Roinn Cumarsiide, Gniomhaithe
ar son na hAeriide & Comhshaoil
Department of Communications,

Climate Action & Environment

24 April 2019

Mr Robert Watt

Secretary General

Department of Public Expenditure and Reform
Government Buildings

Upper Merrion Street

Dublin DO2 R583

Dear Robert,
I refer to your letter of 16 April in relation to the National Broadband Plan.

Your letter is written against the backdrop of experience gained from the National Children’s
Hospital {NCH} project. The NBP is very different from the NCH project and the principles
underlying the conclusions of PwC have been fully applied throughout the NBP project lifecycle
— no commitment made befare full tender cost exposed; repeated reappraisal of the proposal
to see were there better options; very robust due diligence of risk and cost, deploying the
required sectoral expertise throughout; and a detailed plan being put forward for governance
te minimise any unforeseen risk.

Appendix 1 sets out where comparisons can be drawn between the NCH and the NBP projects,
where we have differed in our approach and where | believe the critical issue of "cost
overruns” noted in the NCH review has been addressed and contained within the structure of
the NBP contract, prior to awarding a contract, to avoid issues identified in the PwC report
arising ex post.

The issue for Government is, of course, whether the final and carefully evaluated project
represents value for money.

Potential Subsidy

My Department has presented what is believed to be the pessimistic scenario in terms of an
uitimate cost to the State over the 25 years. As an alternative to an arbitrary risk premium
being added to the subsidy by the Bidder, the Department has ensured that project risk is
transparently accounted for, is contained through a capped exposure and must be proven as
incurred before any contingency amounts are paid. The overall subsidy sought of nearly
€3billion includes €545m (including VAT) for conditional and contingent subsidy and includes
€354m in VAT, which will be paid to the Revenue Commissioners as subsidy is spent. The
Department is optimistic that the Bidder will achieve savings through its own procurement of
subcontractor services and purchases of materials/equipment which should reduce the cost to
the State.
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By year 10, all premises in the Intervention Area will have access to high speed broadband and
the NBP Company will have annual revenue of around ] which is expected to more than
cover the annual operating costs over the remaining 15 years and beyond.

Cost Benefit Analysis

In keeping with the Public Spending Code, a CBA has been undertaken for the NBP. That CBA
has been updated a humber of times to reflect material changes including to the number of
premises in the intervention area, in particular following eir entering a commitment
agreement to build a network providing future proofed high speed broadband access to
300,000 premises in the intervention area. While the eir 300k was positive in terms of ensuring
early access to a high speed broadband service for those premises included, it resulted in
removing considerable future revenues from the NBP CBA with no corresponding reduction to
NBP network build cost. The CBA was also updated at milestones where the project budget
estimate was revised, including when a comprehensive project reappraisal was carried out last
year when eir withdrew from the procurement process. The current iteration of the CBA
remains positive even in the pessimistic scenario.

The Department has consistently called into question in engagement with your Department
the effectiveness of the CBA methodology for bespoke projects such as the NBP. As noted in
the CBA reports provided to your Department, the availability of ubiquitous high speed
broadband will bring significant benefits in the areas of education, e-health, tourism, regional
development, social inclusion, etc which cannot be captured by the methodology that applies
to CBAs under the Public Spending Code. The methodology has limitations as an analytical tool
when the actual benefits that will result cannot be fully measured due to there being
insufficient data available to empirically demonstrate the benefits of new and emerging
technologies, or where it is very difficult to anticipate the advances in new applications and
services that will be available over broadband networks a decade and more from now.

Government investing in a future proofed broadband network aver which Irish citizens will
access electronic services, many of which have not yet been developed or even contemplated,
is not a “leap of faith”. It is in fact entirely consistent with the strategy of successive Irish
Governments in promoting the development of Ireland as a digital leader in the EU and
growing the high tech sector of our economy. Not to intervene where the market has failed
would likely result in the marginalisation of rural communities. The benefits of social inclusion
{and in this case, not leaving 23% of our households or businesses behind in a world being
transformed by digital technologies) are significant as an objective of public policy and have
been invoked time and again for public support .

it is true that the benefit estimated at €12,000 per home on existing usage patterns (without
considering the new opportunities it will open up in the future) will substantially accrue to
individuals. But those individuals and businesses will pay at least 50% of the overall project
cost through recurring charges for services provided.




