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Important Notice

If you are a party other than the Department of Communications, Climate Action and Environment
{"DCCAE" or “the Department”), KPMG:

= owes you no duty (whether in contract or in tort or under statute or otherwise) with respect
to or in connection with the attached report or any part thereof; and

*  will have no liability to you for any oss or damage suffered or costs incurred by you or any
other person arising out of or in connection with the proviston to you of the attached report
or any part thereof, however the foss or damage is caused, including, but not limited to, as a
result of negligence.

If you ara a party other than DCCAE and you choose to rely upon the attached report or any part
thereof, you do so entirely at your own risk.

Limitations

The responsibility for determining the adequacy or otherwise of our terms of reference is that of
DCCAE.

Our terms of reference comprise an advisory engagement which is not subject to Irish, or any
other, auditing or assurance standards and consequently no conclusions intended to convey
assurance are expressed.

Further, as our terms of reference do not constitute an audit or review in accordance with irish
auditing standards, they will not necessarily disctose all matters that may be of interest to DCCAE
or reveal errors and irregularities, if any, in the underlying information.

In preparing this report, we have had access to information provided by DCCAE and its specialist
advisors, informaticn provided in the Nationat Broadband Intervention Strategy ('the project’)
supporting SharePoint folders, and publicly available information. The findings and
recommendations in this report are given in good faith but, in the preparation of this report, we
have relied upon and assumed, without independent verification, the accuracy, reliability and
completeness of the infarmation made available to us in the course of our work, and have not
sought to establish the refiakility of the infarmation by reference to other evidence.

Any findings or recommendations contained within this report are based upon our reasonable
professional judgement based on the information that is availzble from the sources indicated
Should the project elements, external factors and assumptions change then the findings and
recommendations contained in this report may no longer be appropriate. Accordingly, we do not
confirm, underwrite or guarantee that the outcomes referred to in this repert will be achieved.

We have not compiled, examined or applied other procedures to any prospective financial
information in accordance with lrish, or any other, auditing or assurance standards. Accordingly,
this report does not constitute an expression of opinion as to whether any forecast or projection of
the project will be achieved, or whether assumptions underlying any forecast or proiections of the
project are reasonable. We do not warrant or guarantee any statement In this report as to the
future prospects of the project.

There will usually be differences between forecast or projected and actual results, because events
and circumstances frequently do not occur as expected or predicted, and those differences may
be material.
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Legal notice

The views expressed in this document represent the views and analysis of KPMG, which have
been prepared based on information currently available. This document has been prepared to
assist the DCCAE i its formulation of the National Broadband Plan Strategic Intervention.

Report Status

This report was originally prepared and issued in draft in May 2018. This version has been updated
for consistency of language with other documents however the conclusions and analysis have not
changed
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Glossary of Terms

= P
ARPU Average Revenue Per User
BU-LRAIC plus Bottorn Up Long Run Average Incremental Cost plus
CMP Connection Milestone Payments
CMP Connection Milestone Payments
CommReg Communications Regulator
CPO Computsory Purchase Order
DAE Digital Agenda for Europe
DCCAE Depariment of Communications, Climate Action and Environment
DEPR Depariment of Public Expenditure and Reform
DMP Beployment Milestone Payments
DMPs Deployment Milestone Payments
DOF Department of Finance
DSM Digital Single Market
EOI Equivalence of inputs
EPEC European PPP Expertise Centre
ERDF European Regional Development Fund
FTTH Fibre to the Home
FTTP Fibre to the Premises
FWA Fixed Wireless Access
GDP Gross Domestic Product
GDPR General data Protection Regulation
GGS General Govemment Sector
GOCO Govemment owned Contractor operated
HICP Harmonised Index of Consumer Prices
1A Intervention Area
IAA infrastructure Access Agreement
ICT information Communications Technology
IRR [nternal Rate of Retumn
ISDS Invitation to Submit Detailed Solutions
JV Joint Venture
KPi Key Performance Indicators .
NBP National Broadband Plan )
NGA Next generation access
NPV Net Present Value
National Broadband Plan Project Re-appraisal &

DoCiament classificallon KPMG Confldential



National Broadband Plan
Project Reappralsal Report

ocCP Ongoing Capital Payments
OCPs Ongoing Capital Payments
QOJEU Official Journal of the European Union
PFMT Project Financial Model Template
PID Programme |nitiation Document
RSP Retail Service Provider
SIRO ESB / Vodafone joint venture
SLAs Service Level Agreements i
SME Small Enterprise .
SMP Significant Market Power
SPV Special Purpose Vehicle
ush Universal Service Designation
Uso Universal Service Obligation
VER Value for Money
VUA Virtual Unbundled Access
WISPs Wireless Intemet Service Provider's .
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Executive Summary

1.1 Background and Purpose

The National Broadband Plan Project (“Project”) is a Government led initiative with the aim of
stimulating invesiment in the development and operation of a wholesale broadband network,
providing next generation broadband connectivity for circa 545,000 delivery points in rural Ireland
located in areas where commercial operators currently have no firm plans for the delivery of such
services.

The Government's objectives for the intervention are to deliver a high quality and reliable, open
access wholesale broadband network, offering customers a choice of services and service
providers, future proofed to bridge the digital divide In the long term. The Government aims to
secure value for money by leveraging addiional private sector investment and reusing existing
infrastructure wherever possible.

The Project was originally appraised and subsequanily approved by Department of
Communications, Environment and Climate Action (*DCCAE") in June 2015, where a gap funded
model was chosen as the preferred ownership option. The Project is currently in the dialogue
phase of the procurement process. This stage has a number of clearly defined technical,
commercial and contractual areas required to be addressed before advancing to the final
procurement stage - Final Tender submission.

DCCAE, following consultation with the Deparstment of Finance, Department of the Taoiseach and
the Department of Pubtic Expenditure end Reform, has requested a reappraisal of the National
Broadband Pian Project in line with the Public Spending Code as is required for a project of this
nature This was undertaken due to the fact that subsidy levels submitted by the two Bidders in
the process at 1SDS, eir and GENC, were significantly higher than the subsidy forecast in the
budget model prepared by DCCAE in September 2017.

in line with Section B.02 ‘The Planning Stage’ of the Public Spending Code, when a tender price
and other relevant information become available, the case for proceeding with the proposal is to
be reviewed.

- If tenderas are over the approved limit re-appraisal may be required to determine
whether the project should be abandoned or proceeded with.

— |fthis re-appraisal suggests proceeding at higher cost the approval of the Sanctioning
Authority to a raised financial limit must be sought before contracts are placed.

The purpose of this report is to provide a re-appraisal of National Broadband Plan (“NBP") in ling
with the Public Spending Code. According to the DCCAE, the underlying strategy for the NBP
remains unchanged and as such this reappraisal focuses on alternative means to deliver that
strategy. Please refer to Appendix D of this report which sets out the DCCAE assessment of the
underlying NBP strategy indicating whether there has been a change as a result of the project
reappraisal.

1.2 Approach and Methodology

The approach and methodology employed in the project re-appraisat is illustrated in Figure 1 below
and 1s In line with Section B 01 ‘Standard Appraisal Process’ and Section B.03 'Approvals
Required and Scale of Approval’ of the Public Spending Code.
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1.2.1 Approach

Our approach compnses of four key steps:

+  Step 1: Identification of options: data gathering, data analysing and brainstorming to
identify a range of delivery options for the project.

+ Step 2: Shortlisting of strategic options: establish a shortlisted set of options based an
constraint analysis in line with Public Spending Code and Multi-Criteria Assessment
informed by the objectives and sub-objectives of the National Broadband Plan Project.

+  Step 3: Shortlisted strategic option review determine the preferred shortlisted option
using both financial and non-financial criteria

+ Step 4: Preferred Optlon; finalisation of conclusion and strategy for implementation of
proposed aption,

Figure 1: Project Re-appralsal Approach and Methodology
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1.2.2 Methodology

In arriving at the shori-listed options, we have applied a number of initial assessment
methodologies including:

Conslraints Analysis: identified options are assessed against the constraints which are set out in
the Public Spending Code and consultation with the Department and its various advisors including
technical, legal and commercial. The results of which are displayed in the below diagram and
outlined in more detail in Section 5.3.

Figure 2- Constraint Analysis Results

Multi-Criteria Assessment: a multi criteria analysis was performed based on a set of criteria derived
from the objectives of the National Broadband Intervention Strategy developed by PWC. Each
option was scored against these criteria. This allowed an assessment of the extent to which each
option contributes to achievement of the objectives and sub-objectives for National Broadband
intervention strategy. This is set out in more detail in Section 5.4.
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Figure 3: Multi-Criterla Assessment Results

Based cn the results of the previous assessment, a number of options were shotlisted for detailed
assessment against both the financial and non-financial criteria set out in the below diagram.

Figurs 4: Detalled Evaluation Assessmeant Critaria
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1.4 Overview of Shortlisted Options
1.41  Shortlisted Options

Based on the methodology set out for shortlisting options in 1.2.2 above and detailed further in
Section 5.3 and 5.4, the following options were shortlisted for detailed assessment:

— Option 2: Continue ‘as is' (Private ssctor build, finance, own and operate with obligafions
{gap funded))

o Option 2(a) - Shared revenue risk.

o Option 2 {b) - Reduced scope (95%) with remaining area being funded separatety,
for example being serviced by Universal Service Designation ("USD’) obligation.

o Option 2{c) - Reduced scope (80%) with remaining area being funded separately,
for example being serviced by USD obligation.

— Option 3: Re-procure as a Concession Contract

o Option 3(a) ~ Shared revenue risk.

o Option 3{b) -Reduced scope {35%) with remaining area being funded separatety,
for example being serviced by Universal Service Designation (‘'USD’) obligation.

o Option 3{c) - Reduced scope (80%) with remaining area being funded separately,
for example being serviced by USD obligation.

1.5 Evaluation Assessment Results

The shortlisted options were subject fo the financial and non-financial appraisal set out in Sections
6 and Section 7 respectively. The financial appraisal was based on costs as per the Budget Model
as at March 2018 for Option 2 which is the current structure. These costs were then extrapolated
as a proxy for the costs of the other aptions. The results of the financial appraisal are summarised
in Figure 5: Financial appraisal results of the shorllisted options and the results of the non-financial
appraisal are summarnsed in Figure &: Non-Financial appraisal results of the shortlisted options.
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Figure 8 Non - Financial appraisal results of the shortlisted options
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The results of the non-financial assessment suggest that Gap Funded model is likely to make the
greatest contribution to the achievement of the strategic objectives and principles of the project,
with a weighted score of 460 with option 2(b) providing the next most viable option, whereby the
scope Is reduced to 95% of the Intervention Area with remaining area being funded separately, for
example being serviced by Universal Service Designation ('USD') obligation.

1.6 Key Differences between Gap Funded and Concession
Models

Based on our experience, our assessment of the key diferences between the two shortlisted
options are detailed below. Noting that the Gap Funded Model 1s based on current contract
provisions whereas the Concession Model is based on an assumption of what that contract might
be

Figure 7: Key Differences between Gap Funded and Concession Models
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1.6.1 Reduction in scope analysis — 95% and 80% options
Under this approach, the Government can either decide to:
— Only deliver high speed broadband to 80% or 95% of the NBP intervention area; or

— Deliver the reduced scope under the current procurement and explore alternatives for the
remaining premises.

Some of the key issues associated with these approaches I1s presented In the table below.

r\r-lnll-q

IReduce scapeta B0%. and 857, and consideratternativesfor the remalning J

 whurs 10wz meve Goverenent Policy snd Objectives which identifes 100% Delayed doiuq of pokcy nbpmu ard aconomic benuh::
coverage o e barget forthe delivery of High Spesd Broadband

Fadure 1o achieve the Digeal Single Market Objectve of svery Ewopeanhidng A tachrucal soluten which i cheaperthan Momﬁmh e

Ecceasto 10 Mbps connactivity by 2020 gap funded approach hes not yet bean identfied
-"Ernin sigreficant chaliengs jo e rollout of the States digrital sgencda mchudng Ajsatanent of prermmtas tn be emaved from the Intanventon Ares would neede
lGnﬂm\onl. aHaakh, technologyin aducabon eic be undertaken o snaurs prenvses coukd be sanaced through altemative means
Raducn aconomic banekis ta tha State from abddy 16 promote Femote sorking, Segreficent work wouky tre required in hg elemaive op and planning
development stc, and runmng & sEpArels process

A high level analysis performed by Analysys Mason of the potential premises which would not be
covered are as follows.

