum service level measures that
apply from December 2017 to March 2019.

We continue to extend the reach of fibre broadband which is now availabte#oly 27.6m premises passed/lmur superfast

fibre broadband network. We have now passed 1m premises with our Gfast network and more than 560,000 with our FTTP
network meaning more than 1.5m premises are able to connect to an ultrafast (100Mbps+) service. We achieved a record high
2.1m fibre broadband net connections during the year, with around 555,000 in Q4, and now have nearly 9.8m customers
connected to fibre (Q4 2016/17: 7.7m).

We started our biggest ever recruitment drive with plans to take on 3,500 new trainee engifidédswill help deliver ouHbre
Hrst programme announced in the quarterithin whichwe have committed to make our FTTP network available to three million
premises by the end of 202thd 10m by the mie2020s with the right conditions

The physical line bageduced by 121,000 in the year, with the number of lines ceased being less than exgaetéalstrong
fibre demandwhich reduced the level of chutio alternative networks across the year.

1Capital expenditure in Q4 net of BDUK§ross grant funding of £48m (Q4 2016/17: £4@nat was partially offset bgn increase in our grant funding deferral of
£30m (Q4 2016/17: £119m).

2Capital expenditure for the year is net of BDUK gross grant fundintg7&imE(2016/17: A59m) that waspartially offset by an increase in our grant funding
deferral of £10m (2016/17: A85m).
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Condensed consolidated financial statements

Group income statement

For the fourth quarter to 31 March 2018

Before Specific Total
specific items
items
£m £m £m
Revenue 5,967 - 5,967
Operating costs (4,773) (119 (4,892)
Operating profit 1,194 (119 1,075
Finance expense (152 (55) (207)
Finance income 4 - 4
Net finance expense (148) (55) (203)
Share of post tax profit (loss) of associates and joint - - -
ventures
Profit before tax 1,04¢€ (174) 872
Tax 174 24 (150)
Profit for the period 872 (150) 722
Earnings per share
- basic 88 p 73 p
- diluted 8.7 p 7.2 p
Group income statement
For the fourth quarter to 31 March 2017
Before Specific Total
specific items
items
£m £m £m
Revenue 6,12¢ (6) 6,122
Operating costs (4,950) (534) (5,484
Operating profit 1,17¢ (540) 638
Finance expense (148) (51) (199)
Finance income 3 - 3
Net finance expense (145) (51) (196)
Share of post tax (loss) of associates and joint (2) - 2)
ventures
Profit before tax 1,031 (591) 440
Tax (192 132 (60)
Profit for the period 839 (459) 380
Earnings per share
- basic 8.4p 3.8p
- diluted 8.4p 3.8p
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Group income statement

For the year to 31 March 2018

Before Specific Total
specific items
items
£m £m £m
Revenue 23,74¢€ (23) 23,72¢
Operating costs (19,755) (587) (20,342)
Operating profit 3,991 (610) 3,381
Finance expense (558) (218) (776)
Finance income 12 - 12
Net finance expense (546) (218) (764)
Share of post taprofit (losg of associates and joint Q) - Q)
ventures
Profit before tax 3,444 (828) 2,616
Tax (672) 87 (584)
Profit for the year 2,773 (741) 2,032
Earnings per share
- basic 279 p 205 p
- diluted 278 p 204 p
Group income statement
For the year to 31 March 201
Before Specific Total
specific items
items
£m £m £m
Revenue 24,08z (20) 24,062
Operating costs (19,949 (948) (20,89%)
Operating profit 4,135 (968) 3,167
Finance expense (607) (210) (817)
Finance income 13 - 13
Net finance expense (594) (210) (804)
Share of post taprofit (losg of associates and joint ventures (9) - 9)
Profit before tax 3,532 (1,17¢) 2,354
Tax (663) 217 (446)
Profit for the year 2,86¢ (961) 1,908
Earnings per share
- basic 28.9p 19.2p
- diluted 28.7p 19.1p
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Group statement oftcomprehensivencome

For the fourth quarteiand year to 31 March

Fourth quarterto 31 March

Yearto 31 March

2018 2017 2018 2017
£m £m £m £m
Profit for the period 722 380 2,032 1,90¢
Other comprehensive income (loss)
Items that will not be reclassified to the income
statement:
Remeasurements of the net pension obligation 2,336 1,72€ 2,160 (2,789
Tax on pension remeasurements (388) (319) (346) 416
Items that have been or may be reclassified
subsequently to the income statement:
Exchange differences dranslation of foreign operation (68) (60) (188) 237
Fair value movements on availakter-sale assets 3 3 11 3)
Fair value movements on cash flow hedges:
- net fair value (losses) gains (208) (124) (368) 884
- recognised in income and expense 212 39 277 (938)
Tax on components of other c_;gmprehensive income t (15) 15 1 29
have been or may be reclassified
tOatxher comprehensive profit (loss) for the period, net ¢ 1.872 1,28¢ 1,547 (2,164
Totalcomprehensive income (loss) for the period 2,594 1,66C 3,578 (256)
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Group balance sheet

31 March 31 Marck
2018 2017
£m £m
Non-current assets
Intangible assets 14,447 15,02¢
Property, plantand equipment 17,00C 16,49¢
Derivative financial instruments 1,312 1,818
Investments 53 44
Associates and joint ventures 38 31
Trade and other receivables 317 360
Deferred taxassets 1,243 1,717
34,41C 35,497
Current assets
Programme rights 272 264
Inventories 239 227
Trade and other receivables 4,014 3,83t
Current tax receivable 77 73
Derivative financial instruments 197 428
Investments 3,022 1,52C
Cash and cash equivalents 528 528
8,349 6,87t
Current liabilities
Loans and other borrowings 2,281 2,632
Derivative financial instruments 50 34
Trade and other payables 7,168 7,437
Current tax liabilities 83 197
Provisions 603 625
10,18¢ 10,92t
Total assetdess current liabilities 32,574 31,447
Non-current liabilities
Loans and other borrowings 11,994 10,081
Derivative financial instruments 787 869
Retirement benefibbligations 6,371 9,08¢
Other payables 1,326 1,298
Deferred tax liabilities 1,34C 1,24C
Provisions 452 536
22,27C 23,11z
Equity
Ordinary shares 499 499
Share premium 1,051 1,051
Own shares (186) (96)
Merger reserve 6,647 6,647
Other reserves 534 884
Retainedearningg(loss) 1,759 (650)
Total equity 10,304 8,33t
32,574 31,447
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Group statement of changes in equity

For the year to 31 March

Share Share Own Merger Other Retainec Total
Capita Premium Share« Reserve Reserve Earning: Equity
£m £m £m £m £m £m £m
At 1 April 2016 499 1,051 (115) 8,422 685 (430) 10,11z
Profit for the year - - - - - 1,908 1,90¢
Other comprehensive income (loss) i i i i 1,108 2,779 (1,671
before tax
Ta>.( on other comprehensive (loss) i i i i 29 416 245
income
Transferred to the income statement - - - - (938) - (938)
Comprehensive income (loss) - - - - 199 (455) (256)
Transfer to realised profit - - - (1,775 - 1,77% -
Dividends to shareholders - - - - - (1,436 (1,436
Sharebased payments - - - - - 57 57
Tax on shardased payments - - - - - (6) (6)
Net buyback of own shares - - 19 - - (155) (136)
At 1 April 2017 499 1,051 (96) 6,647 884 (650) 8,33E
Profit for the year - - - - - 2,032 2,032
Other comprehensive income (loss) i i i i (545) 2.16C 1,615
before tax
Ta>_< on othecomprehensive (loss) i i i i 1 (346) (345)
income
Transferred to the income statement - - - - 277 - 277
Comprehensive income (loss) - - - - (267) 3,846 3,57¢
Dividends to shareholders - - - - - (1,524 (1,524
Sharebased payments - - - - - 84 84
Tax on shardased payments - - - - - (2) 2)
Net buyback of own shares - - (90) - - (78) (168)
Transfer to realised profit - - - - (83) 83 -
At 31 March 2018 499 1,051 (186) 6,647 534 1,759 10,304
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Group cash flow statement

For the fourth quarteiand year to 31 March

Fourth quarterto 31 March

Yearto 31 March

2018 2017 2018 2017
£m £m £m £m
Cash flow from operating activities
Profit before tax 872 440 2,61€ 2,354
Sharebased payments 21 7 84 57
Profit on disposal of subsidiaries and interest in associe - - (2) (16)
Share of post tax losses of associates and joint venture - 2 1 9
Net finance expense 203 196 764 804
Depreciation andmortisation 889 953 3,514 3,572
(Increase) decrease in working capgital (216 191 (549 (112)
Provisions, pensions and other noashmovement$ (874 (29) (1,029 57
Cash inflow (outflow) from operatin@ctivities® 895 1,76C 5,40C 6,72t
Tax paid (149) (169) (473) (551)
Net cash inflow (outflow) from operating activities 746 1,591 4,927 6,174
Cash flow from investing activities
Interest received 4 1 7 7
Dividends received from associates and joint ventures - - - 2
Net (acquisition) disposal sfibsidiarie$ associates and (2) 3) (23) 51
joint ventures
Purchases of property, plant and equipment and softwa (852) (923) (3,362 (3,145
Proceeds on disposal of property, plant and equipment 8 17 21 26
Purchase of norturrent asset investments - - - (22)
Sale of norcurrent asset investments 19 - 19 -
Purchases of current financiassets (2,682 (2,477 (12,629 (9,411
Proceeds on disposal of current financial assets 3,62¢ 3,31€ 11,134 10,834
Net cash inflow (outflow) from investing activities 124 (69) (4,833 (1,658
Cash flow from financingctivities
Interest paid (152) (155) (555) (629)
Equity dividends paid (479) (480) (1,523 (1,435
Proceeds from bank loans and bonds 3 - 3,76C 3
Repayment oborrowings (547) (733) (1,401 (1,805
Cash flows from derivatives related to net debt (120) (8) (188) 119
Net repayment on facility loans - (2) - (619)
Proceeds from issue of own shares 4 4 53 70
Repurchase of ordinary share capital - - (221) (206)
Net cash inflow (outflow) from financing activities (1,291, (1,373 (75) (4,502
Net increase (decrease) in cash and cash equivalents (421) 149 19 14
Opening cash and cash equivalents 932 360 511 459
Net increasddecrease) in cash and cash equivalents (421) 149 19 14
Effect of exchange rate changes (12) 2 (31) 38
Closing cash and cagtyuivalent$ 499 511 499 511

1 Includes a prepayment @f325m (2016/17: £nil) in respect thfe acquisition of Spectrum

Includes pension deficit payments of £856m for the quarter (Q4 2016/17: £255m) and £872m for the year to 31 March 20i¢h(30Ma£274m)

Includes cash flows relating to TV programme rights

Repayment of borrowings includes the impact of hedging and repayment of lease liabilities

2
3
4 Prior yeatincludes a true up of consideration following the audit of the completion balance sheet relating to the acquisitidn 8DEE
5
6

Net of bank overdrafts of29m at 31March 201831 March 2017 £17m)
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Notes to the condensed consolidated financial statements

1 Basis of preparation and accounting policies

tKS O2yRSYyaSR O2yaz2fARFGSR TAYIl yodpdgds 1% ZdicdmBrigeSthe didancial YeduksDf F A y
BT Group plc for the quarters and years to 31 March 2018 and 2017 together with the audited balance sheet at 31 March 2018
and 2017. The results for the year to 31 March 2018 have been extracted from the 31 March 2048 enrasolidated financial
statements which havbeen approved by the Board of Directors. These mtg/et been delivered to the Registrar of Companies

but are expected to be published on 24 May 2018. The financial statements for the fourth quarteraarited.

