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Our goals
¢ To deliver an outstanding customer experience.

Our strategy
e To increase the utilisation of our Network and Data

e To deliver business innovation building on our unique
fibre network and Data Centre infrastructure.

e To create an exciting and successful environment
that attracts and retains the best people.

¢ To achieve sustainable profit growth.

Centre infrastructure by delivering services that meet
the specific business needs of our different customer
segments: Major Enterprise, SME and Wholesale.

e To deepen the relationship with our customers by

providing them with a portfolio of managed network and

managed IT services that reduce the overall cost and
complexity of the management of their IT infrastructure.

e To continue to selectively invest in new infrastructure,
systems and technology that will allow us, and in turn
our customers, to continue to lower the total cost
of ownership of IT infrastructure.

e To continue to evolve our business processes and
organisational structure to reflect the changing business
needs of our customers and to allow us to establish the
shortest delivery timeframes and the highest service
levels in the industry.

We will Exceed Together with our customers, shareholders,
partners, suppliers and employees.

A back to contents
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Group at a glance

COLT is an award winning, leading provider
of Data, Voice and Managed Services
to business and government in Europe.

COLT specialises in providing Data, Voice and Managed Services
to major enterprises, small and medium sized businesses and
wholesale customers. COLT operates a 25,000km network that
includes Metropolitan Area Networks (MANSs) in 34 major European
cities with direct fibre connections into 16,000 buildings and
18 COLT Data Centres as well as connecting a further 85 cities
including New York, Boston, Newark and Chicago in the USA.

Customer Facing Divisions

COLT is organised around the needs of its customers. It has three
customer-facing divisions: Major Enterprise, Small and Medium
Enterprise (SME) and Wholesale.

Major Enterprise Division

The Major Enterprise Division serves the needs of multinational
and large national organisations typically with more than 1,000
employees. Sectors served include financial services, broadcast
and media and government bodies.

Small and Medium Enterprise Division

The SME Division serves the needs of businesses typically with
30 to 1,000 employees, either directly or through our network
of more than 650 partners who specialise in the IT and
communications needs of these customers.

Wholesale Division

Our Wholesale Division meets the needs of other telecoms operators
by providing access to COLT’s European network to enable them
to take advantage of COLT’s access across Europe. COLT has full
public operator status in 13 European countries with more than
400 fixed and mobile interconnects worldwide.

Products

COLT focuses on providing holistic solutions to customers’
communications needs with the highest quality, service and
security. These are based on a standard portfolio of services
supported by pan-European professional services expertise
and industry-leading technology partners.

The fastest growing part of COLT is our Managed Services offering,
leveraging our integrated network and Data Centre footprint.
The portfolio incorporates network and facilities, infrastructure
management services, application hosting services and managed
IT services.

Data

Data services relate to the electronic transmission of information.
COLT has a broad portfolio ranging from the simple supply of
bandwidth right through to sophisticated solutions and complete
end-to-end services to retail or wholesale customers. COLT’s Data
services include Ethernet, Internet Protocol Virtual Private Networks
(IPVPN), Internet Protocol (IP) Voice, Internet Access and
Bandwidth services.

Our Managed Services include application hosting, infrastructure
management, [T services, network and facilities management.
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@ BANGALORE

Our managed infrastructure and hosting services provide reliability
and security for customers across Europe. They benefit from
Europe’s leading Data Centre infrastructure, with high performance,
availability and flexibility of service.

Voice

COLT provides a broad portfolio of voice solutions, including Voice
over IP (VolP) and non-VolIP services. COLT’s Voice services can

be a component of a larger solution or form a complete end-to-end
service to retail and wholesale customers across Europe. Our Voice
portfolio covers Corporate, Reseller and Wholesale Voice, VolP and
non-VolIP services, Intelligent Network (IN) services, customer
contact solutions, white label products and network partnering.

Contact details for each of COLT’s offices are on page 96.
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Group at a glance continued

01 Reading
02 Bristol

03 Lille

04 Kortrijk
05 Mons

06 Charleroi
07 Luxembourg
08 Liége

09 Leuven
10 Eindhoven
11 Breda

12 Den Bosch
13 Hoofddorp
14 Utrecht
15 Hilversum
16 Almere
17 Essen

18 Dortmund
19 Wuppertal
20 Neuss

21 Offenbach
22 Wiesbaden
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COLT Telecom Group S.A. | Annual Report 2008 3



Chairman’s overview

Tim Hilton
Chairman

2008 was a year of continued progress

for COLT despite more adverse market
conditions during the second half. Our
results reflect a consistent strategy and
the value of past investments. Our ongoing
investments in people, products, systems
and infrastructure mean that COLT is well
positioned to meet the challenges ahead.

Financial results

2008 was a year of steady growth and progress for COLT
notwithstanding a challenging external environment. The financial
results showed positive trends on most of our key performance
indicators. 2008 was COLT’s second consecutive year of profitability,
with an annual pre-tax profit of €71.9m. EBITDA increased

to €303.9m, reflecting the changing mix in our revenue towards
higher margin business. The trend of decline in total revenue also
continued, however in some areas the rate of decline slowed.
COLT was free cash flow positive for the third year running.

COLT has in place underwriting commitments for an Open Offer

to raise approximately €200m before expenses. This means that
COLT has secured sufficient funding to enable it to meet its strategic
imperatives, provide adequate working capital for the foreseeable
future and repay the outstanding bonds. Our financial position
continues to improve.

Management and Board

The operating model launched in 2007 and fully implemented

in 2008 was well received and has played an important role in
improving customer experience. We have benefited from stability
in our senior management team and have added new leaders in
Major Enterprise and Managed Services. The newly established
Managed Services Division will support COLT’s growth relating
to this increasingly important component of our offering. Our search
for a new Chief Financial Officer continues.

There have been some Board changes. Mark Ferrari, a Fidelity
related Director, joined the Board on 1 January 2009 replacing
John Remondi who retired on 31 December 2008. | would like
to thank John for his commitment and invaluable contribution

to the Company. COLT has benefited hugely from his wisdom
and guidance over the past several years.
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Corporate Social Responsibility

In 2008 we devoted increasing attention to Corporate Social
Responsibility (CSR). COLT’s CSR strategy addresses the
marketplace, environment, workplace and community. We aim
to be a trusted provider, delivering business results through
sustainable and responsible activity to gain competitive advantage.
Recognising our responsibility to the environment, CO2 emissions
reduction and energy cost management are important objectives
for 2009.

Conclusion

| am pleased with the results for 2008. The ongoing uncertainty

in the global economy, however, means that full year 2009 revenues
are difficult to predict. Challenging trading conditions are forecast for
2009 for the business environment as a whole. Whilst there is a risk
that COLT may experience some impact in 2009, COLT will continue
to manage its business tightly. | believe that COLT’s business
model is resilient.

COLT already offers unrivalled pan-European managed network
and Data Centre assets combined with award-winning customer
service. We now need to move to the next level and deliver
solutions that strongly differentiate us, building on our reputation
to be the most trusted provider of business communications
across Europe.

| would like to congratulate our CEO Rakesh Bhasin and his
management team under whose leadership COLT has made
substantial progress in transforming from a fixed line operator into
a value-added Information Communication Technology (ICT)
solutions and services provider. We remain committed to

that journey.