Pk Cpreagednahis

TORIpremises

] Y ofmotco Tot premieed Lcovered % OTRGTCovErsy
Rl premise;

CARLOW 824 : A% CARLCYW g c

CAVAN 18.120 T4 400%  CAVAN 18,120 4,309 LATE%
CLARE 21,726 ara 400% CLARE 21,728 4,453 2050%
CORK £3,181 1336 E30% CORK 53,181 13,143 2081%
DGHEGAL 35.380 1984 GE0% DONEGAL 35,380 7.575 .40%
DUBLIN 883 L1 1020% DUBLIN sA3% 1508 43 18%
GALWAY 48 04 1577 J40%  GALWAY 49,044 583 12ET%
KERAY 30,358 28 7I0%  KERRY 10,358 7.481 T Ba%
KILOARE 18,843 €51 560% MILDARE 16,543 L1120 N2%
KILKENNY 18227 a7 270%  WILKENHY 18,227 2.547 15.70%
LADIS 12203 404 33N LADE 12303 Fdirs g 18 88%
LEITRIM 11,138 430 430% LESTRIM 11,130 1.238 11.11%
LIMBRICK, 17014 B77 120% UMERICK 27,014 150 1300%
LONGFORD LJ.LL3 148 110% LONGFCORD 8.8as 915 10.54%
LEUTH 8,883 507 570% LOUTH B.883 2407 2T10%
MAYD 25850 1,293 IB0%  MAYOD 35,580 B0t 14 8T%
MEATH 22038 1.701 710% MEATH 2208 507a 23.04%
MONAGHAN 14,330 N 3.70%  MONAGHAN 14330 1,498 10 44%
QFFALY 11.52% 298 150% OFFALY 1.929 B&1 1.22%
ROSCOMMON 19,057 1,122 §00%  ROSCOMMON 19,057 3283 17.25%
SLGO 12.004 580 440% BUGO 13,094 3,065 20 82%
TIPPERARY JoNE 1110 A7%  TIPPERARY 016 8728 233%
WATERFOAD 12 sar7 [0 ] 400% WATERFORAD 125687 2807 23.13%
WES TMEATH 131 11 ] 840% WEITMEATH 1290 1314 2.79%
WEXFORD Fil - 232 9.50% WEIFORD 25107 834 28 43%
WICKLDW 104483 ; [ 6.30%  WICKLOW 10,443 2T 28 52%
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Note 1. The sbove premises »ere danni by ranking aggrepation points i terms of cost per premises from the highest to the lowest nahorrice abd removing the top 5% and the fop 20%
cively. The sctital premb hes have not actually been identified and coxted a3 yet
Nate 2; Cosisar mmmcm.m

1.7 Conclusion

On the basis of the financial and qualitative appraisal of shortfisted options presented above, we
conclude that the preferred option is Option 2 ‘Continue with the current procurement process of
a gap funded model followed by Option 2(b).

This option was selected by DCCAE on the basis that it:
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m Offers an opportunity to achieve a mutually acceptable agreement with the remaining
Bidder;

m Minimises procurement tisk and the consequential State Aid and ERDF risks; and

m |s structured to provide early check-points on the potential to achieve a mutually
acceptable agreement.

A clear strategy for implementing this option is described in Section 9.3 of this report. The delivery
of this option is dependent on the following:

= Reaching an acceptable position on the overall cost of the project;
= Reaching an acceptable position on the contractual terms; and
m Bidder proposing a final technical solution that is acceptable.

1.8 Taking the Project Forward

e - = i

1.8.2  High Speed Broadband Determination

The technica! advisors undertook an analysis of the High Speed Broadband Determination and
noted that while the Intervention Strategy does not specify the type of technology that should be
used for the National Broadband Plan, it has been accepted, following detailed analysis by DCCAE
that Fibre to the Premises is the likely solution for the majority of premises in the Intervention Area.
The remaining Bidders in the competition put forward a similar view during dialogue. Whilst the
aspiration of the Intervention Strategy is ubiquitous availability of the same Minimum Standard
NGA Service to all premises in the Intervention Area, the Strategy recognises that the econormics
of achieving this aspiration may result in an unacceptably high, unaffordabte subsidy requirement.
Therefore in order to address this affordability tisk, the option of providing Alternative Bitstreamn
Wholesale Products was explored with Bidders by the technical advisors and DCCAE. This allows
bidders to propose altemative sclutions that doesn't achieve all the specification requirements
under Minimum Bitstream Wholesale Products, e.g. altemnative technology fixed wireless access
solution and a satellite solution. These options are currently being dialogued with the Bidder bt the
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techinical advisors and DCCAE and will be pursued if they meet the objectives of the project and
offer value for money for Government.

Following an analysis on High Speed Broadband Determination by the technical advisors, it was
concluded that at present the Bidder will continue to be required to provide a High Speed
Broadband product to 100% of premises in the Intervention Area. There has been no obvious
Alternative Bitstream solution identified to date, however the Contract will allow flexibility for
altematives to facilitate new solutions and technologies over the contract duration, as well as
allowing for Alternative Bitstream Wholesale Product for difficult to reach premises that materialise
during deployment. This opticnat access saolution will meet minimum specification set for the
Minimum Bitstream Wholesate Product, however it may have a different specification to the
product that NBPco is using in the majonty of the Intervention Area. The specification shall be
future proofed and proportionally track the roadmaps for the main Minimum Bitstream Wholesale
Product. The use of the Altemative Bitstream Wholesate Product is currently proposed to be
capped at 2% of existing Premises and 2% of new Premises.

|

1
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Introduction

The purpose of this report is to provide a re-appraisal of National Broadband Plan (‘NBP") in line
with the Public Spending Code. The original appraisal of this project was undertaken in June 2015
where a gap funded model was recommended as the preferred ownership option.

It is the responsibility of DCCAE, as Sponsoring Agency, to procure and implement a robust
ownership model for the cost effective and efficient delivery of the project in order to ensure any
public money used is efficiently and effectively utilised towards achieving the NBP objectives, the
required outputs, outcomes and benefits. Following recent developments in the procurement and
recent discussions with Government, DCCAE has inltiated a re-appraisal of the project.

The decision to re-appraise the project was taken by DCCAE, following consultation with the
Department of Finance, Department of the Taoiseach and the Department of Public Expenditure
and Reform, due to the fact that subsidy levels submitted by the two Bidders in the process at
Invitation to Submit Detailed Sclutions (“ISDS"), eir and GENC, were significantly higher than the
subsidy forecest in the budget model prepared by DCCAE in September 2017.

This report identifies and re-appraises, through financial and non-financial analysis, a number of
project options and identifies a preferred option for delivering the State's intervention. This report
is informed by the Broadband Strategy for Ireland report prepared by PwC, Strategy Advisor and
the Cost Maodelling prepared by Analysys Mason, Technical Advisor and previous reports prepared
by KPMG, Financial Advisor on ownership, funding, governance and the financial appraisal. The
project appraisal must ensure consistency with previously determined programme/policy
objectives,

2.1 Overview of current Procurement Process

2.1.1 Progress of the procurement to date

0n 22 December 2015, DCCAE published a contract notice in the Official Journal of the European
Union (the “OJEU") regarding a proposed contract to appoint an operator or operators for the
financing, development, construction, operation, maintenance and exploitation of NBP (including
the provision of next generation access ("NGA") wholesale services for premises that are unlikely
to be able to access such services through commercial investment alone) (“the Project™) using a
competitive dialogue procurement process.

The project was designated as a “service concession” as defined in the Public Procurement
Diractive 2004/18/EC and the European Communities (Award of Public Authorities' Contracts)
Regulations 2008.

The competitive dialogue procedure process and steps which have been completed to date
include:

= Stage 1 - pre-qualification: This stage was governed by the Pre-Qualification
Documents and involved the Department evaluating the PQQ Responses submitted by
Bidders to determine the eligibility, economic and financial standing and technical and
professional capability of each Bidder, The pre-qualification stage concluded in June
2016 with a short list of 3 Bidders (GENC, Siro and Eir), which were notified by the
Department in writing of their inclusion in the dialogue process (Stage 2).

m Stage 2 ~dialogue: This stage was governed by the 1SDS which was issued to the pre-
qualified Bidders following the pre-qualification stage. This I1SDS described the
Department's requirements for the Project and the submission of Detailed Solutions
during the dialogue stage. The Department received the ISDS submissions from two
Bidders {GENC and Eir) in September 2017. These submissions were evaluated and
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feedback was provided to Bidders in respect of the evaluation criteria set out in ISDS
Volume 2. Financial solutions (including cost model, financial mode! and subsidy
requirernent) have also been reviewed in detail against DCCAE's budget model. The
dialogue process is currenfly ongoing however it is well progressed with only a number
of clearly defined and understood “red flag issues” remaining and DCCAE having a
clearly defined list of technical, commercial and contractual areas to be addressed in
advance of Final Tender submission,

2.2 Project Re-appraisal

The proposed government intervention in the NGA broadband market will involve a public sector
subvention. In order to ensure that the government has sufficient information to determine its
options for subvention and whether or not to allocate a level of funding to the project, it is necessary
to develop a project appraisal of the praject. The original appraisal of this project was undertaken
in June 2015 with an updated report following public consultation in February 2016. In advance of
1SDS submissions in September 2017, DCCAE set out a budget model for the NBP. This budget
maode! set out the projected subsidy level for the project. However, both bidder submissions at the
ISDS stage projected significantly higher levels of subsidy. Following a detailed costs review and
evaluation of the cost and financial models, DCCAE formed the view that the subsidy levels at
ISFT are unlikely to be lower than the September 2017 budget model. As such, and following
consultation with the Department of Finance, Department of the Taoiseach and the Department of
Public Expenditure and Reform, DCCAE made the decision to reappraise the project options.
DCCAE has updated its budget mode! to provide an updated estimate of what it now believes the
project is likely to cost. Analysis on the differences between the September 2017 budget model
and the updated budget maode! is set out in Appendix 2 to this report.

In undertaking this re-appraisal, a number of additional considerations have been taken into
account including; progress and information obtained from the process to date, the single bidder
situation, likely impact of cancelling the curmrent procurement and market appetite for any re-
procurement of the project.

Based on delivering the onginal programme/policy objectives underpinning the NBP, this re-
appraisal assesses the universe of options now available for the proposed state-led intervention
and shortlists these taking into account the consiraints and objectives of the Project. A preferred
option is selected through the assessment of the likely financial and non-financial impacts of the
shorflisted options over the term of the project. While the financial appraisal and supporting
financial model is developed based on best estimates and assumptions developed with DCCAE
and its advisers and information received from Bidders at ISDS, there will still be a number of risks
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and uncertainties associated with this analysis. As such, a sensitivity analysis of the key
assumptions is also in¢luded In this report

This appraisal includes financial appraisal techniques, such as the net present value ("NPV") and
the internal rate of return {"IRR"), so that options can be appraised and recommendations made.
The appraisal of options are carried out in line with the Public Spending Code, inciuding
cansideration of discount factors set out In the Public Spending Code. The financial appraisal
madel includes financial statements including cash flow statements, income statements and
balance sheet statements over the proposed contract period of the state-led intervention.

2.3  Structure
The report sets out the fotlowlng:

m overview of the market and the NBP:

m objectives of the Project;

universe of project options, their advantages and disadvantages and their potential
constraints;

preferred optiocns considered;

financial and non-financial appralsal undertaken;
risks associated with the preferred options;
sensitivity analysis;

recommendations; and

key assumptions and inputs used.
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24 Methodology

Figure B below sets out the project appraisal approach as set out in the 202 Department of
Finance {*DoF") Guidelines for the Appraisal and Management of Capital Expenditure Proposals
in the Public Sector

Figure B. Overview of thg project appraisal and management process
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In tine with Section B.02 ‘The Planning Stage’ of the Public Spending Code, when a tender price
and other relevant information become available, the case for proceeding with the proposal is to
be reviewed. If tenders are over the approved limit re-appraisal may be required to determine
whether the project should be abandoned or proceeded with. If this re-appraisal suggests
proceeding at higher caost the approval of the Sanctioning Authority to a raised financial limit must
be sought before contracts are placed.

Following from the above, a re-appraisal of the project has been undertaken in line with Section
B.01 ‘Standard Appraisal Process’ and Section B 03 ‘Approvals Required and Scale of Approval'
of the Public Spending Code.
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The National Broadband Plan

34  Overview of the market

3.1.1 Current market structure’

The lrish broadband market is broadly structured as shown in the diagram below, with a variety of
companies operating at different layers across the network. In addition to these operators
ComReg, the National Regulatory Authority for the electronic communications sector in Irefand,
plays a role in regulating the market and in particular those companies viewed as having significant
market power.