The financial statements have been prepared in accordance with the accounting policies as set out in the financial stédements
the year to 31 March 2017 and have been prepared under the historical cost convention as modified by the revafdiaizmcial
assets and liabilities (including derivative financial instruments) at fair value.

¢CKS FAYFYOALE AYyF2NNIGA2Yy &S0 2dzi 06205 R2S8Sa y2i O2yadAid
2017 but is derived from thos&ccounts. The auditors have reported on those accounts; their reports (i) were unqualified, (i) did
not include a reference to any mattets which the auditors drew attention by way of emphasis without qualifying their report

and (iii) did not contain atatement under section 498 (2) or (3) of the Companies Act 2006 in respect of the accounts for the year
to 31 March 2018 or 31 March 2017. Statutory accounts for the year to 31 March 2017 were approved by the Board of Directors
on 11 May 2017, publishechd@5 May 2017 and have been delivered to the Registrar of Companies.
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2 Operating result; by customer facing unit

Externa Internal Group Operating
EBITD, .
revenue revenue revenue profit
Fourth quarter to 31 March 2018 £m £m £m £m £m
BT Consumer 1,271 18 1,289 295 238
EE 1,310 10 1,320 433 232
Business and Public Sector 1,128 29 1,157 362 269
Global Services 1,241 - 1,241 137 32
Wholesale and Ventures 472 34 506 204 126
Openreach 543 746 1,289 641 307
Other 2 (2) - 11 (10)
Intra-group items - (835) (835) - -
Total 5,967 - 5,967 2,083 1,194
Fourth quarter to 31 March 2017
BT Consumer 1,23C 16 1,24¢€ 261 208
EE 1,251 8 1,25¢ 316 135
Business and Public Sector 1,18¢ 33 1,222 391 303
Global Services 1,422 - 1,422 204 96
Wholesale and Ventures 504 37 541 220 141
Openreach 528 761 1,28¢ 695 340
Other 4 - 4 (18) (45)
Intra-group items - (855) (855) - -
Total 6,128 - 6,128 2,06¢ 1,17€
Externa Internal Group EBITD, Operatiqg
revenue revenue revenue profit
Year to 31 March 2018 £m £m £m £m £m
BT Consumer 5,000 66 5,066 1,023 807
EE 5,257 37 5,294 1,353 577
Business and Public Sector 4,448 115 4,563 1,418 1,053
Global Services 5,013 - 5,013 434 10
Wholesale and Ventures 1,875 134 2,009 754 443
Openreach 2,145 2,978 5,123 2,52C 1,16C
Other 8 - 8 3 (59)
Intra-group items - (3,330 (3,330) - -
Total 23,74¢€ - 23,74¢€ 7,50E 3,991
Year to 31 March 2017
BT Consumer 4,871 63 4,934 1,012 803
EE 5,053 37 5,09C 1,15€ 376
Business and Public Sector 4,63€ 122 4,758 1,52¢ 1,17¢€
Global Services 5,47¢ - 5,479 495 56
Wholesale and Ventures 1,971 138 2,109 834 528
Openreach 2,062 3,03€ 5,098 2,632 1,264
Other 10 - 10 (13) (68)
Intra-group items - (3,396 (3,396, - -
Total 24,082 - 24,082 7,64E 4,135
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3 Operating costs

Fourth quarterto 31 March

Yearto 31 March

2018 2017 2018 2017
£m £m £m £m
Direct labour costs 1,35 1,252 5,348 5,103
Indirect labour costs 242 238 927 862
Leaver costs 13 18 50 86
Total labour costs 1,58 1,50¢€ 6,35 6,051
Capitalised labour (370) (358) (1,410) (1,276
Net labour costs 1,210 1,15C 4,915 4,77¢
Payments to telecommunications operators 545 644 2,306 2,653
Property and energy costs 308 300 1,285 1,20z
Networkoperating and IT costs 243 275 963 983
Programme rights charges 192 187 763 714
Other operating costs 1,386 1,503 6,009 6,11C
Oper'a.tir!g costs before depreciation, amortisation and 3.884 4.05¢ 16,241 16,437
specific items
Depreciation and amortisation 889 891 3,514 3,51C
Total operating costs before specific items 4,773 4,95C 19,75¢ 19,947
Specific items (Note 4) 119 534 587 948
Total operating costs 4,892 5,484 20,34z 20,89t
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4 Specific items

The group separately identifies and discloses todeS Y& GKF G Ay YIyl 3SySyidiQa 2dzRasSySy
AAT ST yIFGdzZNB 2N AYyOARSYyOS oO0GSNN¥SR WALISOAFAO AGSY&AQOIy ¢
management and assists in providing a meaningfdlysis of the trading results of the group. Specific items may not be
comparable to similarly titted measures used by other companies.

lj
K

‘ Fourth quarter to31 March Year to31 March
2018 2017 2018 2017
£m £m £m £m
Specificevenue
Italian business investigation - - - 22
Regulatory matters - 6 23 (2)
Specific revenue - 6 23 20
Specific operating costs
Restructuring charge 69 - 241 -
EE acquisition warranglaims - - 225 -
EE integration costs 11 123 46 215!
Property rationalisation costs 28 - 28 -
Regulatory matters 4 394 26 481
Italian business investigation 7 15 22 238
Profit on disposal of business - - (2) (16)
Out of period irrecoverable VAT - 2 - 30
Specific operating costs 119 534 587 948
Specific operating loss 119 540 610 968
Interest on out of period irrecoverable VAT - - - 1
Net interest expense on pensions 55 51 218 209
Net specific items charge before tax 174 591 828 1,17€
Tax credit on specific items (24) (112 (87) (154)
Tax credit on raneasurement of deferred tax - (20) - (63)
Net after tax 150 459 741 961

1This includes £62m of specific roash amortisation relating to the writeff of IT assets as we integrated the BT and EE IT infrastructure

Restructuring charge

During the year we incurred chargesf@41m @016/17: £nil) primarily relating to leaverosts. These costs reflect projects within
our groupwide cost transformation programme, and further related charges will be recognised in future years.

EE acquisition warranty claims

In the year we reached settlements with Deutsche Telekom and Orange in respect of warranty claims under the 2015 EE
acquisition agreement, arising from the issues previously announced regarding our operations in Italy. This represemtd a ful
final settlemernt of these issues and results in a specific item charge of £426&6/17: £nil).

Regulatory matters

We recogniseda net charge o£49m (2016/17: £479m) in relation to regulatory matters in the yeaf this, £23m is recognised
in revenue and £26m in opating costs These are made up of the following:

Deemeddnsent

LYy Hnanmckmt | OKINHBS 2F mMonHY ¢l a NBO23IyAaSR Ay NBflaliAzy
practices on Deemed Consent by Openreach. This included aff#2m. We have agreed the majority of compensation
payments to other Communications Providers in the year and continue to estimate the total compensation payments will
amount to £300m.

Ladder pricing agreements
In 2016/17 we recognised revenue and cast€£8m being the prior year impacts of ladder pricing agreements with other UK
mobile operators following a Supreme Court judgement in July 2014.

Other regulatory matters

Were-assessed our regulatory risk provision in light of recent regulatory desisipitOfcom. As a resuwite have increased
our net provision by £49m (2016/17: £137m) for the year.
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EEintegration costs
In theyear weincurred £46m (2016/17:ZL5m) of integration related costs for EE.

Property rationalisation costs
WehaveNB O23ayAaSR I OKFNHS 2F MHYY OHAMCKMTY MYAfO NBfIFGAyYy3

Italian business investigation

In the prior yearwe recognised a charge o2&0m in respect othe investigation into our Italian busines$n2017/18, we have
incurredprofessionaktostsof £22m relating to the investigation

Disposal of businesses
We recognised a profit on disposal of roore businesses of £1m (2016/17: £16m)

Out of period irrecoverable VAT

In 2016/17 we recognised a £30m charge for the year for out of period irrecoverable VAT and a further £1m related interest
charge for the year.

Interest expense on retirement benefit obligation
For the year we incurred £218m (2016/17: £209m) of inteoest in relation to our defined benefit pension obligations.

Tax on specific items
A tax credit of 87m (2016/17: £217m) was recognised in relation to specific items amue@surement ofleferredtax.
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5 Pensions

31 March 201! 31 March2017 \
£bn £bn
IAS 19 liabilitieg BTPS (55.8) (58.€)
Assets; BTPS 49.9 50.0
Other schemes (0.5) (0.5)
Total IAS 19 deficit, gross of tax (6.4) (9.2)
Total IAS 1%eficit, net of tax (5.3 (7.6)
Discount rate (nominal) 2.65% 2.40%
Discount rate (real) (0.49% (0.78)%
RPI inflation 3.10% 3.20%
CPI inflation 1.0% below RRunNtil 0.7% below RPI un
31 March 2023 an 31 March 2019 an
1.1% below RF 1.2% below RI
thereafter thereafter

6 Legal proceedings

The group is involved in various legal proceedings, including actual or threatened litigation. Heaeeeas disclosed below, the
group does not currently believe that there are any legal proceedings that may have a material adverse impact on theneperatio
or financial condition of the group. In respect of each of the claims below, the nature and wiogres such proceedings and
investigations can make it difficult to predict the impact they will have on the group. There are many reasons why we cannot
make these assessments with certainty, including, among others, that they are in early stages, geslanrtamedies have been
specified, and/or the often slow pace of litigation.