None of this would be possible without our employees and

management team and | would like to thank them for their
hard work and dedication throughout 2008.

Ty |

Tim Hilton
Chairman
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Chief Executive’s overview

Rakesh Bhasin
Chief Executive Officer

Our operating model has enhanced our
alignment with customers. Developing
marketing propositions with partners
and customers has helped to improve
the effectiveness of the operating model
and deliver growth. Each of the Business
Divisions contributed to growth in profit
and EBITDA and Data revenue continues
to increase across all Divisions.

Financial position
2008 saw COLT’s annual pre-tax profit rise to €71.9m from €39.2m
the previous year.

Our continued evolution from a Voice to a Data and Managed
Services business is reflected in the 8.7 per cent increase in Data
revenue to €916.0m compared with €842.6m in 2007. Data revenue
growth was depressed by the weakness of Sterling. Excluding
currency movements, Data revenue grew by 12.3 per cent
compared with the previous year. Data revenue, which includes
Managed Services, is the principal driver of COLT’s profitability and
in 2008 it represented 54.7 per cent of total revenue; an increase
of 4.5 percentage points on 2007. This improvement in revenue
mix contributed to the increase in gross margin before depreciation
and exceptional items for the year by 0.9 percentage points

1o 39.4 per cent and an improvement in gross profit before
depreciation from €646.7m to €659.7m.

Our annual total revenue decreased to €1,675.4m reflecting the
ongoing market driven decline in Voice revenue, particularly Carrier
Voice. During 2008 the rate of decline in Corporate and Reseller
Voice slowed. On a constant currency basis, our annual total
revenue increased by 2.4 per cent. Voice revenue decreased by
€77.6m or 9.3 per cent; €21.2m of this decrease can be attributed
to the impact of regulatory reductions, however there was no net
impact on COLT. After excluding the impacts of currency and fixed
to mobile prices, Voice revenue fell by 5.0 per cent.

EBITDA" grew by €26.5m to €303.9m. The increase in EBITDA
benefited from the Euro strengthening against Sterling in 2008.
On a constant currency basis EBITDA would be €292.6m for 2008.

The Group’s operating profit increased by €38.0m to €93.3m
including an exceptional item of €17.0m.
1 EBITDA is earnings before net finance costs, tax, depreciation, amortisation,

foreign exchange and exceptional items.
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The year ended with €11.4m of net funds on the balance sheet,
the first time COLT has reported a year end positive net cash
balance. COLT was free cash flow positive including exceptional
items. The Group’s free cash flow including exceptional items
increased by €8.4m to €45.7m.

Operations

The ICT market is growing, providing COLT with new and profitable
opportunities to develop its business. We are well on the way

to becoming an infrastructure-based ICT solutions and services
provider for our customers.

In tough economic times customers can reduce the total cost

of ownership by utilising COLT’s shared IT service platform of Data
Centre, network and computing resources. Our unique Data Centre
and network assets are well placed geographically, supported by our
shared service centres, to provide tailored solutions using standard
service components. COLT continues to invest selectively in these
assets to provide its unique pan-European business to business
application delivery platform. We expect customers to continue
to move across onto the new platforms to take advantage of cost
savings and improved functionality. The first phase of Next Generation
Network implementation will also serve to improve the speed of
product introduction to the market and to improve capital efficiency.

Outlook

Demand from our customers in 2009 is hard to predict. We may
be impacted by increased price pressure and some customers may
delay or reduce their planned expenditure. However, the services
that COLT provides to its customers generally are essential rather
than discretionary.

COLT prides itself in maintaining close customer relationships and
understanding changing needs. We expect some increase in the
outsourcing of ICT services as customers seek to reduce their
costs and leverage COLT’s assets rather than spend on building
or upgrading their own infrastructures. We are well placed to take
advantage of this trend.

Rakesh Bhasin
Chief Executive Officer
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COLT Telecom Group S.A. Board of Directors

Andreas Barth

Non-executive Director, 64, was appointed
to the Board on 1 September 2003.
Andreas was formerly a member

of the Supervisory Board of TDS
Informationstechnologie. He was
previously Senior Vice-President of
Compag Computer Corporation and
has also worked for Thomson-CSF,
Texas Instruments and Ford.

Vincenzo Damiani

Non-executive Director, 69, was appointed
to the Board on 23 July 2002. Vincenzo
is President of VIDA Consulting Srl and
non-executive director of Mediatica SpA.
He is a former non-executive director

of Banca di Roma and was previously

Corporate Vice-President of EDS Corporation,

President of Digital Equipment Europe and
General Manager of IBM Europe.
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Tony Bates

Chief Operating Officer and Acting Group
Chief Financial Officer, 52, was appointed
to the Board on 1 May 2004. Tony was
previously Group Finance Director of
EMI Group plc. Formerly Tony held senior
positions at Habitat UK, Philip Morris UK
(now Altria, Inc.) and qualified with Arthur
Andersen. Tony is a Fellow of the Institute
of Chartered Accountants.

Hans Eggerstedt

Senior Independent Director, 70, was
appointed to the Board on 2 June 2003.
Hans is a member of the Supervisory
Board of Unilever Deutschland and

a non-executive director of Jeronimo
Martins. Hans was previously Group
Finance Director of Unilever.

Rakesh Bhasin

Chief Executive Officer, 46, was appointed
to the Board on 13 December 2006.
Rakesh was previously President and
Chief Executive of KVH Co. Ltd, a Fidelity
Asia-focused telecom and network
solutions provider based in Tokyo and
remains as non-executive Chairman

of that company. Rakesh has previously
held senior positions at AT&T and

Japan Telecom Company Limited.

Gene Gabbard

Non-executive Director, 68, was appointed
to the Board on 6 January 2005. Gene

is a member of the boards of Trillion
Partners, Inc., Knology, Inc. and Hughes
Communications, Inc. and a special
limited partner of Ballast Point Ventures.
Gene was previously Executive Vice
President and Chief Financial Officer

of MCI Communications Corporation.
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COLT Telecom Group S.A. Board of Directors continued

Simon Haslam

Non-executive Director, 51, was appointed
to the Board on 16 January 2007. Simon

is President of the Moonray Investors division
of FIL Limited and is a director of FIL Limited
and of various funds managed by FIL Limited
and its subsidiaries. He is a Fellow of the
Institute of Chartered Accountants and was
previously an audit and consulting partner
with Deloitte, and a non-executive director
of Euroclear plc.

John Remondi

Non-executive Director, 72, was appointed
to the Board on 31 December 2004.
John is an Executive Vice President and
a director of FMR LLC and is a director
of Asia Telecom Group, L.P., Pro-Build
Holdings, Inc., W.R. Hambrecht and Co.
and EnVivo Pharmaceuticals. John has
previously held a number of senior
positions within the Fidelity organisation
(resigned on 31 December 2008).

Mark Ferrari

Dr Robert Hawley CBE

Non-executive Director, 72, was appointed
to the Board on 21 August 1998. Robert
is President of the Anglo-Korean Society
and Chairman of Berkeley Resources
Limited, Welsh Power Group Limited and
Lister Petter Investment Holdings Limited.
He is also Vice-Chancellor of the World
Nuclear University. Robert was previously
Chief Executive of British Energy and
Nuclear Electric and was also an advisor
to HSBC Bank.

