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ANTICIPATED ACQUISITION BY BT GROUP PLC OF EE LIMITED 

Summary of hearing with Virgin Media on 30 August 2015 

Overview 

1. Virgin Media said it was a wholly owned subsidiary of Liberty Global. Virgin 

Media, as a brand, had been operating in the UK for eight years, as both a 

fixed and mobile company. A current core business strategy was Project 

Lightning, a £3 billion investment over five years to extend its cable network 

by 4 million premises, [].  

2. Virgin Media said that it was the main core infrastructure competitor to BT. As 

a scale operator, it appreciated the benefits and the efficiencies that came 

from being a scale operator, and it broadly did not seek to oppose the BT/EE 

merger. 

3. Virgin Media said its mobile business [], relied on EE under a commercial 

agreement to supply the network access required to run its mobile business. 

[].  

4. One of Virgin Media’s concerns about the merger was that [].  

5. Virgin Media said that there were difficulties [].  

6. Virgin Media was particularly concerned about the spectrum outcome from the 

merger. The concentration of spectrum in the hands of the merged entity, in 

particular 2.6 GHz, which was best for 4G, would make it more difficult for it to 

go to alternative operators and get the level of service it required.  

7. Virgin Media said its commercial agreement with EE [].  

8. [] 

9. In the round, Virgin Media considered it would be much more restricted in its 

ability to get an effective mobile virtual network operator (MVNO) deal and 

allow it to compete effectively in the mobile market.  

10. Virgin Media said that Project Lightning provided opportunities in voice, 

broadband and television. Virgin Media noted broadband was its primary and 

fastest growing product. Although voice revenues and landline voice usage 

were declining, fixed voice remained a significant revenue stream. Broadband 



 

2 

was the enabler for other services. []. Broadband was both a consumer 

product in its own right, because it provided access to the internet, but with a 

move to IP telephony and IP based television, broadband would be used to 

supply those services as well, and, potentially, other services. 

11. Virgin Media said that several factors were driving the scale and targeting of 

Project Lightning. Liberty Global saw the strategic opportunity in all of its 

markets as being broadband. Virgin Media told us that it was therefore 

prepared to invest in that product. There were particular circumstances in the 

UK, where the cable network was a combination of about 600 individual roll 

outs, installed more than 25 years ago, generally by local entrepreneurs which 

resulted in gaps in coverage. The network was barely extended or improved 

over the last 20 years. Virgin Media saw the opportunity to build out the gaps 

in the network relatively cheaply (£3 billion) as it did not have to build core 

network to get to it. The aim of the project was [] to get more 

comprehensive coverage at a time when demand for broadband was strong 

and growing. 

12. Virgin Media stated that Project Lightning was dependent on both business 

and consumer take up. In the past Virgin Media had failed to properly service 

the small business sector. It told us that small business was increasingly 

becoming integrated with the residential sector and many people with internet 

access were running a small business operation of some sort from their home 

premises. Although a big project to execute, Virgin Media was confident [].  

13. Virgin Media told us it had launched Cable My Street, where prospective 

customers could enter their details on a website. []. Project Lightning was 

launched in Manchester, and would be launched in Leeds next. []. 

14. Separately, following third party comments to the CMA, Virgin Media stated 

that Vodafone had publicly announced that it had approached Liberty Global 

with a view to discussing asset swaps. []  

General trends in the industry 

15. Virgin Media stated that the volume of data consumption for both mobile and 

broadband business was increasing, and the rate of growth in that volume 

was also increasing. On its broadband network, it was operating at a []% 

annual increase in data usage. Compounded over a decade, it would be 

[]%. In the mobile segment it was seeing a huge increase in usage as 4G 

became more available. There were constant innovations around that level of 

demand and, as a supplier, the big issue for Virgin Media was supporting that 

increase. This was an opportunity in both broadband and mobile. 
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16. Virgin Media stated that it was investing significantly in its mobile 

infrastructure, [].  

