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Telewest’s vision is to be the UK'’s leading broadband
communications company. We will do this by building
on our strengths in local access to the residential and
business customer; by bundling multiple services; and
leveraging our unique position in content. To achieve
this vision we will fFocus our business around the
strategic themes of:

> Broadband leadership
> Customer focus
> Cost control

This will create a profitable company and a stable
platform for Future growth
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Chairman’s Statement

2002 was an extremely difficult year for our Company,
its employees and its shareholders. Despite building on
our leadership position in broadband internet, our steady
operational performance has been overshadowed by a
combination of circumstances which led to the decision to
restructure our balance sheet. These included the well-
publicised downturn in telecoms, media and technology
equities, coupled with increasingly tight capital markets, and
the downgrading of the Company’s corporate credit ratings
which severely limited the Group’s access to financing and its
future financial flexibility. All of this contributed to a further
severe decline in our share price.

The decision to restructure was taken having looked at all the
available options to secure the Company’s financial future. Our
financial advisors (Schroder Salomon Smith Barney and
Gleacher & Co) shared the board’s view that a debt for equity
swap was the most appropriate solution to our financing
issues, allowing us to balance the interests of all stakeholders
as fairly and equitably as possible. In September, we reached
a preliminary non-binding agreement with an ad hoc
committee of our bondholders to cancel approximately £3.5
billion of debt for 97% of the enlarged equity in the Company.
Under this agreement, existing shareholders would retain a
3% interest in Telewest post-restructuring. As part of the
proposed restructuring, we have also negotiated a preliminary
agreement on revised bank facilities which we believe will
provide the Group with sufficient liquidity to meet its funding
needs going forward. It is in everyone’s interests to conclude
this process as speedily as possible and we are working with
our advisors to achieve this. We will continue to give
shareholders updates on our progress as necessary.

Charles Burdick, previously group finance director, was
appointed managing director following the resignation of the
group chief executive, Adam Singer, in July. Mark Luiz replaced
Charles as group finance director. Charles and his
management team have made significant progress in
redefining and implementing a new and more focused
strategy in line with the changed external environment in
which we operate. A strong cash focus will speed the Group’s
progress towards a positive free cash flow position after the
completion of restructuring.

In May, Microsoft withdrew its three non-executive directors —
Dennis Durkin, Salman Ullah and Henry Vigil — from our board
of directors, as it felt it would be in a better position to
manage its investment in Telewest without board

Amidst the turbulence of last year, we have emerged
with a strong management team who have a clear
understanding of what needs to be done to make
our Company profitable.

representation. Microsoft subsequently announced its
intention to sell its 23.6% interest in Telewest — as yet no sale
has been announced. In July, Liberty Media also withdrew its
three non-executive directors — Robert Bennett, Miranda Curtis
and Graham Hollis — from our board of directors, as Liberty
Media wished to eliminate any potential conflict of interest or
appearance of a conflict in any upcoming restructuring
discussions.

Amidst the turbulence of last year, we have emerged with

a strong management team who have a clear understanding
of what needs to be done to make our Company profitable.
However, this has not been without considerable personal
cost to our staff, as we have undertaken a substantial
redundancy programme. | would like to thank all our
employees, including those who have left during the year,
for their contribution to the business. | look forward to the
continued support of our present employees as we work
together to build a stable and secure future.

Cob Stenham

Chairman
26 March 2003
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Managing Director’s Review

As we review 2002, it is a tribute to all of my colleagues
at Telewest that the underlying operating performance of
this business continues to progress satisfactorily. Having
said that, both as a shareholder and long time employee, it
has been a frustrating and disappointing year. Due to the
inability to raise new capital and refinance existing debt, we
reluctantly concluded, after an extensive review with our
financial advisors, Schroder Salomon Smith Barney and
Gleacher & Co, that a recapitalisation of the balance sheet was
the only course of action available to us. As mentioned in the
Chairman’s Statement, this will involve significant dilution

to the holdings of our existing shareholders as we swap
approximately E£3.5 billion of debt for equity. This was

a difficult decision, but looking forward, your board’s
commitment to both the new and existing shareholders

is to create real sustainable value.