H. Frans van den Hoven KBE
Non-executive Director, 85, was appointed
to the Board on 30 September 1996.
Frans is a member of the board of Hunter
Douglas and a non-executive director
of two funds managed by FIL Limited.
Frans was previously joint Chairman

of Unilever and non-executive Chairman
of ABN AMRO Bank.

Tim Hilton

Chairman, 56, was appointed to the
Board on 26 May 1999 and as Chairman
on 16 January 2007. Tim is President

of Devonshire Investors, a private equity
firm affiliated with Fidelity Investments.
Devonshire manages a portfolio

of investments in telecommunications,
venture capital, real estate and other
businesses outside financial services.
Tim was previously a partner of the US
corporate law firm Sullivan & Worcester LLP.

Richard Walsh

Non-executive Director, 62, was appointed
to the Board on 1 June 2005. Richard

is MD, FMR LLC and a director of FIL Limited.
Richard has held a number of senior
positions within the Fidelity organisation
and was previously with Digital Equipment
Corporation.

Non-executive Director, 52, was appointed to the board on 1 January 2009. He is Managing Director of Devonshire
Investors and also serves as Chairman of FIML Natural Resources and Backyard Farms Holding, LLC and

as director on the boards of a number of other Devonshire portfolio companies. Prior to joining Fidelity,

Mark was Vice President of Finance at Kronos Inc and began his career at Ernst & Young.
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Report of the Board of Directors

WE

Every year we ask 15,000 customers to tell us what they think
of COLT in an independent survey. This feedback is invaluable.
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Report of the Board of Directors continued

We aim to leverage

our assets efficiently

to achieve our goal of
sustainable profit growth.

The Directors submit their report and audited
financial statements for the year ended

31 December 2008. For the purposes of this
report, ‘Company’ means COLT Telecom
Group S.A. and ‘Group’ or ‘COLT’ means the
Company and its subsidiary undertakings.

Principal activity

The Company is the holding company for the Group and is domiciled
in Luxembourg. The principal activity of the Group is the provision
of business communications solutions and services within Europe.
The Company was admitted to the Official List of the UK Listing
Authority and to trading on the main market for listed securities

of the London Stock Exchange PLC on 3 July 2006. The original
holding company, COLT Telecom Group plc, was listed on the
London Stock Exchange on 17 December 1996.

A back to contents print this section

Business review

This Report of the Board of Directors sets out an overview of the
development and performance of the business, a description of the
principal risks and uncertainties facing COLT and an indication
of likely future developments.

Strategy

COLT’s vision is to be the most trusted provider of Data, Voice
and Managed Services for businesses across Europe. We aim

to increase the utilisation of our infrastructure by delivering services
that meet the specific business needs of our different customer
segments: Major Enterprise, SME and Wholesale. We will work

to deepen the relationship with our customers by providing them
with a portfolio of network and managed data centre services that
reduce the overall cost and complexity of the management of their
IT infrastructure. We will continue to selectively invest in new
infrastructure, systems and technology that will allow us, and

in turn our customers, to continue to lower the total cost of
ownership of IT infrastructure. We will continue to evolve our
business processes and organisational structure to reflect the
changing business needs of our customers and to allow us to
establish the shortest delivery timeframes and the highest service
levels in the industry.

Our people

COLT is organised to serve the needs of its customers. It has three
customer-facing divisions: Major Enterprise Division, Small and
Medium Enterprise Division and Wholesale Division. These divisions
are supported by dedicated Group service divisions including
Finance, Administration, Operations, Technology, Business
Processes and Systems and the local country divisions. In 2008
the average number of employees increased by 10.1 per cent to
4,425 (4,019 in 2007). A significant part of the increase in employee
numbers during the year was attributable to customer-facing roles.
The average number of employees in India increased during the
year by 201 to 984.

COLT Telecom Group S.A. | Annual Report 2008



Report of the Board of Directors continued

During 2008 COLT completed a number of key hires to strengthen
the senior management team, to enhance our strategic focus on
Managed Services and reflect our commitment to meet changing
customer demand. More details of our engagement with our
employees are set out on pages 32 to 35 in the CSR report.

Customer facing divisions

Our Major Enterprise Division experienced significant growth

in Data and Managed Services revenue largely as a result

of increased demand for our Virtual Private Network (VPN)
Ethernet and Data Centre services. Details of the Division’s financial
performance are shown on pages 17 and 55 to 56. Significant
customer deals during the year included the provision of a UK Data
Centre for a major bank and proximity hosting for a Benelux-
headquartered global banking organisation. The launch of a fully
managed service providing secure and reliable access to BOAT

(a new market information service for the finance sector) heralded
the first of a number of connectivity deals for several new
international trading exchanges during the year. The Major
Enterprise Division also concluded a number of contracts with
governments and public sector customers across Europe.

Additionally our global reach capability was improved with COLT-
grade Ethernet services being made available to New York, Boston,
Chicago and Newark in the USA together with a new interconnect
to the IP VPN network.

Our Small Medium Enterprise (SME) Division consolidated

its position during 2008 and stabilised revenues after two years

of decline, driven by the Voice market. Details of the Division’s
financial performance are shown on pages 18 and 55 to 56.
Developing SME’s marketing proposition with partners and
customers has helped improve the effectiveness of the operating
model and deliver growth, notwithstanding the impact of declining
Voice revenue particularly in Germany. Additionally, SME has made
significant progress in focusing on medium-sized customers in the
SME range rather than the smaller customer segment. Developing
simple, standard services to make COLT easier to do business
with and continuing to recruit new partners and resellers remains
an important part of SME strategy.

In 2008 SME benefited from a range of measures implemented

to improve access to COLT’s services. The launch of a bundled
product menu responded to customers’ needs for component-
based solutions. The rollout of high speed Ethernet in the First Mile
capability to 12 countries in Europe was substantially completed;
this provides the ability to use copper wires to extend coverage

to customer sites beyond our fibre network. A range of VolP
services was implemented including VolP Access for retail customers
and a service option for resellers in 12 countries. New online tools
and systems were rolled out to increase productivity and make

it easier for customers and partners to do business with COLT.
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Our Wholesale Division seeks to be the network access provider
of choice for other telecom suppliers and service providers,

to optimise pan-European assets and to generate cash for the
business. Our focus is on making it easy to do business with COLT
for operators that require a European presence. In addition we offer
a set of white-label services that operators can resell to their own
customers to complement their own network services capabilities.
In 2008 the Wholesale Division performed well with strong Data
revenue growth. Revenues and margins in our Wholesale Voice
business continued to decline owing to price erosion and regulatory
impacts. Details of the Division’s financial performance are shown
on pages 19 and 55 to 56.

During 2008 the Ethernet services portfolio was extended with

a pan-European virtual Hub and Spoke option, further strengthening
COLT’s position as a leading Ethernet service provider to Wholesale
customers across Europe. A new Wholesale IPVPN service was
launched and our Carrier Voice over IP service was enhanced.