17. Virgin Media was a more capital constrained company before Liberty Global's 

acquisition, and the mobile sector did not get the investment it needed.  

18. [] 

19. []. Virgin Media stated that it was using EE SIM cards, [].  

20. [] 

21. Virgin Media saw mobile continuing to be an important part of its business, 

with continued growth in that market. Its national market share was around 

[], which was modest. [] 

22. Virgin Media said that of its fixed cable customers, around []% also used its 

mobile service. Virgin Media said that its efforts in getting cable customers to 

take its mobile service had been modest. That number had increased at a rate 

of about []% a year and it was projecting a continued rise of around []% a 

year. Generally the more services it could provide to any home or any 

customer the better it was in terms of lowering the churn rate. Churn was a 

significant cost issue, regardless of product. Quad play was a business 

opportunity, but it said that it was realistic about its ability to employ it. 

23. Virgin Media said that part of the issue was that mobile services were 

overwhelmingly provided to individuals, with fixed line provided to one person 

administering the household accounts. This was a different relationship and 

was dealt with in a different way, with separate contracts.  

24. Virgin Media said that although it had not considered the churn benefit in an 

incremental way, it watched churn numbers closely, and the various packages 

that they occur in. [] 

25. Virgin Media said []. It would encourage customers to take additional 

products if it was economic to do so and would further reduce the churn rate. 

26. Virgin Media explained that []. Virgin Media noted that even big companies 

had a limit on resources and how much they could do.  

27. Virgin Media said that it was deploying Wi-Fi very extensively []. Like other 

companies in the sector, it was investing in wireless hotspots, primarily in 

busy urban areas.  

28. This was complementary to its mobile service, and not a substitute for it. 

[]% offload would shift traffic onto the fixed line system, where it could cope 
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with the volume. Increasing the amount of offload from [] to []% would 

make a big difference to the amount of data it bought from its MVNO partner. 

Total offload was []% at best, with aspirations to push that up to []%.  

29. Virgin Media said that mobile business could not be sustained financially with 

the degree of traffic that was going over the air. Mobile companies aimed to 

get their traffic off the air and into the ground network as quickly as possible, 

as available spectrum did not equal what could be put into the ground 

network. There was an exponential rise in traffic volume and the investment 

cycle was going to be very challenging. Its approach to using Wi-Fi was to 

bridge the gap between the mobile and fixed line networks. []  

30. Virgin Media was attempting to stimulate offload by making an App available. 

With [] EAP SIM cards, Wi-Fi offload would become more automatic. This 

may become industry practice. 

Contract with EE 

31. Virgin Media outlined the principle terms of its contract with EE. [] 

32. Virgin Media said that under the contract, []. 

33. [] 

34. [] 

35. [] 

36. [] 

37. [] 

38. [] 

39. Virgin Media said that it was the main fixed line infrastructure competitor to 

BT. It competed in many markets with many operators, []. Roughly 80% of 

people in the UK had a broadband connection of some type and 99% had a 

phone landline connection. The only other infrastructure supplier was BT, 

through BT Openreach. Therefore every customer acquired by Virgin Media in 

its fixed line business was from the BT network.  

40. The merger would see Virgin Media’s MVNO going into the hands of the 

company that it competed most directly with. [] 

41. In terms of the impact of the merger on its relationship with EE, Virgin Media 

said that []. 
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42. [] 

43. Virgin Media said that if it imagined [], the BT/EE merger was completed, 

[], and O2/Three had completed its merger, from its perspective there 

would be three alternative MNVO suppliers, whereas today there were four, 

and there could have been five, if BT had pursued its earlier strategy.  

44. In terms of the merger, where EE would cease to exist, Virgin Media would be 

dealing with BT, []. The new BT would have not only the most spectrum in 

total, but most of the best spectrum for 4G. Virgin Media told us it believed 

this was a real issue. If the spectrum was concentrated in BT, the ability of the 

other operators to offer a comprehensive 4G MVNO would be constrained.  

