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Executive Summary

This is a Value for Money and Policy Review (VFMPR) of theo@p Broadband
Scheme (GBS). The GBS was a scheme run by the Depamf€oimmunications,
Marine and Natural Resources from March 2004 to December 2006. The pofpose
the GBS was to use state funding to encourage Internet Senaeiglers to provide
access to high speed internet (or ‘broadband’) in parts of the gotnat were

without coverage.

The review was begun in July 2006, and formed part of the Departaient
Communications, Marine and Natural Resources 2004-2008 Scheme of Retiews. |
was coordinated by a Steering Group chaired by Ms Una Nic Giolla Choille.

Scope of the GBS Review
The scope of the review, as agreed by the Steering Group beddtecammenced,

was to provide answers to the following questions;

The overall level of take-up and the relative rate of take-up ambugstess,
private and community level users.

The cost of access in terms of the price per Mbit/s

The effect of the technology employed to deliver the servicéeims of
delivery and price.

The benefit users derive from, and level of satisfaction, withehace being
provided.

The cost, in terms of public funding, per population coverage and per
subscriber. In addition the resources and costs incurred by thetfdeptand
local authorities are considered.

The impact of the scheme on competition in the broadband markehand t
degree to which government intervention was justified.

The impact of the scheme in developing social capital.

The role that social capital played in the success or otherwise of schemes.



Terms of Reference

Each VFMPR is conducted according to a set of Terms of Referderived for the

most part from a generic set provided by the Department of Finance.

The review of the GBS will:

1)
2)

3)

4)

5)

6)

7)

Identify the objectives of the GBS

Examine the current validity of those objectives and their compgtikilth

the overall strategy of the Department of Communications, Maaime
Natural Resources in the context of Ireland’s Broadband Strategy.

Define the outputs associated with the scheme’s activity andfidémgilevel

and trend of those outputs.

Examine the extent that the scheme’s objectives have been achaened,
comment on theffectiveneswith which they have been achieved.

Identify the level and trend of costs and staffing resourcexiassd with the
GBS and thus comment on thedficiency with which it has achieved its
objectives.

Evaluate the degree to which the objectives warrant the allocatipnbdt
funding on a current and ongoing basis and examine the scope for aleernati
policy or organisational approaches to achieving these objectiveshmrea
efficient and/or effective basishaving specific regard to the design,
implementation and evaluation of other programmes or policy interventions on
the problem of broadband access in areas where the markiéing tta meet
demand from potential users. Following the evaluation of GBS and the
drawing of lessons for alternative approaches, recommendatitrizvmade

on future funding

Specify potential future performance indicators that might be tsdubtter

monitor the performance of the GBS.

These Terms of Reference are dealt with throughout the reviewaranthen

discussed collectively in Chapter 5. More specifically, TOR 1 ane 2Zavered in
Chapter 2, ToR 3 is covered in Chapter 3, ToR 4 is covered in Chapter#Rnd

5, 6 and 7 are covered in Chapter 5.



Group Broadband Schemes

The Group Broadband Schemes were launched in March 2004, aimed at providing
broadband internet access to ‘communities’ of less than 1,500 people.
Metropolitan Area Networks (or MANSs) were intended to provide acteshose
urban settlements above this size. The MANSs are the subjecepiaate review,

and are not discussed further here. The requirement for such schamsstwut

in a series of reports by a number of state bodies, each idegtihe emergence

of a potential market failure in that broadband services, for gerah reasons,
were not being provided by the market in areas of low populationtglefbe
conceptual design of GBS project is based on the idea of a séfpartnerships
between local communities, represented by voluntary groups, andeingarvice
Providers, with the state funding up to 55% of the capital expenditapext

associated with the provision of the service.

The programme was run on the basis of a series of ‘calls’, thétlDepartment
advertising the availability of funding, and seeking applications fpaninership
groups. In total, 2 calls took place, with 25 schemes being approvedctaatlya
proceeding) under the first and 108 under the second. A total of 11,474
subscribers are recorded (although the actual figures is tikddg higher) and the
schemes have a population coverage of over 388,000 people. A third cdllievas

to take place in December 2006, but this was cancelled in favounofedirect

method of provision, titled the National Broadband Strategy (or NBS).

The objectives of the GBS, as set out at both the first and seatindvere as

follows;

Promote the rollout of broadband access through the establishment of
sustainable broadband services through local community-led initiatives

Meet the current and projected needs of the end-users in a community
Schemes to be sustainable, both technically and commercially, did ora

an ongoing basis after initial start-up support

Implementation of the schemes to be focused and done in an ehsalyadde

manner



Schemes to use a cost-effective approach, minimising the publicnéundi
requirement. Where possible existing resources, such as exigtagjructure

or services to be exploited.

Findings

The review found that objectives of the scheme were valid, andceenpatible
with the overall strategy of the Department. The review fountthieaGBS were,
for the most part, an effective method of providing broadband servicaseas
that the market had not. The major failing of the GBS laysirdésign; it simply
could not produce sufficiently rapid delivery of broadband services t&fséte
ambitious targets for broadband. When taken in the context of the natlictoaé,
the GBS were of such a small scale as to be of negligip@dt on broadband
penetration nationally, but they did succeed in meeting their oterranore
limited objectives.

Equally, they were also a relatively efficient way of extagdibroadband
coverage to areas that were previously without. There is an app&patity in
that the ratio of administrative costs to capex seems unaccepigblywhen taken
in the abstract. However, administrative costs are high dinetact that the first
call involved several one off costs associated with proof of conceptsiw
uptake, had the scheme progressed into a series of furtherasatisgginally

intended, these costs would have been ameliorated over time.

The central objective of GBS, to extend broadband coverage into afeas
marginal viability, continues to warrant the allocation of public funding. Howeve
it is also clear that in some areas the threshold of comaher@bility is

sufficiently low for ISPs to offer services on a commercial basis, estzdlished.
Recommendations
1) A baseline study should be conducted to provide a clear picture of teatcur

national situation with regard to broadband coverage before the NBS

proceeds.



2) A clear statement of the objectives of the NBS should be drawn ufeon t

basis of the baseline study recommended at (1).

3) The GBS provided a useful mechanism for the relatively cheap rolbfout
schemes to provide broadband availability in rural areas. Despitkffitrent
nature of the NBS, there are several aspects of the GBS st¢hatishould be
replicated for NBS. In particular, the use of regionally Has®ordinators to
liaise between ISP(s), communities and local authorities stheubdnsidered.

Even at a local level, the scheme should take cognisance of County

Development Plans.

4) Consideration should be givenftdure proofing of the technology used in the
NBS to the extent possible. For instance, it could form part of ttexiarin

evaluating the tenders.

5) Appropriate monitoring and data collection should be ensured in the NBS
from the outset, within the overall context of the Capital Appr&sadelines
with regard to analysis, evaluation and planning. This might be timoagh

robust reporting requirements with ISP(s) charged with the deliokthe

scheme or by an independent third party such as the Communications

Regulator. In addition, clear decisions on performance indicators for
measuring the progress and success of the NBS should be made it@iynedia
These might draw on Figure 1 in Chapter One of this Review: an auyppitr
model with inputs being primarily the budgeted vs actual costshendutputs
being the extent to which the project is delivered on time, on budgeta
specification together with service uptake and usage indicators.paA of

this exercise a review of what information on broadband is beingtaland

by whom should be conducted. How this data can support programme

evaluation and monitoring needs to be considered. The upcoming Data

Statistics Strategy that will be conducted by the Departmmeyt provide an

opportunity to conduct this exercise.

6) Compliance with the latest iteration of the Capital Appraissti@ines (most

notably Sections 1.10, 3.4 and 4) should be observed closely. In anthcase,



7)

8)

9)

will form an integral part of the larger analytical exsecat Recommendation

(5)

The actual coverage of the NBS schemes needs to be monitoredtso as
ensure that effective use is made of public expenditure. Cost,kaMgiland
quality of service should all be monitored as part of the conividlctprivate
operators. Clawback and exit clauses should included from the ourtsetef

in cases where the operator fails to meet the required level of service.