By focusing on processes and customer interfacing systems and
tools, the Division has made good progress in making the transition
from simple product sales to offering business solutions to our
Wholesale customers.

Products

COLT offers its customers a comprehensive portfolio of Data, Voice
and Managed Services. These are supported by a professional
services team which helps customers plan, design, implement and
operate highly effective solutions for their business needs. We also
provide services that allow other licensed operators to use spare
capacity on COLT’s network.

Customers benefited from a number of product developments

in 2008. The launch of our Next Generation Solutions strategy
combining the Next Generation Network and COLT’s 18 Data
Centres into a single system was an important milestone during the
year. Enhancements to COLT High Speed Service were successful

in helping customers build storage area networks and connecting
Data Centres. In addition VoIP Access, COLT’s new IP trunking
service, was launched in 13 countries in Europe in response

to growing customer demand for IP-based Voice Services.

A number of service improvements were completed for the
Intelligent Networking portfolio to enhance service availability,
service provisioning and customer support. COLT Total, our leading
SME product which provides a Voice/Data bundle that can include
additional capabilities such as VoIP and managed Data services, was
also enhanced during the year. Additional information on products in
2008 is set out above within the commentary on Business Divisions.

COLT won the Metro Ethernet Forum’s (MEF) prestigious
‘EMEA Ethernet Service Provider of the Year’ Award for ‘Service
Innovation’. This is the fourth year running that COLT has collected
an MEF accolade and it reaffirms our leadership in European
Ethernet services.

COLT Telecom Group S.A. | Annual Report 2008
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Report of the Board of Directors continued

Infrastructure

We continue to invest to ensure our three customer-facing Business
Divisions are supported by a world class underlying infrastructure. This
investment has allowed our business to deliver improved performance
and end-to-end service delivery improvements for our customers.

Investment in new platforms

The continued investment in our underlying Next Generation
Services infrastructure has provided the expected customer service
and cost efficiency benefits. The Multi Service Platform (MSP) rolled
out in London, Paris and Frankfurt in 2008 supports our multiple
award winning Ethernet service. It is already delivering service
improvements to our customers resulting in a more cost effective
means of providing that service to the business. The IP Multimedia
Subsystem and Next Generation IN platforms are now supporting
some of the core networking traffic. Our plan for 2009 includes
network platform improvement and the migration of existing products
onto these platforms to enhance end-to-end performance for the
products and to provide service delivery improvements for our
customers. Additionally the new platforms will enable the
development of several new Voice and Data products.

Further investment in our COLT Managed Utility Service Platform
will provide the base from which we can deliver an increased range
of Managed Services including the development of the ‘Software
as a Service’ platform. It is anticipated that ‘Software as a Service’
will be available to our customers in 2009.

Investment in Data Centres

In response to continued customer demand for Data Centre
capacity and Managed Services we successfully completed the
delivery of three major Data Centre expansion projects during 2008.
A newly constructed London Data Centre was accepted into service
by the customer and two new Data halls in Amsterdam were made

A back to contents print this section

ready for customer handover. Finally a new Data hall at the
Barcelona Data Centre was commissioned to support Managed
Services business growth.

To enable the continued expansion of our Data Centre business,
we created a new support function, Data Centre Infrastructure
Services, with responsibility for building and operating all of our
Data Centres and Nodes under a single management team.

Investment in Shared Service Centres
We continued to develop our Shared Service Centres in India and
Barcelona during 2008.

Our Shared Service Operations in India support service delivery,
network operations and services, finance and accounting, billing,
professional services, technology, systems, sales and marketing.
In April 2008 we moved our Shared Service Operations in Bangalore
to new, larger offices to provide additional capacity and business
continuity. In September 2008 COLT India started to support the
Group’s first external customer, KVH, from our Bangalore office.
KVH is a subsidiary of Fidelity. During 2008 COLT India teams
undertook to industrialise the operations to make the processes
scalable, robust and measurable. The Group will look to harness
this to attract further new customers. In 2008 COLT India
headcount grew 25 per cent by 219 to 1,107 (Gurgaon 868 and
Bangalore 239), with most of this growth attributable to our new
facility in Bangalore, including 81 employees transferred from KVH.

In Barcelona, our multilingual Customer Service Centre now handles
1.2 million inbound and outbound calls each year and is the frontline
helpdesk for both service delivery and service assurance for all our
customers across Europe in 12 different languages. Headcount

in Barcelona has increased from 215 to 255 to accommodate the
growing number of business customers.
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Report of the Board of Directors continued

Investment in IT

Our significant investment in IT is being managed by our Business
Processes and Systems teams. This includes improvements to our
sales process through the introduction of salesforce.com and the
sales offer management system. It also includes improvements

to order management through electronic ordering and workflow
for the service delivery process and customer self service through
COLT Online. The new retail billing platform should be ready for
use in 2009. The ongoing costs of running the systems have been
reduced through transformation of the Data Centre infrastructure,
with applications supported on virtual servers and improvements
to storage and backup infrastructure. Other systems are being
constantly maintained and enhanced including introduction

of support for new products.

Competition

The telecommunications industry is highly competitive in the areas
where alternative operators compete. This is particularly true where
the opportunity for product differentiation is low and customers’
purchasing decisions are largely price driven, for example

in switched Voice traffic and point-to-point bandwidth services.
Consequently, although the volume of switched Voice traffic has
increased significantly over the last ten years, the price for such
services has declined over this period. Competition is continuing
to generate downward price pressure across the market for
business telecommunications services, including Voice and Data.
Most operators’ response to this situation has been to attempt
to move into the value-added segments of the market. The fixed-
line sector is subject to increased competitive pressure from the
mobile sector. To date this has principally been in the form of fixed-
mobile substitution, where the ubiquity and ease of a mobile phone
has led to customers making calls from mobiles that could
otherwise be made from fixed lines.

In every country in which it operates, COLT competes primarily with
the incumbent Public Telephone Operator (PTO) in the fixed line
market. COLT also faces competition for Voice and Data traffic
from a number of alternative service providers. In addition, COLT
faces competition for cross-border business from a number

of pan-European operators, together with competition from new
market entrants.

Systems Integrators (Sls) which provide integrated IT systems are
increasingly entering the telecoms market as they look to add
more value to their offerings by integrating telecommunications
services into their existing products. Whilst COLT has not sought
to compete with Sls there is growing competition for Managed
Services including application hosting, infrastructure management,
IT services, and network and facilities management from Sls and
other Data Centre operators. The integration of the 18 COLT Data
Centres with our pan-European network gives COLT a competitive
advantage over pure Data Centre operators.

The Voice market is also subject to competition from VolP operators,
who have offerings in the small and medium size corporate
markets. COLT also regards the competition that will come
from such new technologies and market entrants as important
influences on its medium to long term profitability as customers
migrate to those new services and technologies.
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Regulatory environment

The market for business communications is highly competitive but
is still influenced strongly by regulation. Within the European Union,
national regulatory authorities (NRAs) operate within a common
regulatory framework, which focuses economic regulation on
those communications providers which are found to have Significant
Market Power (SMP), a concept equivalent to competition

law dominance. NRAs conduct regular reviews of specified
communications markets to assess whether there is effective
competition or if one or more providers have SMP. If SMP is found,
the NRA must impose some form of regulatory remedy. NRAs are
also required under the European framework to impose certain
regulatory obligations on all communications providers in order

to guarantee minimum standards of consumer protection.