We have, as you know, carefully looked at alternative options — “Plan B” - and neither of our
teams offered any realistic alternatives other than to indefinitely exciude rural Ireland from
the benefits of digital connectivity.

Project Risk

It is undeniable that the NBP, like any significant capital project, comes with risk. This is the
very reason why a competitive dialogue process was adopted for the NBP procurement and
why the Department has spent nearly three years establishing what is a very strong contract,
designed to ensure delivery of the Government’s objective while protecting the State’s
investment. Through dialogue with the three shortlisted consortia {over 800 hours in total)
around all technical and commercial risks, the Department established a robust internal model
of likely costs and revenues, has carried out considerable benchmarking to Irish and
International broadband projects and included mechanisms in the contract to protect the
Exchequer. This extensive engagement has resulted in a robust budget model where both
construction risks and revenue risks have been captured in advance of any contract being
awarded.

Through the dialogue process the Department and bidders identified 14 activities/risks that
may be unavoidable and which could give rise to additional subsidy. As the overall conditional
subsidy pot is capped, the Bidder must ensure costs stay within the pot, or else it must bear
the cost overrun itself from its own funds. Any subsidy sought by the Bidder will only be paid
where the bidder has submitted a revised bid model to show there has been a net negative
impact from that assumed in 2018 from one or more of those risks materialising. This model
would then be audited and only then can conditional subsidy be paid out, up to the capped
amount,

One of the main areas of risk for the project is the timing of take up, rather than the level of
take up. The Bidder has taken a somewhat pessimistic view on the likely pace of take up over
the first 10 years. While it expects that, in time, it will connect 80% of the addressable market
in the Intervention Area, the pace of connections year on year has a significant impact on the
25 year net present value of the project and thereby, the subsidy required. As bidders to such
projects across Europe tend to take a similar approach, the State Aid Guidelines require
contracts to include clawback in the event of higher than expected take up. In the UK for
example, we understand BT included an assumed 20% take up in their bid in the early years
and the actual take up in the initial years was over 40% which resulted in the authorities in the
UK clawing back over £700m from BT.

Technology choice

The technology solution proposed by the Bidder is predominantly a “fibre to the premises”
(FTTP) solution. This was the technology choice proposed by all three bidders in the
procurement process. It is the technology that is being rolled out by SIRO to 500,000 premises
in cities and towns throughout Ireland and by eir in its rural network serving over 300,000
premises. Recently eir has announced its intention to overbuild its urban network to bring
FTTP to a further 1.4 million premises in urban areas. FTTP is also the technology being rolled




out in many other EU Member States including the UK, France, Germany, Portugal and
Sweden.

The main reasons that bidders chose fibre to the premises as their proposed solution is
because it is the most efficient and cost effective means of delivering on the project’s
objectives and ensuring there is no need for further State interventions in ten years’ time. A
full fibre network is a high capital/low operating cost model compared to a fixed wireless
network which is low capital/high operating cost model. Full fibre may take longer to build but
will require limited upgrade and maintenance, whereas wireless networks may be faster to
build but require significant upgrades and maintenance. A full wireless network would also
require the building of thousands of additional masts requiring development consent/planning
permission with the attendant delays that this can bring. When the Department and bidders
modelled both options, factoring in 25 year requirements, the full fibre model was clearly the
better option in terms of its cost over the long-term and meeting the policy objectives.

For some premises a wireless connection will be more cost effective, and this is provided for,
with decisions on the premises to be served with a wireless connection being made on a case
by case basis at the low level design stage, during network rollout.

While there has been some commentary that a future 5G rollout could deliver on the
objectives of the NBP, reports by ComReg and Analysys Mason {shared with your Department)
have concluded that 5G is a complementary and not a competing technology to FTTP. This is a
view that has been supported in public commentary by Vodafone and eir. It is also supported
by the decisions of the major telecommunications companies to significantly invest in FTTP
networks, both in Ireland and internationally. There has been extensive engagement between
our two Departments on the question of technology choice and ) understand that bath
Departments are in no doubt that the FTTP solution proposed by the NBP Bidder is the most
future proofed technological solution available.