The monitoring of deadweight and displacement is also going to bmarpr
concern in the NBS. It is clear that at a number of junctures, dictihese
effects existed under the GBS. While these were an unavoidablejaense

of the scheme and very minor in terms of scale, the scaledfiBS is such
that these may be of much greater consequence, particulanytgeéact that
fixed line solutions may play a part in some of the NBS scheme
Opportunities arise for precise monitoring at critical junctiike the Mid

Term Review.

The NBS as currently structured is essentially a supply stgevention. A
corresponding demand side intervention, explaining the benefits of broadband
use, and by extension, the information society, is required to fuhbeake

up of broadband of particular areas within the State.

10)The scale of the NBS is several orders of magnitude grénterthat for the

GBS. The Evaluation and Assessment schedule should be scaled up

proportionately to the scale of the investment.



Chapter One

1.1 Introduction
This Value for Money and Policy Review (VFMPR) of the Groupdiband Scheme

(GBS) is being carried out by the Department of Communicatiasine & Natural
Resources (DCMNR). The Department has a broad social and economic remg and ha
as its Mission Statement “To promote the sustainable developmeamgeraent and
regulation of the communications, energy, marine and natural resosecers in
support of national economic and social policy objectie$his review is being

carried out in the context of the Department’'s Communications Development remit.

The first chapter provides a brief introduction to regional broadband initialivken
set out the Terms of Reference and the scope for the revieallyHit sets out the

format of the review and describes the methodologies employed in conducting it.

1.2  Value for Money and Policy Review Framework
The Public Service Management Act 1997, and the Comptroller and AGéteeral

(Amendment) Act, 1993 set the background for the Expenditure Revigatilsit
The twin objectives of an Expenditure Review are to analyse gyehspending in a
systematic manner and to provide a basis on which more informesiothsccan be
made. It is one of a range of modernisation initiatives aimeabaing public sector
management away from the traditional focus on using inputs as thenstiic to a
more comprehensive concern with the efficiency and effectiveméssvhich results
are achieved. Expenditure Review topics are proposed by each Demadnd
Office, in consultation with the Department of Finance, and are sulpethe

approval of the Government for each three-year cycle of Reviews.

Following a Government Decision in June 2006, Expenditure Reviews wétlede
Value for Money and Policy Reviews. This reflected a shiftnipleasis from simple
resource allocation to value for money as well as a recognitairitte scope of many

reviews had to be broadened to include an element of policy anahysiddition, it

! DCMNR, Annual Report 2005



was decided that all reviews should be published and submitted to évantel
Oireachtas Select Committee. This review will be submitbethe Joint Oireachtas

Committee on Communications, Marine and Natural Resources.

1.3 Regional Broadband
The Information and Communications Technology (ICT) sector haseglan

important role in the development of the Irish economy in the recent past. Hpaeve
key enabler of the ICT sector and a significant driver of a krdge@eand information
society is high-speed internet access or ‘broadband’ and in #peatelreland has
been somewhat of a slow starter. Some areas of the Statelhiserved but in others
there has been little competition in terms of broadband provisiow, lll-out of

service or simply no broadband service available.

In some cases, this is due to an historic lack of investmentaootaeimunications
infrastructure. For instance, a decision was taken in the 1980s todspiestic
telephone lines between several households. This was a cost sadsgrenat the
time when compliance with a Universal Service Obligation (US@}§ proving
expensive for the then State-owned monopoly, Telecom Eireann. Theoddwéped
in complying with the USO and was a technically feasible swiugo long as
analogue voice traffic was the only service being carried. However, iebalsed in a
situation where a significant number of lines currently do not havedpacity for
DSL services (DSL — or Digital Subscriber Line — is a techyplihat transforms a
normal telephone line into a high-speed digital line that enablessado telephony
services and broadband Internet at the same time). Although notezbimdirrural
areas, the problem is compounded by the fact that distance frgghadeéeexchanges
is a technical barrier to DSL, a factor that is significen areas with a dispersed
population pattern, such as much of rural Ireland. In addition, therselmiem any

alternative means of delivery in rural areas.

This historical issue has been compounded in recent times by aflac&gress on
Local Loop Unbundling (LLU). LLU was mandated by the EU in Decen#t®00. It
requires those operators designated as having significant market fwomake their
local networks (i.e. the telephone lines that run from a customersiges to the

10



local telephone exchange) available to other telecommunicationsao@sap The
telecommunications regulator, Comreg, has experienced a selegmlothallenges to
its directives in this area. Equally, commercial pressuresiraorg, the former state
owned monopoly which owns the national fixed line network, slowed theofate
investment in the network. Slow progress on unbundling has restrictquetibom in
the telecommunications market and has also resulted in slow mogrdee roll-out
of broadband. By mid 2007, the rate of broadband penetration has inicneasedly
due to a range of factors associated with LLU rollout, changiaudet conditions and
increased demand for services. However, in 2003, when the GBS was conttes/e
was not the case. It is important to point out that GBS was coxceiven in parallel

with regulatory efforts to improve broadband rollout.

The lack of broadband availability has been most acute in rurad angla lower
population densities. This was not just due to the increased costvafesdelivery
per person, but is also linked to the often profoundly weaker demograptiic a
economic situations in many rural areas. In an effort to addnesgroblem, and
given the limited success of the regulatory approach, the Irishr@oeat chose to
intervene in the market by providing funding for investment in broadband

infrastructure.

There are three main strands to lIreland’s regional broadbantegstrathe
Metropolitan Area Networks (MAN), the Group Broadband Scheme (GBfS)
Broadband for Schools. Broadband for Schools is a scheme under jaetmagt
between the Department of Communications, Marine and Natural Respuhe
Department of Education and the Telecommunications and Internet f@ugia

grouping within IBEC) and is not included in the scope of this VFMPR.

The MANs scheme is the most significant intervention in theketaby the
Government. The MANs scheme was first given approval under a Government
Decision in March 2002. The scheme provided for the design and comstrocti
fibre optic networks in association with local and regional autlesraind using both
Government funds and European Regional Development Funds under the National
Development Plan 2000-2006. These networks would remain under state ownership

while an operator-neutral Management Services Entity (M) set up to manage

11



and operate them, and allow open access for private sector opdiatoes the first

phase of the scheme a total of 27 MANs were constructed.

In December 2003, the Minister for Communications, Marine and NatesduRces
announced the Broadband Action Plan which outlined Phase Il of the MAN&rU
this phase all towns with a population over 1,500 were to be provided with higth-spe
broadband infrastructure. 93 towns were identified and construction isngngih a

target for completion of all MANs by early 2008.

The MANs scheme is the subject of a separate VFMPR and condgauidimot be

examined in any detail in this study.

1.4 GBS
The GBS was first launched in March of 2004 by the Minister @h@unications,

Marine and Natural Resources as one strand of Ireland’s Broa8tatelgy. It arose

from the same Government Decision in 2003 which granted approval fee¢bed

phase of the MANs scheme. It was designed to facilitate thaspn of broadband

in those smaller communities that were outside the scope dfANs i.e. smaller

towns and communities with a population of under 1,500. The scheme is based on the
concept of community based partnerships between voluntary community guotips
Internet Service Providers (ISPs) with State funding of up to &bfte capital costs
associated with the provision of the broadband service. A total of 123 tsrajee

now operational under scheme (as &t 29ril 2007).

The total allocation for the scheme was €25m, from National Developiflan
(NDP) and European Regional Development Fund (ERDF) sources, with €2m
allocated for the first call and €6m for the second. By the tmeestheme was closed

in 2007, capital grants of €5.35m had been awarded with only €1.95m having been
drawn down so far (again, as af"2@pril 2007).

It should be noted that the GBS has now been discontinued and following a

Ministerial announcement in December 2006 the Department hadedhitta new

12



scheme, the National Broadband Scheme (NBS) with a much largertbEdgeer

details of this are contained in Chapter Five.