For COLT, the implementation of the European framework is generally
beneficial, since it provides the basis for NRAs to regulate the terms
and prices on which COLT can purchase off-net access and other
wholesale services from incumbent operators, such as BT. Such
off-net access is important to extend COLT’s reach and to serve
customers in locations outside its own fibre network.

COLT itself has generally not been found to have SMP and thus
does not face a significant regulatory burden. COLT only has SMP
in the market for wholesale fixed call termination services, for which
every fixed operator is regulated. COLT must also comply with the
general provisions on consumer protection which are applicable

to all communications providers.

In Switzerland, the EU framework does not apply, although

the approach to the regulation of the communications sector

is comparable. One major difference is that there is significantly
less scope for the Swiss regulator to prescribe in advance the
terms on which the dominant operator must provide wholesale
access services; normally the regulator in Switzerland can only
intervene in the case of a dispute.

There is a potentially significant dispute between the mobile
operators and the German regulator regarding charges for mobile
termination. In 2007, the mobile operators challenged the regulator’s
power to fix rates and whether those rates were reasonable.
The courts have judged that the regulator did have the power

to fix rates but the actual level of mobile termination rates is not
expected to be resolved until 2010. The judgement to date

is favourable to COLT but if it is reversed COLT would have to pay
higher charges to mobile operators without being able to reclaim
all of such higher charges from customers in most cases.

COLT will continue to engage with regulators to ensure that the

regulatory environment continues to be favourable for COLT’s
business and investments.
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Report of the Board of Directors continued

Key performance indicators

Revenue Data revenue
€m €m

W Year ended 31 December 2007 M Year ended 31 December 2008

Gross margin before
depreciation and exceptional items

Financial review and key performance indicators

COLT’s key performance indicators (KPIs) for 2008 are detailed
above and discussed within this financial review. Explanations

of how they have been calculated and their purpose in assessing
the performance of the business are set out below.

Unless indicated otherwise, the following commentary is based

on financial statement variances including the impact of exchange
rate movements. Certain key financial metrics are stated at constant
currency, converting 2008 non-Euro currency measures at 2007
exchange rates.

1 EBITDA is earnings before net finance costs, tax, depreciation, amortisation,
foreign exchange and exceptional items.

2 Free cash flow is net cash generated from operating activities less net cash used
in investing activities and net finance costs paid.
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EBITDA'

Free cash flow?
exceptional items €m
€m

Profit before tax and

*Including exceptional items of €17.0m

Key performance indicators

The Board of Directors monitors the financial performance of the

Group’s operations on a regular basis. The KPIs have been

calculated in line with the amounts presented in the financial

statements unless otherwise stated. Details of the most significant

KPIs used by the Group are:

* Revenue: Revenue and its growth are used for internal
performance analysis and by investors to assess the
performance of the business.

e Data revenue: The level and growth of higher margin Data

revenue is also used for internal performance analysis and

by investors to assess the performance of the business.

Gross margin before depreciation per cent: This is calculated

as revenue less interconnect and network costs as a percentage

of revenue. It provides a useful measure of the profitability of the
network, before depreciation and operating expenses.

EBITDA: EBITDA is earnings before net finance costs, tax,

depreciation, amortisation, foreign exchange and exceptional

items. We believe that EBITDA represents a meaningful measure
of the underlying operating profitability of the Group.

Free cash flow: Free cash flow is net cash generated from

operating activities less net cash used in investing activities and

net finance costs paid. Free cash flow provides an evaluation

of the cash generated from the Group’s operations.

Capital expenditure: Cash capital expenditure is the amount

of the Group’s funds which have been spent on the purchase

of assets retained within the business.

These KPIs have been considered in the following review of the
financial performance of the business, including by segment
where applicable.
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Report of the Board of Directors continued

Five year revenue summary

€2,000m

04 05 06 07 08

W Corporate and Reseller Voice [ Carrier Voice M Data

Revenue

Revenue is analysed in the following section in total, by segment
and by product type. Product types are Data (including Managed
Services) and Voice, split between Carrier and Corporate and Reseller.

In 2008 our
Data revenue
grew by

A%

2004 2005 2006 2007 2008

€m €m €m €m €m

Total revenue 1,796.6 1,821.7 1,801.0 1,679.6 1,675.4
Increase in Deferred revenue - 4.4 15.5 35.3 1.8

Total revenue in 2008 decreased by 0.3 per cent compared with
2007 but increased by 2.4 per cent after adjusting for the adverse
impact of the continuing fall in Sterling against the Euro during
the year.

The growth in Data revenue of 8.7 per cent was principally due

to Ethernet and Managed Services offerings. Before the impact
of exchange movements, deferred revenue which results primarily
from upfront installation payments for Data services, increased

by €23.6m during 2008. Net of a €21.8m exchange loss, deferred
revenue increased by €1.8m to €185.1m. Voice revenue declined
overall by 9.3 per cent and excluding the impact of regulatory
decreases in fixed to mobile prices, reduced by 6.7 per cent.
Corporate and Reseller Voice declined by 11.3 per cent and
Carrier Voice reduced by 4.5 per cent.
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Report of the Board of Directors continued

WE

Continued investment in our Network, Data Centre infrastructure
and people helps us respond to customer needs; delivering
business innovation and world class performance.
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Report of the Board of Directors continued

Data revenue five year trend

€1,000m

+8.7%

Data revenue
Data revenue continued to grow during 2008, driven by Ethernet
and Managed Services.

The implementation of the Multi Service Platform (MSP) which began
in 2008 will assist further Ethernet growth in 2009. A key feature
of the growth in Managed Services revenue was the continued
investment in Data Centre infrastructure to mest growth in demand.

We have yet to see material reductions in growth rates caused

by the impacts of the credit crunch and wider economic downturn.
However, there are indications of increased caution on the part

of some of our customers. COLT is not expected to be immune
to the economic downturn. However, our exposure is in part
mitigated by the longer term nature of many of our contracts and
the non discretionary, utility nature of our products.
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Corporate and Reseller Voice revenue five year trend

721.0
2.1 670.4

Corporate and Reseller Voice

Corporate and Reseller Voice revenue declined 11.3 per cent during
2008 although the rate of reduction decreased compared to 2007.
Of the 11.3 per cent decline, 2.7 percentage points were due

to reductions in mobile termination rates.

The revenue decline continued to be mainly in Germany, which
accounted for 7.4 percentage points of the total Group decrease.
The disruption caused by the mobile operators’ dispute with the
German regulator regarding mobile termination rates continues
to have an impact and continuing competitive pressures across
the Voice market and reductions in mobile termination rates have
also contributed to the decline.
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Report of the Board of Directors continued

Carrier Voice revenue five year trend

Carrier Voice revenue

As expected, the Group continued to experience highly competitive
conditions in the Carrier Voice market, as well as continued
revenue decline from the market disruption in Germany as already
mentioned. The benefits of Carrier Voice centralisation within our
Wholesale Division also helped to stabilise revenue during 2008
with growth in international revenue offsetting declines in European
fixed and mobile terminations.
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Major revenue

€800m

0

07 08

M Corporate and Reseller Voice M Data

Major Enterprise Division revenue

Data revenue from Major Enterprise customers increased

by 8.9 per cent, driven by a focus on high margin Ethernet and
Managed Services. The growth in Managed Services in particular
was influenced by long term Data Centre contracts with global
financial services customers. We also added connectivity for
several new international trading exchanges. Growth rates during
the year were not materially impacted by the downturn in the
economic environment, despite financial sector customers
constituting 40 per cent of the Division’s revenue or less than

20 per cent of the Group’s total revenue.