The importance of future proofing the network cannot be over-stated. A decade ago the
Government intervened in the market with the National Broadband Scheme which guaranteed
download speeds of 3Mbps to every household. By 2010 the EU Commission had identified
30Mbps download speeds as the minimum service that should be available to all European
households by 2020, with the ambition that by then more than half of European households
would actually subscribe to a service with download speeds of greater than 100Mbps. By 2016
the EU had revised upwards the target for Member States to achieve by 2025 to a basic service
of 100 Mbps for all households and 1Ghit connectivity for heavy users. The FTTP solution
proposed by the NBP Bidder would leave Ireland well placed to meet this element of the EU
Digital Single Market and ensure Ireland continues to be amongst the digital leaders in the EU.

A fibre service which is built off the existing privatised telecommunication network will not be
stranded but connected. Once the fibre is placed on eir poles and in eir ducts (predominantly)
it will always be available for use. In the event the current Bidder cannot achieve the rollout
plan envisaged for whatever reason, the contract provides a right to the Minister to step in
and ensure existing services continue to be provided.




Performance Management

The Bidder is required to maintain a high quality of service both in the delivery of the network
deployment and in the delivery of the broadband service to end users. There are extensive
quality checks and monitoring obligations included in the contract with the Bidder which
incentivise the Bidder to meet and exceed the quality of service requirements.

A comprehensive set of key performance indicators has been set out against a range of
matrices to measure the Bidder's performance including deployment targets, availability of the
service, the broadband speeds delivered, the time taken to connect premises once orders are
received etc. The State will levy significant penalties if the Bidder fails to hit the targets set out
and where certain targets are not met, the State may terminate the contract.

Payment of subsidy is linked to the Bidder presenting a fit for purpose design for each of the
100 areas, showing they have actually passed all premises in each area and also that retail
providers confirm that each home or business is successfully connected. If no connections
have been made then no connection subsidy will be paid. Where a connection is made it will
be in place for as long as the homeowner requires a service, regardless of whether the
contract with the Bidder is terminated or not.

Where the Bidder believes elements of construction costs such as labour and materials are
likely to result in the drawdown of conditional subsidy, the Department must also see proof
from the Bidder that the best market rates have been achieved by it through a robust
procurement process. The Bidder is required to notify the Department of all tenders issued by
the Bidder for subcontractors and materials over the deployment period and demonstrate
how it has achieved value for money.

The Department can require a benchmarking exercise to be undertaken against the operations
of NBPco, for example, with other comparable companies providing similar operations. If the
benchmarking review indicates that NBPco's operating costs are materially in excess of market
norms, the Department can require NBPco to re-tender for many of the operations activities.

The Department has made strong Governance a red line in all its negotiations since 2016 when
dialogue first commenced. The governance provisions in the contract include requirements to
establish a ring fenced company where all private and public finances are fully committed from
day 1, where all transactions have full traceability and the day to day operations of the
company are fully transparent, with it acting in an open and non-discriminatory manner.

Deployment clawback
The NBP Contract allows the State to recoup cost savings made by the Bidder during its
network deployment. Where the cost of construction and build are less than forecast in the
bid, the State will recoup

where it was considered important to provide a clear commercial
incentive to the Bidder to manage costs efficiently. This mechanism has the potential to
reduce the subsidy to the State over the first 7 years of the contract.
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The Department will, from contract award, oversee the Bidder's procurement process and
design plans to ensure they achieve value for money. Where the Bidder achieves savings in the
following high cost areas, the State will recoup 100% of any savings achieved at the end of the
deployment period:

e fibre materials and equipment;

¢ costs not incurred under the Conditional Subsidy;

= regulated prices {which are expected to be reviewed by ComReg in the near term); and

« any change from full fibre to a wireless solution for certain premises.

Excess profit clawback during operations

if the Bidder exceeds its forecasted business performance over the 25 years, for example, by
achieving higher than expected overall revenues, the State will receive a minimum of- of
any excess profits earned by the Bidder.

Sale of NBPco

In the event that the equity providers sell the majority of their shareholding in NBPco in the
first ten years of the contract, the State will be entitled to clawback of any excess profit on
sale. Any sale requires Ministerial approval and all contract obligations endure on transfer of
shares.