15 Terms of Reference
The terms of reference are based on the standard terms ehoefédor VFM Reviews

generally and are set out below.

The review of the GBS wiill:

1) Identify the objectives of the GBS

2) Examine the current validity of those objectives and their comiigtiwith
the overall strategy of the Department of Communications, Maaime
Natural Resources in the context of Ireland’s Broadband Strategy.

3) Define the outputs associated with the scheme’s activity antifidthe level
and trend of those outputs.

4) Examine the extent that the scheme’s objectives have beervea;hand
comment on theffectiveneswith which they have been achieved.

5) Identify the level and trend of costs and staffing resourssscated with the
GBS and thus comment on thedficiency with which it has achieved its
objectives.

6) Evaluate the degree to which the objectives warrant the atincatipublic
funding on a current and ongoing basis and examine the scope for alternati
policy or organisational approaches to achieving these objectiveshmrea
efficient and/or effective basishaving specific regard to the design,
implementation and evaluation of other programmes or policy interventions on
the problem of broadband access in areas where the markiéing tta meet
demand from potential users. Following the evaluation of GBS and the
drawing of lessons for alternative approaches, recommendatibrisevmade
on future funding

7) Specify potential future performance indicators that might led s better

monitor the performance of the GBS.

13



1.6  Scope of the VFMPR
The timeframe to be covered extends from the commencement sflteme in early

2004 up to and including the first quarter of 2007 in order to make use ofdbie

recent data.

The VFMPR is intended to examine the following issues inatssicleration of the
GBS scheme. While every effort was made to cover alhe$d aspects, during the
course of the review it emerged that, in relation to the firsethullet points below,
there was insufficient data and/or that the information was narmakto the conduct

of the Review. This issue is returned to again in Chapter Five.

The overall level of take-up and the relative rate of take-up ambugstess,
private and community level users.

The cost of access in terms of the price per Mbit/s

The effect of the technology employed to deliver the servicéeims of
delivery and price.

The benefit users derive from, and level of satisfaction, withehace being
provided.

The cost, in terms of public funding, per population coverage and per
subscriber. In addition the resources and costs incurred by thetfdeptand
local authorities are considered.

The impact of the scheme on competition in the broadband markehand t
degree to which government intervention was justified.

The impact of the scheme in developing social capital.

The role that social capital played in the success or otherwise of schemes.

1.7 Methodology
The methodology follows the programme logic model set out in Figoredage 17.

This Capital Expenditure Performance Framework follows an ingivigieoutput
framework. The inputs are the resources devoted to the GBS inclDdjpaytmental
staffing costs, consultancy costs and grant aid. These arerseasuelation to the

amount budgeted for the scheme and are considered in terms ofrteatage

14



administrative costs. The activities consist of the projetgstified and the grants
disbursed. These are considered in the context of the drawdown bysatiyars
involved. The outputs are the number of schemes enabled, measured Oglibeiy
on time, on budget and the extent of the uptake of service. Finallpgutckemes
include the impact on availability and access, the sociakaadomic impact and the
effect on competition measured in terms of the trend in pricesouaprent in

availability and access and the improvement in Ireland’s competitive pasgioni

In addition the review draws heavily on the Value for Money and P&tieyiew
Initiative Guidance Manual produced by the Value for Money and PBleyewers’
Network and the Central Expenditure Evaluation Unit in the Departofdfinance.
This Guidance Manual was finalised in March of 2007.

Much of the data required to carry out the analysis was availabléhe
Communications Division of the Department. In addition a number ofstiuatured
interviews were conducted with key stakeholders. Further detailghe semi-

structured interviews are set out in Chapter Four.

1.8 Format of the Review
The next chapter examines the objectives of the scheme in thextcohtbroader

government policy and the prevailing market circumstances. Thisechggmerally

corresponds with Terms of Reference 1 and 2.

In Chapter Three the trend in outputs is established (i.e. aviyladomid take-up of
broadband). This is related to a consideration of the costs andgta$ources that

have been deployed and corresponds with Terms of Reference 3 and 5.

Chapter Four examines the effectiveness of the scheme and ¢n¢ textvhich the
objectives of the scheme have been achieved. It considers whaytltgivers and
factors of the scheme were. This chapter draws on the resudtsearfies of semi-
structured interviews with key stakeholders. In addition it reldtese findings and

considers them in the context of the objectives set out in Chapteraind the data

15



relating to costs and broadband take-up in Chapter Three. It corresptmderm of

Reference 4.

Finally, Chapter Five, sets out findings and in addition recommendatons
alternative policy or organisational approaches for Ireland’somafj broadband
strategy, and suggests a series of performance indicatosschi&pter corresponds

with Term of Reference 6 and 7.

16



Figure 1
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Chapter Two: Background to the GBS

2.1 Introduction
This chapter examines the objectives of the GBS and considerstijestves in the

context of broader government policy and the prevailing market cateunoes. The
current validity of objectives is also considered. This chapter gineorresponds

with Terms of Reference 1 and 2.

2.2 Background to Regional Broadband Intervention
The first significant study of the state of broadband investimeinéland was carried

out by Forfas in January 1998. The report stressed the importarceanfband in
attracting investment in Ireland and warned that “failure tovige world-class
telecommunications and broadband services will cause investmentdioeoted to
countries which provide the required level of telecom services aigtiteprice. The
report went on to estimate a potential shortfall of 25,000 jobs and 5% e by
2010 if telecoms infrastructure and services were not comparatilecampetitor
nations. The report recommended a proactive approach to the development of
broadband infrastructure as a strategic investment. It recommendediraging
competition through the liberalisation of the telecoms market emecburaging
investment through grants, subsidies and tax incentives. It alsmmesnded

stimulating demand through subsidies for the use of sefvices

The report predicted that, in the absence of intervention, take-up oblrahavould

be limited to larger corporate users since market economasurage operators to
focus on those segments of the market which have the lowestefasteity — such
customers see broadband as a vital service and will therptyrea significant
premium for the serviée Also, as is the case with most networks and infrastructure,

significant costs mitigate against investment on the fringes of the hetwor

The report recommended that, in addition to telecoms liberalisationinaorder to

avoid gaps in infrastructure emerging between core and perirees, up to 150m

2 Forfas, (1998) “Broadband Telecommunications Itwesit in Ireland”, p. 2
% Ibid, p. 3
* Ibid, p. 8
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punts (approximately €190m) be invested in fibre to provide a locakaawetwork

over the next 5 years.

Forfas examined the issue again in 2002. In its report it acknowledgethére had
been some progress in terms of telecoms liberalisation wfitbegjuent improvements
in price, service and competitiveness. However, while the experiesic
multinationals in Dublin was positive, the experience of SMEs &aodet outside
Dublin was not. It also noted that Ireland was placét@®it of 30 OECD countries in

terms of access, availability and use of broadhand

The report went on to say that:

“On the basis of current market indications, the investment rebuire
broadband to drive new project and employment opportunities will only take
place in core areas over 3 to 4 years and over a longer period in the
regions...there is an in-built possibility that the market nat meet the needs
of the enterprise sector for broadband if operators wait until demand ha

materialised®.

Therefore, according to the Forfas report, it was quite possiatette market would
not deliver the services that both private industry and by extenssidential

consumers required, and that in this case the delivery of infcaste and services
would need to be provided by the private sector, by state intenesntd by Public
Private Partnerships.

The prediction that the take-up of broadband would be limited to oraat le
concentrated amongst large corporate users and that operatordavosien certain
sectors of the market does seem to have been the case. unftastrcosts and
diseconomies of scale have meant that broadband availability iegioes remains a
problem. This is despite the fact that Government did take on sontheof

recommendations made by Forfas. Efforts have been made to $ibettadi market

® Forfas, (2002), “Broadband Investment in Irelarul”iv
® Ibid, p. iv
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(with mixed success) and the Government has invested in fibre andatusss

networks. The GBS was part of such efforts.