Nevertheless, we achieved a modest growth in revenue

to E1.3 billion and 20% improvement in EBITDA (before
exceptional items) to £368 million. This is at a time when we
reduced headcount and significantly cut capital expenditure.
The reduction in investment necessitated by market
conditions has resulted in a reassessment in the carrying
value of our assets. We are not alone in this, as many of our
peer companies have had to do the same. This has resulted in
£1.6 billion of non-cash impairment charges; the majority of
such charges relate to the elimination of goodwill established
on the acquisition of cable and content assets over the past
four years. Under UK accounting standards the write-down
against fixed assets was only £87 million, hence our cable
infrastructure remains largely unimpaired. Together with a
higher interest charge following the planned increase in the
level of group debt, we report an increase in the overall net
loss for the year.

We have changed the way we think, work and do
business

The new strategy for Telewest is based on broadband
leadership, customer focus and cost control and we have
made significant progress across all three in 2002. During the
year, we undertook a thorough review of our business and
refocused our strategy to ensure we have the right customer
base and the correct product set to achieve profitable growth.
There has been a strategic shift in focus from subscriber
acquisition to churn reduction. We will build on our strengths
in local access to the residential and business customer; the
power of bundling multiple services; and our unique position
in content through our ownership of Flextech.

02 Telewest report 2002

BROADBAND LEADERSHIP

Broadband customers are most likely to become
valuable, low churning, “triple play” customers. As
at today we have 297,000 broadband customers
connected and 80% broadband market-share in
our cabled areas.

We are a leader in broadband to the residential and
business customer

Our broadband internet products easily provide our highest
margins and our broadband customers are most likely to
become valuable, low churning, “triple play” customers
subscribing to broadband internet, telephony and television.
As at today, we have 297,000 broadband customers
connected and 80% broadband market-share in our

cabled areas. In June, we launched our 1 Mb blueyonder
broadband internet service, which was voted the Best New
Telecommunications Product for 2002 at the Computing
Industry Awards. Including dial-up, we have over 540,000
internet subscribers. We believe one day every one of them
will be a broadband customer. This significant presence is
resulting in partnerships with Microsoft, Sony and others and
will enable us to consolidate our broadband leadership position.

At the end of 2002, we had 183,000 broadband triple play
subscribers representing 10% of all of our residential
customers. This, together with price rises, has contributed to
a 4% increase in average monthly revenue per household to
£41.80, the highest of any cable company in Europe. However,
overall revenue growth has been impacted by net household
customer losses of 7,000 in 2002, resulting from price rises
and more rigorous enforcement of installation fees and
disconnection policies in line with our objective of focusing
on more cash generative customers. Nevertheless, Consumer
Division revenues (pre-exceptionals) have grown by 6% to
£9710 million in 2002.

In the Business Division, we have continued to focus on high
margin data and internet products. The business IP market is
growing at around 20% annually whilst the data market is
growing at 11%. Our goal is to leverage our local network and
product set and achieve revenue growth in excess of the
market. We have extended our portfolio of data services,

with services such as IPVPN (internet protocol virtual private
network) — a secure and scalable private network solution
that enables companies to send voice, video and data through
one single, efficient connection. Data and internet revenues
now make up 26% of the division’s revenues (excluding
Carrier Services).

We are also taking a more focused approach to customer
acquisition, targeting corporates, medium-to-large enterprises
and the public sector, including local and national government
departments. We continue to focus on cross-selling additional
data and internet services to our existing customers, who are



increasingly taking a range of products and services from us.
Excluding the weak carrier market, Business revenues have
increased by 5% in the year.