Italian business

C2ft2gAy3aq GKS INRAzZIQE | yy2dzyOSYSyid gAGK NBaLISOG (2 =2dzNJ Ay
securities class actiacomplaints were filed against the company and certain current and former officers in United States courts.
The two actions brought in New York have since been voluntarily dismissed by the plaintiffs in those actions. On 21 November
2017, the lead plaintifin the District of New Jersey action filed an amended complaint brought on behalf of purchasers of BT
Group ADRs between May 2013 and January 2017, regarding allegations that the company made materially false and/or
misleading statements during the class period. On 22 Jgn2@l8 we filed our motion to dismiss the amended complaint and

the plaintiffs filed their reply to that motion on 23 March 20Me filed our response to their reply on 7 May 2018 and expect

the court to schedule oral argument on the motion.

The issuesiiltaly have also resulted in engagement with certain of our regulators and other authoieare cooperating fully
with these bodies.

Phones 4U

In December 2016, the administrators of Phones 4U Limited (P4U) started legal proceedings in the High tGewnited
Kingdom against EE, claiming payments under a retail trading agreement for sums then due in respect of revenues (net of costs
from certain customers prior to P4U entering administration. This sharing of revenue under the retail tragiageagtwas due

to continue until September 2019, with related payments continuing until April 20218 May 2018 we reached a confidential
agreement with the administrators of P4U to settle this mattdtis settlement is in line with the accruals wdd& cover

potential payments required by EE.

Since 2015 the administrators have separately made allegations that EE and other mobile network operators colluded to procure
tn! Qa Ayazft @gSyOe o 2sSigohhsly hidzto Sateitn pr&éeiysthéve eehlissukd? y

Brazilian tax claims

The Brazilian state tax authorities have made tax demands against certain Brazilian subsidiaries relating to the TdoutiarDistr

of Goods and Services (ICMS), an indirect tax imposed on the provision ofrteleoications services in Brazil. The state tax
authorities are seeking to impose ICMS on revenues earned on activities that the company does not consider as beirng part of t
provision of telecommunications services, such as equipment rental and managékseWe have disputed the basis on which
ICMS is imposed and the rate which the tax authorities are seeking to apply. We currentl$2h&MS cases with a current
potential value of £219m all covering assessments made for the period up to 2012, éxcepe case valued at £1.2m that
covers the period 2013 to 2016. The judicial process is likely to take many years. There are eight cases, worth appfadmately
that are pending appeal before the Sao Paulo Court of Appeal. A hearing for theseasightank place on 21 February 2018 and

a further hearing willdke place in the coming months.
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7 Principal risks and uncertainties (extracted from the BT Group plc Annual Report & Forfm ZT18)

Principal risks and uncertainties

The principal riskand uncertainties that affect us could have an impact on our business, brand, assets, revenue, profits, liquidity
or capital resources. The principal risks we described last year have evolved, and so has our response to them.

Our Enterprise Risk Managenmen ¥ NI YSg2NJ] 3IAOPSEa NBlFaz2yroftS o6odzi OFyy2aG 3IA
addressed our biggest risks. However, there may be some risks that are either currently unknown, or currently seen as less
important but with the potential to becom more so in the future.

Events outside BT present both risks and opportunities. We focus our efforts on predicting and reducing risks while &ikgng to
advantage of any opportunities that may emerge.

We recognise the uncertainty that political andogeolitical risks present, and have continued to operate a specific Brexit
programme across BT that looks at how we might be affected and what our response should be. This programme is keeping «
close watch on developments, and reports to a steering grehgred by our group CFO.

Ly (GKS asSOiArzy o0St26x 6S SELXIAY 6KIFG 6SONB R2AYy3I KZé QS O
unavoidable. Our biggest risks and uncertainties should be considered alongside the risk martgg@oess, the forward
looking statements in this document and thesaciated cautionary statement, which you can read below.

OUR PRINCIPAL RISKS

Compliance risks
Significant ControFailure

We follow local and international law, includimati-corruption and bribery laws. The UK Bribery Act and US Foreign Corrupt
Practices Act (FCPA) have extraterritorial reach, so cover our global operations. We also have to make sure we follow trade
sanctions and import and export controls. We comply tlith Modern Slavery Act and follow international standards on human
NAIKGEAT adzOK Fa GKS LYGSNYylFGA2yFE [062dz2NJ hNHFYyAalGA2Yy Q& t

We also face the risks associated with inappropriate andthical behaviour in local and other markets by our people or
associates, such as suppliers or agents, which can be difficult to detect. There is also a risk that our controls, désamnace

to prevent, detect and correct such behaviour, may be circemed. Controls and procedures, no matter how well designed and
operated, carprovide only reasonable assurance of achieving their objectives and there can be no assurance that any design will
succeed in achieving its stated goals under all potential ¢immdi, regardless of how remote.

Financial controls, and the assurance that exists over them, play an important part in our ability to prevent and detect
inappropriate behaviour. Because of its inherent limitations, internal control over financial regartay not prevent or detect
misstatements. Therefore even those systems determined to be effective can provide only reasonable assurance with respect to
financial statement preparation and presentation.

Potential impact

If our people, or associates lilseippliers or agents, breach anticorruption, bribery, sanctions or other legislation there could be
significant penalties, criminal prosecution and damage to our brand. This could have an impact on future revenue ang cash flo
depending on the nature of thbreach, the legislation concerned and any penalties. If we were accused of corruption, bribery,
human rights abuses, violating sanctions regulations or other laws, it could lead to reputational damage with investatersegu

civil society and customsr A breakdown in our financial control framework could result in financial misstatement.

2 K iQa OKFy3aSR 20SNJ GKS frad &SI NK

250pS aSSy Iy AYyONBF&aS Ay {LISIF] !'L) o6.¢Qa O2yFTARSY(IXI8f K2
Speak Up reports increased by 63% on the previous year. This is indicative of a culture where people are more awareenrid confi

to tell us about their concerns.

IntermsofantiO2 NNHzLJG A 2y YR O NAROSNE Sy 7T2NDSY 8yiliw obsignffi€anticdsds &an batts Q & S
the UK Bribery Act and the FCPA. In the US 11 companies paid a total of $1.92 billion to resolve FCPA cases in 2017.

CKSNBQa Fftaz2 oSSy Iy AyONBFrasS Ay ffS3IAatl dmaman rgfabiseS g Sy |
companies.
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26 6SQNB YAGAIFGAY3I GKS Nraja
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awareness of the standards we expect. Following the identificatiomagpropriate behaviours in our Italian business in the
summer of 2016, we have also implemented wider controls that monitor our overseas operations in our shared service centres,
Global Serviceandat a group level

2 500S NBRSTAYSR I tirBe lideg of Wefizgick @ddel, &l steemgtiéned our controls policies and procedures.
This covered both financial and ndA y I Yy OA | £ 02 y {niM@pediolr adsufaRce goBefageSacrosSthe three lines of
defence for our principal risks and uncerté@s. This helped us identify opportunities to improve our controls policies and
LINE OSRdzNB &z a ¢Sttt Fa G2 SEGSYR GKS |&aadaNI yOS GKI G ngLISNI
and all finance employees have completed FriahStatement Fraud awareness training, including a module on how to escalate
concerns.

28008 faz Lldzi | ydzYoSNI 2F 20GKSN) O2y (G NBt & -soffuptichh andSibesy2 | R
LINEINF YYS YR W¢ KS icallcade, available 2nNanguages? WeNakkSall dir people to complete training and
AATY dzlJ G2 ¢KS 21@& 28 22N] 6KAOK AyOfdRSa 2dNJ 1 SNB G2t SNI
WeKS . ¢ 218QF 6KAOKSBNRGIK2G62ASAOKBNERENY 28R YR RSt AGSNI
values.

We have policies covering conflicts of interest, gifts and hospitality, charitable donations and sponsorship. We alsaredn tai
training for people in higherisk roles like procurement and sales.

28 NBIdzf F NI &8 6SAIK dzLJ 2dzNJ 6dzaAy Saa AydiSaNmRGe NRalaEie YI 1
& Compliance Integrity Risk Dashboard. It brings together various indicators to lgtaify possible emerging trends or
particular hotspots. The approach draws together various themes to look for patterns and establish any outliers across our
business.

All Speak Up reports are passed to the director of ethics and compliance for &tiononfidential hotline is operated by a third
party and is available to employees and thjarty contractors who can remain anonymous if they choose to. Any reports received
direct by BT are also dealt with in accordance with our Speak Up procedures.

Qur internal audit team regularly runs checks on our business. External providers also assess areas we think are hsghbr risk (
as the use of agents), to make sure people understand our podinigshat controls are working.

We do due diligence checks third parties like suppliers, agents, ellers and distribution. In 2017/18 we completed 32 reviews

of our existing agents resellers and distributors. We take abdsled approach to these reviews, which include external reviews,
internal onsite revews and deskbased reviews. Our procurement contracts include -@otiruption and bribery clauses. In
addition all new suppliers, agents, resellers and distributors go through dwoarding process which includes financial checks
and the use of our dueilibence screening tool. Existing suppliers, agents, resellers and distributors are additionally screened on
a weekly basis.

Our sanctions policy helps us keep track of trade sanctions and export controls that apply to us. That means all bigsanvolvi
country which is subject to our sanctions policy requires approval. The policy also mandates everyone in BT to usealur intern
shipping system to arrange international exports, as it runs compliance checks and flags any orders which need an eogort lice

We launched a customer due diligence tool which we use when bidding for customer contracts. It identifies human rights risks
FyR fAyla GKSY G2 GKS alyOdAaz2ya FLILINRBGEE LINRPOS&aadd 28BS N
out human rights impact assessments on our operations in India, Russia and China, and have developed an overarching huma
rights policy for imminent launch. We reported publicly on our most salient human rights risks in our Privacy and Fre@BExpres
REJIZ NI Ay HampI @KAOK 6SQNBE dzLJRFGAY3I Ay wnmy G2 AyOfdzRS LI
NEJBASGE 2dzNJ LINPINIF YYS yR RAAOdzaasSa OdzZNNByid AaadzsSad 2S5Q@S
Busines Against Slavery Forum and Global Network Initiative.

Despite our efforts, unfortunately not everyone gets it right every time. We disciplined 205 employees in the UK asdd result
ethical misconduct tlsi year, and 98 left the companyhe most commoissues related to inappropriate use of company vehicles.

Processing our customedata
We control and process huge quantities of customer data around the world, so observing data privacy laws is something we take
SEGUNBYSt e &SN 2 dzadividuds andibGsines§ed carStyst isltofdo thekightithinlg with their data.