2.3  Strategic and specific objectives of the GBS
The GBS scheme should be considered in the context of the Governfgerdiag

vision” for the telecommunications sector as expressed in thedémp@tmental

Working Group on Telecommunications report in March 2002:

“The Government wants to see the widespread availability of -apesss,
affordable, ‘always on’ broadband infrastructure and servicedusinesses and
citizens throughout the Statethin threeyears, on the basis of utilisation of a
range of existing technologies and broadband speeds appropriate ctfic spe
categories of service and customers. We wish to see Ireifimd the top 10% of

OECD countries for broadband connectivity within three years”.

As already mentioned the GBS was to be one of a number of difieesdures to
achieve this ambitious target. The MANS scheme was the maastinfctural project
and was aimed at addressing infrastructural deficits in towis ppulations over
1,500. The GBS was introduced as a means of meeting demand in comnunuiges
1,500.

The original aim, rationale and proposed benefits of the GBS satreout in a
proposed framework in an annex to a Memorandum for Government in November
2003. The framework is attached as Annex |. The aim, rationale and proposed benefits
of the GBS can be summarised as follows:

To promote the rollout of broadband access to communities where the marke

is failing to meet demand from potential users

and in so doing

" Cross-Departmental Team on Infrastructure and PREscommunications Working Group, (2002),
p. 2
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address this market failure and realise the full social beotfiiroadband
access in terms of eliminating a digital divide in relatiorpaoticipation in

educational, business and social activities

by means of

positively impacting on market and competitive forces in the provision

broadband through the aggregation of demand.

The specific objectives of the scheme as expressed at thé& latiboth the first and

second calls were as follows:

Promote the rollout of broadband access through the establishment of
sustainable broadband services through local community-led initiatives

Meet the current and projected needs of the end-users in a community
Schemes to be sustainable, both technically and commercially, did ora

an ongoing basis after initial start-up support

Implementation of the schemes to be focused and done in an ehsalyadde
manner

Schemes to use a cost-effective approach, minimising the publicnéundi
requirement. Where possible existing resources, such as exigtagjructure

or services to be exploited.

While there was some quantitative analysis before the schementwaduced, the
lack of specific and measurable objectives are notable. This snalgs generally
confined to meeting the obligations set out in the multi-annual cdpai@ework.
Also, the fact that only €5m of a €25m allocation was awarded begd\aous
guestion as to the effectiveness of the project planning procassfeaside the fact
that the scheme was discontinued early for the moment) and thet eid
thoroughness of the analysis of the potential uptake. To a degree hb#s®fissues
are direct consequences of the innovative nature of the scheme. laradbére is a

potential difficulty with estimating the multi annual outgoings fdemand led
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schemes such as these, unless careful analysis of all facthusling demand,
existing and potential supply and take up are assessed in advancékaddtd
projected spend (sensitivity analysis). This analysis is furtieenplicated by the
nature of the sector, given that it is characterised byspens fluidity and dynamism
from both technology and commercial perspectives. Analysis iffighisrequires the
application of in depth expertise in a range of disciplines includingstata,
economics, geography and demography on an protracted basis. Acgamang
maintaining these skills should be a high priority for the broguldaic service,
including this Department. The Department of Finance also hae arensuring that
these skills receive appropriate recognition and resources. Fathesnes would
benefit greatly from the comprehensive use of the new (2005) Camptadaikal
Guidelines, with particular reference to Sections 1 and 2 (whitdtereéo the

Appraisal Stage and Planning Stage).

The market for broadband services in Ireland in 2002/2003 was hightatume; it
was unclear what level of demand actually existed. The sheas conceived in the
absence of the full information necessary to carry out full amalyVhile this may
have been justified in 2002/2003, the market has matured significarntly thien and
more detailed and specific information is now available from botkcialffand
commercial sources. The follow on scheme to the GBS should be conoeibd
basis of a detailed baseline study and implemented accordingetoo specific and

measurable objectives.

2.4 Rationale and Validity of Objectives
Broadband can create new market opportunities for business and canegnituaess

efficiency in existing work practices. In many cases, s&c® relatively cheap
broadband is essential for business and has become a de facto pterdquisi
communities wishing to attract investment. Broadband is also glayinncreasingly
important role in the provision and availability of government sesv/guch as health
and education as well as for social and entertainment purposes. Hoag\Forfas
pointed out, the market would not provide service in low-density ardhg imbsence
of certainty regarding demand due to a series of infrastructteglulatory and

geographic problems.
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The GBS was an attempt to respond to a perceived and idéntifairket failure. As
part of the Department’'s reporting requirement in relation tpit@laExpenditure,
spending on Information and Communications technology, including the MANs and
the GBS, was identified as being consistent with the objectivetheofNational
Development Plan (2000-2006):

(a) Continue sustainable national economic and employment grotwh:

emerging Information Society poses specific infrastructumatl service
challenges for regions, particularly those heavily reliant on traditiorras of
economic activity. An advanced communications/electronic commerter sec

is a prerequisite to, and catalyst for, continued economic developihent.
provides the basic infrastructure for the new information, commummsaand
digital industries and is altering traditional industries, thesanaywhich work

is organised, the interaction between consumers and businesses, and withi
society in general. It is therefore critical that all areAghe country have
access to such advanced communications and electronic commerce
infrastructure and services if they are not to be disadvantagbed &volving

Information Society.

(b) Consolidate and improve Ireland’s international competitivengss:

funding will provide widespread availability of broadband, which wils@re
that Ireland is within the top 10% of OECD countries for Broadband

connectivity by 2006, and remains there.

(c) Foster balanced regional developmehtie measure will stimulate

investment in, and accelerate the development of, cost effectivencadva
communications and electronic commerce infrastructure and seimidbs
S&E Region, including alternative and shared infrastructure andces

solutions, with the objective of supporting balanced regional development.

The provision of widespread broadband access will facilitate thstnieution
of economic activity from congested and more developed areas to less

developed and peripheral areas and will promote a more inclusive &tform
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Society. The measure will facilitate the provision of pubfifoimation and
services electronically in the country in order to enhance aceshksge costs

and deliver a wider range of services to all citizens.

(d) Promote social inclusionThe project selection process favours

projects which include public service and social inclusion dimensions and
support is also targeted at developing education and research comionsicat

networks infrastructure.

2.5 Conclusion
The objectives of the scheme are consistent with an attempt tesadalrclearly

identified market failure in the provision of broadband. Furthermore, frenotitset
the programme was constructed so as to be consistent with Govepoheynin this

sector.

The objectives are also relatively clear and specific andfitte¢ beneficiaries
(communities in areas not serviced by broadband) are identifiedddition the
objectives flag some potential risks to be avoided. It is st&@dtihe current and
projected needs of end-users in the community should be provided for, thus
attempting to future proof the investment. Sustainability is akentioned, both
technical and commercial. It states that the schemes shouldide eraan ongoing
basis after initial start-up support (and not become a consistanton public funds).
Having said that, the objectives were not measurable againsticspecformance
indicators, and while this can be explained by the lack of infeomaivailable at the
time, a similar incidence should be avoided with the NBS.

While there was no specific timeframe identified or “sunsatise” the manner in
which the scheme was organised, in a series of “calls”, nteahthe scheme had
regular opportunities to be reviewed, amended or cancelled in a sropttie

manner.
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Given that the GBS has been discontinued the current validity of tketiwbg has
not been considered. Instead in Chapter Five there are recommendatiegards to
the objectives of the NBS.
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Chapter Three

3.1 Introduction
In this chapter the trend in outputs of the GBS will be establi§hledavailability and

take-up of broadband). This will be related to a consideration afo$ts and staffing
resources that have been deployed. This corresponds with TerneseoériRe 3 and
5.

3.2 GBS Summary Data
Figure 2 depicts summary data for the GBS scheme as girfd®B07. It sets out the

number of schemes approved and operational, and the capital grant allocated, awarded
and drawn down. It also sets out the number of communities covereellasswhe
population coverage and subscriber numbers. A number of caveats should be borne i
mind in considering this data and for the purposes of this discussianliwefer to

the data in the second table, which excludes details for those sciadmaoh did not

proceed.