A programming force in pay-TV

Flextech, through its wholly owned channels combined with
its share of UKTV (our joint venture with the BBC), continues to
grow advertising revenues in excess of the market overall and
with a 20.4% basic pay-TV viewing share, is the UK’s leading
provider of basic pay-TV programming. We have achieved this
as we continued our transition from being primarily an
aggregator of acquired programming to more of an asset-
based company through investment in original British
programming. As an extension of this strategy, Ftn was
launched on Freeview in January 2003, giving Flextech access
to the free-to-air market for the first time. Not only does this
give us potential additional viewing share and a subsequent
increase in advertising revenue, but it also provides a cross-
promotion vehicle to encourage free-to-air viewers to migrate
to pay-TV. We also continue to strengthen our relationship
with the BBC with UKTV’s launch of two channels across all
platforms — UK History and UK Bright Ideas. We have also
recently extended our brands by launching new time-shifted
versions of our most popular channels, UK Gold+1, LivingTV+1
and Bravo+1. Content Division revenues are down E£22 million
compared with 2001 due primarily to the closure or sale of
businesses and other one-off events, including the closure

of ITV Digital which resulted in lost UKTV revenues.

We are maintaining a customer focus while controlling
costs

We know the only way to be truly successful and to retain
valuable customers is by offering exemplary customer service.
We need to effectively match our products to our customers’
needs and improve their experience by giving them the ability
to be more in control of their service. Ue have made progress in
this area through selective investments in 2002 to improve our
products, systems and processes. These improvements have
helped drive down digital fault rates, reduced incoming call
volumes to our service centres and improved call answer times.

This has been achieved through a digital improvement
programme focused on every aspect of the digital experience
from the digital headend to the customer’s TV. We have also
established a national fault centre at Albert Dock in Liverpool
and a national liaison centre in Sheffield to meet the needs of
our customers. Customer service hours have been extended
and we now carry out installations and fault repairs seven

CUSTOMER FOCUS

Selective investments in 2002 to improve our
products, systems and processes have helped
drive down digital fault rates, reduced incoming
call volumes to our service centres and improved
call answer times.

days a week. We recognise the importance of the internet as
a cost-effective medium delivering high levels of customer
satisfaction and have therefore introduced a range of web-
based customer service interfaces such as E-billing. We also
provide self help tools for our broadband customers. This
allows customers to check their PC specifications before
booking an install date. This is all part of our drive to change
both the reality and the perception of customer service in this
Company and the industry.

These improvements have been made during a time when we
have had to make significant cost reductions to adapt to the
changing capital markets and lower growth options available
to the Company. By reducing activity levels, by not chasing
growth where the cost is not merited and focusing spend

on those projects yielding the most immediate returns, we
have taken substantial costs out of the business. Capital
expenditure has fallen 27% in 2002 to E£477 million and will
be even lower in 2003. We question the value of every single
expenditure undertaken and unless it meets our objectives
of broadband leadership or customer focus, the money is not
spent. As a result of our focus on core competencies and the
stabilisation of our network and products, we have had to
make a number of our colleagues redundant. Our staff levels
have reduced by around 1,450 during 2002. This was a
difficult and painful process but necessary for the underlying
health of the business.

Your management

We also have a new management team in place. Mark Luiz
succeeded me as group finance director. Gavin Patterson now
heads up the Consumer Division and Tony Grace manages the
Business Division. These appointments combined with the
technical expertise of Howard Watson as managing director
of networks means that we have an experienced and
knowledgeable cable management team to execute the
business strategy.

Jane Lighting who managed Flextech was recently recruited as
the new head of Five, the terrestrial television channel. We are
sorry to see her go, but have a strong team which will be
managed by Mark Luiz, previously head of Flextech, while

we search for a replacement.