Terminal value (end of life) clawback

The NBP Contract allows for the State to get a benefit of the future value of NBPco through a
Terminal Value Clawback mechanism. The Terminal Value Clawback mechanism is calculated
at the end of year 25 based on the average EBITDA (earnings before interest, tax, depreciation
and amortization) of the last 3 years of the contract, where the State gets 40% clawback on
any increased future value of NBPco, measured in terms of 10 times actual EBITDA versus the
forecast EBITDA for year 25 set out in the bid model.

With regard to the calculation of the terminal value, the NBP Contract provides that at year 23
a terminal value review will commence which will assess the average actual EBITDA over the
last three contract years and multiply this by 10 (EBITDA multiple) to establish the Terminal
Value. This is a typical method of valuing private companies in the market. It would not be
possible to establish the true market value of a company without a formal sales process and
engaging interested buyers at that time. The estimate of future profits will be based on the
latest available annual independently audited financial statements of NBPco and the
Department will seek independent experts to make the final assessment and calculation of
clawback owed to the State should the terminal value calculation in 25 years’ time exceed that
put forward in the 2018 bid model.

Cost of Connections
The average cost of connecting premises within the Intervention Area is estimated to be

around [




Under the current regulatory regime prescribed by the European Commission for the universal
availability of voice services in each Member State, retail service providers are charged circa
€117 by the Universal Service Provider eir for any new fixed voice connections across the
State. ComReg have set a Regulated Access Threshold of €7,000 over which the consumer
must make a contribution for any incremental cost above this. Over the past twenty years eir
have successfully cross subsidised the cost of this obligation through profits from its overall
national business.

The Department has followed the same regime under the draft contract, except a lower
threshold of €5,000 will be used. The new NBP company will not have profits to cross subsidise
broadband connections thereby requiring the subsidy from the State. The connection charge
under the draft contract has been set at no more than €100 ex VAT. This was consulted on in
2015 and approved by Government to ensure end users in the intervention area enjoy the
same or similar connection charges as those in areas served by commercial operators. It is also
consistent with the typical economic business model appropriate to a high fixed cost/low
variable cost network rollouts. It would be counter intuitive to charge consumers a high
connection charge upfront which would anly result in dampening demand and lost wholesale
revenue over the long run. All telecom networks must gain economies of scale and scope
quickly to succeed and getting consumers connected as soon as possible is critical. My
Department previously shared with your Department analysis of the short term revenue gain
versus the long term impact on the business case should a high connection fee be charged.
The outcome shows that it is not a material consideration from an overall subsidy perspective,
but is material where the policy is to maximise the use of the network for all the reasons set
out in the CBA.

You are correct that where a business or home owner elects for a higher cost connection
option for aesthetic reasons that they will be required to bear any incremental cost over that
which would apply using the most cost effective solution. Furthermore, for more hard to reach
premises, the option remains to provide a wireless solution if this is more cost effective.

Equity investment

The Bidder is putting forward [JJJj eavity plus an additional ] orking capital facility
should it encounter cost overruns which are not included in the capped subsidy. This is a
substantial private investment. The higher the level of equity the higher the cost to the State
as equity returns are substantially higher than the cost of debt as they take more market risk.

The key consideration by the Department is whether the private sector has sufficient incentive
to deliver on the objectives in a timely, efficient and cost effective manner. The equity
providers are taking the following risk:

- The Bidder must place a bond of €20m with the State which will not be returned in

event of material breach of contract during first 2 years of build phase.

- The Bidder may suffer performance credits for non-compliance with contract, for
example missing connection targets — up to a cap of- per annum.

- The Bidder may also receive less returns than their target if there are cost
overruns/less demand compared to that provided for in the capped subsidy amounts




agreed. For example, instead of achieving a - return they may only get a 5%
return where the business under performs — this is a substantial risk to the Bidder and
also places onus on them to be efficient. Ultimately if the Bidder is left in a position
where it requires more funding the Bidder has a choice of injecting more capital or
handing back the assets/business to the State; the latter comes with significant
reputational damage as well as financial losses.

- The Bidder is also at risk for material breach of warranties and indemnities etc up to
I o : sliding scale basis over the 25 years.

Ownership of the network
There has been some considerable focus on the ownership of the network, in particular having
regard to the level of State subsidy required.