Flgure 9: Current fixed broadband market by operater and layer {Indlcative)
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The fixed broadband market is split between three layers that connect end users with the intemet.
These are as follows:

Retail Service Providers

These are the retail companies that consumers will contract with to obtain their broadband service.
There are a variety of operators at this layer each offering differing levels of service quality (speed,
downloadfupload usage) and price to consumers. The Retail Service Provider (*RSP") delivers the
broadband service for the customer (utilising the network infrastructure described below),
manages the connection that the consumer has with the intemet and provides the connection
between the network infrastructure and the intemel

Wholesale Active Layer

| Department of Communications, Climate Action and Environment {"DCCAE") and Technical Advisors
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The wholesale active layer is broadly divided into two different services, these are:

= Access Network — This represents “active” parts of the “last mile” to the customer
premises, namely infrastructure such as swilches, antenna, transceivers and
micrawave equipment that allows the transmission of data through the physical
infrastructure Similar operators are present atthis leve! as at the passive layer level
(see below). Key regulated products include Virtual Unbundled Access, Broadband
Access and Multicast.

] Core Network — Often known as backhaul, this layer represents the core network
elements such as switching centres, GPRS service nodes and transmission
equipment. It effectively representis the backbone of the broadband network. This
care / backhaul natwork will connect the “last mile” to the interconnection point with
the RSPs, who in turn provide IP connectivity to the wider internet. A wider variety
of operators are active at this layer Key regulated preducts include Broadband
Usage, Ethernet ralated backhauling and operator-to-operator interconnection
products.

Wholesale Passive Layer

This covers the physical infrastructure from the customer premises, via the “last mile” to the
exchanges containing the active equipment. The passive layer also includes the passive
infrastructure of the core network The physical infrastructure of this layer includes poles, masts,
ducts, cahinets, exchange buildings, as well as the equivalent passive elements of the core
network. eir is the largest operator at this fayer. An ESB / Vodafone joint venture (“SIRQ") was,
from the beginning of 2015 onwards, making significant investment into expanding its presence in
this layer and the active layer in particular, using existing electricity infrastructure to run fibre optic
cable to 500,000 homes and premisas. There are also a number of other operators in this layer,
for example enet.

Within this layer eir provides access network regulated products such as Local Loop Unbundling,
exchange space rental and duct and poles access. There 1s also a limited number of core network
passive only providers, for example CIE and Aurora, who supply physicat infrastructure only {e.g.
duct and dark fibre). Purchasers of thesa services must supply their own active componenis to
make use of the physicat infrastructure.

eir has a commitment agreement with the Minister to rollout high speed broadband te 300,000
premises in rural Ireland by lhe end of 2018 — ¢ 500 premises per day. This is a wholesale network
only. err sells access to the network to retail servica providers on an open access basis who in
turn resell to the general public. We understand that eir progress to date is in line with the
Commitment Agreement. In the period from 1 July to end of December 2017, 120,567 premises
have been passed and over 20,000 of those premises have heen connected to high speed
broadband services.

The diagram aiso indicates the points in the broadhand network where ComReg is most active 1n
regutating the market. Following market review, ComReg has designated eir as having significant
market power In the provision of broadband services. Therefore, ComReg has imposed controls,
regulatory obligations and remedies on eir. These controls cut across all layers of the broadband
infrastructure requiring regulation of access, price and quality of service at the physical, active and
core layers

5G

The technical advisors undertook a review of 5G. Their high level analysis is set out hereF
chliciaJy

m. 5@ refers tothe fifth ganeration of mobile te
u 15 the next generauon o moofie anu wireless broadband technology, capable of delivering
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ultra-fast speeds, along with better scalability, lower latency and hugher reliability. 5G is currently
under development and is expected to be launched from 2020, with some early international
adopters launching networks in 2018. The future will sge 5G services bging uged In the pravision
P ot e el < orvices! CET S Ll St S E ) ot LR R SO

3.1.2 Market segments and participants

The figures that follow outline the Irish broadband market, providing a split in the broadband market
between fixed and mobile platforms and the RSPs providing services using these platforms. These
were taken from the Insh Communications Report prepared by ComReg.

Figure 10: Splt of broadband market between fixed and mobile platforms
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The figure above indicates the quarterly growth in fixed and mobile broadband subscriptions since
Q3 2015. In general, there has been a steady growth of fixed broadband subscriptions and a
decline of mobile broadband subscriptions. It should be noted that ComReg reports en aclive
broadband subscriptions and the mobile broadband subscription numbers reported by ComReg
do not include internet access over mobile handsets (such as smartphones)

The figure below provides an indication of the market share of market participants in Q3 2017 for
the preceding year, taken from the most recent consumer and SME business surveys undertaken
by ComReg.2

2 ComReq Irish Communications Repor, Q3 2017
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Figure 11: Split of fixed broadband market by retail service provider
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The figure above indicates that the fixed broadband market in Ireland has remained relatively static
over the last year with eir remaining the largest market player followad by Virgin Media and
Vodafone.

Figure 12: Split of mobile broadband market by retail service provider
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The figure above highlights the movement of the market share of mobila broadband operators by
subscriptions. In Q3 2016, Three Group had the largest market share (44 9%). In Q3 of 2017,
Vodafone holds the position of the largest market share of mobile broadband subscriptions. The
maost significant movement in the 12 month period is the decline in Three Groups market share,
circa 5.6%

3.1.3 Market failure

According to the PWC Cost Benefit Analysis report, the provision of next generation broadband is
widely acknowledged as bringing significant socio-economic benefits which include promoting
growth, increasing economic competitiveness and social cohesion. It has been astimated by the
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European Commission that a 10% increase in broadband penetration can lead to a 1-1.5%
increase in GDP for example.? As noted in the Broadband Strategy for Ireland and Cost Benefit
Analysis prepared by PwC there are significant benefits as described in Section 4 for the Irish
Society as a whole through the delivery of next generation broadband to all premises in Irefand.

Despite the benefits brought about by next generation broadband there remain large parts of
Irefand that are not currently receiving next generation broadband services and instead either
recejve basic broadband services or they have no broadband service at all.As noted in the
Strategy, Ireland’s widely dispersed population and topography presents a significant challenge in
delivering next generation broadband, with significant differences in population densities between
rural and urban areas. There are many areas therefore where it is unlikely to be viable for the
private sector to invest in the provision of next generation broadband services. There is an

estimated 545,000 delivery points4 that will not be served by a next genergtign nd network
if left s to the current market oro as notified to DCCAE,

Given the current absence of market proposals to deliver next generation broadband to these
premises, the Broadband Strategy for lreland has proposed a wholesale intervention which will
allow retail service providers to obtain access to next generation broadband infrastructure at the
wholesale leve!, enabling them to compete with each other, on a level playing field, in supplying
retail services to end users in the Intervention Area. This is in line with the regulatory approach
adopted by the European Commission which proposes that interventions shouid, in the first
instance, focus on addressing market failure in the wholesale market. The next section examines
the proposed objectives and principles as set by DCCAE and the Intervention Strategy.

The market failure that is to be addressed by the proposed intervention has been examined in
detail by PwC in their State Aid Compliance assessment.

3 Eurcpean Commission, “Digital Agenda for Europe” http.//ec.europa.ewdigital-agenda/en/broadband-
strategy-policy

http fwww denr gov igfCommunicationsNghgnal+Broadband « Plan/Broadband/County+ands Townland s Maps him
4 A dellvery point Is & postal address used to enable delivery of mail based on An Post GeoDirectory,
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Objectives

4.1 Project needs and objectives

4.1.1 Project needs
National Context

The National Broadband Plan for Ireland 1s designed around the Government's stated objeclive to
deliver high speed broadband to all citizens and businesses in Ireland as set out in the Programme
for Government, the Action Plan for Jobs 2014 and the Government's 2014 Statement of Priorities.
It followed on from the findings of the Next Generation Broadband Taskforce and reflects a
recognition of the increasing importance of take-up of digital services for economic growth, delivery
of key services and participation in society.

The Taskforce identified two key strands of action to take to achieve the aim of ubiquitous access
to high speed broadband services:
m Encourage and facilitate the commercial rollout of high speed services
m Consider intervention for the segments of the population where commercial iInvestment
is unfikely to occur without action from Government

The Plan aimed to deliver on these targets by leveraging investment from both the private and
public sectors.

In April 2014, the Government approved a more ambitious Intervention aiming to be future proofed
and long term, recognising that high speed broadband is a key infrastructure for a 215! Cenlury
society. The focus was on a long term, future-proofed infrastructure build. This infrastructure is
aimed to deliver a network that is capable of meeting future data demands in a rapidly evolving
market.

European Context

Encouraging investment in the deployment of high speed broadband infrastructure is also a policy
priority in the European context. In May 2010, the European Union launched its ten-year jobs and
growth strategy. Eurcpe 2020. The Digital Agenda for Eurcpe (DAE) is one of the flagship
initiatives of this strategy and aims “to help Europe's citizens and businesses to get the most out
of digital technologies”. There are seven main goals:

s Improve ICT standard-setting and interoperability;

s Enhance trust and security,

» Increase Europeans' access to fast and ulira-fast internet;

» Boost cutting-edge research and innovation in ICT;

s Empower all Europeans with digital skills and accessible online services;
s Unleash the potential of ICT te benefit society, and

» Delivering the Digital Sirategy for Europe.

Key sub-goals in this Digital Agenda Strategy are set out below:

increase Europeans’ access to fast and ultra-fast internet
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« The 2020 target is internet speeds of 30 Mbps or abave for all European citizens, with
half of European households subscrbing to connections of 100Mbps or higher;

» Today only 1% of Eurcpeans have a fast fibre-based internet connection, compared
to 12% of Japanese and 15% of South Koreans;

« Very fast internet is essential for the economy to grow strongly, to create jobs and
prosperity, and to ensure citizens can access the content and services they want;

« The Commission will inter alia explore how to attract investment in broadband through
credit enhancement mechanisms and will give guidance on how to encourage
investments in fibre-based networks.

Empower all Europeans with digital skills and accessible online services

s Over 70% of Europeans (350 million) use the internet every day, but another 20%
have never used it Everyone, young and old, irrespective of social background, is
entitled to the knowledge and skills they need to be part of the digital era since
commerce, public, social and health services, tearning and political life is increasingly
moving online.

A number of European Union Member States have, therefore, embarked on a range of
programmes to address the disparity.

Purpose of Intervention
The proposed intervention here in Ireland set out that it aimed to address:

» Economic growth: the ability to access NGA broadband will contribute ta Ireland’s
potential for ecocnomic growth. The focus of government intervention in rural areas will
assist to rebalance economic potential across Ireland's economy; and

» Sociaf equity: there is the risk of a “digital divide” emerging where some hauseholds
do not have access to the same range of broadband applications and services
avallable to the majority of households in Ireland, because of the area they are located
in. The government aims to minimise this as much as possible over the same pernod
that the market place is providing improved broadband to more populated areas of
Ireland

The Government's strategy aims to provide an environment that enables suppliers to deliver a
broadband service at an affordable price to the majority of households that cusrently experience a
sub-standard service, or no service at all. Without such strategic inlervention there is no evidence
at present to suggest that suppliers would pursue cost prohibitive investments for the sake of
equality.

Benefits for Irefand

Many studies® show that access to broadband stimulates employment, GDP and productivity
growth and almost all agree that breadband has had wide positive impacts. Access to broadband
for households and businesses is seen by the Govemment as an imporiant part of Ireland’s
economic infrastructure. These benefits as identified by PWC include the following:

5 hittps./Awww itu.intt TU-Ditrea/broadbandf(TU-BB-Reports Impact-of-Broadband-on-the-Economy pdf
http.//www europar europa eu/RegDataletudesfIDAN/2015/565831/EPRS |DA(2015)565891 EN.pdf.
https.//www.ericsson com/fres/thecompany/docs/corporate-responsibility/201 3/ericsson-broadband-final-
071013 pdf

http:/eprints Ise.ac. uk/23830/1/UK_Digital_recovery. pdf
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Retocation opportunities®

There I1s currently a major housing shortage crisis in many Irish cities, in particelar in the Greater
Dublin Area. Large city centres are also experiencing congestion issues as a result of the location
of white collar employment. PWC outline a clear need for the Naticnal Broadband Plan, which can
mitigate some of the issues being experienced in city centre areas at present.

