Business use of | nter net
Oftel Small and Medium Business Survey Wave 5 May/June 2001

Chapter 1 - Introduction

1.1 Thisreport provides an overview of business use of Internet, taken from the fifth wave of
Oftel’ s quarterly business survey, conducted in May/June 2001.

1.2 The survey sample was changed in wave five, and hence results are not directly
comparable with previous waves. Details and implications of the changes can be found in
appendix 1. The survey is now conducted among 800 businesses (previously 700),
comprising 500 (previously 400) small businesses (1-50 employees) and 300 medium
businesses (51-250 empl oyees — previously 51-500 employees), located across the UK with a
minimum turnover of £50,000. Quotas and weighting were applied to small and medium
businesses separately so that the sample was representative of SMEs (Small and Medium
Enterprises) in the UK in terms of business size, industry sector and region.*

1.3 The survey was conducted on behalf of Oftel by Continental Research during May/June
2001. Thisreport has been prepared by Oftel? based on the results provided by Continental
Research.

1.4 Thereport covers:

— Internet penetration anong SMEs

— type of package, I1SPs used

— Internet connection methods used including DSL (digital subscriber line) services
and other non-PSTN/dia-up connection methods

— satisfaction with Internet services

1.5 A copy of the questionsis attached in Appendix 2. Topics to be researched each quarter
are requested by Oftel project teams, and results feed into current investigations and reviews
in the individual market areas.

! The survey was conducted amongst a representative sample of small and medium enterprises (SMES) in the
UK, reflecting the UK profilein terms of business size, sector and region. As small businesses (1-50 employees
and £50,000 annual turnover) make up around 97% of businesses in the UK, medium businesses (51-250
employees) were over-sampled in the survey to produce a sufficiently robust sample to allow analysis of the
results among medium businesses. The combined results were re-weighted to be representative of UK SMEs as
awhole (97% small businesses; 3% medium businesses), consequently the results for small businesses closely
resemble those for SMEs as awhole. The error margin for this survey of 800 businesses is about 2-4%, but is
higher amongst subgroups. All data shown is weighted data. Unweighted base sizes are shown on charts and
tables to show the number of businesses who were asked the question.

2 The report should not be seen as recommended best buys and should not therefore be relied upon when making
purchase decisions. Oftel has conducted its own checks on the datain this report and whilst we consider it to be
correct, Oftel accepts no liability in respect of any of the results provided to it by Continental or any decisions
taken by any person in reliance on the report.



Chapter 2 - Summary Findings, Conclusions and
Recommendations

2.1 Internet penetration stands at 55%, with 92% medium-sized UK businesses and 54%
small businesses currently connected. Thereis asignificant difference in Internet connection
amongst small businesses, lessthan 2 in 5 with 1 employee are connected to the Internet
compared to over 4 in 5 businesses employing 26-50 staff.

2.2 The mgjority of small businesses used ordinary phone line/dial-up access to connect to
the Internet, whilst medium-sized businesses were more likely to use ISDN or |leased lines.

2.3 Currently 39% of SMEs with Internet are using unmetered packages, which were more
popular among medium than smaller businesses.

2.4 Satisfaction levelswith Internet in general arefairly high. Quality of service remains
highest with 93% of businesses satisfied with their ISPsin this respect. Unmetered packages
claim the highest levels in satisfaction across all aspects of Internet service.



Chapter 3- Main Findings
Internet penetration among small and medium businesses

3.1 In May 2001, 55% of UK small and medium businesses said they were connected to the
Internet. The results are summarised in figure 3a.

Figure 3a % UK SMEs with Internet access
Base: UK businesses, May ' 01 (Small: Base — 501, Medium: Base - 301)

92%

55% 54%
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3.2 7% of businesses said they were in the process of connecting and a further 6% thought it
likely that they would connect within the next 12 months.

Figure 3b Internet penetration amongst UK businesses
Base: UK businesses, May ' 01 (Small - Base: 501, Medium - Base: 301)
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3.3 33% of small businesses claim that they are unlikely to connect to the Internet or do not
know whether they will do so. In August 2000 small businesses that were not connected,
were asked why. The main reasons given were that they felt the Internet was not relevant to
the work of the business, and that the Internet could not assist their businessin any way.
Each reason was mentioned by about half of small businesses not connected.



3.4 Figure 3c shows data split by business size. Internet penetration increases with business
size. The percentage of larger businesses (101-250 employees) connected to the Internet is
approximately double the percentage of Internet connected small businesses employing
between 2-5 staff (96% and 48% respectively).