The ownership issue was debated in detail in 2015 and 2016. Prior to the Government Decision
in July 2016 to foliow the Gap Funded modei, the Department established a working Group
made up of officials from our Departments, the Department of Finance, NDFA and NewEra to
critically assess the recommendations from the KPMG expert report on ownership options and
responses from the 2015 public consultation. There was consensus across all officials at that
time that owning part of a network at the end of 25 years was unnecessary where the market
can deliver on the ultimate objective of addressing the market failure identified using an
agreed subvention.

The high upfront share of the state’s subsidy which you point to as a risk factor is inherent in
the funding model. Gap funding means the state heavily subsidises this non-commercial
investment in the early part of the roll-out, when network has to be jaid down but revenues
are small. We have asked the private sector to design, build and operate a service which is not
commercial. Investors who will take on this work will expect returns commensurate with
undertaking similar investment and risk elsewhere in the sector. The rate of return which has




been built into the model is commensurate with what applies elsewhere, as has been verified
by the evaluators whom we employed.

The gap-funded/commercial stimulus ownership option was originally chosen and approved by
Government on the basis that:

o It can provide the henefits and protections traditionally sought from public ownership
including the various provisions set out in the contract (e.g. claw back, performance
metrics, governance), whilst leveraging the existing infrastructure, specialist skills and
capacity of the commercial market, thereby minimising the cost and risk to
Government;

e |t is the least intrusive to the commercial market, providing a financial stimulus for
private sector investment in areas of the market that are not commercially viable in
return for contractual obligations and service level guarantees. The private sector
continues to bear the operating, demand and technology risks as well as significant
network investment risk, that it is best placed to manage;

® As the private sector retains the assets post the 25 year contract, the private sector
operator will be able to fully integrate the new wholesale network with existing
networks, maximising the reuse of existing infrastructure, providing significant
economies of scale and incentivising continuous investment in and full commercial
exploitation of the network; and

e The private sector will also have both commercial and contractual incentives to
continue to invest in the network and to develop new products and services so that
the network is “future proofed”, offering services at a similar level to those available
outside of the intervention area. This will help to minimise any requirement for further
investment by the State in future years. These incentives are significantly reduced
{particularly in later years when the investment is more likely to be required) if the
subsidised assets are to revert to Government at the end of the contract period, as
would be the case with the full cancession option.

With a concession model, the assets would revert to the State. However, in a project such as
this there is a limited value to the State of those assets in 25 years, particularly with a
significant volume of the assets being rented from third parties. The NBP Contract does,
however, include a 10 year additional period {up to 35 years) where the company is required
to commit to the delivery of high speed broadband, otherwise the State has the right to buy
back the business or assets.

There is no uniform approach to ownership of high-speed broadband networks currently being
ralled out internationally. For example, the UK, Scotland and Luxembourg are using a gap
funded model; France is using a concession model; Italy is using a mix of direct intervention
(similar to our MANS), PPP and gap funding; Germany is using public and private sector
models.




Ultimately, given the dispersed nature of the network to be built and the considerable reliance
on existing third party infrastructure, the NBP intervention cannot be compared to other
public netwarks such as the previous Telecom Eireann network that was sold, the public water
network or the electricity distribution and transmission networks which are full national
networks which can be ring fenced and the assets can be clearly identified.

The NBP network is also addressing the most expensive and remote premises. Since eir rolled
its network out to all villages and surrounding areas, the commercial business case for the
project and the likely terminal value of the network has diminished considerably. The Bidder
will only achieve a future market value for the asset where it builds a business that is
sustainable and maximises the use of the network through innovation and other commercial
opportunities and builds a brand/intangible value over time. The private sector would not be
incentivised to do this where the asset and business was to revert to the State.

The NBP contract does, however, provide the Minister with a charge over the assets that the
Bidder actually purchases over the period of the contract. Similar to a charge held by a bank,
the Minister can use this charge to take back the State funded assets for non-compliance with
the contract terms.

In line with the requirements of the Public Spending Code, a reappraisal of the NBP State-led
intervention was undertaken in Q1 2018 which assessed the project for consistency with
programme objectives and for value for money. The reappraisal was undertaken as it was clear
that the initial budget for the project was likely to be materially exceeded and SIRO and eir had
at that point withdrawn from the procurement process leaving a single remaining bidder. The
reappraisal considered a range of options including: do nothing (no intervention required);
reducing the scope from 100%; stopping the current procurement process and considering an
alternative way or ways to tender for non-commercial areas. The reappraisal concluded that
continuation of the procurement targeting 100% coverage of the Intervention Area and using
the gap funded ownership model was the optimum approach in order to deliver the strategic
ohjectives of the NBF in a timely manner.