The intreduction of high speed broadband could enable white collar workers to relocate from urban
areas to rural areas and work “remotely”. Unfortunately this is not an option for many workers &t
the moment due to the lack of high speed broadband in rural areas. In addition, this could hava
many potential benefits,

m Positive effects on the ongoing housing crisis as white collar employees can move
outside of the city centre district and work remotely resulting in less demand for housing
stock in already overpopulated urban areas and increased demand in rural areas;

m Positive effects on rural communities, greater spread of economic development,
connectivity with larger city locations; and

m Reduces congestion in urban areas such as Dublin city centre while also having
enviranmental benefits.

Educational benefits®

The future of education will be underpinned by online education, research and rescurce tools. The
intervention area set out under the National Broadband Plan has mare than 360,000 people aged
batween 5 and 18 years who would not only benefit from the project, but also who need access to
high speed broadband to improve the quality of their education. For example, studies have shown
that broadband and ICTs positively impacted learning outcomes in maths, science and language
skills 8

The strategy outlined by PWC states that the roll of the National Broadband Plan will allow for
improverment in the quality and accessibility of educational services through:

m Online education tools which supplement the in-class learning expernence; and
m Greater access to speclalist teaching resources in sparsely populated areas

in addition to this, they identified a great need for the deployment of high speed broadband
infrastructure in order for our population to remain competitive In the European workforce in the
future. A report published by the European Commisslon noted that almost half the EU population
(47%) 1s not properly digitally skilled, yet in the near future, 90% of jobs will require some leve!l of
digital skifls.?

Accordingly, there is a need to bridge the connectivity divide to ensure that today's students and
tomorrow's workforce can take advantage of these benefits 8

Introduction of eHealth®

Every sector and market are continuing to be subject to more and more digitisaticn, which will
have positive impacts far its users The health sector is an area which has embraced digitisation,
allowing for major health benefits tc be pioneered. However, there is a need for the deployment
high speed broadband infrastructure in order for its benefits to be delivered. Such benefits outlined
by PWC which could be achieved through the implementation of he NBP include.

® The ICT Impact Report. A Review of Studies of ICT Impact on Schoals in Eurape, hitp:/iwww.aefeurope.
be/documenis/RAPP_doc254_en pdf

T European Commission: Why we need a Digital Single Market

5 PwC: Broadband Strategy for (reland

National Broadband Plan Project Re-appraisal 33
Document classification KPMG Confidentlal



National Broadband Flan
Project Reappraisal Report

[ ] The NBP could bring potential health benefits due to scope for the remote
monitoring of people in their homes and for the improved home-based
management of people suffering from chrenic health conditions.

[ The NBP could also bring a reductlon in the cost of care as a result of the use
of virtual doctors and avoided admission of individuals to institutional care
settings, with home care packages offered instead.

Farming practices®

PWC outline that encouraging investment in the deployment of high speed broadband
infrastructure also has the potential to positively impact on farming practices in Ireland. The
farming sector is crucial to Ireland’s economy — an important indigenous sector which employs a
significant proportion of the population.

The NBP has the potential to improve the efficiency of farming practices through *Smart Farming”
which is the use of technology in farming to overall increase output and reduce prices. This can
be done through the following activities;

Dynamic nutrient management

Data drniven crop management

Centrally managed enhanced data records

Remote medical monitoring

Online administration management
Digital Single Market?

In 2015 the Eurcpean Commissicn published a strategy called the Digital Single Market (‘DSM")
which aims to open up digital opportunities for people and business and enhance Europe's position
as world leader in the digital economy.

This strategy states that it is essential that EU businesses grasp the opportunities of digital
technology to remain competitive at global leve!, that EU start-ugs are able to scale up quickly,
with full use of cloud computing, big data solutions, robotics and high speed broadband, thereby
creating new jobs, increased productivity, resaurce efficiency and sustainability. One of the main
strategic objectives of the strategy to be achieved by 2025 i1s to give every European access to 30
Mbps connectivity. Therefore there is a need for the deployment of high speed broadband in
Ireland in order for us to meet this European Strategic objective and to fully grasp the opportunities
which digital technotogies have to afford.

Many measures at a European level have been taken in line with the DSM strategy such as: The
abolishment of roaming charged across EU in June 2017 and the upcoming General data
Protection Regulaticn (“GDPR"). In a report published by the European Commission “Mid-Term
Review on the Implementation of the Digital Single Market®” it was stated that in order to fully equip
the EU with high guality end fast telecommunications networks, it 1s critical that Member States
continue having a coordineted approach to spectrum policy with the Irish Broadband Intervention
playing a vital part in reaching this target

4.1.2 Project objectives

The DCCAE Programme Initiaton Document (“PID") sets out a number of objectives and related
sub-abjectives that the project 1s expected to deliver. These are:

* European Commission (2017): Mid‘-Term Review on the Implementation of the Digital Single Market Strategy
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Table 1: Project objectives and sub-objectives

lI.O-]:)iecllv;.e.

Develop intervention strategy for | Deliver intervention ASAF to ensure a national high
areas commercial operators will speed broadband network for Ireland
not deliver high speed broadband

Sub-objectives

Provide high quality and reliable Every home / business to have access to high speed

broadband services broadband with choice of service providers.
Ensure network can meet current and future data
demand.

Value for money Design economically advantageous procurement
strateqy.

Maximise re-use of existing infrastructure.
Incentivise additional commercial investment.

Underpin Govemmient policy on Stimulate retention/growth in jobs, enable farming, e-
economic recovery and jobs health, trading online, tourism, savings for consumers ete.

Within the context of these objectives there are a number of principles!? that have been identified
by the programme which inform the intervention strategy to be adopted. These principles are:

Deliver a ‘step change’ in service |level - The intervention should deliver a 'step
change’ in broadband provision with next generation guality services and speeds
provided and significant additional infrastructure created to deliver the social and
economic objectives of the Inish Government and alsc required under EC State Aid
Guidelines.

100% Coverage - The intervention should ensure 100% next generation broadband
coverage o all premises in Ireland, This means delivering high speed broadband to
all premises that will not be able to access such services through commercial
investment atone.

Intervene where the market does not deliver - The intervention should be limited
to areas where the market has failed to deliver and has no concrete plans to deliver.

Stimulates private investment - The intervention should not seek to replace private
sector investment in broadband infrastructure but should stimulate private sector
investment. The intervention should be the minimum level necessary to ensure that
the most efficient and cost effective network is built within the shortest possible
timeframe, by building on and integrating with commercial operators’ existing
networks.

Minimise distortions to the market for operators whilst delivering for
consumers - Negative impacts on, and distortions to, the existing supplier market
should be minimised by designing the intervention to safeguard competition and non-
discrimination {e.g. through Open Access principles), whilst delivering the desired
outcomes for consumers in the intervention area in terms of high quality next
generation broadband services at competitive prices.

Promote competition at the retail level - The intervention must promote active
campetition at the retail level, thereby offering real choice to consumers. Given that
competitive retail markets tend to evolve where a suitable offer of wholesale services
is assured, the State intervention should focus at the wholesale level of the
broadband market.

10 Spurced from the Intervention Strategy
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| Aid sociat policy objectives - The intervention should aid the Government in
achieving its social policy objectives by offering new, cost affective routes for the
provision of public services such as eHealth and eGovernment and bringing high
speed broadband to strategic focations such as hospitals, schools, business parks
etc.

[ Appropriate allocation of risks — The Intervention should seek to allocate risks to
the party best able to manage them, improving tha benefits derived from the
infrastructure and ensuring its long term success.

[ Future Proofed - The intervention shauld ensure that the infrastructure is "future
proofed”, offering a sustainable solution that will bridge Ireland's digita! divide for the
long term thraugh ongoing investment at minimal or no cost to the public sector.

4.2 Summary of the intervention strategy

The intervention is envisaged as being a single (one-off), Government led, technology neutral,
stimulus that is designed to leverage private sector investment in wholesale, open access, next
generation broadband infrastructure across the hackhaul network and access network layers of
the market, which will provide next generation broadband connectivity for 100% of customers in
the intervention area.

The scope of this intervention is presented diagrammatically below.

Figure 13: Scope of the intervention strategy
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The intervention is designed to secure the delivery of all of the wholesale network infrastructure
that is necessary to cover 100% of premises in the intervention area and to facilitate and
encourage effective competition at the retail level of the market.

The Government's intervention sirategy is being delivered through a public procurement process,
designed to encourage effective competition at the procurement stage and minimise distortion of
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the merket whilst also ensuring that the level of the Government stimulus that is required is
minimised.

The current ownership model being procured is the Gap Funded Ownership model. The next
section of the report re-examines this ownership model elong with other potentiel ownership
options that might be used to deliver the Government stimulus,
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Explore options taking account ‘of constraints

5.1 Overview

In carrying out this project reappraisal, a key component was to identify the range of options to be
re-assessed at this stage. The guidelines require the following primary categeries of potential
options: the Base Case (“do nothing™); and the do-something case

In determining the range of potential opticns to be assessed as part of the re-appraisal of the
project, reliance has been placed on the significant amount of research undertaken as part of the
original project appraisal As part of that work, it was identified that a significant body of literature
exists thal examines the models that can be and have been used to deliver significant investment
in next generalion broadband networks and services in other countries From the sources reviewed
it was noted that, aside from terminology, the key features of many of these models were broadly
similar,

The key sources of information used to inform the potential options to be assessed include;

[ A report commissioned by the European Commission!' identifies four potential
options that could be used to deliver the intervention These ownership options are
as follows: operator subsidy model, community broadband model, privately run
municipal network maodel and publicly run municipal network model.

[ | The European PPP Expertise Cenire ("EPEC"), an initiative between the EIB, EC and
EU member states, recommended four potential PPP options that could be used to
deliver next generation broadband'2. These options and their attributas were as
follows: (1) private design, build, operate, (2} PPP Joint Venture (*JV"), (3} Public
Qutsourcing/Government owned Contractor operated (*GOCO" and (4) Public
Design, Build, Operate

[ Ona other form of intervention to be considered came through a review of European
Commussion State Aid decisions. This was the provision of support in kind to the
privata secior, a model used as part of the Federal Framework Programme' in
Germany

] Case study review of other broadband programmes including:
= UK Rural Broadband Programme

ftaly's Progetto B.U.L Lombardia

New Zealand's Ultra-Fast Broadband fnitiative

France's Auvergne Haut Debit

Iraland's Metropolitan Area Network

Australia’s National Breadband Network

The options to be assessed by DCCAE and its advisors have also been informed by information
gathered to date in the currant procurement process.

" European Commission, “Guide to High-Speed Broadband Investment”, Release 1.1 22 October 2014
12 EPEC, “Broadband Delivering next generation access through PPP”
13 European Commission, “Germany- Federal framework programme on duct support’
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5.2  Options for the intervention

On the basis of the objectives and underlying principles of the project set out in section 4.1, the
intervention strategy set out in section 4.2 and the models described in sections 5.1 above, eight
options were selected by DCCAE and its advisors for preliminary re-appraisal.

An overview of the assumed potential structure of each option along with the possible benefits and
drawbacks based on these assumptions is set out below.

521 Option 1 ~ Do Nothing

Assumed Structure

The State does not intervene in the market and the commercial operators may roll out to the
Intervention Area as they see appropriate within their own timeline.

Under this option, the current Nationa! Broadband Plan procurement process and the project would
be cancelled.

Possible Benefits

2 No Subsidy Payments are required by the State;

a2 |t is permissible under the tender documents fo cancel the procurement (PIM, ITPD &
ISDS are clear that procurement may be stopped at any time).According to the PIM the
State would not be ohliged to pay Bidder costs as it states that there will be no entitlement
{o costs; and

= No issue from a state ald perspective as there will be no longer be a transfer of state
resources.