Figure 3c % UK businesses with / in process of connecting to the Internet by business size
Base: UK small and medium businesses May ' 01 (Base: 802)

0% connected  O% in process of connecting

Total 55% 7%

*1 employee 38% 7%

2-5 employees 48% 9%

6-10 employees 65% 3%

11-25 employees 76% 6%

26-50 employees 83% 7%

51-100 employees 90% 5%

101-250 employees 96% 2%

* Caution should be applied as base size less than 100

3.5 Amongst small businesses (1-50 employees) thereisasignificant differencein
connection levels as business size increases. Lessthan 2 in 5 businesses with 1 employee are
currently connected to the Internet, compared to over 4 in 5 small businesses employing
between 26-50 staff.



Chapter 4 - Internet access methods and | SPs
Connection method

4.1 Small businesses tend to prefer ordinary phone line/dial-up to access the Internet while
ISDN and leased lines remain more popular amongst medium-sized businesses. In
comparing small businesses, less than half (46%) of businesses with Internet, employing 26-
50 staff, said they use ordinary phone line/dial-up, compared with four in five of those with
up to 10 employees. Access methods are shown in figure 4a.

Figure 4a Internet access methods used by UK businesses
Base: UK businesses with Internet access, May '01 (Small — Base: 315, Medium — Base: 279)
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* Note, figures add to more than 100% as some businesses are using more than one access medium
Type of package used

4.2 Use of unmetered packages amongst small and medium businesses stands at 39% this
quarter. Medium businesses are more likely to use unmetered packages. Thisisshownin
figure 4b.

Figure4b Main type of Internet package used by businesses
Base: UK businesses with Internet access, May ' 01 (Small — Base: 315, 8% ‘don’t knows
have been excluded), (Medium— Base: 279, 19% ‘don’t knows' have been excluded)
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| SPs used

4.3 Currently 17% of businesses are using more than one ISP, there seemsto be little
difference between small and medium businesses. We may see this figure drop in subsequent
quartersif the proportion of subscribersto fully unmetered packages grows, which could
reduce the need for businesses to use multiple 1SPs.

4.4 Businesses are making use of arange of 1SPs, as shown in figure 4c - which shows
individual 1SP share of the SME business market, based on what | SPs businesses said they
were using. [NB thisis not the same as the proportion of businesses using each ISP as some
businesses are using more than one]. Only 1SPs with a share of 2% or more are shown.
Those with less than 2% share are included in the ‘ other’ category.

Figure 4c ISP share of SMIE business Internet access (based on all 1SPs businesses use)
Base: All ISPsused in small and medium UK businesses with Internet access, May ' 01 (Base:
594, 9% ‘don’t knows' have been excluded)
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Chapter 5 - Satisfaction with Internet service

5.1 On the whole businesses express fairly high levels of satisfaction with their Internet
service.

5.2 Satisfaction with the quality of service offered remains highest (93%), as shown in figure
Sa.

Figure 5a % UK businesses satisfied with aspects of Internet service
Base: UK businesses with Internet May ‘01 (Base: 594, ‘don’'t knows have been excluded)

May ‘01
Total SMEs M edium Small
businesses businesses

Overall quality of service 93% 95% 93%
Subscription charges 83% 76% 84%
(based on businesses who pay
subscription charges)
Call charges 82% 75% 82%
(based on businesses who pay
call charges)
Speed of access 83% 82% 83%
ISP customer care 86% 88% 86%

5.3 Thisquarter sees little difference in satisfaction levels between small and medium
businesses with regard to overall quality of service, speed of access and ISP customer care.
Small businesses tend to be more satisfied with subscription charges than medium-sized
businesses.

5.4 Satisfaction seems highest amongst businesses subscribing to unmetered products. In
particular when comparing customer care satisfaction levels between unmetered products
(91%), subscription and calls (74%) and calls only packages (86%), as shown in figure 5b.

Figure 5b % UK businesses satisfied with aspects of Internet service, split by package used
Base: UK businesses with Internet access May ' 01 (Base 594, ‘Don’t knows' have been
excluded
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(+ satisfaction levels are based only on those businesses who pay for calls or subscription charges )



5.5 Businesses paying both subscription and cost of calls online seem to be least satisfied
with their Internet servicein general.



Appendix 1 - Changesto Oftel’s Quarterly Business Survey
Background

A.1 Oftel’s quarterly business surveys began in May 2000. The purpose of these surveysis
to provide better information for Oftel decision making and to assist stakeholdersin their
response to Oftel documents and policy decisions.

A.2 The surveys focus on small and medium-sized businesses and exclude large businesses

for anumber of reasons:

— large businesses account for less than 1% of all UK businesses

— they are very over-researched particularly in the field of telecoms (primarily due to their
limited number) and for this reason are often reluctant to participate in research

— they have considerably greater buying power for telecoms services and can negotiate
bespoke deals with individual suppliers, enabling them to get better deals, and making it
difficult to make any meaningful comparisons in aresearch context

— Oftel usesitslarge business advisory panel to conduct research on specific topics

A.3 Oftel’ s business surveys are conducted among a representative sample of UK small and
medium businesses (with a minimum turnover of £50,000), reflecting the UK profile in terms
of number of employees, business sector, and geographic region. Assmall businesses (with
up to 50 employees and over £50,000 annual turnover) account for around 97% of UK
businesses, the surveys over-sample medium businesses in order to produce a sufficiently
robust sample to alow analysis of results among medium businesses.