REGULATORY

Telecommunications

In January 2003, following a ruling by the Competition
Commission, Oftel stated that a one-off 15% cut in the price
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Managing Director’s Review

continued

COST CONTROL

By reducing activity levels, by not chasing growth
where the cost is not merited and focusing on those
projects yielding the most immediate returns, we
have taken substantial costs out of the business.
Capital expenditure has fallen 27% to E477 million
and will be even lower in 2003.

of calls to mobiles will be imposed, followed by further
inflation-linked annual price reductions of up to 15% for
a period of four years. These reductions will be effective
from 25 July 2003, provided the mobile operators are not
successful in challenging this ruling via judicial review. As
Telewest originates a significant volume of calls to mobiles,
Oftel’s decision will have a considerable downward effect
on the costs we incur in delivering these calls to mobile
operators. We are exploring options to provide even more
innovative telephone packages, so that we can pass value
on to our customers.

Broadcast

In December 2002, the OFT announced that although BSkyB
had been found to have a dominant position in the market for
the wholesale supply of premium sports and movie channels,
it had not abused that dominant position contrary to the
Chapter Il prohibition of the Competition Act 1998. While
disappointed by the ruling, Telewest did not appeal. We
anticipate renegotiating a new premium channel deal with
BSkyB, which will allow the Company to profitably expand
and promote these channels and gain incremental customers
in the process.

General

The Communications Bill was introduced by the Government in
the House of Commons in November 2002 and is progressing
through Parliament. Once enacted, this legislation will transfer
the regulatory functions of Oftel, the ITC, the Broadcasting
Standards Commission, the Radio Authority and the
Radiocommunications Agency to OFCOM. We look forward to
the streamlining of the number of regulatory authorities we
deal with and continuing deregulation of the markets within
which we operate. We support the move away from specific
forms of market regulation to reliance on the use of general
competition law where and when appropriate.

SUMMARY

The repositioning of the Company in 2002 provides a sound
platform for growth after our financial restructuring is
completed. With a strong management team and a clearly
defined strategy, we believe we are well positioned to speed
our progress to profitability and realise our vision of being
the leading broadband communications company in the UK.

Charles Burdick

Managing Director
26 March 2003
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Financial Review

Telewest Communications plc prepares financial statements
under UK and US generally accepted accounting principles,
(GAAP), both of which are included in this report. Financial
statements prepared under UK GAAP can be found on pages
36 to 61, financial statements prepared under US GAAP can be
found on pages 63 to 88.

FINANCIAL RESTRUCTURING

On 30 September 2002, we announced that we had reached

a preliminary agreement relating to a financial restructuring
(the “Financial Restructuring”) with an ad hoc committee of our
bondholders (the “Bondholder Committee”). That agreement
provides for the cancellation of all outstanding notes and
debentures (the “Notes”), representing approximately £3.5 billion
of indebtedness, issued by the Company and Telewest
Finance (Jersey) Limited and certain other unsecured foreign
exchange hedge contracts (the “Hedge Contracts”) of the
Company in exchange for New Ordinary Shares (“New Shares”)
representing 97% of the issued share capital of the Company
immediately after the Financial Restructuring. The Company’s
current ordinary shareholders will receive the remaining 3% of
the Company’s issued ordinary share capital.

We also announced on 30 September 2002 that we were
deferring payment of interest under certain of our Notes and
the settlement of the Hedge Contracts. Such non-payment
continues and has resulted in defaults under the Group’s
bank facilities and a number of other financing arrangements.
Based on one such default, in respect of non-payment of
approximately £10.5 million to a Hedge Contract counter-party,
that counter-party has filed a petition for the winding-up of
the Company with a UK court. The Company intends to deal
with this claim as part of the overall restructuring of its
unsecured debt obligations and does not believe that the
legal action will delay or significantly impede the Financial
Restructuring process. The Company will of course continue
to meet its obligations to its suppliers and trade creditors and
this legal action is expected to have no impact on customer
service.

On 15 January 2003, we announced that we had reached a
non-binding agreement with respect to the terms of amended
and restated credit facilities, with both the steering committee
of our senior lenders and the Bondholders Committee. In
addition, the terms of these facilities have received credit
committee approval, subject to documentation and certain
other issues, from all of our senior lenders, save for those
banks which are also creditors by virtue of the unsecured

Hedge Contracts with which we will deal in the overall
Financial Restructuring.