Possible Drawbacks

= Policy objectives as outlined in section 4.1 may not be achieved, at least in the mediumn
term;

= Loss of economic benefits associated with the implementation of High Speed Broadband
which are set out in section 4.1.2

= Option 1 may have implications for Ireland’'s competitiveness in relation to foreign direct
investment;

= There may be a ‘digital divide’ between a large proportion of rural and urban areas in
Ireland unless commercial providers rollout high speed broadband,

" ———— e T

= A loss of bidder market confidence in the government's ability to run an efiective
procurement for broadband; and

= A significant amount of public funds and private sector funds will have been spent with
limited outcomes or benefit for the State,
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5.22  Option 2 - Continue ‘as is’ - Private sector build, finance, own and
operate with obligations (gap funded)

Currently Proposed Structure

The public sectar contracts with a private sector pastner who will finance, design, build, own and
operate the broadband infrastructure. A pre-determined level of capital subsidy will be paid to the
private sectar operator through grants, which are paid during deployment and through the
operational life of the contract. The grant amount will be the minimum amount necessary for the
private sectar o deliver the project whilst also making an acceptable rate of return, and will be
subject to clawback mechanisms that track actual financial performance against forecasts during
network build, operations and at contract explry. The private sector partner will bear the risk
associated with wholesale network deployment, operation and exploitation over the 25 year
contract term and beyond, and the payments of capital grant (upfront and during operation) will be
subject to the operator meeting the milestone requirements and performance standards in the
contract The private sector will also take the risk around take up assumptions and revenuas
forecast. The private sector will retain ownership of the network at the end of the 25 year contract.

Under this option, the current Nationa! Broadband Plan procurement process would continue with
one Bidder.

Possible Benefits

m Provided the Bidder progresses through the detailed evaluation process on the
programme as it stands, no change to currently proposed target timeline;

m The State will likely benefit from private sector specialist experstise in the design,
deployment and operation of high speed broadband network;

m Should the contract be enforced by the Department and operate as intended, risks
associated with network build, ongeing operations and maintenance, commercial risk
(including take-up and revenue) and ownership of assets are borne by private sector;

m Should the contract be enforced by the Depastment and operate as intended, subsidy
payments dependent on performance ensures that the private sector provider delivers a
quality service;

m Should the contract be enforced by the Depastment and operate as intended, the private
sector will be commercially incentivised to maximise the efficiency of operations with
savings through additional returns being shared with government over the life of the
contract;

m Has the potential to achieve synergies with the existing market, given the 100%
ownership by the private sector and the nature of the current market as set out in Section
3.1.1 of this report:

E Should the contract be enfarced by the Department and operate as intended, future
capital requirements will be borne by the private sector, and

m Should the contract be enforced by the Department and operate as intended, it wil! likely
future proof the netwark by ensuring the winning bidder is incentivised to maximise future
revenues and encourage competition in the market at a retail leve!.

Possibfe Drawbacks

m Lack of competitive tension as a result of only one Bidder remaining in the process
however this can be mitigated to some limited degree by exerting competitive pressure
as described in 9.3.1;
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The State will be required to provide capital funding with no ownership in retumn, however,
should the contract be enforced by the Department and operate as infended, there will
be contractual protections to provide simitar benefits {i.e. deployment clawback, whole
of life clawback and the Bidder will price in 2 Teminal Value benefit of the assets the
Bidder will retain at the end of the Contract which will reduce the subsidy compared to a
concession model);

The State will be cormmitted to making payments to the private sector over 25 years;

The State will not have direct control over the project and the rollout, however should the
contract be enforced by the Department and operate as intended, the current contract
provides for obligations and ongoing monitoring, reporting and governance;

The private sector may benefit from accelerated rollout or capital cost savings; however
should the contract be enforced by the Department and operate as intended, the contract
is designed to retum a proportion of cost savings during deployment through a elaw back
mechanism;

The private sector will have sole rights to commercial exploitation of the asset post
contract but it is required to assume a Terminal Value in its financial model and should
the coniract be enforced by the Department and operate as intended, there will be
clawback for additional benefits above the assumed Teminal Value;

Should there not be sufficient commercial return at the end of the contract term, there is
a risk that the private sector partner would no longer provide services to these areas at
that point. However, there will be assets in the business with a residual value as the
majority of the assels will have a  useful life beyond 25 vyears;
and

The public sector will bear reputational and policy risk should the project company fail to
deliver the abjectives of the intervention.

This option has a number of sub-options which are set out below. The sub-options have similar
benefits and drawbacks to that described above, with the following exceptions.

[ Sub Option

Benelits Drawbacks

Option 2{a) Gap funded
modal with shared revenus
risk

The State will reteive a share of the benefMts
om any naease 0 ake-up and demand,
am

The privale seclar paitner would be taking
lesg comemeTil risk @) as such this could
reduce the required IRR and hus, the
govemment subsidy required

A share of the comme cial risk associated
with take-Up and revenue will be transterred
o fe pubic seclor and as such Bie public
sector will share In 2y downside

Shared fevenue sk would represent a
dunge 1o the peojact and hrther detailen
anatysis woukd be recpuired before selecting
this opian.  Detalled due dligence of the
business plan 8] maret sk would be
required 0 assess the sk transfer being
cotitldeted If ere B 2 decsion o Lake
some of this risk back; and

Actoming 10 legal acvice, this option has a
high nsk of a procusment challenge due to
the change in scope, uniess the process is
re-procured. If the projec] i re-procured this
would resilt in a delay,

Option 2{b) Gap funded
mods| with reduced scops
(85%) with remaining area

Reduced Subsity upfront

According to the lechnical advisors, the
altemative methods for 5% are likely to mst
more than addressing the 5% i the gap

being tunded separataly, hnded approach,
for axample being ssrviced
by USD obligation ﬂmnnqybeuszyeaoﬂvayrnrsxd

There may be a delay inthe aciwevernent of
2 he sconomic beneltts

Accomiing to legal advice, E1) commission
may need o be consufted with respect ko
the reduced scope; and
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According to legal adwice, EL) may need to
be consulteéd with respect to ERDF funding
and state aid funding to ensure thai the
project st qualifies

Opton 2{c) Gap ftunded *  Reduced Subsidy upfrant = Thers may be delayed delivery far 20% of

modal with reduced acope prerisas;

{f;:‘.':" ;"m:l radmalnlngtalraa Thers may ba m deiay in the achievement of
g funCad asparataly, all he sconomic benefits,

tor example being serviced

by USD abligation = Acenrding to the ilechnical adwsors, the

alternative methods for 20% are [kely to
cost mare than addressing the 20% in the
gap funded approath.

Accarding to legal adwce, potential for
procurement challenge due to the change in
scope, unliess the process s re-procured;

According to legal advice, EU commission
may naed to ba consulted with respsct to
the reduced scopa;

According to the I=gal advice, EU may need
to be consuted with respact to ERDF
tunding and siate nid funding to ensure that
the projact sull qualifies; and

This may not be ms aftractive to cument
bicdars.

5.2.3  Option 3 — Cancel the tender process and re-procure as a
concession contract with revenue risk

Assumed Structure

The public sector will contract with a private sector partner who will finance, design, build and
operate the broadband infrastructure The private sector will derive economic benefit from the
infrastructure for the duration of the contract at which point ownership will revert to the public sector
{at no additional cost) On a similar basis to the Gap Funding option, capital subsidy wilt be paid
to the private sector operator during deployment and through the operational life of the contract
The payments will be the minmum amount necessary for the private sector to deliver the project
whilst also making an acceptable rate of return during the concession period, and will be subject
to clawback mechanisms that track actual financial peformance against forecast dunng network
build and operations. The private sector bears the risk associated with wholesale network
deployment, operation and exploitation over the 25 year contract term and the payments of subsidy
{upfront and during operation) are subject to the operator meeting the performance standards in
the eontract.

This will require appropriate safeguards to ensure the transfer of high guality assets back to the
public sector. In addition, the public sector will require that the wholesale network is buiit (and
access rights secured) so that it is capable of being operated by Government (or by a successor
operator) when ownership reverts to Government at the end of the contract term

Under this option, the current National Broadband Plan procurement process would be cancelled
and the project would be re-procured as a concession contract,

Possible Benefits

m According to the legal advice, the PIM and the ISDS expressly state that the procurement
can be terminated and the project procured in a different way separately. Consequently,
a different ownership model approach could be taken in that case when re-tendenng

m According to the legal advice and technical advice, it would be possible to utilise the work
completed to date (e.g. technical specifications, contract, tender documents);
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Depending on the design and operation of the contract, the service provider should be
able to roll-out to 100% of premises although it wili not be within the target timeframe;

Depending on the design and operation of the contract, risks should be passed to the
party best able to manage them over the contract term;

m This optien may achieve some synergies with the existing market;

m The public sector will have ownership of the assets after contract concession allowing it

to capture all future benefits associated with the network;

This option, while not typical in this sector, has been used in some other jurisdictions;
and

Depending on the design and operation of the contract, a large portion of risk may be
passed to the private sector over the contract duration.

Possible Drawbacks

There may be loss in market confidence if the current procurement process is cancelled
and there may not be potential bidders for the re-procurement of the contract;

Re-precurement would adversely impact project timelines,

The State again may not have direct control over the project and the rollout, however
depending on the design, operation and enforcement of the contract, the contract could
provide for obligations and ongeing monitaring, reporting and governance,

The State may not be able to pass all of the risks associated with this intervention to the
private sector given that it will own the asset after the contract period;

The public sector will assume all risk associated with ownership of assets after contract
cessation;

It is likely that the private sector would likely price in its required retums based on the
project over the life of the contract rather than the asset life plus price in the cost of future
hand back requirements which may lead to a higher subsidy cost,

m Potential synergies such as leveraging of existing infrastructure may not be utilised;

m The private sector may benefit from accelerated rollout or capital cost savings. However,

depending on the design, operation and enforcement of the contract, clawback may be
included in the same way as the current approach;,

It may be difficult to ring fence and identify the exact fibre assets which are under public
ownership as they may be integrated into existing network infrastructure;

The public sector will bear the long term risk of ensuring that the network continues to
be able to rely on any third pary infrastructure to which it is connected;

Depending on the design, operation and enforcement of the contract, there may be
limited commercial incentive for the private sector to continue to build the business,
innovate and diversify towards the end of the contract term;

At contract term, the operator would need to ensure that appropriate transfer/faccess
rights to IP are transferred with the fibre assets and any intercocnnect and inter-operator
agreement would need to be transferrable to the next entity; and

The State would bear technology and network obsolescence risk.

This option has a number of sub-options which are set out below including the benefits and
drawbacks of each:
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" 5ub Option B nelits: Drgwhacks

Optien 3{a) Concession
madel with shared revenus
risk

The State will receive 2 share of the benefas
fom any noedse N Lke-up and demand,
and

The privale secior partner would be faking
jess commerdial risk and as such This could
reduce e required IRR and thus, the

The State will be takng & share of he
makeldemand nsx Korelzbon o the
revenues and wil share in the downside of
any reguction n revenues; and

Shared revenue rsk would represent a
change to the project and further detaled

governmend subsidy required analysis woukd be mouired before setecting

this opbon  Detaded due of the
business plan and manet nsk would be
required 10 assess the sk transfer being
coredered N efe B 2 oeclsion o take
some of this rsx back.

Opticn 3{b} Concession May reduce Subsidy upfront. There may be Oelayed devery for 5% of

modsl with reduced scepe premises;

{95%) with remalaing area There may be a detay In the achievement of

Deing funded separataly, all he economic bemets;

for e xample being serviced

by USD obligation Accoeding to the lechnical advisors, the
alternative methods ir 5% are lkely to cost
more than addressing the 5% In the gap
funded approach

Dption 3{e) Concassion May reduce Subsidy wpiront. There may be delayed delivery for 20% of

model with reduced scope premises;

{80%) with remalning area
being funded separately,
for example being serviced
by USD obligation

There may be a detay i the achievement of
al he economic benefits, and

According to the technical advisors, the
aflemalive methods for 20% ate likety 1o
cost more than addressing the 20% i the
gagt funded approach

5.2.4 Option 4 — Public Concesslon

Assumed Structure

The public sector will design, build, operate and own the broadband infrastructure, It will derive all
benefils associated with the infrastructure and assume the majority of risk, This involves a
significantly higher level of involvement by the public sector that is recognised through greater
control and potential for reward. Private sector involvement will be limited to the coniracting of
network design and build and also contracting for other capabilities (such as specialist advice) in
a conventional way,

Under this option, the current National Broadband Plan procurement process would be cancelled,

Possible Benefits

= According to legal advice, the PIM and ISDS expressly state that the procurement can
be terminated and the project procured in a different way separately. Consequently, a
different ownership model approach could be taken in that case when re-tendering;

m The State will likely have full autonomy and ownership over the entity;

m The State is seen to own and operate an entity that could not exist in a commerciat
market without govermment subvention;

= The State owned entity will likely be the main and possibly only NGA provider in the
intervention area; and

= Any profits of the entity will likely flow to the State,

Passible Drawbacks
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m The State has limited experience of owning and operating a wholesale NGA business;

m According to legal advice, a public concession would likely be required to comply with

the types of conditions set out in footnote 96 of the State Aid Guidelines, including being
a wholesale only operation; the publicly ownad network operators must limittheir activity
on the predefined target areas and not expand to other commercially attractive regions
and have accounting separation between the funds used for the operation of the
networks and the other funds at the disposal of the public authority;

This option may require ail funding to be provided by the State, at least until a stage
where the operational revenues will be sufficient to support any debt in the project;

The State 1s likely to retain all nisks of the project that are not sub-contracted out;
Potential synergies with the private sector may be lost;
The State bears all techniology and network risks inctuding absolescence;

Depending on the structure of the public concession, the State may retain construction
risk. However, it may be possible for the State to choose to enter into deployment
contracts where some or all of this risk is transferred,

The State will likely still have to build over or lease existing network infrastructure on
similar terms to the current approach or the concession approaches;

m The State would likely bear all demand nsk in a rapidly evolving sector,

m Administration 1s likely to be complex and caostly, requiring an expansion in the role of

5.2.5

the State in the telecoms sector,

According to legal advice, technical advisors and the Department, this option has an
additional risk of delay, as the option will effectively be a start-up which will need to build
network/wholesale organisation, develop proof of conceptitrials, before build/sales can
commence and will likely need new legislation; and

This option will have full exposure for the Stale to operating expenditure and working
capital requirements over the initial years.