Voice revenue declined by 8.3 per cent with 4.7 percentage points
of the decline arising in the UK due largely to the impact of the
movement in the Sterling to Euro exchange rate. A further 3.7
percentage points of the decline arose in Germany where the
disruption caused by the mobile operators’ regulatory dispute,
reductions in mobile termination rates and competitive pressures
across the Voice market continue to have a negative impact.
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Report of the Board of Directors continued

SME revenue

€500m

Data revenue from
SME customers
increased by

/%

0

o7 08

W Corporate and Reseller Voice M Data

SME Division revenue

Data revenue from SME customers increased by 8.7 per cent,
principally as a result of growth in COLT Total, our combined
Voice/Access product for this market, and Ethernet. This growth
was underpinned by the development of the SME marketing
proposition with our partners and customers to improve the
effectiveness of the operating model.

Voice revenue declined by 13.2 per cent of which 10.8 percentage
points related to Germany, owing to the continued decline in our
legacy Carrier Pre-Select (CPS) product, particularly in the
consumer and micro-business (typically less than 30 employees)
markets. The situation in Germany is further exacerbated by
the mobile operators’ regulatory dispute as well as reductions
in mobile termination rates.
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Report of the Board of Directors continued

Wholesale revenue

Geographical revenue trend

€600m €800m
-4.5%
m
85.6 -10.4%| 76.7
+8.1%
0

o7 08 07

W Carrier Voice 1 Corporate and Reseller Voice
M Data

Wholesale Division revenue

Data revenue from Wholesale customers increased by 8.1 per cent,
driven by demand from our larger customers for our Ethernet
products.

Voice revenue from Wholesale customers decreased by 6.0 per cent
overall of which 3.4 percentage points was a result of a decline
in carrier voice revenue in Germany arising from the mobile operators’
regulatory dispute in that country. A further 2.9 percentage points

of the decline was in Carrier Voice and Corporate & Reseller Voice

in France due to competitive pressure.

Enhancements to our product portfolio were delivered through
Carrier VoIP access across all countries along with the transition
to an IMS VolP platform as part of our Next Generation
Solutions strategy.
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Germany UK
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France

Revenue by main geographical market

Total revenue decreased in Germany by 8.5 per cent, reflecting the
continued Voice competitiveness and regulatory environment in
that country. UK revenue decreased by 6.2 per cent as a result
of the depreciation of Sterling against the Euro but on a constant
currency basis UK revenue increased by 9.1 per cent, mainly driven
by Data revenue. Revenue in France increased by 2.6 per cent
reflecting increased Data revenue. Revenue in the remaining
countries (Strategic Markets) increased by 8.5 per cent, also
driven by Data.

Cost of sales

Cost of sales including exceptional items decreased by €31.1m
to €1,195.7m driven by the reduced total revenue and improved
mix of higher margin Data revenue. Included within cost of sales
in 2008 was an exceptional credit of €17.0m which resulted from
the resolution of a complex billing issue relating to the period
2004-2007.
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Report of the Board of Directors continued
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In 2008 we successfully completed the delivery
of three major Data Centre expansion projects.
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Report of the Board of Directors continued

Gross profit before exceptional items

€500m 100%

Five year selling, general and administrative expenses

€400m

04 05 06 07 08

W Gross profit @ Gross profit before depreciation %

Gross profit before exceptional items

Gross profit continued to improve, increasing by 2.2 per cent
during 2008. Gross margin before depreciation and exceptional
items increased by 0.9 percentage points to 39.4 per cent. Both
increases were driven by the improved revenue mix towards higher
margin Data revenue, particularly Ethernet and Managed Services
offerings, notwithstanding continued upward price pressure

on costs such as electricity.

Network depreciation increased by 1.6 per cent owing to increased
investment in network assets to drive growth in Data revenue.
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+2.8%

-1.0%

-1.0%
- 3.7%

04 05 06 07 08

*Includes exceptional cost of €9.3m

Operating expenses

Selling, general and administrative expenses (SG&A) decreased
by 3.7 per cent during 2008. However, without the effect of weaker
Sterling during the year, there would have been an increase

of 3.5 per cent on a constant currency basis, as a significant
proportion of costs are denominated in Sterling.

During 2008 we focused on improved productivity. However,

a controlled increase in SG&A expenses during the year was

essential to drive profitable revenue growth, principally in the

following areas:

e Additional resource in Operations to continue service delivery
improvements and in customer-facing divisions to drive sales.

e Expansion of the Barcelona Shared Service Centre.

e Additional resource to drive Managed Services expansion.
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Report of the Board of Directors continued

Five year EBITDA summary

+6.8%  +24%

+10.2%

EBITDA'

EBITDA continued its recent annual upward trend, increasing

by 9.6 per cent to €303.9m in 2008. On a constant currency
basis EBITDA would have been €292.6m for the year, reflecting
the improved gross margins from higher margin Data revenue
growth offset in part by the controlled growth in SG&A expenses.

EBITDA trends by segment are materially in line with segmental
operating profit.

1 EBITDA is earnings before net finance costs, tax, depreciation, amortisation,
foreign exchange and exceptional items.
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Divisional operating profit/(loss) before exceptional items

€75m

(€25m)

07 08 07 08 07 08 07 08

Major SME Wholesale Total

Operating result (before exceptional items)
The Group operating profit before exceptional items increased
by €21.0m driven by the EBITDA improvement.

Major Enterprise
Operating profit for the Major Enterprise Division increased
by €0.7m driven by increased revenue offset by higher costs.

SME

Operating losses for the SME Division decreased by €7.2m.

The improved mix of both higher margin Data revenue and higher
margin product sales within Voice revenue, and the reduced SG&A
costs more than offset the decrease in overall SME revenue.

Wholesale

Similarly the Wholesale Division operating profit increased

by €13.1m with the improved mix of higher margin Data
revenue more than offsetting the reduction in overall revenue.
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Report of the Board of Directors continued

Group operating
profit before exceptional
items increased by

€21.0m

Finance income and finance costs

Finance income increased by €1.1m to €9.3m (2007: €8.2m)
reflecting higher cash balances and improved cash management.
Finance costs and similar charges decreased by €0.9m to €22.7m
(2007: €23.6m).

Exchange losses

The exchange losses in the year ended 31 December 2008 totalled
€8.0m, primarily due to the revaluation of Sterling denominated
assets and liabilities into Euros.