The terms of the amended and restated bank facilities are as
follows:

* the amended facilities total £2,155 million, comprising term
loans of £1,840 million, E190 million of committed overdraft
and revolving credit facilities and an uncommitted term
facility of £125 million;

* the amended facilities do not amortise; and the majority of
the facilities will mature on 31 December 2005 with the
balance maturing on 30 June 2006;

* financial covenants will be re-set to reflect the Company'’s
new business plan; and

* the pricing on the facilities will be increased to reflect
market sentiment.

These amended facilities will replace the Group’s existing
bank facilities, (the “Senior Secured Facility”) and are, as
noted above, conditional on various matters, including the
satisfactory finalisation of arrangements for dealing with
foreign exchange creditors and the completion of our balance
sheet restructuring. These amended credit facilities will
provide the Company with substantial liquidity, which is
expected to be sufficient to see the Company through to cash
flow positive after completion of the Financial Restructuring.

Negotiations are continuing with the Bondholder Committee,
the Company’s senior lenders and certain other major
stakeholders with a view to the timely completion of the
Financial Restructuring.

GOING CONCERN

These financial statements have been prepared on a going
concern basis and do not include any adjustments that would
arise as a result of the going concern basis of preparation
being inappropriate. The board of directors have confidence in
the successful conclusion of a restructuring of the Company’s
balance sheet (and any required amendments to the Senior
Secured Facility) and, together with and on the basis of cash
flow information that they have prepared, the directors
consider that the Group will continue to operate as a going
concern for a period of at least 12 months from the date of
issue of these financial statements. Any restructuring will
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Financial Review

continued

P

1 Consumer Division £910 million

2 Business Division £267 million

3 Content Division £170 million
(including share of UKTV)

Total turnover pre-exceptional £1,347 million

require the approval of the Company’s bankers and various
stakeholders. Inherently, there can be no certainty in relation
to any of these matters.

OVERVIEW OF GROUP RESULTS
Except where stated otherwise, this overview is before all
exceptional items and is based on UK GAAP.

Total turnover (including our share of UKTV, our joint venture
with the BBQ) for the year ended 31 December 2002 increased
2% to £1,347 million compared to 2001, driven mainly by 6%
growth in the Consumer Division to £970 million. Content
Division revenues, including UKTV, fell by £22 million primarily
due to the disposal of non-core businesses and the closure

of ITV Digital. Business Division revenues fell by E7 million
reflecting continuing weakness in the carrier market.

Gross margin improved from 63% to 68% for the year with
strong improvements in CATV margins, rising telephony
margins and a growing number of high margin broadband
subscribers. CATV margins improved from 57% to 62% as a
result of selected price rises, a reduction in the proportion of
subscribers taking lower margin BSkyB premium channels and
cost reductions in programming. Telephony margins have
improved from 69% to 71% as a result of selected price
increases, an improvement in the mix of telephony revenue,
improved routing of telephony traffic and a reduction in
termination rates for certain calls. Gross margin is stated after
having taken into account cost of sales, before depreciation.

Selling, general and administrative expenses (“SGEA”) for the
year were E499 million, up E8 million on 2001. SG&A includes
£25 million of redundancy costs.

As a result of the continuing improvements in revenue, gross
margin and cost control, EBITDA for the year was £368 million,
up 20% on 2001. EBITDA margin grew from 24% to 29% for
the year. Including our £11 million share of UKTV's EBITDA,
the Group’s EBITDA grew 19% to £379 million.

Net loss for the year improved from £801 million to £506
million. The improvement was as a result of the 19%
improvement in EBITDA, net foreign exchange gains relating
to our US Dollar-denominated debt, and lower gooduwill
amortisation costs, partially offset by higher depreciation
and interest charges.
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Exceptional Items

The Group has provided £16 million against turnover as a
result of a VAT & Duties Tribunal judgement in a dispute over
the VAT status of our cable TV listings magazines. Previously
this was disclosed as a contingent liability. The amount arises
from VAT payable in the period from January 2000 to July
2002. The Company has appealed against this ruling. An
exceptional amount of £2 million has also been provided for
interest on the amount in dispute.