Firstly, it should be noted that the grant drawn down for the @is{€305,451) is the
final figure as the deadline for drawing down funding under the $ickeme has
expired. However, in relation to the second call it will be noted dbatof a grant
awarded figure of €4.9m, only just over €1.6m has been drawn down tdrdatder

to draw down funding ISPs must incur eligible expenditure within one gkethe
grant being awarded but have until December 2008 to draw down the funding. |
theses circumstances it is difficult to know what the fimahgfigure to be awarded
might be. However, as an estimate one might use the percentageéodm on the
first call 67% and apply that to the second call which gives a figure of €3,551,000 (the
Communications Division of DCMNR has supplied an estimate €3.6h9. fihal
figure may well be higher given that the ISPs would be more iEamaith the
procedures of the scheme in its second iteration and the factBisaCG-ordinators
would have been in a position to advise applicants.
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GBS Summary — 28 April 2007

Call Approved | Operational | Capex | Grant Grant Communities | Population| Possible maximum| Subscribers
(31/12/06) awarded | drawn number of
down subscribers

1% Call | 34 25 €1.4m | €590,000 €305,451 38 36,000 10,660 1,970
2"Call | 128 98 €14m €5.3m €1,642,84837 384,000 79,800 9,504
TOTAL | 162 123 €15.4 €5.9m €1,948,29875 420,000 90,460 11,474
Revised GBS summary (excludes details for those projects which did neegyoc
Call Revised Operational | Revised | Revised | Grantdrawn | Revised Revised Possible Subscribers

Approved | (31/12/06) Capex Grant down Communities | Population | maximum

Awarded number of
subscribers

1*Call | 25 25 €993,519] €453,827 €305,451 26 27,080 7,311 1,970
2" Call | 108 98 €12.9m €4.9m €1,642,847 497 361,811 69,407 9,504
TOTAL | 133 123 €13.9m €5.35m €1,948,298 523 388,891 76,718 11,474
Figure 2
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There is also a suggestion, arising from interviews with tB& Go-ordinators, that
some of the ISPs are not inclined to “go to the trouble” of dradawgn funding now
that they are up and running successfully. The Division has cadithat at least 10
schemes will not be drawing down funding. Interestingly these schamamostly in
the South and East where grant aid of only 28-30% was availablehend schemes
are more likely to be commercially viable than in the otlegions. This possible

issue of deadweight is examined more closely in Chapter Five.

The second major caveat to bear in mind relates to subscribezsfigure subscriber

base under the first call may have since expanded. Having cechiheir application
requirements and successfully drawn down funding, the ISPs opefas®gdchemes

were not obliged to keep the Department up to date on subscriesfig a possible
design flaw in the scheme that will be discussed again lat¢his Review. In
addition, and in relation to both schemes, there were a number of gaps in the data with
ISPs yet to provide details on subscriber numbers. In approximately 16 of the schemes
that were approved there was no data provided on subscriber numbers.

Finally, there is significant evidence that a number of ISPs égwanded beyond the
scope of their original schemes and have established servicasemneighbouring
communities - essentially the economies of scale, once establiglstified the
expansion of schemes (or the marginal cost of additional coveragéowpsThe
Division confirmed this and stated that at least 6 ISPs have expdeyend the
scope of the original schemes. Telephone based interviews aretected with these
ISPs in an effort to gauge the extent to which these operateeselrpanded beyond
the original scope of the schemes. Unfortunately, subscriber numbezsnot made
available as operators perceive the information to be comihgrdansitive.
However, the following paragraphs give an indication of the scope tchvthese
operators have expanded their services. It should be noted that thecomma tinity”

used below is not an exact term but generally corresponds to an electoral district.
One firm, Fastcom, originally had just two schemes operatirgjigo but has

now expanded to cover 33 communities comprising almost 75% coverage of

Sligo. Fastcom is also planning further expansion into parts of Donegal.
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Netl, operating in the North-East of the country, originally calgust 22
communities but now provides coverage to approximately 72 in the Louth,

Meath, Cavan and Monaghan areas.

Last Mile Broadband, operating in the midlands, originally providedcein
approximately 45 communities and has now almost doubled this figure. In
addition Last Mile Broadband is in the process of upgrading itsanktio

WiMax, which the firm believes will future-proof the service.

Ardmore technologies, operating in the South-East of the countralbas
expanded significantly. From a base of 25 communities and a tar@&0of
subscribers under the GBS the company is now providing service in 45
communities and has a subscriber base of around 650.

Two additional ISPs, Permanet (operating in the South-West and-Basith
and North-West Electronics Wireless Networks (now covering most of
Donegal) are also known to have expanded significantly but they were not

available to comment.

The ISPs concerned agreed that these schemes, while nog spresking within the

scope of the GBS, were unlikely to have been established in the absence of the GBS.

Considering the above, the total subscriber figure of 11,474 should hderedsas
being a conservative estimate. The real figure is likely tohigher and to be

increasing. The fact that precise figures are not available is rétioie Chapter 5.

3.3 Departmental Resources
Within the Communications Development Division the GBS section coegpose

Assistant Principal and one Administrative Officer who have wodkedhe scheme
on a full-time basis with a Clerical Officer being assigrto the section since the
second call. A Stagiaire has also been attached to the sectenamtasional basis.
In addition a Departmental engineer is involved in conducting techeichis of the
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schemes. The estimated time devoted by the engineer to GBS&Ireork is 12 days

per year and, while ongoing, will likely total 24 days once complete.

The total staff costs relating to these personnel from M206Hd to March 2007 were
estimated using the Department of Finance formula for this painpbgh indicates

that the total staff cost is approximately 187.31% of directsaast. This makes
allowance for employers PRSI, imputed pension cost and overheadagdiegate

figure for staff and associated costs is €852,750 between March 2004eeewhlier

2006.

In addition to salary costs there were travel and subsistence iwsirred of
approximately €9,400 (to the end of 2006).

The majority of these costs relate to the administratives e@doperating the scheme,
much of the design work having been completed prior to March 2004. Howleses
would have been an element of redesign between the first and second calls.

3.4  Consultancy Costs
Following a tendering process that was carried out in accordamiceSovernment

procurement procedures, Mazars were engaged to carry out a numiaskfin
relation to the GBS. The company carried out a review of the pedpfssancial
control procedures. Mazars were also involved in the GBS semhersvere held
around the country to promote the scheme. However, the main role ofsvieasito
carry out financial audits of the schemes.

In addition Mazars were engaged to carry out a financial evatuatione of the ISPs
as a test of the sustainability of a GBS scheme. Theidedis carry out such an
evaluation came about because the company involved was proposing topdavel
number of schemes but was a start-up.

The costs associated with the above tasks are presented below:

Review of Financial Control Procedures €1,573
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Presentations at GBS Seminars €3,630

Financial Evaluation of ISP €1,815
Financial Audits and Reviews €27,261
Total €34,279

The audits on schemes under the second call are not yet compbdieinip the
estimated cost of these audits, the total consultancy costinsatst to amount to
€134,279.

3.5 Local Authority/GBS Co-ordinators Costs
The main cost in this category relates to the salary and eegefsGBS co-

ordinators. The co-ordinators were employed by the local autlsobtié all costs,
including salary costs, were invoiced to the Department. The salaty were capped
at €45,000 per GBS Co-ordinator per annum as were promotional costs at €1,500 per

county. The total figure is just over €480,000. These costs relate to the second call.

The Co-ordinators were appointed in order to maximise the numbenpbgals.
Their role was to publicise the scheme, to liaise with locahaaiites, to match
communities with service providers and to “mentor” proposals. Giventthaiumber
of approved schemes rose from 25 under the first call to 108 undeedieds(of
which 98 eventually became operational), it appears that the apeoinbf Co-
ordinators coincided with a significant positive impact. It is diffi to quantify this
as there is likely to have been a natural increase in the nwhbgplications under
the second iteration of the scheme with the second iteration benefiting fremenass

prompted by the first.