28 YI 18 AdNB 2dN) OdAG2YSNEQ RIGF Aa aS80dNBT FyR LINBGSOGSH
GNHz&A G SR ¢ A(GK 2dzNJ Odza (i thartSoNdgh.@ méahsiplese@igg3he int€guiiaf tiepdidodaKdats we process,
FYR 2yté 168LMAy3 GKS GKAy3a 65 ySSR (2 LINRPOARS Odad@enSNE
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around howwe use customer data, who we shatavith, making sure the way we process personal data is legal, fair and in line
GAGK OdzaG2YSNEQ NRIAKGA YR ¢6AaKSazr FyR SyadaNRARy3d (KltheirgS F
rights under data legislatiorAs a communitions provider we currently operate under a stringent reporting regime to tell the

'Y LYF2NXNIGA2Y /2YYAadaA2ySNRAE hFFAOS oL/ ho AT 6S oS@&AYS |
individuals as quickly as possible if theident is likely to have a significant impact on them. On 25 May 2018 EU General Data
Protection Regulation (GDPR) will come into force. We are in the process of implementing more stringent procedures amound dat
protection in order to comply with the GBPrequirements, which may lead to higher regulatory compliance costs.

'y AYRA@GARdZ f Q&4 FdzyREYSydlf NARIKG (2 LINKAGIOd Aa NBEeSOISR
The nature of those laws vary across different paot the world. Increasingly we (and other multinationals) have to show that
6SONB KIyRtAy3a LISNE2YLFE RFEGEFE Ay tAYS gAGK | O02YLX SE 6S6 2

Potential impact
Failing to stick to data protection and privaleyvs could result in regulatory enforcement action, significant fines, -eessn,
prison sentences and the regulator telling us to stop processing data.

On top of that, we could see huge reputational damage and big financial losses. Those lossesmedtdm fines and damages

if we fail to meet our legal requirements, as well as costs resulting from having to terminate customer contracts and the
4dz0 A4Sl dzSy i OdzaG2YSN) OKdzNYy @ / 2YLI yASa 6K2Q@S KibtReir harddiceLINR T
and suffered ongoing costs from their neompliance.

2 Kl GQa OKFy3aSR 20SNJ GKS tFad &SI NXK

¢tKS D5tw Aada RSSYSR 2yS 2F (GKS o0A33Sad akKlF1S dzZla Ay PRk Gl f
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their rights as to how their personal data is kept, used and retained by businesses. The sanctions for breaching the GDPR ar
significanty higher than under the previous regime, which could result in a substantial fine in the event of a breach.

{ ONHziAye& FNRBY ylIGA2ylFt NBIdzA 2N A& AYONBlFaiAy3a a O2YLIy
the new law. In additin within the last twelve months several large companies have suffered further well publicised data incidents
and the general trend towards bigger financial penalties has increased.

126 6SQNB YAGAIFGAY3I GKS Nraja

2850@S ONBIFGSR I 02 i alllagiviiiEs thalNiRoR&dustorn& dafiamcrd$dthe business in light of the new
regulatory requirements. Our focus will be on protecting our systems, enhancing our operational processes to protect customer
data, and refreshing our training so thatiopeople understandhe importance of the data they handle.

We also want to give our people the tools they need to make everydayaséd decisions around privacy and data protection
without it being a burden or making their job more complicated. IfRve G KI 6= GKSNBQa | YdzOK oSdad
0S02YAYy3 WodzaAyS&a | & dzadz t Qd C2NJ SEFYLX ST dzaAy3 t NA @G Oe@
sure everyone understands privacy issues from the start and builds igtitecontrols, without any operational impact.

The Chief Privacy Officer and her team champion privacy awareness, and are responsible for undertaking monitoring and
assurance to make sure data compliance is embedded within the business. Our mitiggaorst ayberattacks are described in
our Security and resilie® risk

Health, safety and wellbeing
Our people are crucial to our business and if they feel safe, healthy and happy they will perform better for our custahoens an
shareholders. Working teeduce the risk of harm to our people helps us comply with health and safety laws wherever we operate.

Many of our people, especially our UK engineers, work for much of the time in community settings where we have limitéd contro
over the working enviroment. Much of the network is carried above ground level and temporary work at height is a major risk
for us¢ over the course of a year our people will undertake more than 35 million climbing jobs. All of our people work in a fast
paced and highly competite sector where change is constant and psychological pressures are significant. Managing physical and
psychological hazards is therefore complex.

Potential impact
We work to make sure our people go home safely every day. Any health and safety failldreesuult in injury to our people or
members of the public, financial penalties, and/or reputational damage.

CKS 6SttoSAy3 2F 2dzNJ O2f € S 3dzSa A& AYLRNIFIYd AT gSeNB (2
workforce to ddiver a great customer experience and grow the business. An adverse reaction to change could impact talent
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retention, resulting in a loss of critical skills and greater need for external recruitment, which would add cost to tiesfRoor
engagement &o raises the risk of general industrial unrest and action.

2 KlFiQa OKFy3aSR 20SNJ GKS tFaid &SI NK

Changes in technology and working practices help to reduce the physical risks to our people. For example, the shift &iom copp
to fibre in the network means auwork involves less heavy manual labour, reducing the risk of muskeletal disorders as a
result. Conversely, people increasingly seek to attribute common health problems to past work activity with the aim ofsecuri
compensation, and the regulatognvironment is getting harsher.

Ly LINFEEStEZ I OKFy3aS Ay 2dzNJ g2N] F2NOS A& Ay ONBI aAlghdur NX & |
turnover for many years. That cadre is reaching retirement age at the same time as déonamd products and services is
AYONBFaAy3as FyR a2 6SQNB NBONMzZAGAYy3 I NBHS ydzyoSNE 2 H®h &2 dzy
less experience, so we need to make sure we put in additional safeguards with less reliarpentise and individual judgement.

The pace of upgrading the network, fixed and mobile, has continued to accelerate. That increases our civil engineeriag) worklo
and the hazards and risks associated with that type of work. The Grenfell Tower firgidexs awareness of fire issuesf{ SQ@S
NEGASHGSR Of FRRAYy3I I ONRaa GKS . ¢ SadraS FyR 6SQNB SEFYAYAY

¢tKS LI OS FyR a0ltS 2F OKFIy3aS gA0GKAY GKS 0dziAySa dgiddllinpact f & 2
on our people. The risk of epidemic disease is constant; this year our main focus has been on pneumonic plague and influenza.

26 ¢6SQONB YAGAIAFGAY3I GKS Nmraja

2 5Q@S 320G I 02 Y Léngoksar hdaldh, shfgfyRand. wallbeéilig strategliich has been refreshed this year. The
Board receives a{aginnual report which tracks key performance indicators and which forms the basis of a discussion of emerging
issues. The strategy is cascaded through the chief executive to the operational besjreessh of which formulates its own plans

and targets on an annual basis.

At an operational level, our managers take responsibility for making sure their teams know how to comply with healthtgnd safe
standards. We monitor compliance using annual lidegps scheduled refresher training, competency assessments and
accreditation processes for highegsk groups. All our people undertake training in basic health and safety. Progress is monitored
by a companywide health, safety & wellbeing forum chairedhgy®roup HR Director. Professional input is provided through a
central centre of expertise which supplements advisers in the operational units.

CKA& &@SIN 6SQ@
FyR Faadz2NI yoOS
emphasis on higheNA a1 |

O2YLX SGSR + fAFOAtAGE NBOASSH | yacrdditatioh S NJX

FNBF& F2NJ I G GA2y® 2SQNB dzy RSNIiI { Ay 3
AGAGASEAD® 2SS YIS &dzNB GKF G NI Atgnkliiggher & S
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will help us better capture and share information.
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We provide comprehensive support to our people to enhance their wellbeing. We provide extensive guidance on promoting good
physical, psychological and emotional health. We launched this year a major jprogran healthy change management. We

GNI Ay 2dz2NJ YIFIylF3ISNAR (2 ARSYydGAFTe GKS SINIe& airdya 2F RAAGNB3
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services for mental health and musctdkeletal disorders and have achieved a 95% rehabilitation rate.

Competition and technology risks
Our markets are characterised by intensifying competition from established playetsnew entrants. This competition
compounds some of the external challenges that we see in the ehatlice, notably:
1 Fixed broadband and mobile connectivity nearing saturation, with most segments of the UK telecoms markets now
growing below the rate ohflation;
1 Customers seeking fast migration from higimeargin legacy products to fully digitised, converged, secure, faultless
solutions;
i Efficient markets demanding clear differentiation for premium pricing, driving price deflation of basic connecativity
data;
91 High exit barriers, prolonging and intensifying competition even when selected companies in the sector are struggling to
generate economic returns.
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Technology change is also a key characteristic of our sector. We need to be able to ideatifjngnrechnologies, assess how
customers will adopt these technologies, and invest accordingly, frequently ditoadefore the demand materialises. We also
need to respond to changes in the use of existing technology, such as the exponential grovstectbe has seen in data
consumption and network capacity requirements.

Potential impact
Intensified competition can result in lower volumes and/or prices than we currently forecast. If we do not respondedyféctiv
competition then we can losmarket share, revenue and/or profit.

In addition, new technology developments can lead to accelerated obsolescence of our current products, increased investment
requirements, new sources of competition and/or the deterioration of our competitive posifitis in turn can result in lower
volumes and prices, stranded assets and higher costs. A failure to invest optimally in technology today can have imjglications
our market position and ability to generate future returns.

2 KIFGQa OKFIy3aSR?20SNJ GKS tLad &Ss

Set against a challenging economic climate, in which the outlook for the UK economy has deteriorated, our leading

competitors have been very active over the last 12 months. Important developments included:
+ANBAY aSRAI Q& O2ylewrdzSR SELI yaiAzy 2F Ada |
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Hyperoptic securing £100m of funding to expand its UK network;
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Technological developments and changing customer preferences also continue to create risk to our business model. For
example:

1 While mobile data usage continues to grow, psiqeer gigabyte of network traffic have continued to fall. Thegoing
profitability of our mobile operations hinges on our being able to successfully monetise mobile data growth in the face of
strong competition;

1 Support for a largescale deployment of AP infrastructure among key stakeholders has increased. However, there is still
material uncertainty as to whether a viable economic case can be found fordeaigzdeployment. The economic case for
FTTP remains challenging given superfast broadbandageeow exceeds 90% and the majority of -@1sérs are currently
only willing to pay a low premium for additional speeds.

26 6SQONB YAGAIAFGAY3I GKS Nmraja
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1 deliveringdifferentiated customer experiences;
1 investing in integrated network leadership;
i transforming our operating model.

We believe this is the best way for us to stay ahead of our competitors and to generatefomgustainable value growth.
2 SQONXS [lifigawkh stakehelblers to help develop an environment that both encourages and facilitates investment in a
largescale FTTP environment.

We also keep a close eye on technology developments that could impact us achieving our strategic goals, incluglinguthrou
Board Technology Committee. This Committee, chaired by the CEO, agrees our technology strategies, monitors emerging trends
and oversees technology risk management across the group.