The Group has provided £22 million for the exceptional legal
and professional costs of its Financial Restructuring incurred
in 2002. Additionally, £29 million is included in interest
payable relating to an exceptional write-off of bank facility
fees previously expensed over the life of our Senior Secured
Facility. This is being renegotiated as part of our Financial
Restructuring.

On 14 March 2003, Telewest notified its Senior Lenders that,
as a result of these exceptional items and their impact on
Telewest's net operating cash flow, it would breach certain
financial covenants under its bank facility in respect of the
quarter ended 31 December 2002.

Reflecting the current market conditions, the Group has
performed impairment tests on the carrying value of its assets.
The impairment review was carried out in accordance with

UK Accounting Standards to ensure that the carrying value of
our separately identifiable assets in both Cable and Content
Divisions are stated at no more than recoverable amounts
being the higher of net realisable value and value in use. This
has resulted in £1,643 million of exceptional non-cash charges
in the year. The charge comprises of impairment to the
gooduwill on acquisition of the following assets: £1,110 million
in respect of our acquired cable franchises, £E376 million
relating to Flextech and £70 million for UKTV. There has been
an additional impairment charge of E87 million to the Cable
Division’s tangible fixed assets. Non-cash impairment charges
were £1,130 million in 2001.

Net loss after exceptional items for the year was £2,218
million compared to £1,935 million last year.

In the discussion of the financial results that follows, unless specifically
noted, all references to figures are identical under UK and US GAAP.



104
73
33
12
. QY
02

Triple play customer percentage

CONSUMER DIVISION REVENUE

Consumer Division revenues (before the exceptional VAT item)
increased £53 million, or 6% to £9710 million in 2002. This is

a result of the increased take-up of broadband products,
increased multi-service penetration and selected price rises.
These contributed to monthly average revenue per household
growing 4% to £41.80.

The percentage of subscribers taking two or more services
grew from 69% to 70% by the end of 2002. The number of
triple play customers (our most profitable customer segmenb),
has grown three-fold to 183,143. They account for 10% of our
customer base compared with 3% at the end of 2001.

In line with our strategic focus on more cash generative
customers, we introduced selected price rises and
implemented more rigorous enforcement of installation fees
and disconnection policies during 2002. These policies
contributed to net household customer losses of 6,994.
Additional initiatives implemented in 2003 include the
introduction of a £50 up-front payment by all new customers,
which can be offset against any installation fee or
subscription payment. We have also continued to tighten our
credit control policy and no longer actively market our Entry
TV package to new subscribers. We believe such initiatives will
result in higher revenue and lower cost contributing to
increased profitability, cash generation and churn reduction
although they may not lead to overall subscriber growth in the
short term.

Telewest has previously reported churn on a product basis for
broadband internet, residential telephony and CATV. We have
now added household churn, which measures those
customers who disconnect entirely from Telewest (the full
definition is provided in the operating statistics which follow
this Financial Review). Household churn was 18.2% in 2002
overall, although this had fallen to 15.7% in the fourth quarter.
This measure includes “uncontrollable disconnections” being
customers disconnecting when they move out of our
addressable areas (being approximately 20% of the UK'’s
households).

After the exceptional VAT item, Consumer Division revenues
increased E37 million or 4% to £894 million in 2002. This is the
same under both UK and US GAAP.
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Internet and other

Internet and other revenues (before the exceptional VAT item)
increased 98% to E79 million in 2002. Broadband subscribers
tripled to 262,219 by the end of 2002, paying an average of
£25.12 per month. 70% of broadband customers subscribe to
the full triple play and 93% take at least one other product.
Broadband is also successful in attracting new customers

to Telewest, with 33% of broadband installations being
subscribers who are new to Telewest. We have, however, seen
an increase in broadband churn from 7.5% to 12.4% as some
customers, who were initially attracted by promotions,
disconnected.