3.6 Other Resources
Significant time and resources have been expended by communitysatgars and

individuals within communities in helping to establish and indeed evemdritie
establishment of schemes. Anecdotal evidence from GBS co-ordisagmgests that
such community efforts were the driving force for the schemes and that#terghe
community involvement (perhaps indicative of the demand) the greatsudhess of
schemes. This was particularly the case where the ISP iovolas a start-up as

opposed to an established firm. The contrary could also be said toebe where
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communities were not so involved or committed schemes did not haveftakeall

or were less successful.

This reliance on social capital has its pros and cons. In oneisens@ indicator of
demand that can induce ISPs to provide a service. On the other hand, other
(including some of the industry and business representative orgamsyataw this as

a weakness in the scheme, that it was over-reliant on soaftal and on
organisations or individuals in the community. It should be noted that folipwai
review of the scheme conducted between the first and second eadls decided that

a requirement for the sign-off by a community representative fwidraw down of
funds was abandoned — it was perceived to be an obstacle to the riafhelyt of

schemes.

3.7 Summary of Costs

Capital Grant, T Call €305,451
Capital Grant, %' Call (estimated) €3,551,000
Grant Cost €3,856,451
Departmental Staffing Costs €862,150
Consultancy Costs (estimated) €134,279
Local Authority/GBS Co-ordinators €480,000
Total Administration Cost €1,476,429
Total Cost €5,332,880

The estimated grant cost amounts to €3,856,451. The total cost of aenmgishe
scheme is €1,476,429. The total costs (capital expenditure grant plusotosts

administering the scheme) is therefore estimated to amount to €5,332,880.

3.8 Efficiency of the Scheme
Before comparing the above costs with the figures relatitge number of schemes

established and the number of subscribers we must first consideodtsefigures
themselves. Administrative costs of €1.476m versus estimated gegexdisbursed
of €3.856m indicates that each euro in capital grant expended cost afgiebxig8
cent in terms of administrative costs. As a percentage obthalkecbst of the scheme,

administrative costs were 28%. However, the GBS schemes aerehled in 2004
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and under the first call only 25 projects became operational, commaredré than
98 in the second scheme. The scheme that was supposed to rumuroper of years
and had a total allocation of €25m. Had the scheme been allowed-tutrébr a
number of years it is highly unlikely that the ratio of admintsteacosts to capital
expenditure grant disbursed would have been so high, due mainly to tttieatathe
initial start-up and administrative costs were spent. Given theenaf the schemes,
the stage of development at which it was cancelled, and theveeledsts of
compliance cost, the relatively high administrative costs wereoigteble. The staff
cost (the main driver of administrative cost) for example comes out al6%epf the
overall cost of the scheme. Taking the figures presented io8e&:7, the annual
staff cost over the 33 months of the scheme works out at €313,509. To extrapolate
this cost over the full 5 years the programme was due to runydlilsi work out at
€1,567,545. Were the full €25m spent in that (5 year) period and staftecostaain
constant over time, staff costs would be reduced to just over 6% utftéheon that
basis. Even an increase in the numbers of staff, were it requinety nwot have had a
dramatic effect on the efficiency of the schemes over the full intended period.

It is contended, in other words, that the initial stages of thenselwere, as one
would expect in a programme of this type, resource intensivernmstof establishing
the systems and processes to execute the scheme. The indiciterales were small
and complex, and a good deal of technical information and evaluatioreguased to
prove the concept and establish the programme, all of which toolaticheesources.
However, once first phase of these schemes were establishedegadw/ition had
experience of what was involved in these schemes and were securein
effectiveness, they were able to deal with many more schiEme® extra cost, as
shown by the manner in which the second phase was dealt with. Inwaiids, the
marginal cost to the Department of further applications ®eéh@ programme reached
a critical mass of administrative expertise to the exteatt by the end of phase 2, the
extra cost imposed by additional applications were minimal. &lagively slow take-
up of schemes in the first phase therefore had an inevitably sadeffect on
efficiency given the cost drivers. A significant contributorthis cost base also
stemmed from the compliance burden. This is of course a requiditeegessary part

8 Note that these are not cash amounts, but covesigrecosts also.

33



of any programme of public spending, however the costs in this iestouear

disproportionate in the context of the reduced amount of capital spend.

Cost per Scheme

In terms of outputs, the first call produced a total of 25 schemds thiki second call
has so far produced 98 with a possible additional 9 schemes to come Anbta.of
37 service providers have participated in the scheme, many of hariup
companies. The vast majority of schemes employed fixed wirtdebaology with a
small number of DSL and satellite services. If we takedted humber of schemes as
being 133 then the administrative cost per scheme is just over €11,d6Ghehiotal

cost per scheme is just over €40,000.

Cost per Subscriber

The latest available figure for actual subscriber numbecamabe seen from figure 2

is at least 11,474 0n that basis the total cost per subscriber was €465. However due
to the fact that these subscriber figures are not complelej@not take either ‘spin-

off’ subscribers into account, or those schemes where subscriber nurdrersot
reported, the actual cost per subscriber is likely to be conblgelaver. As a
measure of the cost of coverage for each potential subscriberth@ithumber of
potential subscribers being estimated at 76,718, the total cosb\efage for the

original areas) is a once off payment of €70 per potential subscriber.

A number of changes were made in terms of design between thenfirsecond calls
following a review of the procedures and consultation with the stakeboldader
the first call the grant was paid in two stages: 50% wasygd commercial launch
and the remaining 50% was paid upon attaining agreed minimum subsartpegs t
The procedures for drawing down funding were made more flexible timelsecond
call: 70% of the grant was available at a pre-agreed rollstage, 20% upon
commercial launch and the remaining 10% on attaining the minimum riadrsc
targets. In addition, under the second call GBS Co-ordinators were aupwirdrder

to maximise the number of proposals. Their role was to publiciselieen®, to liaise

° With the important caveat that a large numbercbgsnes have not reported their number of
subscribers.
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with local authorities, to match communities with service providexs to “mentor”

proposals.

3.9 Conclusion
The scheme was quite resource intensive largely due to the oeenter into

numerous contracts between the Department and a large numbes.of f&R/olume
of transactions meant there were significant costs in terrPgp@rtmental resources,
salary costs of GBS co-ordinators and consultancy costs for ragdliti order to

ensure the proper running of the scheme.

The total cost per subscriber is estimated to be at most €465 arwkthper potential
subscriber is estimated to be no more than €70. The next chapteshifilithe
emphasis from looking purely at the efficiency of the scheme agith be consider

the broader issue of effectiveness.
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Chapter Four

4.1 Introduction
This chapter will look at the effectiveness of the scheme andxtieat to which the

objectives of the scheme have been achieved. It will draw oresiéis of a series of
semi-structured interviews with key stakeholders. In addition it nelate these
findings and consider them in the context of the objectives set Qltapter Two and
the data relating to costs and broadband take-up in Chapter Tloese#ponds with
Term of Reference 4.

4.2 Results of semi-structured interviews
Several semi-structured interviews were carried out with $taikeholders. These

interviews sought to establish the effectiveness of the GBS and the extémthdive
objectives of the scheme have been achieved, including consideration kéythe

drivers and factors in the success or otherwise of the scheme,

Interviews with the GBS co-ordinators and ISPs were conducted loweelephone,
which was considered necessary given the geographical distributiotheof
interviewees. Interviews with business and industry representagaeisations were

conducted face-to-face as were interviews with Departmental Odficial

The GBS co-ordinators were interviewed in January 2007, shortly afteas
announced that the GBS was being discontinued. There was a considerabke of
consistency in the views expressed by the five co-ordinators (autaifl of seven

co-ordinators), which strengthens the validity of the findings that emerged.

From interviews with the GBS co-ordinators it emerged that abeurmof ISPs have
expanded into areas beyond the scope of their original proposals kathiseen
validated by the Division and in addition interviews were conductdatl thiese
operators as part of this review. It appears that demand quicklgnbemadent from
areas outside the original scope of schemes and that this wiaestjfbased on their
established resources and subscriber base, to incentivise IS®satal ento these

areas.
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During discussions with these operators they confirmed that the GB®sgential in
kick-starting the business. The capital funding allowed them to esttabkemselves
as commercially viable businesses and from this base they hacessiudy

expanded to meet the demand that emerged from surrounding communities.