Taxation
2007 2008
€m €m
Group tax charge - -
Gross tax losses carried forward —
without time limits 1,2171  1,329.0
Gross tax losses carried forward —
time limited 339.5 272.4
Total tax value of losses 1,556.6 1,601.4
Other timing differences 1,184.1  1,106.9
Total unrecognised gross tax asset 2,740.7 2,708.3

The majority of the above time limited losses must be utilised by

31 December 2011 and all must be utilised in the country of origin.
They remain subject to legislative provisions and to agreements
with the various tax authorities in the jurisdictions in which the
Group operates. The other timing differences mainly arose from
our assets being depreciated more quickly in our financial accounts
than in our tax accounts.
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Five year profit after tax summary (before exceptional items)

€100m

(€200m)
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Profit after tax before exceptional items
Profit after tax continued its annual improvement, increasing
by €15.7m to €54.9m in 2008.
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Report of the Board of Directors continued

Free cash flow summary

€25m
04 05 06 07 08

* Includes €17.0m exceptional item

Cash flow

Free cashflow

Free cash flow
increased by

€84m

2004 2005 2006 2007 2008

€m €m €m €m €m

EBITDA 230.2 253.7 270.9 277.4 303.9

Net cash used in capital expendituret (183.9) (182.8) (229.4) (259.7) (310.1)

Movements in working capital and provisions

(excluding deferred revenue) (26.0) (31.6) 9.9 (10.4) 23.3
Movement in deferred revenue - 3.2 13.5 42.9 23.3
Non-cash items 3.1 3.6 0.6 0.1 0.1
Exceptional items - - 9.9 - 17.0

Net finance costs (37.6) (35.4) (37.1) (13.0) (11.8)
Free cash flow including exceptional items (14.2) 10.7 19.1 37.3 45.7

T Capital expenditure is reported on a cash not an accruals basis.

Free cash inflow increased by €8.4m to €45.7m reflecting increases
in EBITDA, exceptional items, deferred revenue and other working
capital, offset by increased capital expenditure. Within working
capital, receivables decreased due to improved timeliness

of collections.

Capital expenditure increased by €50.4m to €310.1m reflecting
increased customer Data revenue orders and increased investment
in Data Centres mainly to support increased COLT Managed
Services orders as shown opposite.
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Report of the Board of Directors continued

Capital expenditure

€400m

€200m

Capital expenditure

Year ended

2007 2008
€m €m

Capital expenditure primarily related to:
Data revenue* 172.6 188.5
Managed services revenue* 22.2 56.2
Other* 64.9 65.4
Total capital expenditure 259.7 310.1

*This analysis is estimated based on the
proportion of fixed asset additions.

Capital expenditure related to Data revenue is primarily expenditure
on new equipment both on customer premises and elsewhere

in the network to support the acquisition of new Data revenue
customer contracts. These contracts are typically for periods

in excess of one year. Capital expenditure for these purposes
increased broadly in line with Data revenue growth.

The increase in capital expenditure related to Managed Services
revenue reflects investment in new Data Centre space across
Europe mainly resulting from new customer contracts. This
expenditure has a longer payback period with substantial initial
investment leading to sustained future revenue streams. COLT’s policy
is to generally build out Data Centres in response to customer
demand rather than on a speculative basis.

Wherever possible we try to manage the initial Data and Managed
Services cash investment through up-front customer payments and
accordingly, before the impact of exchange movements, deferred
revenue increased by €23.6m during 2008. Net of a €21.8m
exchange loss, deferred revenue increased by €1.8m to €185.1m.
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The increase in capital
expenditure related to
Managed Services revenue
reflects investment in new
Data Centre space across
Europe mainly resulting from

new customer contracts.

Other capital expenditure, representing non customer-specific core
network and office infrastructure, internal IT projects and network
inventory, increased by €0.5m to €65.4m. Key expenditure

in 2008 was for the MSP Next Generation Network infrastructure,
representing a foundation for improved customer functionality

and cost efficiencies for the Group. There was also significant
investment during the year on our Next Generation Billing project,
due for completion in 2009, which is also expected to yield

future cost efficiencies. These projects represent major long

term investment.
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Report of the Board of Directors continued

Cash and debt summary (as at 31 December)

€1200m
€600m
638.7
328.3 1053 0311 273.6
0
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M Cash M Debt

Liquidity and capital resources e Customer service: If COLT does not continue to provide a high

The Group’s cash and cash equivalents increased by €42.5m level of customer service, there is a risk that business prospects

during 2008. The Group also moved from a net debt to a net cash could be harmed and COLT’s financial performance adversely

position by the end of 2008. In light of the underwritten Open Offer affected.

launched today, COLT is well placed to repay its bonds, which e |T: The telecommunications business in general, and COLT’s

mature in December 2009. in particular, is heavily dependent on IT systems. If the Group fails

to maintain, develop and implement new IT systems successfully

Principal risks and uncertainties COLT’s business and operations will be negatively affected.

The management of COLT’s business and the execution of the e [nfrastructure: Physical loss, damage or limitation of capacity

Group’s strategy are subject to a number of risks and uncertainties. to one or more of COLT’s Data Centres, network management

The key risks facing the business are set out below: centres and network could disrupt our business or customers’

e Economic conditions: A significant downturn in economic business. Again, this could have an adverse impact on the
conditions could adversely affect COLT’s results. Much of our Group’s business, financial condition and operating results.
business centres on implementing information technology (IT) e Shared Service Centres: Physical loss, damage or restriction
solutions for large corporate customers. A downturn in economic of timely access to the Group’s Shared Service Centres in Gurgaon
conditions may cause existing and potential customers to delay and Bangalore, India and Barcelona, Spain could disrupt COLT’s
or avoid the purchase of such solutions, or may lead to business or customers’ business. Again, this could have an
consolidation of customers or increased bad debt. However, adverse impact on the Group’s business, financial condition and
it may also increase opportunities as our customers seek operating results.
to reduce costs and outsource their operations. e Customer churn: Customer churn happens when customers

e Competition: The telecommunications industry is highly stop subscribing to one or more of COLT’s products or services.
competitive. Competition in the industry is based upon a number COLT is vulnerable to customer churn because some of its
of factors including strategy, price, network quality, technology, products have become commoditised and many of its customers
products and services and customer service. Failure to deliver do not commit to long term contracts. Customer churn leads
on any of these aspects could have an adverse effect on COLT’s to reduced revenues from lost business and could adversely affect
business, financial condition and operating results. COLT’s business.

e Changes in technology: The industry is also subject to rapid e Suppliers: The Group is reliant on a consistent and effective
technological changes. However, it is not possible to predict with supply chain to meet its business plan commitments. Any
any certainty the effect of any changes on COLT’s business. financial or operating weakness of COLT’s telecommunications

® Regulation: The telecommmunications industry is highly regulated equipment or service suppliers or COLT’s IT software suppliers
in all the countries where COLT provides services. The Group is could affect the Group’s performance.
therefore subject to uncertain and changing regulatory issues that e Capital: COLT may require additional capital to finance the
could potentially affect the way we operate in different jurisdictions. Group’s investment and working capital requirements. Failure

to finance capital requirements adequately could adversely affect
the execution of the Group’s strategy.
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Report of the Board of Directors continued

COLT’s cash and cash
equivalents increased by
€42.5m. The Group also
moved from a net debt
to a net cash position
by the end of 2008.