45. [] 

46. Virgin Media said that BT had announced its intent to enter the market and, 

absent the merger, would have had the potential to act as a host for an MVNO 

in the long term. Although it did not have a network of mobile stations or the 

spectrum, it had the financial and technological capability to do it. It could 

have made a choice and said: less TV and more mobile investment, or maybe 

both.  

47. []. Its position as a supplier of backhaul would not give it leverage, as BT 

was itself a supplier and Vodafone had also become a supplier. Virgin Media 

was a relatively small supplier in the B2B market and []. 

48. Virgin Media said that realistic and fair negotiations with EE would be 

determined by the outcome of a number of factors, including the []. It would 

also depend on the rules of the game going forward: what happened to the 

spectrum allocation, what future spectrum was available, what price that was 

available, and whether there was reasonable economics around it. [] 

49. [] 

Fixed/mobile bundling 

50. Virgin Media said that although it had the Virgin Mobile business and a 

significant fixed line business, it had not sold a truly bundled fixed/mobile 

product []. It had seen []% growth in customers taking both fixed and 

mobile products from Virgin Media, []. The bundles that it sold were 

comprised of separate contracts for its fixed line and mobile services. [] 

51. Virgin Media said that [] it would be in a better position to construct bundles 

and try to create a business stream there. The take up had been relatively 

modest historically, so its projections in the sector remained relatively modest. 
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It could make heroic assumptions, but it believed that it was one of a number 

of opportunities. 

52. Virgin Media said that there would not be any cost advantages from bundling 

in terms of the cost of the supply of the product. In terms of different networks 

and different suppliers, there was potential for incremental advantage in 

subscriber acquisition cost (SAC), in how it commissioned people, but this 

could work the other way, with proportionately bigger commission when 

employees sold more products. [] 

53. Virgin Media said that bundling in general also reduced margins, because 

customers expected a discount. Fundamentally consumers saw price as the 

major benefit of bundling. To the extent a deeper relationship with a company 

might bring other benefits, through loyalty schemes and similar, that was also 

possible. [] 

54. Virgin Media said that people saw benefits in that. []. By definition, even 

with a discount, the quad play customer was a higher revenue customer. But 

it was overwhelmingly about the economics. 

Mobile backhaul  

55. Virgin Media said that it was competitive in providing mobile backhaul within 

its network footprint, but not outside that area. Project Lightning would make a 

difference to this at the margins as wherever it extended the network, it would 

have more capability. [] 

56. Virgin Media said it had quite extensive input from BT Openreach for its 

commercial and public sector customers where it provided a national leased 

line service, where what national meant varied depending on the commercial 

partner, [].  

57. Virgin Media had an existing contract with [] to supply some backhaul 

circuits to them. [] 

58. Virgin Media said that if mobile networks develop more towards small cells, 

[]. Every operator was trying to aggregate the data as quickly as they could 

and get it into the core networks as quickly as possible, where the incremental 

cost of the transfer was virtually zero, as opposed to being over the air, where 

there was a limit to capacity. Although core networks were not unlimited, they 

had been constructed with such a volume of fibre optic that, to all intents and 

purposes, they had greater capacity. There was therefore a common objective 

within the industry for doing that. 

59. []. BT was the only national backhaul operator. 
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Broadband 

60. Virgin Media said that in the areas where it had a network, it was competitive 

in all circumstances with those operators, whether it was BT directly or 

somebody using BT Openreach, or someone who had an unbundled 

exchange. It was competitive with Sky, TalkTalk and BT Retail where it had 

network. This applied in areas which Ofcom defined as Market A.  

61. In a lot of Market A areas, Virgin Media was not active because, as a general 

proposition, it was not active in more rural areas. This was going to continue 

under Project Lightning because it was fundamentally a project to infill the 

more urban areas. Where urban finishes and rural started was subjective. But 

fundamentally, [], beginning with cities the size of Manchester []. []. 

Lightning would take Virgin Media from approximately 44% coverage to 

approximately []%, in terms of UK or premises. The []% would be []. 