Option 5 — Negotiate directly with all Infrastructure access
providers

Assumed Structure

The public sector negotiate directly with all infrastructure access providerts i.e. eir or ESB in order
for them to finance, design, build, own and operate the broadband infrastructure.

The gquantum of subsidy required, if any, will be dependent on the outcome of the negotiations and
underlying commercials.

Under this option, the current National Broadband Plan procurement process would be cancelled
or have run its course unsuccessfully

Possible Benefits

May achieve some of the objectives set out in Section 4 1.2
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Possible Drawbacks

5.2.6

Both eir and ESB have watked away fram the current precurement process and as such,
negotiations may be difficult It is unclear why a direct negotiation on a deployment
subsidy would be more attractive or offer betier VFM than the current process;

There is no guarantee that the price for deploying to the |A would be less than that
received at ISDS;

The contract obligations are likely to be significantly reduced and therefore the policy
objectives may not be fully met,

This may take a significant amount of time to deliver due to the reduction in contract
mechanisms around adhering to timelines,

m The Department would likely have less control;

m According to legal advice, to directly negoetiate, the Department would need tc terminate

the competitive dialogue and launch e negotiated procedure without a notice. According
to the legal advice, there is a high level of procurement risk associated with this option,
unless the Department could demonstrate that, for technical reasons, or for reasons
connected with the protection of exclusive rights, the contract may be awarded only to
the relevant entity. This is a high threshold end it is possible that interested parties (e.g.
those previously rejected or new interested perties) may contend that they are capable;

Direct negotiations with the incumbent or an alternative service provider such as ESB
could reinforce the incumbency advantage of such companies in the Irish market, and
make it more difficutt and less attractive for other parties to seek to enter the market or
to expand their presence in the market; and

According to legal advice, even if this approach was in accordance with procurement
rules, this form of intervention 1s at risk of not being compliant with State Aid guidelines.
The benefit of a competitive selection process is that it reduces budgetary costs, thereby
minimising the potentiat State Aid involved as well as reducing the selective nature of
the measure. The risks here might be reduced by putting the cost calculation proposed
by the Infrastructure Access Provider to examination by an external auditor (e.g. footnote
100 State Aid Guidelines), though this would reguire discussion with the Commissicn.

Option 6 — Subdivision of Intervention Area into 5 or more lots

Assumed Structure

The Intervention Area is divided into 5 or more lots and procured under a gap funding mode! similar
to Option 2 or a concession similar to Option 3.

LInder this option, the current National Broadband Plan procurement process would be cancelled.

Benefits and drewbacks under this option are similar to Option 2 and 3 above with the following
exceptions:

Possible Benefits

According to legal advice, the PIM and ISDS expressly state that the procurement can
be terminated and the project procured in a different way separately. Consequently, a
different approach to lots cou!d be taken in that case when re-tendering;

May increase competitive tension as seme potential bidders may not have sufficient
budget or capability to deliver the whole scope of the Intervention Area but might be able
to compete for individua! lots in @ multiple Io! process. Allowing individue! bidding for
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pars of the Intervention Area may bring more bidders to the table, which may raise the
degree of competitive tension in the procurement process,

May enable leveraging of different competitive advantages. A multipte lot approach may
have the advantage of allowing tenderers to express any advantage they have in the
delivery of a single lot in the form of lower bids. These advantages may include
innovative network designs that are more suited one particular lot over another, or
synergies with existing infrastructure in a particular lot;

Retains option of having a single operatar deliver the Intervention. A multiple lot process
still allows for the delivery of the Intervention by a single operater (as long as bidders are
allowed to submit bids for the entire Intervention Area); and

This option may attract additional smaller private sector operators.

Possible Drawbacks

The existing process did allow for a differential approach across 2 lois. No discernible
benefit was identified;

According to the technical advisors and the Department, the make-up of the Intervention
Area is such that the premises are scattered across the country in no clear pattern. This
makes it difficult to group the Intervention Area into Lots that would lead to a more
efficient delivery of high speed broadband;

A market sounding has not been conducted so it is difficult to determine appetite for such
a structure. However, we understand from the ISDS submissions lhat splitting into two
Lots would require a higher subsidy than one Lot. This is also likely to be the case for
more than two Lots;

m Some lots may be commercially unattractive and not attract any private sector operators;

m According to legal advice, the EUJ Commission may need to be nofified around the

division of the Intervention Area into five or more lots;

m Planning and preparation work would need to be done before the re-commencement of
any procurement process which may take time;
m Itmay increase complexity and cost of procurement process (for both bidders as well as
for the bid evaluation process);
m Should the bid process result in an outcome in which different lots are served by different
operators according to technical advisors, a number of other costs may arise:
— Costs of governance of a larger number of operators;
— Increased risk of operator default occurring during the contract period,
— |nefficient network design;
- Loss of economies of scale in network operations and maintenance and duplication
of fixed costs such as setting up wholesale service platforms,
— Risk of not achieving the Intervention on time (due to delays resulting from having to
deal with large numbers of operators});
— Inefficiency of network interconnection; and
— Potential for multiple infrastructures leading to inefficiency of wholesale supply in the
Intervention Area. RSPs may have to purchase wholesale services from many
different suppliers — which may involve higher costs through duplication of processes
and the need to adjust systems to interface with those of several suppliers.
m Previous analysis and feedback from industry indicated that a two lot approach is most
appropriate.
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5:2:7 Option 7 — Joint Venture
Assinmed Structure

The public sector and a private sector partner form a joint venture {'JV"), most likely a Special
Purpose Vehlcle (‘SPVY’), which will design, build and operate the broadband infrastructure. Both
parties will own equity in the entity and will split the risks and rewards of ownership. Equity will be
invested by the State and the private sector on a 50.50 basis over the deployment period The
State will pay a social policy objective grant to the JV entity during operations. The grant wil! be
sized to address the financial viability gap associated with the wholesale investment and the grant
payments will be subject to the JV meeting specified performance tevels and contractual
obligations.

A sub option for the Corporate JV is for the State to hold a minarity interest in a Corporate JV with
a private sector partner, which will design, build, finance and operate the broadband infrastructure.
Both parties will own equity in the JV entity and will share the risks and rewards of ownership
according to their shareholding.

Under this option, the current Nationa! Broadband Plan procurement process would be cancelled.

Possible Benefits

m According to legal advice, the PIM and ISDS expressly state that the procurement can
be terminated and the project procured in a different way separately. Consequently, a
different ownership model approach could be taken in that case when ra-tendering;

m Depending on the JV ownership split, the leve! of public sector investment is likely to be
matched by that of the private sector,;

m The State may be able to exert a greater level of contral through corporate governance
depending on the ownership %;

= This option may achieve a portion of synergies with the existing market;
m This option has been used in other jurisdictions; and

m The government will likely achieve a return on investment in the same way as the private
sector.

Possibie Drawbacks

m Market sounding has not been conducted so it is difficult to determine appetite for such
a structure. However, a market sounding in our 2015 analysis suggested that this option
was not favoured by the private sector given the potential differences in priorities for
government and a private company as well as potential governance issues;

m According to tegal advice, the creation of a JV would need to be considered from a public
procurament, merger control and state aid perspective;

m The State would likely retain risks of the project as a joint equity shareholder in the entity;

m The State would likely share in preject sk and may be required to fund the JV should
additional equity be required and provide funding for further iInvestment for infrastructure
renewal to ensure that the infrastructure remains in line with commerciaily viable areas;

m There may be conflicts between the State's objectives and those of the private sector
partner,

m According to the technical advisors, it is likely that at least half of the potential synergies
savings from engaging the private sector to develop this project may be lost;
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m There may be reputational risk for the Government as a shareholder;

m |tmay be difficult to ring fence and identify the exact fibre assets which are under public
ownership as they are in most instances integrated into the winning bidders network
infrastructure;

m Governance may be complex and will require an ongoing State role in the management
of the JV;

m The State may also have to manage the social policy grant and ensure that an
appropriate review and reporting structure is in place to ensure that social objectives are
met;

m The State as part of the JV will share the long term risk of ensuring that the network
continyes to be able to rely on any third party infrastructure to which it is connected; and

m While the government will be taking a proportian of the risk in the project it will still be
required to provide a subsidy towards the gap funding of the project in order for it and
the private sector to achieve a commercial return.

5.2.8  Option 8 — Universal Service Designation
Assumed Structure

The public sector will introduce legislation for broadband to become a Universal Service
Designation ("USD"). The private sector operator will finance, design, build, own and operate the
broadband infrastructure. Capital subsidy will be paid to the private sector operator through grants
on a five yearly look-back basis The grant amount will be the minimum amount necessary for the
private sector to deliver the project whilst also making an acceptable rate of return. The private
sector partner bears the risk associatad with wholesale network deployment, operation and
exploitation.

Under this option, the current National Broadband Plan procurement process would be cancelled
and a USD process would have to be set up through legislation and a new procurement of a USD
cperator.

Possible Benefits

m The State will benefit from private sector specialist expertise in the design,
deployment and operation of high speed broadband network; and

m Depending on the design, operation and enforceable of the contract, risks
associated with network build, ongoing operations and maintenance, commercial
risk and ownership of assets are borne by private sector.

Possible Drawbacks

m Market sounding hes not been conducted so difficult to rmi tite for
such a structure

m Cancelling the current procurement process may lead to loss of market and
public confidence,

m Re-procurement and the introduction of legislation would impact project
timelines;

m The State will be required to provide capital funding at the end of the Deployment
Period with no ownership in return,
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= Subsidy payments are not dependent on perfermance although the USD weuld
likely have Service Level Agreements (“SLAs") and Key Performance Indicators
(“KPIs"} similar to those that exist in current legislation;

u Depending on the contract, the private sector may not be fully commercially
incentivised to maximise the efficiency of operations;

m The State may not have direct contrel over the project and the rollout;

m No contractual mechanisms would exist although legislation would have
protections in place and the regulator would have the responsibility to enforce
them;

m This option could be more costly than the gap funded approach given that the
funding 1s only provided on a 5 year look-back basis;

m USD is typically designated on an operator providing a service, not on building a
network;

m According to the Department, it is noted that implementation of this option would
require an EU Directive on USD. Whilst discussions are underway in relation to
same, it is only at consultation stage. Delivery of this option would therefore be
some time in the future at this point;

m Rigorous process for private sector USP to demonstrate a ‘net burden’ and
therefore what subsidy would be required. The net burden incorporates
intangible benefits;

m The private sector will have sole rights to commercial exploitation of the asset;
and

m The public sector will bear reputationat and policy risk should the project
company fail to deliver the objectives of the intervention.

5.3 Constraints

With respect to the project, there is invariably some constraints in reaching the objectives. In this
seclion, we explore these constraints (which are set out in the Public Spending Code) in crder to
limit the range of options to those which are feasible or acceptable.

The potential constraints are detailed below in sections 5.3.1 to0 5.3.15.

5.3.1 Financial

5.3.1.1 Affordability fo the State

The State has budgetary constraints which will impact: (1} the ammount of upfront investment it can
make in the NBP projectand (2} iis overall level of investment and the overall profile of spend over
the next 5 years.