In June, we added to our standard 512 Kb blueyonder
broadband service, with the launch of a 1 Mb service priced at
£35 a month for those customers taking additional Telewest
services or £39.99 if taken alone. At 31 December 2002,
26,676 customers, or 10% of all our broadband subscribers
took this service.

Broadband growth has continued and as at 26 March 2003
we had 297,000 broadband subscribers, of which 31,000
took the 1 Mb service.

Together with dial-up internet services, we had 540,445
internet customers by the end of 2002, representing growth
of 39% during the year. Dial-up is led by SurfUnlimited, our
fixed-fee unmetered service, which despite a E1 increase in
the price to E13, remains one of the lowest cost unmetered
services in the UK today. At the end of 2002, we had 193,201
SurfUnlimited customers. We continue to see a migration of
internet customers from dial-up services to broadband. As a
result, 28% of the broadband customers we added during
2002 were upgraded from SurfUnlimited. The price of our
metered Pay-As-You-Go internet service has also risen from
1.5p per minute to 2p as we encourage these subscribers
to upgrade to an unmetered service.

Other revenues, before the £16 million exceptional VAT item
described above, were E5 million in 2002 (E9 million in 2007).
These derived from the sales of cable TV listings publications
which ceased in November 2002.
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Financial Review

continued

After the VAT exceptional item, Internet and other revenues
increased 58% to £63 million, which is the same under both
UK and US GAAP.

Residential telephony

Residential telephony revenues increased £7 million, or 1%
to E495 million in 2002. Residential telephony subscribers
remained relatively flat at 1,614,324 at the end of 2002, with
penetration at 34.4%, although residential telephony lines fell
3% to 1,717,191, as second line penetration decreased with
the migration of dial-up internet customers to broadband.
Average telephony subscriber churn increased from 16.5%
to 17.3%.

Average monthly revenue per line increased 2% to £23.16 in
2002. Average monthly revenue per subscriber has decreased
£0.17 to £24.92. The benefits of selected price rises and the
continued success of Talk Unlimited, have been offset by a
decrease in call volumes as a result of subscribers substituting
mobile for fixed line telephone calls, falling second line
penetration and the transfer of telephony traffic for calls made
by our subscribers to a large ISP, from our Consumer Division
to our Carrier Services Unit, which will now be billed on a flat
rate basis.

The number of subscribers to Talk Unlimited, our 24-hour,

7 days-a-week flat rate unmetered residential voice service for
local and national calls in the UK, has continued to increase.
By the end of the year we had 360,662 Talk Unlimited
subscribers representing 22% of our residential telephony base.

In 2003, we further improved our flat rate telephony services
by launching Talk Evenings and Weekends, a telephony
service offering unlimited local and national evening and
weekend calls to anywhere in the UK, including line rental
for only £17.50 per month. Early indications of take-up are
encouraging. On 1 March, we expanded this range further by
launching Talk International for £3 per month, which offers
reduced rates to all international destinations. We are also
improving the value for our telephony consumers by offering
free voicemail.
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Cable television (CATV)

CATV revenues increased £7 million to £336 million in 2002,
due to selected price rises in April and August and the
continued migration of analogue subscribers to digital. This
has been offset by a reduction in the number of Sky premium
channels sold (with the pay-to-basic ratio falling to 72% from
80%), a change in the mix of basic packages selected and a
decrease in CATV subscribers. Subscribers have fallen 47,973
to 1,293,811 with penetration down from 28.5% to 27.5%,

as CATV subscriber churn increased to 21.5% from 18.7%.
Average CATV revenue per customer remained flat for the year
at £20.82 per month.

As CATV requires the highest up-front investment of all of
our products and provides the lowest margins, it has been
disproportionately affected by our new focus on cash
generation and on more profitable customer segments. The
initiatives we have implemented to improve mix and target
more profitable customers have led to fewer acquisitions and
price rises have inevitably led to higher disconnections, hence
a fall in overall TV subscribers. The initiatives implemented
include a price rise in August on our Entry package for new
customers, the decision to stop marketing our Entry TV
package for sale to new subscribers and the requirement
that any customer who wishes to subscribe to CATV as a
stand-alone product must take our top-tier basic package,
Supreme. We have also withdrawn the Essential Plus package
for new subscribers to encourage customers to take the
Supreme package.

