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Dear [✂]  

Assessing the fair bet 

At a meeting on 10 November between BT/Openreach and the WLA case team (including Ofcom 

economists), it was suggested that the framework for assessing the fair bet set out by Oxera 

(supported by Julian Franks) is only one way of assessing the fair bet, and that there are other 

"regulatory rules" that may be relevant. 

We understand from the discussion that Ofcom remains of the view that forbearance from price 

regulation until the date of expected payback would be consistent with the fair bet in the sense that, 

had investors known that Ofcom would regulate in this way, they would have proceeded with the 

investment. 

This is the position set out in the March consultation. Ofcom supports this position with the 

following reasoning: 

• "we consider that an investment is a "fair bet" if, at the time of investment, expected return

is equal to the cost of capital'' .1 We agree. The cost of capital must be the project specific

cost of capital, which Oxera estimates to be at the upper range of 11.4% to 12.8%.

1 March Consultation, para A8.4
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Summary 

In summary, we do not understand how Ofcom's approach - where the opportunity to earn an 

upside 1s given by a "window" before price regulation 1s to be applied - provides appropriate 

incentives to invest, nor how 1t can be considered to be consistent with how the fair bet has always 

been described by Ofcom (which has conditioned our expectations). 

Regards 
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