The possibility of a change in ownership model was explored as part of the reappraisal. It was
clear from analysis carried out then that a new procurement process would be required if
changing to a concessionaire model was considered a preferable approach. The Attorney
General advised that there would be legal grounds to challenge a decision to change the
ownership model on grounds of unequal treatment, lack of transparency and that there would
be a material change in the proposed NBP Contract.

Governance Arrangements

The NBP contract places a range of onerous obligations on the Contractor as appropriate with
the level of public subsidy involved. The governance of this contract will require significant
oversight over a period of 25 years but in particular during the build phase. While the long
term vision for the governance of the NBP contract involves the establishment of a new State
agency, underpinned by statute, to manage and consolidate the State’s involvement in the




telecoms sector, the responsibility for the governance of the NBP contract will remain in-house
on an interim basis.

It is estimated that the in-house unit in the Department will require a budget of up to €10m
per annum. This will initially include up to 10 permanent civil servants supported by specialist
external services to effectively manage the contract which will include GIS, technical solutions

and modelling, financial advisory and modelling, business consultancy, economic advisory,
quality assurance, environmental and legal services.

The PwC recommendations on the NCH wili be assessed and implemented for the NBP as
appropriate if the Government decide {o proceed with the project.

Conclusion

The Department has carried out rigorous analysis over the past three years to show that the
project is compliant with the Public Spending Code. We have shared with your Department a
substantial KPMG report which in summary states that the Government's policy objectives can
be achieved with the remaining Bidder's proposition and that a robust and compliant solution
has been put forward by the Bidder. This, together with the CBA report, which sets out the
upper and lower case costs and benefits, still shows a positive BCR notwithstanding the

changes to the Broadband Map since 2015 and the conservative nature of the cost and
revenue assumptions made.

However, as set out in detail in the KPMG report, value for money can only be measured
during the deployment and operations of the contract and will be dependent on the State
putting in place a fit for purpose oversight and Governance regime.

Yours sincerely,

g (s

MariGriffin \J

Secrdtary General
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\ Department of Public
% April, 2019. Expenditure and Reform

Mr. Mark Griffin

Secretary General

Department of Communications, Climate Action and Environment
Adelaide Road

Dublin 2

Re: National Broadband Plan
Dear Mark,

You will be aware that the PWC report on the National Children’s Hospital is very critical of
the management of major infrastructural projects. The Government, in its Statement on the
Report, said that we will learn lessons from the experience to be applied in future capital
projects such as Broadband and Metro. Against that background, I feel I must write to you
again in relation to the National Broadband Plan.

Having expressed our concerns on a number of occasions at this stage in relation to the
affordability and value for money of the proposed contract for the National Broadband Plan, 1
wish to re-emphasise one further time this Department’s fundamental concerns in relation to
the unprecedented risk that the State is being asked to bear in the event that the current NBP
contract is recommended for approval by Govemment.

Costs v Benefits

Any decision to approve the current contract and commit funding of up to €3 billion to this
project over 25 years represents a major ‘leap of faith’ on the part of Government in relation to
the benefits that will accrue from the project. Regarding the Cost Benefit Analysis that has
been undertaken on the project as a whole (which has had to be revised on a number of
occasions and with which we still have some queries in relation to the calculation of costs), we
do not believe this CBA justifies the use of scarce public funds on this scale. The external, as
opposed to private, benefits of this project do not warrant such large investment.

For example, I am very concemed with the economics associated with some of the individual
connection decisions that will have to be made under the contract. I understand that the
standard connection charge that any household or business will be required to pay is to be set
at €100, even though the actual cost of connection could run to several thousand euro. Only
where the connection cost exceeds €5,000 will an excess charge be applied, based on the cost
above the €5,000 threshold. This represents a major subsidy from the taxpayer for private
benefits. Are there equivalent subsidies available towards the economic cost of other utility
connections, such as electricity, gas or water? Also, I understand that for aesthetic reasons,
customers can opt to have their connection made other than by the most cost effective means
(e.g. putting their cable connection underground instead of on poles). Can you confinm that
any costs arising from exercising such discretion, with increased cost implications, will be fully
borne by the customer, without any element of subsidy from the State?