Communications industry regulation
Regulation affects much of whate do.

In the UK, where Ofcom identifies competition concerns in communications markets, it can set rules requiring us to provide
certain services on specified terms to our customers. Ofcom reviews markets regularly and can introduce, extend, relax or
remove rules as a result of its findings. It has powers to conduct specific investigations about market behaviour, inabeding pri
levels. In addition, Ofcom can set out rules for spectrum auctions and to ensure consumer protection in the sector.

Ofcom willinvestigate our compliance with regulatory requirements and can impose fines and restitution on us if we fail to
comply.

C2fft2gAy3a (KS D2@SNYYSyioa NB2SOilAZ2y 2F 2dzNJ @2t dzy il NB O2)
through aregulatory obligation. We acknowledge the impact that this will have on industry and the risks attached to a
regulatory broadband USO. We will work hard with Ofcom to find a solution that works for our customers and society, and that
minimises the distortins for industry.
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termination ¢ and can sort out disputes between us and other communications providers about the terms onsehiities
are supplied. Appeals of regulatory decisions also give rise to risks (and opportunities).

Outside the UK, regulation defines where and how we are able to compete through licensing rules and defining the terms on
which we are able to access netiks of incumbent operators.

Potential impact

Some of our revenue comes from supplying wholesale services to markets where Ofcom has found us to have significant market
power. Most of this revenue relates to services where regulation requires us toerage prices each year by a specific,-real

term percentage for a thregear period.

Where other telecoms providers ask Ofcom to resolve disputes with us, there is a risk that Ofcom may set the prices at which
we supply services, make us provide additisavices and/or impact how we structure our business. In some circumstances,
Ofcom can adjust past prices and make us pay back amounts to wholesale customers.

Regulation outside the UK can hit our revenue too. For example, eestljctive licensing equirementsor ineffective
regulation of access to other networks mean we might not be able to compete fRdgulation can also define and control
the terms of access to necessary regulated inputs, which raises our costs.

2 KIFiQa OKIFy3agR?2OSNI GKS 1 ai

Ofcom has concluded market reviews in relation to wholesale narrowband access, wholesale local access and wholesale
broadband access. They have also decided not to impose a temporary remedy requidmy@®/ide a restricted form of dark

fibre (atand below 1Gbit/s) in the leased lines markets, but gahsider this again in their upcoming business connectivity
market review. We have summarised this in Regulation section

28 adz00Saa¥fdzZ t& | LIISIFE SR hT0O2 Y MR)stawrehtyo Sh&ampétidoy Apfed Trbwal G & a | N
which found in our favour and remitted the decision back to Ofcom. lalsmstarted its next market review on BCMR.

In the retail market, Ofcom also expressed concerns in relation to the prices chargeidé2 y £ @ Odza 12 YSNBR® 2 SQ@S
G2 hTO2YQa O2yOSNya o6& IF3INBSAy3a (2 Odzi GK2as$ LINAOSad 2 SQf
repairs, missed appointments and delayed installations. Ofcom has also revised the General riSomaiitithe changes will

come into force in October 2018.

lf2y3aARS (KS adlyRFNR O8O0ftS 2F YIN]SG NBEOA Baats OfcoR@BS 06SS
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introduced changes to our internal processes to ensure that we comply with both the letter and spirit of the commitments.

126 6SQONB YAGAIAFGAY3I GKS Nmraja

We have a strong team of regulatory and policy specialisigether with legal experts, compliance and operational teams they
guard against potential risks and look for opportunities to positively shapeetipgatory regime at the right time and in the
right way. They engage regularly with regulat@@gvernment,consumer organisations and other key stakeholders to build
trust and to understand their outlook. Thegmmunicate our positions in a clear, consistent and straightforward way. Their
insight also helps us to forecast future regulatory outcomes. We camtibéd sensible assumptions into our financial plans
and investment decisions.

We push for clear, predictable and proportionate regulation that enables BT to succeed by delivering what customers and
society want. Whenever there are market reviews, chaagrols, disputes or investigations, we submit evidence and analysis.
This helps us manage the risks around decisions ipantigular year.

We can judicially review regulatory decisions and appeal to the Competition Appeal Tribunal. We can atiispiaise or
complain (under the relevant regulatory framework or competition law) where we have problems getting access to wholesale
services or to other access networks.

2SQONB +Ffaz2 g2NlAy3a KENR (G2 RSt A @SN imuntrégilatofoblfatmng 2 Y S NI S E LIS NI

Political

Across our operations we are exposed to the effects of political and geopoalitical risks, in particular:

LYy GKS !'YZ AyGSNysSa 00Saa Aa AyONBI aAi gdittabdelats Qntinuesito 'y S & :
focus on network coverage, quality and speed of service, as well as broader issues of online safety and security. As well as
LINEGARAY3 | ONRGAOIE StSYSyid 2F (KS ! Y QZngygedifsapgdrting highy ¥ NI & G |
profile programmes such as BDUK and the Emergency Services Network.
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continues to impact political deles around the United Kingdom, such as the possibility of a second Scottish Independence
referendum and the complex situation in Northern Ireland including border matters.

¢ Outside the UK, political and geopolitical risk can impact our business thrbaglges in the regulatorgnd competitive

landscapeg 'y SEF YLX S A& GKS ! { ! RYAYA & ( Ndutialsozay axiirect@nieat 16 8uB people LILINE |- ¢
and assets as a result of social unrest or a breakdown in the rule of law.

Potential inpact

Political uncertainty can have direct financial consequences across the economy, impacting for example foreign exchange rates

the availability and cost of capital, interest rates and also resulting in changes in the tax regime. For BT spéaficedit, t
AAIAYATAOLY G AYLIOG 2F LREAGAOIE NR&a]l Aa AdGa LR0Sdahl £ Ayid
increasing overlap between politicdkbate and the regulatory environment, with the potential that our Commurocesti

Industry Regulation risk increases as a resullt.

¢KS AYLIOG&a 2F . NBEAG FNB adAatf dzy OSNIF Ay gERUC dSterrdimed | Y Q&
albeit the agreement in principle on a number of withdrawal measures wasowa, notably the commitment to protect the

rights of EU citizens living in the UK and vice versa. There is the potential for our costs to increase, for examplartijirough
changes required to our systems to reflect new taxes or customs duties or othmrgses. Our regulatory risk could increase

if there were to be future divergence with the EU regime. Our suppliers may face disruption as a result of challenges in thei
own organisations and supply chains. Also, delivering a great customer experiengeeahdhetwork will become more
challenging if it is harder for us to recruit and retain skilled talent and to source sufficient construction workfordg The
economy may also suffer as a result of this uncertainty.

Geopolitical risk outside the UK can sholearly impact our Communications Industry Regulation risk, but also our Security and
Resilience risks where it poses a threat to the continuity of our operations.

2 K iQa OKFy3aSR 20SNJ GKS frad &SI NK

This has been a complex year, given the 2017 General Election, EU Withdrawal Bill, Brexit negotiations and other policy
measures. A second Scottish Independence Referendum became less imminent as the SNP has a significantly reduced number
of Scottish seat&lbeit a majority still).

In December 2017, the Government reached agreement in principle with the EU on divorce measures around people, money
and Irish border principles; negotiations yearly in 2018 focused on finalising withdrawal issues and ald@miovtransition
and trading arrangements. What trading relationsttip UK/EU will end up with and by when is unclear.

Ly G4KS 'YX (GKS 02y OfdzaAzy 2F hFTO2YQAa 5 A 3 Ancérthintids thaf affdzged O (G A 2y
BT 12 months ago. The agreement we reached with Ofcom at the conclusion of the review has led to the creation of a new,
independent board for Openreach, which is working well.

Openreach is doing its own independent work torpits fibre rollout, in open consultation with the rest of the industry. The
Government has now established a Future Telecoms Infrastructure Review, which we hope can provide additional certainty for
companies and investors about how the policy and reguaframework can promote lonterm decisiommaking and, as a
consequence, underpin future 5G and fibre deployment.
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We maintain strong engagement with the UK Government, key departments, MPs, peers, the media and wétstarsin
consumer bodies. We also engage closely with governments and politicians in Brussels and in our key markets around the world.
We seek to inform public debate around telecommunications throughtfased evidence concerning the market and our role

within it.

WSQ@S LINPAINBaaSR GKS LINPINIYYS ONRP&A&a (GKS odzaraySaa (2 KSftL
also considered other potential impacts such as those associated with a second Scottish Independence referendum, and the

b2 NRSNJ ljdzSadAazya 2y GKS AaftlyR 2F LNBtlIyRZ IyR Aa WSR o0& |
to Government, Parliament and business groups on related policy areas, such as R&D, data flows, trade and people/skills
matters.

Outside the UK, our Public Affairs and regulatory teams work to help support governments and regulators in ensuring that
markets work in an open and fairly regulated way for the benefit of customers and competition. Geopolitical risks are closely
monitored, with our security and business continuity teams particularly focused on pir@exur people and our assets.

CKSNB O2yiAydsSa (2 0685 AAIYAFAOLY( dzy OSNIFAyGe F2ft26Ay3
GKF G ¢ S QNG thelfihaBouftol&of negotiations between the UK and the EU. We also wish to help inform the debate
where relevant to our sector and our company.
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How we managed the risk
We decided early on that we needed to understand what risks and opportuniteest Bright create for us, so ahead of the
vote we set up a programme bringing together functions across the business.

We then ramped up the activity after the vote, forming a steering group chaired by the group CFO. Over the last two years or
so, it has overseen work that is being done by variouspsafects. These are looking at areas such as the tax, people,
procuremen, systems, regulatory and commercial impacts of Brexit.

CKAa @SIN 6SQ@S O2yiliAydzsSR (2 2FFSNI 2dz2NJ 9ASga (2 3I28SNYyYSy
inquiries and consultation documents (on migration and on trade for ingfarend working with business and sector
laa20Al GA2ya (2 SELXIAYy AadadsSao 25008 |faz LINRINBEEASR 2 dzNg
put these plans into effect.

The result, angdvhat we learnt

The nature of the Brexit negbtl G A2y a KIF @S ONBFGSR | LISNAR2R 2F LINRf2y3ISR
undertaken across the business means we can provide confidence of our resilience to our people, our customers and our
suppliers.

Pensions

Wehavealargefundirgyo t A 31 GA2y G2 2dzNJ RSTFAYSR 0SySTAG o0W5. Q0 LISyairzy
(BTPS or Scheme), represents over 97% of our pension obligations. The BTPS faces similar risks to other UK DB schemes: things
like future low investmenteturns, high inflation, longer life expectancy and regulatory changes may all mean the BTPS becomes

more of a financial burden.