The GBS co-ordinators were generally positive about the schHemas thought to
have been effective and was very positively received by contiesini Some
interesting opinions arose from these discussions. One reported tiffitait
emerged from interviews with the ISPs is that there remains a lagkaoé@ess of the
availability of broadband through means other than an Eircom phone line. IS&%
reported that potential broadband customers would sometimes assurifid=itgaim

could not provide service then there was no alternative.

Co-ordinators also reported a feeling amongst ISPs that tteeyéo@ much red-tape
and bureaucracy involved in drawing down funding. It should be emphasised shat thi
was not necessarily a perception of the co-ordinators themselyegver, a number
of co-ordinators pointed out that many of the ISPs were startagptha individuals
involved were often from technical and engineering backgrounds with little imathe
of business or administration skills and therefore it was not sungrisat some of
them would have difficulties in complying with administrative etens of the GBS.
It was also reported that the more established ISPs wess bbte to deal with the
administrative requirements. Some of the co-ordinators suggesteadtidional
business supports should have been made available to these start-ufast Tinat
most of these ISPs were new companies, and were having to graipiplehe
manifold complexities of establishing a business at the sanmeeds dealing with a
Government Department in the process of implementing a new tygeheime
certainly added to the administrative difficulties. Equally, as &aleady been
established, the compliance requirements, given the size of teenscltertainly

added complexity to the administration of the schemes.

On this issue of additional supports the Division have pointed out that a nombe

ISPs did avail of other supports such as Clar, Leader and Communigypise
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Board funding. The Division were also careful to ensure that tivas no double-

funding of capital expenditure.

A number of co-ordinators mentioned the impact of the voluntary liqoati one
of the ISPs that was due to provide broadband in a number of coneauritie
failure of the schemes created a lot of frustration in commanitiegich, in many

cases, were left without any

There was also a perception amongst co-ordinators that the rtedsbsbéed ISPs had
fewer implementation service. Some co-ordinators suggested that \eer not
enough flexibility in the scheme in that other ISPs were notngilre opportunity to
avail of funding and step into areas originally proposed by the hH&Pwtent into
liquidation. Another co-ordinator suggested that there should have leaterg
scrutiny of the business plans and up-front financial evaluatio®®$ lprior to the
award of funding to avoid such incidents. However, only one out of thvgnsiSPs,
many of which were start-up organisations, failed. In addition ymah the

communities that were due to be serviced by the ISP in questienswbsequently

serviced by ISPs expanding on a commercial basis.

The larger companies had better customer support. This seems tobé&awe
particularly the case where a start-up ISP attempted to pregrg&e to a number of
communities. These smaller start-up companies were not in aoposit roll-out
service to all communities at once but rather did so on an incrdrbesta. This led

to frustration amongst a number of communities who were leftngalitir some time

for service. One co-ordinator suggested that this was down to anfemdial flaw in

the design of the GBS: it was attempting to do two things at, oraceely to address
the broadband deficit in the regions and to promote entrepreneurship and communi
involvement. It was suggested that these objectives, i.e. relyingadrups and
community involvement was almost inevitably going to mean a slowkoubland

penetration of broadband.

A number of co-ordinators were positive about the fact that therew a multiplicity
of ISPs operating in the regions and that, where successful and expahely are

putting some of the bigger operators under competitive pressure.ofdsésue,
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related to the perception that drawing down funding was too complexthaa a
number of ISPs were of the opinion that it was “more trouble thaastworth” and
therefore did not draw down funding (see Chapter Three). Co-ordinatoos
mentioned this issue did also point out that the ISPs might not havettekehance
of rolling out a service in the absence of available fundingother words, in a
number of cases, in the South and East Region where the levelvedsaidwer (28-
30% as opposed to up to 55%), ISPs seem to have used the GBS as arguarant
stand over their scheme. When the scheme was successful on acomehgrcial
basis, they chose not to avail of the grant, even though they hadyatexzived

approval. This has some interesting consequences, a matter returned to in &hapter

GBS co-ordinators also reported that social capital wasngsiséo successful
schemes and particularly so in schemes where the ISPs \steg-ap rather than an
established firm. Interestingly there was a split in thpe tyf social capital depending
on the geographic location of the scheme. In more rural aregesnded to be
established community groups that would respond to the launch of the sahdme
organise accordingly. On the other hand in the more industrialiseshgegr areas
with a high number of commuters it was often individuals (tel&ersrfor instance or
individuals with SMESs) that took the initiative and organised themsetvesish for
broadband.

Finally, the GBS co-ordinators were unanimous in their opinions tha thelemand
for broadband that has yet to be met. In the opinion of the co-ordinlagopsdblem
is not demand but rather it is getting an ISP into an area andghiésam roll-out a
service in a timely manner. Apart from the problems in drawingndéunding
mentioned above and the issue around smaller companies perhaps taking on too
ambitious a programme, there were numerous other implementatimultdds such

as a lack of suitable transmission sites.

A number of industry and business representative organisations memgawed as
part of this revie?’. Some of these organisations had little familiarity with GBS or
did not have strong opinions on it, which reflects the issue of the st#ie scheme

%1n conjunction with the review of the MANs
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in comparison to the MANs. Nevertheless those organisations thaavkdopinions

on the GBS had broadly similar views to the Co-ordinators.

The fact that the Department was attempting to address tlogedefi in broadband in
the regions was welcomed. However, there was a view that bHemechad had
limited impact. The scheme was too small in scope and too slowlltout. In
addition it was suggested that it was overly reliant on commumylvement and
that in the absence of key individuals prepared to devote time amdyeim¢o

organising a scheme then it was unlikely to succeed.

It was suggested that there is still a lack of awareness of the behéfitmdband and

that complementary demand-stimulation programmes should be investigated.

4.3 Effectiveness of the GBS
The scheme was intended to promote the rollout of broadband accesaarobes

where the market was failing to meet demand from potentia$.usevas to address

this market failure and allow communities realise the fulladaenefit of broadband
access in terms of eliminating a digital divide in relation participation in
educational, business and social activities; and it was to pogitaphct on market

and competitive forces in the provision of broadband through the aggregation of

demand.

When the scheme was launched, the specific objectives of the sohemeto
promote the rollout of broadband through the establishment of sustainaldédnda
services through local community-led initiatives and to meettnent and projected
needs of the end-users in a community. The schemes were to haaflsteboth
technically and commercially, and viable on an ongoing basis iaftel start-up
support. The implementation of the schemes was to be focused and @oneaisily
achievable manner. Finally, the schemes were to use a tadivef approach,
minimising the public funding requirement and where possible exisésgurces,

such as existing infrastructure or services were to be exploited.
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The scheme has succeeded in rolling out 123 operational schemes arocmghthe

(at end April 07). It is unlikely that many of these communitiesild have been
served with broadband in the absence of the schemes. It has ppsitipatcted on

the competitive market - the GBS has facilitated the establishment ofteenofmew
service providers with a total of 37 service providers particigat the scheme, the
majority of which were start-ups. This range of small and medsimad service
providers have supported competition using a range of different technoldbes
schemes have successfully engaged with communities, and indeedbéene
dependent to a large extent on the participation and involvement of local
communities. Equally, evidence at this stage is that the operdtiess companies

are involved in are financially sustainable in the medium ternthout State support,

and that the number of subscribers is growing. In addition, thérsig mentioned in

the previous chapter that have expanded beyond the scope of the original scheme have
proved to be notable successes. On this level, the scheme hasffeetve when

measured against its original objectives (see pages 20-21).

The larger national picture is less clear. According to thetmecent figures (Figure
3, below) the number of internet subscribers in Ireland at the ehe édurth quarter
in 2006 was 1.036 million with 50% of those subscriptions being broadband. &his is
dramatic improvement on the situation in the fourth quarter of 2004 wherl 68y

of connections were broadband.