These risks are managed and continuously monitored through an
established risk management process embedded at both Divisional
and Group-wide levels. The risk management process formalises
management’s activities around the identification, prioritisation and
ongoing assessment of risks. Changes in both the external and
internal environments are reviewed on a periodic basis to ensure
their impacts on COLTs risk profile and exposure are understood
and mitigated if necessary. Risk mitigation strategies are discussed
and actions, ownership and implementation dates are agreed
accordingly. The progress of mitigation activities is tracked by
dedicated risk champions in the business, and update reports are
provided to the Audit Committee. The risk management process is
aligned to the annual budget process to ensure risk-related spends
are considered, and where necessary, incorporated. On a yearly
basis, senior management collectively revisits the Group-level risks
to ensure the overall risk management process remains aligned

to COLT’s business objectives and the operating environment.

Treasury policy

The Group operates a centralised treasury function. The Group’s
treasury operations are conducted within a framework of policies
and risk management procedures approved by the Board. The
Board reviews the risks and associated polices and procedures,
including overall treasury strategy on a regular basis.

The primary objectives of the centralised treasury function are
to optimise the return on the Group’s cash surpluses, manage the
working capital and foreign currency requirements of the Group
and ensure the Group has access to the debt and capital markets
as well as alternative short term funding options.

In addition to liquidity and credit concentration risk, the Group’s
principal financial risk exposures arise from foreign currency
exchange and interest rates. These are mitigated however, by

a majority of the Group’s transactions being denominated in Euros
and the Group’s external debt is also Euro denominated, containing
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fixed rate interest terms. The remainder of the Group’s outstanding
bonds issued in December 1999 are also due for redemption within
12 months (December 2009).

During 2008 the Group did not use any derivative financial instruments
to manage treasury risk.

Further information is provided in note 22 of the attached
financial statements.

Liquidity risk

The Group has financed its operations historically through a mixture
of issued share capital and long term senior unsecured loan notes.
COLT’s outstanding notes are due for repayment on 15 December
2009. COLT had cash and cash equivalents of €273.6m

at 31 December 2008. On 20 February 2009, COLT launched

an Open Offer to raise €201m before expenses, which is fully
underwritten by certain Fidelity parties. In the view of management,
this provides COLT with adequate funding to support its working
capital requirements and facilitate repayment of the Notes.

Excess cash balances are invested either in AAA unsecured money
market mutual funds or placed on short term money market cash
deposits with approved counterparties, prior to being invested

in the Group’s operating companies to fund their operations

on an as needs basis.

Foreign currency risk

The Group’s principal revenues, costs, assets and liabilities, including
external and intra-Group debt financing, were denominated in Euros
during 2008. Of the remaining revenues, costs, assets and liabilities,
the largest non-Euro denominated balances, and those to which the
Group is subject to the most significant exchange risk, are in Sterling.

The Euro strengthened by 16 per cent against Sterling during 2008.
We estimate the impact on operating profit was €21.5m.
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Report of the Board of Directors continued

Interest rate risk

The Company has reduced the uncertainty associated with fluctuating
interest rates by raising debt at fixed rates. As interest is earned on
cash deposits at variable as well as fixed rates, changes in interest

rates will have an impact on the amount of interest income earned.

Concentration of credit risk
The Group considers its exposure to credit risk at 31 December
to be as follows:

2008 2007

€m €m

Money market deposits 130.0 -
Money market fund 69.0 74.8
Total money market fund and deposits 199.0 74.8
Bank deposits 74.6 156.3
Trade receivables 220.2 253.3
Other receivables and VAT recoverable 26.6 44.8
520.4 529.2

Financial assets that potentially subject the Group to a concentration
of credit risk consist principally of accounts receivable and cash and
cash equivalent deposits. Concentration of credit risk with respect
to trade receivables is considered limited given that the Group’s
customer base is large and unrelated and distributed across
different countries and industries. Due to this, management believes
there is no further credit risk provision required in excess of the
normal provision for bad and doubtful receivables.

Investments in bank and money market deposits are in accordance
with established internal treasury policies which dictate that an
investment’s long term credit rating is no lower than single A.

As at 31 December 2008 the Group had €130.0m on deposit with
four counterparties for a maximum of three months. The largest
deposit with any one party was €40.0m. Additionally the Group
invests in AAA unsecured money market funds where the
investment is limited to a maximum of the lower of €50 million

or 2.5 per cent of the fund, subject to a minimum of €1 billion fund
size and various other qualitative requirements.

The Group has not experienced any losses to date on its
deposited cash.

Capital management
The following table summarises the current capital of the Group:

2008 2007

€m €m

Cash and cash equivalents 273.6 231.1

Borrowings

Long term - (262.2)
Short term (262.2) -
Net funds/(debt) 1.4 (31.1)
Equity 942.3 936.7
Capital 1,723.9 1,723.3
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The Group’s policy is to finance the Group centrally using a mixture
of equity and long term capital markets issues. The Group’s
remaining 7.625 per cent Euro bonds become due for redemption
at par on 15 December 2009. On 20 February 2009 following

a review of its financing structure the Board announced an Open
Offer to raise €201m before expenses. The Open Offer is fully
underwritten by certain Fidelity parties. The proceeds from the
Open Offer will strengthen COLT’s balance sheet and provide
resources which will allow COLT to repay its outstanding bonds,
which become due in December 2009, while implementing its
business plan.

Likely future developments

The business environment and market conditions are likely to be
challenging in the foreseeable future. The telecommunications
industry will continue to be competitive, pricing pressure will
continue to be intense and the pace of innovation and technological
change will remain fast moving. Furthermore, the global economic
downturn will continue to affect businesses across Europe: their
ability to pursue discretionary programmes and, in many cases,
maintain core business efforts. Nevertheless, growing revenue,
introducing more innovative services and technologies, improving
the Group product mix and margins, managing costs and capital
expenditure and achieving significant improvements in EBITDA
and free cash flow will continue to be our priorities.

In this environment, COLT will continue to focus on its Data revenue
growth, particularly Ethernet and Managed Services. In addition,
we will continue to develop and deliver new products and services,
especially in Managed Services. Late in 2008 we launched our new
Managed Services Division. The purpose of this Division is to assist
our customer-facing business Divisions in addressing the significant
growth in demand for IT and network services. We see Managed
Services as fundamental to driving our revenue growth over the next
five years as the market for this offering is fast growing, thereby
mitigating the decline in some of our more traditional products such
as Voice. We will continue to invest wisely and opportunistically

in our Data Centre and network infrastructure while continuing
with our key internal investments, especially in our India Shared
Services centres.

COLT’s customer segment-led operating model, introduced in 2007,
will continue to enhance our focus in managing our resources,
people and infrastructure. We will continue delivering optimum
solutions for the particular requirements of different customer
segments, further building our reputation as a premier customer-
oriented ICT business.

Post balance sheet event - €201m Open Offer

On 20 February 2009 following a review of its financing
structure the Board announced an Open Offer to raise €201m
before expenses. The Open Offer is fully underwritten by certain
Fidelity parties.

Dividends

The Directors are not recommending the payment of a dividend
(2007: €nil).
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