A.4 Quotas are set for small and medium businesses separately to ensure each sampleis
representative of businesses of these different sizes, in terms of number of employees,
business sector, and geographic region. After interviewing, the results are combined and
weighted to be representative of UK small and medium businesses as awhole. This enables
us to present representative results for small and medium businesses separately, each based
on sufficiently robust samples, and representative results for the combined small and medium
business sector.

Details of changesto the sample

A.5 A review of thefirst four surveys was conducted in March 2001, and a segmentation
study conducted enabling the data to be examined in greater detail than was possible during
each separate wave. Asaresult of thiswork, three key changes have been made to the
surveys between waves four (February 2001) and five (May 2001):

(@) Larger quarterly sample

— thefirst four waves of Oftel’s business survey interviewed 700 businesses each quarter —
400 small, 300 medium. From wave five, each quarterly sample has been increased to
800 businesses — 500 small, 300 medium,

— increasing the overall sample will provide greater scope for a wider variety and more
detailed analysis among subgroups.



(b) Changeto definition of ‘medium’ businesses

— thefirst four waves of Oftel’s business survey sampled ‘medium’ businesses with
between 51-500 employees in order to be asinclusive of as many businesses as possible.
From wave five, the survey samples ‘medium’ businesses with between 51-250
employees,

— businesses with more than 250 employees wer e generally found to be making fairly good
use of competition and choice, and wer e exhibiting behaviour that was morein line with
larger businesses than smaller businesses in relation to their use of telecoms. It was
therefore decided to exclude them from future surveys and focus resources on smaller
businesses who generally require greater assistance to make best use of the choices
available. This definition of medium businesses as up to 250 employeesisnow in line
with that of the DTI.

(c) More detailed sampling of small businesses

— thefirst four waves of Oftel’ s business survey applied quotas and weights for small
businesses’ number of employees in the categories 1-10 employees, 11-25 employees,
and 26-50 employees. From wave five, these categories have been expanded and quotas
and weights are now applied to 1-5 employees, 6-10 employees, 11-25 employees, 26-50
employees,

— businesses with 1-10 employees account for around 86% of all SMEs. However, use of
telecoms can differ quite significantly between businesses with one employee compared to
those with ten.  Refining the sampling methodol ogy to interview consistent numbers of 1-
5 and 6-10 empl oyee businesses wave-on-wave, should result in fewer fluctuationsin
results, and enable greater opportunity for analysis and trend data based on number of
employees at this lower end of the spectrum.

Implications of changes, for comparison between surveys

A.6 The changes to the sampling methodology (employee categories) as described above,
mean that the results of wave five are not directly comparable with those from waves one to
four. Thisdoes not however mean that the results from waves one to four are inaccurate or
invalid. Waves one to four are representative of businesses with up to 500 employees,
whereas waves five, and onwards, are representative of businesses with up to 250 employees,
and provide a greater focus on businesses with up to 5 employees than waves one to four.

A.7 Whilst this unfortunately results in a discontinuity of trend information between waves
four and five, the re-focus on smaller businesses following the review of the first four waves
of data, was felt to be of greater benefit in assisting Oftel’ s policy development and
assessment, and other work in respect of small businesses.
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Appendix 2 - Q5 business questions on | nternet

Q13.

Q14

Q25

Q26

Q27

Q28

Q29

Is your company connected to the Internet or in the process of connecting to the
Internet?

Y es connected

Y esin process of connecting

No not connected/not in process of connecting

Is your company likely to become connected to the Internet in the next 12 months?

Which of these best describes the package provided by your business' main |SP?
Monthly or annual subscription and cost of calls made when online

No subscription fee and pay cost of online calls only

Monthly/annual subscription which gives unlimited free usage and pay no call costs
Monthly/annual subscription which gives free usage at certain times or for certain
amount of time but pay for call costs at other times

Other (specify)

How many Internet Service Providers (1SPs) does your company currently use?

Which ISP's do you use to access the Internet?

Overal are you satisfied with the following aspects of Internet use?
Yes, No

Overdl quality of service offered by ISP
The call costs

The speed of access

The customer care offered by ISP

The subscription charges

Which of the following does your company use to connect to the Internet?
(MULTICODE)

Ordinary phone line/dial-up access

BT Highway

ISDN line

DSL (Digital subscriber line) at least 10 times faster than an ordinary phone line and
isawayson e.g. BT Openworld and FreeservePlus

Leased line

High speed access offered by cable company

Fixed access delivered by radio

Other
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