62. Virgin Media said that there was a single broadband market. Ofcom had a 

superfast definition of 25 or 30 MB; most consumers regard superfast 

broadband as being something better than 25 MB. In broadband terms, speed 

was used as a proxy for capacity. As people consumed more, broadband 

speed increased and these became standard. There was a big switch from 

DSL to faster speeds. Whatever the standard was today it was going to be 

greater in two or three years' time. This was very similar to the mobile 

situation. 

63. Virgin Media said that there were a lot of elements with acquisition of 

broadband customers and churn. It continued to acquire new customers. By 

definition, all of its broadband customers were what Ofcom called superfast 

because its network was significantly superior to the others. If a customer 

bought Virgin Media, and was incentivised to do so because of broadband, or 

mobile, or TV, or because of the brand, that customer was going to end up 

with superfast broadband irrespective. Any customer acquisition resulted in 

that.  

64. Virgin Media said that it acquired some customers who had no broadband 

service. There was still a progressive lift in penetration. And it acquired 

customers from TalkTalk and BT, and, [] Sky. TV programming was where 

it traditionally found a net loss of customers, but even that was changing.  

65. Virgin Media said it had not grown much in the last seven years. Until Liberty 

Global acquired it, the business was not growing a great deal. It was only 

recently that the business had re-orientated around a growth strategy.  



 

8 

66. EE was a competitor in superfast broadband, and had made some reasonable 

gains in recent times. Its overall broadband market share was about 3%, but it 

had gone from 0 to 3% in a reasonably short space of time. But it was not a 

major broadband competitor. 

Impact on retail mobile competition 

67. Virgin Media said that BT, as a well-resourced company with a strong national 

brand, historic experience in the sector, and the ability to deploy significant 

capital, could have made a serious entry into the mobile market, given its 

plans and size, irrespective of the merger. The judgement then would have 

been what its commercial plan was, and the extent it wanted to take on the 

incumbents.  

68. Virgin Media said that under the transaction, BT was going to acquire and 

consolidate to be the leading spectrum operator. It was deploying £12.5 billion 

of capital to do that, and would have the ability and significant resources to 

become a mobile network operator. As a leading telecommunications 

provider, with its brand and its market position, BT were going to go for the 

deep end. It went out and acquired £200 million of spectrum, which did not 

seem to cause the slightest dent in its financial resources. So it would have 

been in a position to do it.  

69. Virgin Media told us it always assumed that BT was going to be serious 

competition, []. BT was going to end up with 45% of the spectrum and two-

thirds of the 4G capable spectrum, which was a real issue for Virgin Media.  

70. In terms of Sky as a potential entrant into the MVNO market, Virgin Media 

said that as a company, it had to treat them seriously. Besides its scale, it had 

a very good record of executing a variety of things. It had a great brand and 

its entry into broadband bundling had been done well. In terms of entry as a 

thin MVNO operation, although there were difficulties, Virgin Media would not 

diminish Sky's capability to execute it successfully.  

71. Virgin Media said people were not queueing up to become MVNOs, and the 

number of serious MVNO operators was probably quite limited. In terms of the 

MVNO market, it was one of the largest MVNOs with around a []% share, 

and it had been around for 17 years. There were quite a lot of other MVNOs, 

but if you put them altogether, they represented around []% of the market. It 

was therefore hard to argue that being an MVNO was a particularly successful 

strategy in the past. The willingness of people to enter the MVNO sector did 

not mean that it happened, or that it was easy. A lot of it was a competitive 

response. Sky was clearly doing it because it saw that BT was going to do its 
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own mobile deployment. Sky had described it in that fashion, as an offensive-

defensive move.  

72. [] 

73. Virgin Media said that the merged entity would have a pretty much unmatched 

offering, particularly in the context of its mobile spectrum, and the significance 

of the spectrum, both to the mobile retail market and directly to Virgin Media in 

relation to options for mobile wholesale. 

[] 

74. [] 

75. [] 