5.3.1.2 Balance Sheel Treatment

Balance Sheet Treatment is criticat to the affordability of the project. ‘On-balance sheet’
classification results in increased General Government Sector (*GGS") debt and/or deficit for the
purposes of EU fiscal rules. Were the Project classified as ‘on balance sheet’, Government would
need to consider whether the Project remains affordable.
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5.3.2 Technological

In the original project appraisal DCCAE and its advisers, Analysys Mason analysed a number of
technological solutions that would deliver high speed broatdband in the Intervention Area. These
included Fibre to the Premises (“*FTTF") for 100% of the A, Fixed Wireless Access ("FWA™)
broadband for 100% of the 1A, 95% Fibre to the Home (* FTI'H") and 5% FWA and 95% FTTH and
5% FWA with reduced speeds i ed, FTTH to 100% of
premises provided the lowest e

However, for the purposes of this analysis it is not considered that this constraint would differ
between the options set out,

5.3.3 Legallregulatory

5.3.3.1 Sectorial Regulation

In order to deliver an optimal cost selution, the technical advice is that this intervention will need
to utilise existing infrastructure in order to deliver an efficient rollout. In the Intervention Area the
majority of the existing infrastructure is owned by eir, 2 whaolesale provider of broadkand with
Signifi cant Market Power {*SMP" which is r bv the Communications

5.3.3.2 Infrastructure Access legisiation

The Government is currently working on developing [egislation that would mandate access to eir's
infrastructure in the Intervention Area for the Natiopal Broadband Plan. It is also considering
legislation in relation to the price of products available in the Intervention Area and to access the
Intervention Area, specifically the access prices for poles, ducts and VUA Lite. This legislation will

help provide some certainty with regard to the conditions of acc to exlsting infragtructure.
g o o et aan Plan. [ i e

5.3.3.3 Procurement Law

According to legal advice, when considering the options, it is also important to appreciate that, on
this project, procurement risk can manifest itself in a number of ways, each of which would have
a material adverse impact on the Government's objectives for the NEP. This includes:

m a challenge by a Bidder, a prior Bidder or interested third parties;
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m a failure by the European Commission to give a positive Stale Aid decision or an
investigalion by the European Commission for breach of procurement
requirements; and/or

m arefusal by the Eurcpean Regional Development Fund (“ERDF™) to give funding
or a clawback of funding by the ERDF due to breach of a funding condition linked
to procurement compliance.

According to legal advice, the PIM, ITPD and ISDS all provide that DCCAE may terminate the
procurement at any time. The European Court of Justice has consistently held that it is pe rmissible
to terminate a procurement provided that the decision {o do so is made in accordance with the
principies of EU law, e.qg. the decision should not be taken in order to discriminate on grounds of
nationality.

53.3.4 Commission

Under certain options, there may be a requirement to inform the Commission of circumstances.,
This is particularly related to Option 2 *Continue as is', Commission may need to be informed of
single bidder situation and also Option 6 ‘Subdivision of lots’,

5.3.4 State Aid rules

Inrespect of Stale Aid, according to legal advice, any risk relating to procurement is likely tobe a
risk of non-compliance with the State Aid guidelines which emphasise that the selection process
is camied out in accordance with the public procurement rules,

5.3.5 Environmental

With respect to public sector ownership options, as the State will own and develop the network it
is currently unclear if existing, privately owned infrastructure in Intervention Area will be made
available to the State. This is a key issue for the deliverability of this option as the availability of
existing infrastructure will minimise duplicalion of assets. In order to satisfy this, the State would
need to either enter into a long term Infrastructure Access Agreement or purchase the existing
ducts and poles in the Intervention Area.

5.3.6  Physical inputsiraw material

The p

hysical inputs and raw materials which are re
3oty of ageas. =

5.3.7  Avallability of manpower and skills

The deployment and operation of High Speed Broadband requires extensive resources, technical
skills and expertise. This 'know how' is limited to a select number of telecoms companies. There
are a number of contractors providing deployment services for telecoms and other utifities in the
State and this contract would be attractive to them for certain options. The State would have to
source the appropriale number of skilled personnel to undertake such a large project itself within
the timelines required for delivery.
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5.3.8 Time

5.3.8.1 Delay in procurement
Time is considered a significant constraint and any further delays should be avoided.

Any further delay in process will negatively impact on the bidder's business case for competing in
the procurement. This will be mainly through other commercial operatars encroaching into the
intervention area and delivering high speed broadband to end users that might be closer to being
commercially viable in advance of NBPco, thus resulting in NBPco retaining higher cost premises
to deliver. While this is on the one hand a positive in that it may reduce the number of premises
requiring intervention it is unlikely to reduce the overall subsidy required. It may in fact increase it.

eir is already half way through its roliout of fibre broadband to 300,000 premises that were orignally
in the Intervention Area and in some instances have passed additional premises

Any further delays to the procurement process is likely to impact the technical design requirements
thereby causing further delays to the successful deployment of high speed broadband to rfural
areas of Ireland.

5.3.8.2 Recommencement of the procurement process

The recommencement of the eracurement nrocess may result in a duplication of efforts at a cost
to the Stale.
cou an Vi on the 1 € project as a whale.

5.3.8.3 ERDF funding

There is a time limit to ERDF funding as the current funds must be claimed by 2023. Any extension
to this would have to be agreed between DCCAE and the Commission.

The key factors of eligibility for drawdown of €75m are as follows:

= Project expenditure of €150m must have been incurred. This expenditure must
comply with Eligibility Rules for ERDF Funding for qualifying costs.

= Expenditure shall be eligible for ERDF Funding if it has been incurred by a
beneficiary and paid before 31 December 2023.

53.8.4 EIB Finance

The EIB are currently looking to invest in Ireland and in this project. They have indicated the
availability of €500m in debt finance. As an EU government funded bank they have an interest in
the procurement process, They have alsoc sought to understand how the Depariment will be
ensuring the project achieves the best value for the taxpayer in the absence of a competitive
process. If private finance is to be included as currently proposed, EIB will be key to reaching
financial close for the project.
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5.3.9  Administrative/managerial ability

Cenain options are more burdensome on the State, Department and Bidders than others. This
stems from the time, cost and effort required to undertake the administrative and managerial tasks.

For example, under Gption 8, Joint Venture, the governance structure could be complex and
require an ongoing state role in the management of the JV and there could be differences of views
which may lead to slow decision making. Under option 4, state ownership and operation,
administration is likely to be complex and costly, reguiring significant expansion in the role of the
State in the telecoms sector.

5.3.10 Distributional

The National Broadband Plan will support net job creation nationaI‘Iy in the shori-term in the
following ways'*:

m improve the financial performance of existing businesses (agriculture, tounsm
and other internationally trading)} in the Intervention Area, with paositive
implicalions for their ability to grow,

= related, improve the financial performance of larger internationally-trading
businesses which depend on Intervention Area enterprises for their supply (e.q:
large co-ops) with positive implications for employment;

m enable the formation of new enterprises in the Intervention Area, which would
previously have been constrained by a lack of access to NGA breadband
services. A high prevalence of under-employment in the agricultural sector
speaks to a need and related potential in this regard,;

m expand the talent pool avaitable to non- Intervention Area employers, through
the facilitalion of remote working arrangements, particularly in sectors where
there are important skills constraints;

m improve the satisfaction of MNCs and other non- Intervention Area employers
with the productivity of Irish employees, as a result of feasible out-of-hours
working, with positive implications for competitiveness.

Longer-term, the NBP will be an important contributor to the overall competitiveness of Ireland as
it supports improved educationaj outcomes and a more tech-savvy workforce'®

Additionally, and more directly, the NBP will generate direct employment over the period of its
construction and thereafter to ensure the effective annual operation of the NBP infrastructure.

This is not considered to differ between the options set out
5.3.11 Social

The National Broadband Plan has been recognised by PWC for its potential ability to make a
significant contribution to the economic re-invigoration of rural Irish communities. It has been noted
that one of the most significant challenges faced by rural communities Is the access to and cost of
high guality broadband services. The National Broadband Flan aims to mitigate these
challenges'™.

It states that rural communities are unable to access the cost-effective, high capacity internet
services that are required to sustain a modem business environment As such, a digital divide
emerges between urbanised locations and these rural communities. The emergence of the

4 pwC: Broadband Strategy for Ireland
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National Broadband Plan would narrow the gaps amongst these locations, supporting local job
creation while also sustaining rural populations and supporting the social inclusion of families living
in peripheral locations.

5.3.12 Spatial policy

The National Broadband Plan also is crucial element of the National Planning Framework — lreland
2040. It states that the vision for the years ahead to 2040 must be relevant to urban, suburban
and rural Ireland. Accordingly, the Ireland 2040 vision is created from building on the values that
we share, including: opportunity, choice, quality, creativity, connectivity, collaboration, self-reliance
and commitment. A key aspect under connectivity is the National Broadband Plan™,

5§.3.13 Land use planning

Similar to 5.3.5 above.

5.3.14 Co-operation required from other interests

Infrastructure agcess will be reguired from the incumbent for the majarity of the options set out

5.3.15 General policy considerations

The National Broadband Project was published in August 2012 and provided a commitment to the
provision of NGA broadband services to all Irish citizens and businesses, regardless of location.
The plan built on a commitment contained in the curtent programme for Government (2011 to
20186) and its importance is re-affirned in the Statement of the Govemnment Priorties 2014 to 2016.
Irish policy objectives in this regard are reflected at European level, with the European
Commission’s Digital Agenda for Europe having an objective of all EU locations having minimum
download speeds of at least 30 MBPS and at least 50% subscribing to services > 100 MBPS by
2020.

The National Bioadband Plan is also a key element of Government's strategy for rural Ireland
which in the Govemment's ‘Realising our Rural Potential; The Action Plan for Rural Development’,
which was launched in January 2017. This is the first ever whole-of-govemment strategy for rural
Ireland aimed at delivering real change for people living and working in rural Ireland, The Plan
contains 276 actions across five key pillars, all of which aim to improve both the economic and
social fabric of rural Ireland. One of the five key pillars is 'Improving Rural Infrastucture and
Connectivity’ which includes the following key objectives:

w Bring high speed broadband to every premises in Ireland through the rollout of
the National Broadband Plan and improve mobile phone access in rural areas;

» Improve rural transport links through a review of services, support for our regional
airports and investrment in rural infrastructure; and

m Implement flood relief measures and other land management measures to
protect our rural infrastructure.

The National Development Plan sets out ten National strategic outcomes. Under the 'Strengthened
Rurai Economies and Communities’ strategic outcome, the National Broadband Plan is listed as
a priority project with a contract award date in 2018. The National Development Plan reiterates the
State’s commitment to intervene and subsidise the building of a new high speed broadband
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network 1n areas of the country where there is no existing or planned commercial high-speed
breadband.
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5.4 Multi — Criteria Assessment

In order to determine the appropriate options to shortlist, a multi criteria analysis was performed
based on a set of criteria derived from the objectives of National Broadband Intervention Strategy
developed by PWC for the project. Each option was scored against these criteria. This allowed an
assessment of the extent to which each option contributes to achievement of the objectives and
sub-objectives for National Broadband Intervention Strategy. The objectives set out by National
Broadband Intervention Strategy are set out in Table 3: Project objectives and sub-objectives
below,

Table 3; Project objectives and sub-obfectives

Objective

Develop intervention strategy for | Deliver intervention as soon as possible to ensure a
areas commercial operators will national high speed broadband network for Ireland
not deliver high speed broadband

Provide high quality and reliable Every home / business to have access to high speed

broadband services broadband with choice of service providers,
Ensure network can meet current and future data
demand. _ G
Value for money Design economically advantageous procurement
strategy.

Maximise re-use of existing infrastructure.
Incentivise additional commercial investment.
Underpin Government policy on Stimulate retention/growth in jobs, enable farming, e-

economic recovery and jobs health, trading online, tourism, savings for consumers ete.
Source: National Broadband Intervention Strategy, PWC

The following scoring methodology has been adopted to allow the assessment of the options using
the objectives set out above. The scoring is set out as follows:

Table 4: Contributions to objectives/criterton

Co.itribution to objectives / criterion

Very high contribution 5
High contribution ‘ - 4 ‘
Medium contribution 3
Low contribution . 2
Very Low contribution 1
None - 0
National Broadband Plan Project Re-appraisal 58
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Non-financial appraisal

7.1 Introduction

This section of the report provides an assessment of each shortlisted option in non-financial terms
using impact statements and a weighting and scoring approach.

7.2 Non-financial criteria

Impact statements have been used to describe the contribution of each option to the achievement
of the strategic objectives and principles of the project {see section 4).