Potential impact

The next valuation of the BTPS is scheduled to take place as at 30 June 2020 and an increase in theffdinsiay dave an

impact on the level of deficit payments we are required to make into the Scheme. Indirectly it may also have an advetrse impac
on our share price and credit rating.

Any deterioration in our credit rating would increase our cost of boimgvand may limit the availability or flexibility of future
funding for the group, thereby affecting our ability to invest, pay dividends or repay debt as it matures.

2 KIFIiQa OKFy3aSR 20SNJ GKS frad &SI NK

The actuarial valuation of the Scheme as at 30 JOA& vas announced in May 2018. This provides certainty over the level of

cash contributions required until the next triennial valuation is concluded, taking place no later than 30 Junas20aA.of

GKS | OlGdzZl NRIt @I f dz G A 2 yoach téiBveshidy @siel with Bhe TrustSe. Weagr&ed't6 ¢hangels WhiicINI
should help protect the BTPS from volatile investment returns and high inflation by investing in a way which provides greater
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When a valuation is calculated, the funding position is affected by the financial market conditions at the valuation éate. Wh
determining expected future returns on the Scheme assets, different factors are taken into accoudingnglelds (or returns)

on government bonds. If assets returns are lower than expected over the period to the next valuation, or a lower future
investment return assumption is adopted at the 30 June 2020 valuation, the deficit would likely increaséafipteading to

a higher level of future deficit payments.

In March 2018, we announced the closure of Sections B and C of the BTPS to future benefit accrual (which represents more
than 99% of the BTPS active membership), having reached agreemeithevittlevant Unions. Although we will establish a

new hybrid pension arrangement for nananagement employees in the BTPS at closure, the changes reduce the financial risks
associated with providing future defined benefit pension accrual. We currentlycei@elose the BTPS from 30 June 2018.
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The investment performance and liability experience are regularly reviewed by both us and the Trustee of the BTPS. We also
consider the associated risks and possible mitigations.nMestment strategy aims to partly mitigate the impact of increases

in the liabilities, for example by investing in assets that will increase in value if future inflation expectations rEssetbibeld

are also well diversified, softening the impactsbfarp drops in the value of individual asset classes. This helps us maintain a
reasonable balance of risk and return.

Our financial strength and cash generation provide a level of protection against the impact of changes in the fundimg positio

of the BTPS. The funding liabilities also include a buffer against future negative experience, as legislation requires that we
calculate liabilities on a prudent basis.
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Financialrisk
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which arise principally from market risk (including interest rate risk and foreign exchange risk), credit risk, andrigiuititgy

also include tax risk, principally that we need to understand fully the current and future tax consequences of busirieas decis

to comply with tax rules and avoid financial and reputational damage.

Potential impact

If there is an adverse m&Y Sy i Ay F2NBA3Iy SEOKIYy3IS YR AyGSNBad NI GSa
LINEFAGIOAEAGERT OFrakK Ft26% yR o0Ffly0OS akKSSio {SyarsiArAgrie
rate and foreign exchange volatlits shown in note 27 to the Consolidated Financial Statements.
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example from the loss of cash deposits) and profitability éeample from increased finance expenses). A deterioration in
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refinance maturing debt.

If we fail to comply with tax rules &m we could face financial penalties and reputational damage. Beyond compliance, if we
R2y QU I RSljdzriSte NBFESOG GKS OdaNNByd FyR FdzidiNB GFE 0O2yas
resulting in financial loss and potentially fircéed misstatements, as well as reputational damage.
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We continue to face the same treasury risks as in financial year 2016/17.

From a taxation perspective, our business continues to evolve rapidly, creating differamnsequencedor example the

bringing together of EE and the BT Consumer custdawéng units, the Openreach industry consultation on lesgale FTTP,

and a review of our pension provision. During the year, new UK legislation was introduced, whicks rdstiuctions for

interest expense and which reduced the ability to offset profits with prior year losses. Accounting changes can also have tax
consequences, for example, forthcoming changes to accounting for revenue from contracts with customer®antiregfor
fSFasSaed Dt26Ft GFIE Nz S&a +faz2 O2yidAydsS (2 S@2t dSsomf,2NJ SEI
0KS 9dzNRLISIHY /2YYA&aarzyQa OKIffSyasS (2 Gl E LINIitrddudhdda dzy RSN
of an interim digital services tax. All these change the current and future tax consequences of business decisions.

26 6SQONB YAGAIAFGAY3I GKS Nmraja

We have a centralised treasury function whose primary role is to manage liquidity and fuadirigements as well as our
exposure to associated financial and market risks, including credit risk, interest rate risk and foreign exchandiaeiskittin
Boardapproved policies. These risk management policiesdescribed in detail in note 20 the Consolidated Financial
Statements. The Board reviews liquidity and funding requirements of the group on an ongoing basis.
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taxes that is set centrally and agreed by the Board. We employ suitably qualified professionals to manage and assure the
operation of this framework. We seek to pay tax in accordance with the laws of the countries where we do business.

However, in some areas thetaws are unclear, and it can take many years to agree an outcome with a tax authority or through
litigation. Nevertheless, we always seek open and constructive working relationships with tax authorities worldwide, engaging
reputable independent advice veine required.

Security and resilience

Our commercial success is firmly rooted in our reputation for the security and resilience of our serweestr8@ to maintain
the highest standards of protection and incident management in order to confromtaheal perils, network and system faults,
and malicious acts that threaten our operations.

By monitoring cyberattacks on our networks and systems and our peers and customers, we see that hacking tools, phishing
scams and disruptive malware are becomingresophisticated and yet more accessible to attackers. In response, we continue

to develop our cyber defence capability and invest more in automatic detection and prevention systems. We recognise that
services can also be interrupted by events such aplgughain failure, software changes, equipment faults, fire, flood,
infrastructure outages and sabotage.

Potential impact

The consequences of security and resilience risks can include major financial logs;nfodgmage to reputation and loss of
marketshare. Regulatory sanctions, fines and contract penalties might be apgdietiacts might be terminated, and costly
concessions might be needed, together with unplanned and rapid improvements to retain business and rebuild trust. We might
also miss opprunities to growrevenue and launch new services ahead of the competition.
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Cyber attackers are learning how to defeat conventional defences such a¥irusti(AV), proxy servers, and basic
authentication. They are chgmg malware signatures faster than AV vendors can deliver matching identity files, launching

Denial of Service (DoS) attacks that are disguised as legitimate traffic at the application level, and using increasiihg con

phishing emails to trick usefinto giving access to restricted systems. The growth in ransomware attacks has made headline

news and caused significant disruption to some of our corporate customers, but we have so far managed to avoid such
consequencesOur incident management teamseagaining experience from these events and applying lessons learned to
AYLINR @S 2dzNJ NBalLRyaSad 2SQONB fa2 KSftLAy3 Odad2YSNARA o6& akl
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trialling further Al innovations that will detect network anomalies in large volumes of data, and learmgatfdrow malware

propagates.

Looking at other drivers of service interruption, 2017/18 has been relatively benign for the UK in tezrisenfe weather
SPSyliad 1 26SOSNE | OOSLIIAY3 (KFG GKS NRAAlAAANXYONBLENBERYSaS
also been working with HMG and other utilities in planning fowa €  O1 { G NI Q oYl 22NJ aKdziR2 4y
transmission system) scenario.
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2 8SONB YIF1TAYy3 NREAT]T A YLNBD@ESSSyditschndlogybfitighiy e wdrBSa2doitliry 3o our
assessments of security and resilience exposure. The proportion of our netwdrkystems that is monitored and logged
continuously is rising steadily, and the security awareness of outoyewgs is being enhanced by advanced training modules
and mock phishing exercises.

{SAYSyllGAzy 2F 2dzNJ L¢ SadrisS d GKS RFEGF OSy-sadientatiSrdSt A &
at the applications level as we provision neloudd  a SR aéadisSyvyaod ¢KS NBadzZ ida 2F WYwSR ¢!
FNE RNAGAY3I AYLINROBSYSyida FONRaa .¢3X LI NIAOdzZ F NI & gKSNBE | OO0
our control of sensitive personal data in prepiéwa for the EU General Data Privacy Regulations. This has prompted significant
improvements in our IT inventory, which in turn makes it easier to manage major cyber incidents.

Mobile, geographically dispersed, emergency response capabilites are nowwopery 3 G FdzZ f RS&AA3IYy SR Ol
on our sitespecific flood defence plans, and completed specialist flood surveys of our most critical at risk assets, with a view
during 2018/19 to deploying permanent flood defences as appropriate.

Members ¢ our Emergency Response Team were deployed to the Caribbean to utilise their skills in providing emergency
communications in response to hurricanes Irma and Maria. They were also able to use our improved approach to supporting
community isolation situaties in assisting the emergency services following the Grenfell Tower tragedy.

Employee engagement

Our people are central to everything we do and a vital part of our ambition to deliver a great customer experience and
sustainable, profitable revenue growtRur people strategy supports this ambition by creating an inclusive and enjoyable
workplace so that our people can thrive as part of a dynamic business. Great employee engagement is necessary to ensure we
meet our strategic aims.

Potential impact

We needo transform our business while also continuing to recruit, retain and engage our workforce to deliver a great customer
experience and grow the business. An adverse reaction to change could impact talent retention resulting in a loss of critical
skills aml greater need for external recruitment, whiglould add cost to the business. Poor engagement also raises the risk of
general industrial unrest and action.

2 KlFiQa OKFy3aSR 20SNJ GKS tFad &SI NXK

We limited pensionable pay increases for some members of thEeBdJion scheme and subsequeritijtiated a review of our

UK pension arrangements. Following the review, we decided to close the BTPS to ensure that our pension arrangements are
fair, flexible and affordable for both employees and BT, which included eeh@nts to our defined contribution pension
scheme. We continue to work through the people implications of making Openreach a separate legal entity in response to the
outcome of the Digital Communications Review. We also announced the creation of a rewr@oteam that brings together

the BT Consumer and EE businesses.

l2¢6 6SQNB YAGAIFIGAy3d GKS Nmraia
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comprehensive global engagement strategy desitio engender positive employee relatioge help employees understand

the reasons for change and the impact it may have on them, whilexggdng to protect service to customers.
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The review of pension arrangements includes a proposal to enhanaefined contribution pension scheme to help provide

Fy +FRSljdzr i8S AyO02YS Ay NBGANBYSYy(d F2NIFf€t 2F 2dzNJ SyL)X 2eS8S84ad
decision making closer to the frontline customer teams apéed up the decisiemaking process to deliver better customer
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performancecategories to free up time for line managers to talk with their people and fonudeveloping their capabilities.