Despite this, the number of digital TV subscribers increased
18% to 857,472, representing 66% of our CATV subscribers
although the migration of analogue customers to digital has
slowed in the second half of the year following the increased
focus on cash generation. However, digital TV remains a core
product within our bundled offering and we continue to
enhance the value offered. In 2002, we added Sky One, the
Hallmark Channel, UK Gold+1 and LivingTV+1 to our Essential
package and we introduced Sky Sports News and UK History
to our digital starter pack. We also enhanced our TV platform
with red button functionality permitting customers to interact



with eTV-enabled programmes. 50% of digital customers
accessed the Football World Cup service, 43% accessed the
Wimbledon Tennis service and 850,000 Big Brother votes were
registered using this service. In 2003, improvements to our
digital TV packages continue with the addition of ten new
basic entertainment channels and Sky Multiplex (offering nine
extra movie channels), providing even more choice and value.

BUSINESS DIVISION REVENUE

The Business Division comprises our Business Services
Division and our Carrier Services Unit. Total revenues
decreased 3% to £267 million in 2002, due mainly to a weak
carrier services market. However, business telephony lines
increased 5% to 466,820 and overall customer accounts grew
1% to 73,746 in 2002.

Business Services Division revenues, which include the sale
of voice and data services, primarily to SMEs (small to medium
sized enterprises), corporates and the public sector, increased
E17 million or 5% to £224 million in 2002. This division has
benefited from both revenue growth and margin improvement
from the strategic focus on high margin data and internet
products. We also continue to leverage our local network and
product set and focus on upselling to existing customers.

This focus has resulted in existing customers renewing
contracts and extending services with us. For example, ‘The
Scotsman’ newspaper, which extended its existing contract
with us for another three years and is taking additional data
services including IPVPN (Internet Protocol Virtual Private
Network) with MPLS (Multi Protocol Label Switching) across
various sites. It is also implementing a new Automatic Call
Distribution (ACD) system to enhance call handling services
in its call centre and is adopting a new internet structure.

Other new data contracts include one providing Littlewoods
Leisure with the capacity to run a VOIP (Voice Over Internet
Protocol) service. This service ensures the delivery of high
quality voice communications across our IP Network, which
is constantly monitored to ensure that there is sufficient
bandwidth to prioritise the customer’s delivery requirements.

Public sector activity has also been strong during 2002.

A major contract was signed with Newcastle City Council

to manage the joining of 15 local libraries to the Telewest
Schools Wide Area Network, into which 113 schools are
connected. The contract is worth £2.1 million over five years.
In addition we signed a contract with neighbouring Gateshead
City Council to provide a voice and data network in their
Housing/Neighbourhood offices.

Our Carrier Services Unit offers our fibre optic national
network to other carriers and operators (such as T-Mobile)
for voice and data communications. Revenues from carrier
services tend to be derived from a relatively small number of
high value, short and long-term contracts and therefore can
fluctuate from year-to-year. Revenues fell £18 million to

E43 million in 2002 as the overall carrier market in the

UK weakened.

In the Business Division the difference between UK and US
GAAP revenues is primarily due to the revenue recognition
conventions on certain carrier services contracts. Under US
GAAP, our Business Division revenues increased £15 million
or 6% to £283 million in 2002, as the Carrier Services Unit's
results benefited after one of its customers, Atlantic
Telecommunications, was placed in administration. This led to
the release of £8 million of deferred revenue previously being
recognised over 20 years. There was no cash impact arising
from this treatment.

CONTENT DIVISION REVENUE

Our Content Division’s turnover (including its share of UKTV
turnover and before elimination of inter-divisional trading) was
£185 million, compared with £206 million i