Impact statements have been prepared for six non-financial evaluation criteria that are derived
from the NBP project objectives and principles and agreed with DCCAE. The non-financial criteria
are presented overleaf in section 7.2.1.

The confribution of each option to each of the non-financial criteria has then been scored, using
the scoring methodology below.

Tabie 10: Scope of the Intervention strategy

Contributicn to objectives / criterion Score '
Very high contribution 5
High contribution ) 4

Lad

Medium contribution

Low contribution 2
Very Low confribution i
None 0

The six criteriz are set out in the table overleaf, together with the weighting that has been awarded
to each criterion reflecting its perceived importznce to the success of the intervention in delivering
its intended ocutcomes as agreed with DCCAE.
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7.2.2  Weightings rationale for.appraisal criteria

The criteria have been given individual weightings by DCCAE and their advisaors based on their
perceived importance to the success of the intervention in delivering its intended outcomes as
described by the objectives in Section 4. This is a reflection that certain criteria will be mare
important to the public sector and wider society than others.

The rationale for the weightings of each of the criteria is provided below:

m Criterion 1, Coverage - The overarching objective of the pregramme is the delivery of
high speed broadband to 100% of premises in an appropriate timeframe. This criterion
Is therefore critical to the successful delivery of the objectives set out in Section 4 and
has been assigned the joint highest weighting of 20% to reflect this.

m Criterion 2, Market effectiveness - The crealion of a competitive and effective market
is considered to be of primary importance and I1s viewed by the European Commission
as one of the principal drivers for allowing interventions of this nature, An effective market
should provide far open access and compslition at the wholesale and refail levels,
theraby driving value for end users. 1t should support the develcpment of new progucts
and services for RSPs and end users and should have effective controls and safeguards
to protect against discrimination / market abuse. The criterion has therefore been
assigned a weighting of 20%, reflecting the importance of supporting fair competition in
order to drive long term value for end users and for the State.

m Criterion 3, Incentives to invest - The cwnership cption should encourage ongaing
investmant in, and future proafing of, the wholesale netwark througheout the contract ferm
in accordance with tha Strategy. Tha option should also incentivise investment end
innovation to develop and grow the wholesale business throughout the contract term,
thereby supporting its long term sustanability providing further benegfits for RSPs, end
users and the State. This criterion has been assigned a weighting of 15% reflecting the
importance of ongoing investment in the netwerk and in the whelesale business to the
achievement (in tha long term) of the Government's policy objectives for the intervention

m Criterion 4. Protects the public interest - The ownership option should safeguard the
public interests for which State Aid is provided. Options should therefore: provide
safeguards to prolect against over-subsidisation / unnecessary State Aid; ensure the
State receives an appropriate share of any financial benefits (taking account of the level
of State Aid); provide incentives to ensure wholesale services meet or exceed the
performance standards throughout the contract term; provide safeguards in event of
continuing poor performance / non-adherence tc contractual obligations; and provide
safeguards in respect of services confinuing after the end of the contract peried. This
criterion Is viewed as essential to the long term success of the intervention and has
therefore been assigned a weighting of 20%.

m Criterion 5. Deliverability of ownership options - The ownership option must be
deliverable otherwise the intervention will not achieve its intended cutcomes. in order to
be deliverable the optlon must be attractive to market operators, equity investors and the
external funding market. It must also be legally viable and commercially deliverable. It
must also have appropriate governance and management arrangements that are
deliverable and sustainable within the public sectar. The deliverability criterion is viewed
as highly important to the sucecess of the intervention and to the achievement of iis
objectives and the criterion has therefore been assigned a weighting of 15% to reflect
this.

u Criterion 6. Managing Risks - The ownership option should ensure an appropriate
allocation of risks between parties involved in the project, with risks allccated te the party
best able to manage and mitigate them at least cost The success of the intervention wil!
therefore be dependent on there being an appropriate allocation of risk which utilises
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specialist sector expertise ta optimise delivery during network deployment and operation,
thereby reducing timescales and costs (for Government and the aperatar) and delivering
a higher quality of service for RSPs and end users. Poor risk allocation could lead to
lenger deployment timescales, higher costs of delivery and poor levels of services for
RSPs and end users. Effective risk management is therefore viewed as important to the
success of the intervention and as such has been assigned a weighting of 10%.

7.3 Assessment of options against non-financial criteria

The impact statements that follow describe the contributicn of each shortlisted option to the non-
financial criteria and present an initial score for each option.
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9.2 Preferred ownership option

On the basis of the financial and qualitative appraisal of shortlisted options presented in Seclions
6 and 7 of this repert, and the advantages and disadvantages discussed above, we conclude that
the preferred option is Option 2 ‘Continue with the current procurement process of a gap funded
model followed by Option 2(b).

This option:

m Offers an opportunity to achieve a mutually acceptable agreement with the remaining
Bidder,
= Minimises procurement risk and the consequential State Aid and ERDF risks; and

= Is structured to provide early check-points on the potential to achieve a mutually
acceptable agreement.
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to address any areas of the RDS which did not meet DCCAE's

R S A e e R e
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10.2 High Speed Broadband Determination

The technical advisors undertook an analysis of the High Speed Broadband Determination and
noted that while the Intervention Strateqy does not specify the type of technology that should be
used for the National Broadband Plan, it has been accepted, following detailed analysis by DCCAE
that Fibre to the Premises is the likely solution for the maiority of premises in the Intervention Area,
The remaining Bidders in the competition put forward a similar view during dialogue. Whilst the
aspiration of the Intervention Strategy is ubiquitous availability of the same Minimum Standard
NGA Service to all premises in the Intervention Area, the Strategy recognises that the economics
of achieving this aspiration may result in an unacceptably high, unaffordable subsidy requirement.
Therefore in order to address this affordability risk, the option of providing Alternative Bitstream
Wholesale Products was explored with Bidders by the technical advisors and DCCAE. This allows
bidders to propose altemnative solutions that doesn’t achieve all the specification requirements
under Minimum Bitstream Wholesale Products, e.g. alternative technology fixed wireless access
solution and a satellite solution. These options are currently being dialogued with the Bidder bt the
technical advisors and DCCAE and will be pursued if they meet the objectives of the project and
offer value for money for Government.

Following an analysis on High Speed Broadband Determination by the technical advisors, it was
concluded that at present the Bidder will continue to be required to provide a High Speed
Broadband product to 100% of premises in the Intervention Area. There has been no ohvious
Alternative Bitstream solution identified to date, however the Contract will allow flexibility for
alternatives to facilitate new seolutions and technologies over the contract duration, as well as
allowing for Alternative Bitstream Wholesale Product for difficult to reach premises that materialise
during deployment. This optional access solution will meet minimum specification set for the
Minimum Bitstream Wholesale Product, however it may have a different specification to the
product that NBPco is using in the majority of the Intervention Area. The specification shall be
future proofed and proportionally track the roadmaps for the main Minimum Bitstream Wholesale
Product. The use of the Alternative Bitstrearn Wholesale Product is currently proposed to be
capped at 2% of existing Premises and 2% of new Premises.
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C Key inputs and assumptions of financial models

C.1 Overview

C.2  General assumptions
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C.4  Capital expenditure assumptions
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C.7 Comparison of Options
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DCCAE review of the impact of the Project Reappraisal on the Broadband Strategy for
Ireland (2015) — DCCAE review

. The following table sets out the elements of the strategy set out in 2015 and whether or not, in the view of the Department, the sirategy is impacted as a-
result of the current approach to delivering the National Broadband Plan. This table refates to the strategic areas set out in the PwC Broadband Strategy
for [reland (2015) report and sets out whether, in DCCAE's view, the strategy is impacted as part of the project re-appraisal.

.\ Strategic ltem Description:

' Intervention Area The area in which the National Broadband Plan will be delivered providing next generation broadband

connectivity far circa 545,000 delivery points in rural Ireland. No
Service Definition Specifications for minimum download,; upload, latency, jitter, packet loss, service availability, affordability

and other characteristics. No
Additional services Bidders will be requested to provide information on the higher quality of services to be provided to

business. No
Future Proofing In the procurement process, bidders will be required to stipulate, as part of their bids, as to how they

propose to ensure future-proofing. As part of the govemance framework, NBP-Co will be required to No

improve service KPIs, in the light of market developments and technical evolution.

Extent of Availability The Strategy aspires to deliver 100% coverage, however this may be revised if it is too expensive.

No

Extent ofIntervention | The intervention should deliver both backhaul and access infrastructure, .
o

Focus of the The focus of the intervention will be to create an open access wholesale network.
intervention No
Connecling premises — | All orders for fast broadband should be delivered within 12 weeks of placing the order.
time frames No
Connecting premises — | NBPco are to provide connections to RSPs for a reasonable charge. Homes should not be counted as
connection charges *covered” if they require significant additional cost to connect the netwark. No
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| Strategic Item Description Impacton Strategy((Yes/No)

' New Premises New premises should also have access to fast broadband services, however the costs of connecting some
new premises may be excessive. No
Infrastructure sharing | Due to the high costs of deploying passive infrastructure, sharing the use of infrastructure could lower
costs. However a binding obligation to share infrastructure may be difficult to implement. No
Deployment criteria Required deployment is to be completed by the end of 2020. Require rollout to at least 60% of delivery Yes, timelines have shifted.

Require rollout to at least 60%
of delivery points by end of year
3 of the contract. Subject to the
contract for building the network
being awarded in 2018, this

points by the end of 2018, subject to the contract for building the network being awarded in 2016.

_ would be 2020.
Ownership Model The recommended ownership model was a Gap Funding model, chosen on the basis that it provides the
most affordable option whilst achieving all of the objectives of the intervention. No
Minimum Required Access Network — Passive
Wholesale Products - | — Duyct Access
xmnc:ma Access — Pole Access
Services — Dark Fibre
— Radio tower and masts access No
Access Network — Active
— Bitstreamn
— Virtual unbundled services
Minimum Required Backhaul — Passive
Wholesale Products - | — Duct Access
mmﬂcmﬂma mmﬂr—gmc_ Y ey to_m bﬂﬂmmm
Sepdces — Dark Fibre No
— Co-location

— Radio tower and mast access

Backhaul - Active
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‘Description

impact on Strategy (Yes/iNo}

— Interconnect
— Transmission capacity

Permitted additional A set of additional wholesale products to be offered by bidders.

services No

Basis for wholesale Where possible, prices are benchmarked to prices outside of the Intervention Area. Price benchmarks are

prices also adjusted to account for differences in service. No

Non-discrimination A series of non-discrimination measures, including Accounting Separation, Equivalence of Inputs Eol

measures management systems and incentive schemes be included in the Strategy. No

Small operator NBP-Co is required to demonstrate that it engages with a range of RSPs, particularly small RSPs and that

framewotk provision it is minimising barriers to entry to RSPs. No

Procurement Strategy
Procurement Strategy. | A single tender process will be ran with multiple lots (three). Thiere will be the possibility to bid for the No. However, there is current
- Design of lots entire Intervention Area, for which a requirement to also submit bids for the individual lots should be consideration ongoing
considered. surmounding a possible change

in Intervention Area changing to
a two lot division with the option
to bid for the whole intervention
area.

Procurement Strategy | 20 years T . : No

- Confract time frame

 Procurement Strategy | NBP-Co's contract should consider how best t to protect end users from adverse impacts that might arise No

- End of contract from the ending of its contractual obligation.

arrangements

Funding Model Capital subsidy up front and during operations. No
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Description

Build phase govemance based on implementation milestones with clawback mechanism.

impactiofyStrategy (Yes/Noj

Govemance - Focus alignment on operating phase. The contract can provide additional incentives/controls. No
Alignment with
| regulation
Governance - DCENR ultimately responsible for contract governance. Leverage skills and capacity of other parties. No
Structurefroles
Bemand Side Measures
Demand Side Bidders be given visibility of the development of the next phase in order to facilitate /coordinate with the
Measures - National Govemment on any resulting initiatives. No
| Digital Strategy _
Bemand Side NBP-Co wailves one=off connection costs during the initial network deployment on the condition thatRSPs No
Measures - Discounts | pass this on to consumers.
for connections
Demand Side Invite bidders to propose innovative and effective dermand stimulation schemes during the procurement No
Measures - process,
Procurement Process
Demand Side Bidders to be given full visibility of public sector initiatives to allow bidders:to develop ways to coordinate No
Measures - Co- and work with government to encourage take-up.
ordination with public
sector initiatives
Demand Side Pubfic Portal to be developed to and set up at the earliest opporiunity. No
Measures - Demand
Registration
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