Change management

We are implementing a wideanging change programme across the entire organisation known as OWeBiEed to continue
to deliver differentiated customer experiences, whilst being able to havditlaacial capacity to invest in integrated network
leadership. At the same time, we want BT to be a simple andlaggiaess where our people can thrive.

In transforming our operating model, we need to manage this change carefully to ensure it délévdesired outcomes. We
NEO23ayArasS (KK adOK SEGSyair@gsS OKIFIy3aS OFy F+taz2z o6S | RA&GN]
important that we keep focussed on delivering for our customers.

Potential impact

If we do not manage our chge programmes carefully then they will not deliver the business outcomes that we are trying to
achieve. That could result in poorer customer experiences, negative impacts on employee engagement, or potential overspend
on the projects themselves, and at tlead of the programmes we may not have achieved the efficient processes needed to
deliver a great customexperience, the desired cost savings, or differentiated products and services we were trying to launch.

As we describe elsewhere in the Annual Répar ¢ SQ@S 06 SSYy $2NJ] Ay 3 KEexNdRencs, and hatdNE G A y 3
seen significant improvements over the last year. If our transformation programmes do not deliver their intended customer
0SYySTAGAZ 2NJ RAGSNI 02 ftnf Gt cHstrdersqtheh wielmByy/siffera yeduktion:-irgthe GULRy 6f the S NJIJ A
service we provide, and as a result incur customer churn and even financial penalties in some cases.
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Over the past year, our key changes have indude

The launch of a paBT transformation programme, One BT, which is designed to help our businesses deliver to their full
potential;

W . NAY3IAY3I (23SGKSNI . ¢ /2yadzyYSNE 99 |yR tfdzaySid Ayidz2 |y
w -ghing work to deliver a new Digitalobal Services;
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management grades;
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We apply a formal structure and goverree to our key change programmefor example, One BT has a fiithe Programme

Office and a Transformation Committee. Change programmes are also supported by our Customer and Enterprise
Transformation team. By bringing together several transformatiomiganto one, we are able to ensure that our internal
change programmes are @odinated and remain focussed on delivering for our customers. The Customer and Enterprise
Transformation team tracks programrdelivery against targets for the Transformatiom@oittee, Executive Committee and

Board. The Transformation Committee meets weekly to make key decisions and to set the pace of change.

Werecognise the importance of having the skills, capabilities, methods and tools to define and deliver changegli wegyri

{2 6SQ@¥S RS@GSt2LISR | yS¢ OKFy3aS | LIWNRFOKXE |yR KIF@S Lizi Ay
direct support to HR, communications, change teams and our leaders in the business.

25008 +ftaz2 YL Aydlobryédpe ahd ol foudiuieSlaufching dziiumBey of specific and focused leadership

capability development programmes to help our leaders manage their people through a period of extensive change whilst also
delivering the best possible customer experiences.

Organisational change can cause uncertainty amongst colleagues, and we communicate closely with our unions and works

councils in designing, announcing and implementing changes. Our engagement strategy allows us to monitor employee
engagement on a reguléasis, informing any interventions that we feel necessary.
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Supply Chain
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we can guarantee their integrity and continuity.

Gbbal markets expose us to global risks, including different standards in labour, environmental and cIi[nate change practices,
increasing regulation and geopolitical events. We weigh up theimpadtand St AK22R 2F SEGSNYyLFt YIFN]S
ability to support us.

Globalisation means better sourcing opportunities, but brings challenges if suppliers become more geographically ahd cultural
remote from our customers or if governments put barriers in the way of doing business to protect ndtionaegional
economic interests.

Our dealings with suppliers follow our trading and ethical policies. From the way we choose them, to the contracts v sign an
how we pay them.

Potential impact

If something goes wrong in our supply chain, the speedsmade of impact can vary. We need to determine the potential

damage to customer experience, the likelihood of higher costs angddtential damage to our brand. If substituting a failing

supplier meant that we had to disrupt our business, itcouldcéstur £ 24 2F GAYS |yR YzySeao LT 4
supplier, it might compromise the commitments we make to our customers, which could in turn lead to breach of contract, lost
revenue or penalties.

If any link in our supply chain falls foultbé law, or fails to meet our ethical expectations, that could damage our reputation
possibly leading to legal action and lost revenue.
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In the case of EU General Data Protection Regulation 2018, this could amount to 4% of our global annual turnover.

2 KIFIiQa OKFy3aSR 20SNJ GKS fFrad &SI NK

We dedicate time to assessing emerging-gettical threats and the impact they could haveaur supply chain. These include

the impacts of the UK leaving the EU in March 2019; the threat of modern slavery and human trafficking; and the growing threa
of cyberattacks on our systems and networks.

We continue to monitor the trend for mergers aadquisitions in some of the global markets we do business in. It highlights
the risk of us becoming too dependent on single or monopolistic suppliers. We also try to make sure that suppliers do not
become too dependent on us. Both scenarios are unheatthgdir business.

This year one of our more significant suppliers, Carillion, went into liquidation. However, by implementing our risk and
governance arrangements we were able to manage and reduce the disruption to our business.

126 6SQONB Y®k$AIFGAYy3I GKS NI

We have a few really critical suppliers. We keep a close watch on our relationships, their performance and their ale#ity to m
their obligations. We tell the business when to prepare for the risk of a supplier failing, and our senior leaderaitpngview

how ready we are for such events.

We make sure we exercise the right amount of due diligence when it comes to introducing new suppliers and continuing to do
business with existing ones. That includes checks on company finances, business, ssteditations, media reputation and
ethical practices. The standards we apply to our suppliers aiable on www.selling2bt.bt.com.
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reducing our exposure to risks around poor supplier practices in the process.
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Major Contracts

We have a number of compleré highvalue national and multinational customer contracts. The revenue and profitability of

these contracts are affected by things like: variation in cost; achieving cost savings anticipated in contract pricingeftmath

of scale and time); delays achieving agreed milestongsg A y 3 (2 FF OGi2NE SAGKSNI Ay 2NJ 2dzi 2
YySSRaX GKSAN) 0dzRISGaz adGNIGS3IASE 2N o0dzAAYSaaSAT y$® 2dzNJ ac
profitable or everlossmaking.

The degree of risk varies with the scope and life of the contract and is typically higher in the early stages. Some customer
contracts need investment in the early stages, which we then expect to recover over the life of the contract.
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Major contracts often involve implementing new systems and communications networks, transfolagacy networks,

managing customer networks and developing new technologies. Delays or missed milestones might have an impact on us
recovering these upfront costsKISNB Qa | adzwadl yadAlFf LISNF2NYIyOS Ndomplex ( KNP dz3
contracts.

Potential impact

LT S R2y Qi YIyl3as G2 YSSi 22N GZFY YOMAYIRWBNAERY SN REKES $H 3zREXSH
changeg then our expected future revenue, profitability and cash generation may go down. Unexpectedly high costs associated

with fulfilling particular transformational contracts could also hit profitability. Earnings may drop. Contracts may ewere bec
lossmakingtNR dz3 K f 2&8& 2F NBOSydzSsz OKIFy3aSa (2 Odz&ali2YSNEQ o6dzAaAySa
failure or contract termination.

One of our highest profile contracts is providing a key element of the UK Emergency Services (fESNprdwour EE mobile

network. The complexities described above all apply to this programme. This service is delivered with several partners and
managed by the Home Office. The Home Office has delayed the launch date and further delays will impact the egpeated in
CdNIIKSN¥Y2NBX (KS ONARGAOFfAGEe 2F (KAA aSNWAOS AyON&eyaSa 2 daz
services communications for the UK, performance in life of the network could have reputational consequences for BT.

2 §r@ continuing to deliver contracts with local authorities through regional fibre deployment programmes, including the
Broadband Delivery UK programme (BDUK). As with our other major contracts, if we fail to deliver these contracts successfully
it might leal to reduced future revenue, profitability and cash generation. As well as carrying a higher reputational risk, these
contracts present specific risks around deployment, delivery and our ability to recover public funding. We also have an
obligation to potentially either reinvest or repay grant funding depending on lots of different faatarecluding how many
customers take up a new service.

2 K iQa OKFy3aSR 20SNJ GKS frad &SI NK
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developed/coached for improvement in order to attain the standard.

Tough market conditionsontinue and the impact of the UK voting to leave the EU has meant some customer programmes
have been delayed, which has had an impact on the business. Customaskiagefor more flexibility in their contracts.

The majority of our first phase of BDOR y i NI Oia KI @S y2g O2YLX SGSR GKSANI RSLX 28Y
contractual end dates of the second phase of contracts (SEP). In addition, we have further extended numerous existiisg contrac

and begun deployment of the third phase of cauts. Whilehese later phase contracts are smaller in scale and coverage, the
deployment challenges are significantly greater in terms of the geography encountered as we reach further into the final 5% o
households.

While our broadband contracts and lE®arry a different risk profile to other major corporate contracts, we apply our
governance and reporting processes to make sure we identify risks and mitigation activities and report them to management.
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At both group and arporate unitlevel we have governance, risk management and reporting processes in place. Independent

audits and the checks and balances in individual contracts provide assurance through an independent review programme. To
track progress, we monitorhow WeNBS R2 Ay 3 2y G(KSasS Na&ala YR YAGATIGAzZzY | OGA
A separate, dedicated team provides assurance for our BDUK and ESN projects.

The BT Academy supports skills development and learning initiatives. These halptoact@®lanagement Profession to better
identify and manage risk. We also update new training collateral whenever we learn something new. In 2017/18 we introduced
a Gold Standard sustainability measure to ensure our contracts continue to operate attiestipgssible standard.

28 O02ylGAydzS (2 Ay@Said Ay NRA&A] GNIAyAy3dr FyR FaasSaa GKS Yl
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management expertise through the provision of accredited contract management training.

Use of Artificial Intelligence to help contract management
Developing an kuepth understanding of our obligations and performance across our entire neajuiracts portfolio is
challenging. However, it is imperativenié are to manage risk and deliver a great customer experience.

How we managed the risk
285008 AYGNRBRdzOSR Iy ! NOIAFAOALE LyGaSftft EIS)AﬁB&S/SlngVIajbrlﬁionffxicttJlo}\fi\u
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The result, and what we learnt

Our Al capability promises many bemefivhich we expect to increasingly evolve in support of Major Contract management,
0SYySTAGUAYI 020K . ¢ yR 2dzNJ Odzad2YSNER® ! yIfeaAy3d Wongd RI G C
risk trends across obligationsonourmorgibel2 1 S O2y G NI OlGad CAylfftes AlQa KStLISR dza
to legislation, regulation or market impacts on our complex contracts.