Tithe an Rialtais, Government Build ngs,
Srald Mhuirfein Lache, Upper Merrion Street, T +3531676 7571
Eafle Atha Cliath 2, Dublin 2, F- +353 1678 9936

D02 R583, Bire. D02 REE3, lreland. wuww.pergov.ie



The key point here is that the backhaul infrastructure is being funded by taxpayers and this
could be justified, but what is the rationale for the large connection subsidies? This assumes
benefits to households of broadband of a scale not suggested by any study or by the willingness
of households to pay for such connections.

Risks to the State

In terms of the long-term sustainability of the project, I believe that there are unprecedented
risks to the Exchequer posed by this proposed project. The Government is being asked to
commit up to €3 billion of Exchequer funding — up to €2.275 billion of which will be required
by 2026 — in an area where technology is changing rapidly and where we face a number of
significant risks to the successful completion of the project. New technological advances, or a
lack of take-up of the service by intended customers, or a decision by the private operator to
abandon the project, for whatever reason, could result in a ‘stranded’ obsolete asset, despite
Exchequer investment of up to €2.275 billion by 2026 — in an asset that we will not even own.

As against this €3 billion Exchequer investment that is at risk, the private sector operator is
only risking f their own funds. I note that by 2028, the private operatoﬂiected

to have received |Jjjjjin dividends and interest, together with a repayment of of the
initial share capital, while the State will have spent up to €2.44 billion by that stage. In effect,
the private operator will have all of their monies paid back while the Exchequer could have
paid out almost €2.5 billion. And this is before significant connections have been made by
service providers. In these circumstances, I would question whether the future risk associated
with guaranteeing service provision over 25 years is genuinely transferred to the private
operator or, in reality, actually retained by the Exchequer.

borne by the State, the private operator is still entitled to f any excess profits that may be
generated over time. In effect, the private operator is being insulated from project risk while
being afforded a massive upside potential in terms of ss profitability. Ialso understand
that the operator is projected to have a rate of return o which seems very high given the
risk profile of their investment.

Furthermore, despite this huge imbalance in terms of i,w'ject risk that I believe is being

Allin all, I find it difficult to see how such a contract represents value for money for the State
or is in the best interests of the taxpayer. I also find it difficult to believe that a convincing
case can be made for this project, when these facts emerge.

In relation to how this very substantial risk for the State, associated with the long term viability
of the project, is to be mitigated, I note that there are potential break points at Year 4 and Year
6, when the State has a right to halt the project entirely or take back the assets or the business
where the project costs are materially trending off track. However, the projected cumulative
cost of the State’s investment at these two break points is potentially €1.19 billion and €1.95
billion respectively. Please advise me as to the measures in place to protect the State’s
investment in either of these scenarios. For example, would the State automatically take over
ownership of the assets in the event that it was decided to terminate the project or appoint a
new operator at one of these potential break points, or would the existing operator have to be
paid for the assets or otherwise compensated?



I also understand that there is another potential break point at Year 10, when there is to be a
significant assessment of the viability of the project for the remainder of the 25 year term, with
the State again having the right to halt the project entirely or take back the assets or the business
where the project is deemed to be unviable and the private contactor is unable to continue.

Again, what implications would this have for the State — e.g. would compensation be payable
to the operator? If so, what value would attach to the asset at that point, given that the State
could have invested —by then while the operator would have effectively recovered
! their initial investment by that date?

Finally, I am also concerned in relation to the operational risk that is posed by the complexity
of the contract, and the challenge that managing a contact of this nature poses for your
Department in terms of ensuring full compliance by the operator with the various provisions
on charging, clawback of cost savings, profit sharing, etc. Please advise me as to the how you
can ensure that this challenge is effectively managed by your Department.

I would welcome your views on this project’s compliance with the Public Spending Code and
on how the unprecedented risk for the State that is associated with this proposed project can be
managed by your Department to ensure that value for money is achieved for the level of
investment that is proposed.

Yours sincerely,

(het” Ll

Robert Watt
Secretary General