Sharing malware data with ISPs
Cyber threats pose a risk to our entire industry. In our efforts ttgmt customers and businesses from global cydyéne,
6SQ0S (F 1Sy AYyRdzAGNER O2fttl 02Nl GA2y G2 | yS¢g fS@Sto

How we managed the risk

In February 2018 we became the first telecommunications provider in the world to start sharing information about malicious
software and websites on a large scale with other internet service providers (ISPs). We launched a free collaborative online

LX FGF2NY (2 &aKIFINB 2dz2NJ G6KNBFG AydSttA3aSyOS RFGEF FONRaa GKS
UK broaband providers to follow our lead.

The result, and what we learnt

2 SONB &AKFNAY3I RIEGE NBtFGAYy3 G2 YIrEglrNBE 0SOlFdzasS S 6StASAS
crime is through greater collaboration and the exchange ofinédion. If other ISPs join us in actively sharing threat intelligence

data, this will help the entire industry to develop and strengthen a collective shield which will help to protect all agstome



Additional Information

Notes

1)

2)

Our commentaryfocuses on the trading results on an adjusted basis, which is &GA0%P measure, being before specific
items. Unless otherwise stated, revenue, operating costs, earnings before interest, tax, depreciation and amortisation
(EBITDA), operating profit, pibbefore tax, net finance expense, earnings per share (EPS) and normalised free cash flow are
measured before specific items. This is consistent with the way that financial performance is measured by management and
reported to the Board and the Executi@mmittee and assists in providing a meaningful analysis of the trading results of
G§KS 3INRdzLId ¢KS RANBOG2NB 0SSt ASOS (KIFG LINBaSydalidazy 27 0
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their size, nature or incidence. Reported revenue, reported operating costs, reported operating profit, reported proét befor
tax, reported net finance expense and reported ERSfze equivalent unadjusted or statutory measures. Reconciliations of
reported to adjusted revenue, operating costs, operating profit, profit before tax and EPS are set out in the Group income
statement. Reconciliations of underlying revenue excludiagdit, EBITDA, net debt and free cash flow to the nearest
measures prepared in accordance with IFRS are provided in this Additional Information.

Trend in underlying revenue excluding transit is a-@H%AP measure which seeks to reflect the underlyimfop@ance of

the group that will contribute to longerm sustainable growth and as such excludes the impact of acquisitions and disposals,
foreign exchange movements and any specific items. We exclude transit from the trend as transit traffimertpmand is
affected by reductions in mobile termination rates.

Reconciliation of earnings before interest, tax, depreciation and amortisation

Earnings before interest, tax, depreciation and amortisation (EBITDA) is not a measure defined under IFRBeyiridecator
used by management to assess operational performance. A reconciliation of reported profit before tax to adjusted EBITDA is
provided below.

Fourth quarter to31 March Year to31 March

2018 2017 2018 2017

£m £m £m £m

Reported profit before tax 872 440 2,61€ 2,354
Share of post tax loss of associates and joint - 2 1 9

ventures

Net finance expense 203 196 764 804
Operating profit 1,075 638 3,381 3,167
Depreciationand amortisation 889 953 3,514 3,572
EBITDA 1,964 1,591 6,895 6,73¢
EBITDA specific items 119 478 610 906
Adjusted EBITDA 2,083 2,06¢ 7,505 7,64E

1See Glossary on page 2

45



Free cash flow

Free cash flow andormalised free cash flow are not measures defined under IFRS but are key indicators used by management
to assess operational performance. A reconciliation from cash generated from operations, the most directly comparable IFRS
measure, to free cash flow dmormalised free cash flow, is set out below.

Fourth quarter to31 March

Year to31 March \

2018 2017 2018 2017
£m £m £m £m

Cash generated from operations 895 1,76C 5,40C 6,72t
Tax paid (149) (169) (473) (551)
Net cash inflows from operating activities 746 1,591 4,927 6,174
Add back pension deficit payments 856 255 872 274
Included in cash flows from investing activities
Net purchase of property, plant and equipment and softwal (844) (906) (3,341) (3,119
Intered received 4 1 7 7
Netsak (purchasé of non-current asset investments 19 - 19 (22)
Dividerds received from associates and joint ventures - - - 2
Included in cash flows from financing activities
Intered paid (152) (155) (555) (629)
Free cash flow 629 786 1,92¢ 2,687
Net cash flow from specific items 119 59 828 205
Paymens in respect of acquisition of spectrum 325 - 325 -
Cash tax benefit of pension deficit payments 47) (12) (109) (110
Normalised free cash flow 1,02€ 834 2,973 2,782

Net debt

Net debt is not a measure defined under IFRS but is a key indicator used by management to assess operational performance.
reconciliation from loans and other borrowings, cash and cash equivalents, and current asset investments, the ntlyst direc

comparable IFRS measures, to net debt, is set out below.

31 Marct 31 Marck
2018 2017
£m £m
Loans and other borrowings 14,27~ 12,71z
Cash and cash equivalents (528) (528)
Current asseinvestments (3,022 (1,520
10,72¢ 10,66%
Adjustments:
To retranslate currency denominated balances at swapped rates (874) (1,419
when hedged
To remove fair value adjustments aadcrued interest applied to (224) (314)
reflect the effective interest method
Net debt 9,627 8,932

1See Glossary on page 2

2The translation difference between spot rate and hedged rate of loans and borrowings denominated in foreign currency
3Includes remaining fair value adjustments made on certain loans and other borrowings and accrued interest at the baladeteshee
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Reconciliation of year on year trend in underlying revenue excluding transit

Year on year trend in underlying revenue excluding transit is a measure which seeks to reflect the underlying perfornhance tha
will contribute to longterm profitable growth. Aeconciliation from the trend in reported revenue, the most directly comparable
IFRS measure, to the trend in underlying revenue excluding transit, is set out below.

Fourth quarter tc Year tc
31 March 201! 31 March 201!
% %
Decrease in reported revenue (2.5 (1.4
Specific items (0.2) -
Decrease in adjustédevenue (2.6) (1.4
Transit revenue 0.7 0.6
Acquisitions and disposals - 0.1
Foreign exchangmovements 0.5 (0.3
Decrease in underlyingevenue excluding transit (1.4) (1.0)

Reconciliation of adjusted operating costs before depreciation and amortisation

Fourth quarter tc Year tc

31 March 201! 31 March 201!

% %

Decrease in reported operating costs (10.9 (2.7)
Depreciation and amortisation (2.9 (0.5)
Decrease in reported operating costs (12.8) 3.2
Specific items 8.5 2.0
Decrease iradjusted operating costs (4.3) (1.2

1See Glossary on page 2
2 Before depreciation and amortisation
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Forwardlooking statementsg caution advised

Certain statements in this results release are forwkrokingand are made in reliance on the safe harbour provisions of the US
Private Securities Litigation Reform Act of 1995. These statements include, without limitation, those concerning: olkrfautioo
2018/19 including revenue, EBITDA and free cash flow;atapipenditure for 2018/19 and 2019/20; share kuack; our dividend

policy; the BT Pension Scheme recovery plan and expected funding from the issuance of bonds; and our increasing networl
Ay@SadyYSyld GKNBdzZK hLISYyNBI OKQandGa addie neGvbrkBuifd. LIN2 AN YYS | yR

Although BT believes that the expectations reflected in these ford@okliing statements are reasonable, it can give no assurance
that these expectations will prove to have been correct. Because these statements invohandskscertainties, actual results
may differ materially from those expressed or implied by these fordaoting statements.

Factors that could cause differences between actual results and those implied by the fdooking statements include, but are

not limited to: material adverse changes in economic conditions in the markets served bhd@fer as a result of the

dzy OSNIF AYyGASE FINRA&aAYI FNRBY (KS !'yvyQa SEAG FNBY GKS 9!'f 2NJ
appeal andO2 Y RA G A2y & 2 NJ NBIj dzA NB Y& Wéll s chrgpetition foin otherdSaddsuitdtighd and iNdtkktd >
NEoASsa AyOfdRAY3I GKS 2dzid2YS 2F h¥O2YQa NBOASsa 2F GKS
Connectivity marketsselection by BT and its customer facing units of the appropriate trading and marketing models for its
products and services; fluctuations in foreign currency exchange rates and interest rates; technological innovationmsy theludi

cost of developing newproducts, networks and solutions and the need to increase expenditures for improving the quality of
service; prolonged adverse weather conditions resulting in a material increase in overtime, staff or other costs, or impact o
customer service; developméin the convergence of technologies; external threats to cyber security, data or resilience; political
and geopolitical risks; the anticipated benefits and advantages of new technologies, products and services not being realised,
including the proposedhvestment in our FTTP broadband network and 4G spectrum; the timing of entry and profitability of BT
in certain markets; significant changes in market shares for BT and its principal products and services; the underlyptigrssum
and estimates made irespect of major customer contracts proving unreliable; the anticipated benefits, synergies and cost savings
of the EE integration and other integration and restructuring plans not being delivered; the improvements to the control
environment following theA y @S a G A3 GA2ya Ayid2 . ¢Qa LAalItAlIYy odaAAySaa yzi
timeously across the Group; the anticipated benefits of the evolved strategy, transformation and restructuring not bésegd;real

the BTPS recovery plah;y R ISy SN}t FAYFYOALE YIFEN]JSG O2yRAGAZ2YA | FFSO
BTundertakes no obligation to update any forwalabking statements whether as a result of new information, future events or
otherwise.

About BT

¢ Qa $INEIR &2 dzaS GKS LIRoSNI 2F O2YYdzyAOlFGAz2ya G2 YF1S
communications services and solutions, serving customers in 180 countries. Its principal activities include the provision of
networked IT serviceglobally; local, national and international telecommunications services to its customers for use at home, at
work and on the move; broadband, TV and internet products and services; and convergeadiziel products and service®T

consists of six cusimer-facingunits: BT Consumer, EE, Business and Public Sector, Global Services, Wholesale and Ventures, an
Openreach.

British Telecommunications plc (BT) is a whollned subsidiary of BT Group plc and encompasses virtually all businesses and
assets othe BT Group. BT Group plc is listed on stock exchanges in London and New York.

For more information, visitvww.btplc.com

Enquiries

Press office:
Dan Thomas Tel: 020 7356 5369

Investor relations:
Mark Lidiard Tel: 020 7356 4909

We will hold the fourth quarter and full year 2017/18 results presentation for analysts and investors in London at 9aantbday
a simultaneous webcast will be availablenatw.bt.com/results

We expect to publish the BT Group plc Annual Report & Forn 2018 on 24 May 2018. The Annual General Meeting of BT
Group plc will be held d@&dinburghinternational Conference Centréhe Exchangd50 Morrison StreetEdinburghEH3 8EE

We are schedul to announce our first quarter results for 2018/19 arnJuly 2018.
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