Figure 3

Total number of active internet subscriptions in Ireland

Subscription Quarterly Growth Year on Year Growth
Type Q4 06 Subs Q306 - Q406 Q405 - Q406

Metered

Narrowband 430,500 -8% -14%

Flat Rate

Narrowband 88,000 -4% -14%

ADSL

Broadband 379,100 9% 87%

Other

Broadband 138,200 17% 102%

Total 1,035,800 4% 19%

Source: Comreg 07/17
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However, if we compare penetration rates per capita with theZIreland, ranks a
lowly 18" at 10.4%, with the EU-25 average being 15.6% (Figure 4, below). While
broadband penetration is increasing rapidly in Ireland, the samieecsaid of most
other OECD countries. Essentially, despite recent advance ipethetration rate

Ireland is only managing to maintain its poor standing relative to other countries

Unfortunately there is no regional breakdown on the figures fromr&ptout CSO
figures suggest there is a significant regional divide. A C§®rt in 2006 showed
that in the Southern and Eastern region just over 31% of those whsseddbe
internet did so by broadband while only 11% of internet users in treeeBdVidland

and Western region used broadb&nd

Figure 4

Broadband Penetration, September 2006 (ECTA)

34% 4
32% 4
30% 4
28% 4
26% 4
24% 4
22% 4
20% 4
18% A
16% -
14% -
12% +
10% -

8% -

6% -

4% 1

2% 1

0% -

Source: ECTA in Comreg 07/17

1 Cs0, (2006), “Information Society and Telecommatians”, p. 45
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The most recent Forfas report bears this out and identifiesntitedi availability of
broadband in regional locations as being a significant challenge dadriar to

enterprise development and investment in these'reas

The fact that the GBS schemes did not have a major impact oratketrpenetration
of broadband does not counteract the previous assertion that the @B&ritibn

itself was effective. In terms of the scale of the investmand the type of region it
was aimed at, it would have very difficult for it to have a@mes impact on the

headline national figures. At the level it was aimed at, it was very efect

Had the scheme continued and a third call been announced it is likehe basis of
developments between the first and second call and in the opinion of the Regional Co
ordinators and ISPs, that there would have been significant appleand greater
expansion in terms of coverage, although with no guarantee withdrégaiming,
qguality or the geographical completeness of coverage. This graddalincertain
approach is not consistent with the ambitious targets for avayahilid uptake of
broadband, for those same reasons, lack of certainty as to timirnprupdeteness of
coverage. Universal coverage of the state has become a shomrierity; this is
unlikely to be achieved through small-scale, community-basedmashein a
prescribed time frame.

12 Forfas, (2005), “Overview of Ireland’s Broadbaretermance”, p. 33
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Chapter Five

5.1 Introduction
This final chapter examines some recent developments in broadbasets Ibut

findings and in addition recommendations will be made on alternativieypot
organisational approaches for Ireland’s regional broadband strakbégy.chapter

corresponds with Term of Reference 6.

Before dealing with these issues it is necessary to rtitthe scope of the review set
out in Chapter One. The scope of the VFMPR indicated that thelldessd of take-
up and the relative rate of take-up amongst business, private and cayntevei
users would be established. However, as has been pointed out in thethevidata
available on schemes was somewhat limited and although theamendication of the
overall level of take-up it has not been possible to establisheth@ve take-up
between different types of users. This was not necessary foomigeict of the review
although in the future such information would be highly useful and the adsobust
data collection mechanisms is raised again in the recommendatitres end of this

chapter.

In addition it was proposed that the price per Mbit/s would be estalli Again it
proved difficult to establish this but during the course of the reviemmerged that
this was not a major issue in terms of the conduct of the reyihihe schemes had
to set out the prices they intended to charge as part of theajgpliprocess and the
Division is satisfied that where there have been changesce v trend has been
downward. In addition, the issue of affordability did not emerge agyleeiconcern

during the interviews with Regional Co-ordinators.

Finally it was proposed that the effect of the technology eyepido deliver the
service in terms of delivery and price be considered. Again,easettew progressed
this was discovered to be a non-issue in the context of a VFMPRs Hargely a
technical issue. Most ISPs employed DSL, while satellitewsasl where topography

precluded the use of DSL.
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5.2 Findings
The Group Broadband Scheme was established with the objective oidiegte

broadband coverage into areas of the State that the market hactgeer, as part of
a larger national strategy for increasing coverage. As sinchas detailed in Chapter
Two, the objectives of the GBS flow from the market failure in phevision of
broadband as identified by a series of State agencies and ljsdod as Forfas and
the Interdepartmental Working Group on Telecommunications) and otbleraind
international organisations. The objectives of the scheme were aatidcomplied
with the overall strategy of the Department.

It was also found that the objectives of the scheme were clear and spedifltat the
beneficiaries (communities in areas not served by broadband) identified. In
addition the objectives flagged some potential risks to be avoided. It was intended that
the current and projected needs of end-users in the community should be provided for,
thus attempting to future proof the investment. While there was ndispeceframe
identified or “sunset clause” the manner in which the schemeongaised, in a
series of “calls”, meant that the scheme could be revieweeha@ed or cancelled in a

non-disruptive manner.

In Chapter 3 the level and trend of the inputs and outputs of the seleEmmeet out,
showing that the Schemes did have an appreciable effect, and that, whileiméle
was slow, the scheme delivered Broadband to communities at reasonableeross in t
of grant support, facilitated ISP start-ups, and helped to adilfreggevious market
failure. Equally, it was also shown that in some cases, once ISPs werislesthlzind
had been in receipt of grant aid for certain areas, they found ibftsiexpand their
coverage into new areas, an unanticipated spin-off benefit. ThewaB$esponding
to identified needs, was consistent with overall Government policy andnted the
allocation of public funds. The community-led approach was a useful nwans
identifying demand while the capital funding incentivised the suppiy fa variety of
service providers. There are now 123 schemes successfully ogesatinnd the
country and a number of operators have branched out from theimabrageas to

provide a service in neighbouring communities and areas.

45



The question of how effective the GBS was in meeting overatma level goals for
broadband availability is more difficult. In terms of the higher llegeals of
Government policy (such as movement in terms of the OECD rankings)yery
difficult to determine if the GBS had any appreciable effelis s only partly due to
the lack of comprehensive information on users of the scheme; muehpartinent
is the sheer scale of the telecommunications industry in Ireative to the size of
the GBS spend. However, it should be borne in mind that the scheme wssetbon
smaller communities that were unlikely to be serviced by commercial apezati

In terms of the lower level objectives however, it is cléwt the GBS was highly
effective, delivering broadband to communities that the markeyéiath serve, and
doing so at little cost to the State per additional new user, ahdhe spin-off of the
establishment of a series of viable ISPs, some of which wgranding further
without state aid. On that basis, despite the GBS being canctdleeénefits continue
to propagate themselves.

As set out in chapter 3, there were relatively high adminigg&ratosts for the first
stage of the GBS, which, when laid against the slow drawdown of oudd lead to
the conclusion that the scheme was resource intensive and imefiicierms of the

manner in which it met its goals..

The total cost of the scheme was approximately €5.3 million thihsplit between
administration costs and total Capex grant disbursed being apprdyifatem and

€3.8m respectively. At 28% of total programme costs to end 2006, adatinest
costs were high, but this is, as much as anything else a furaftittre conceptual
basis of the scheme, and the nature of the market failwerktin this sector. The
scheme did not run for the full period for which it was originally saged and these
ratios would have changed significantly over time as more funds dvaven down.

Just as importantly, these figures are incomplete as therstitfunds to be drawn

down.

The view was expressed during some of the semi-structured @wesnthat the
scheme placed a significant administrative burden on operators (antheon

Department). This can of course be explained by the design of hieensc- the
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community-based approach involving a number of ISPs and community groups as
opposed to the Department contracting with a single provider fanicet Leaving
aside the potential benefits in terms of creating socialaapiot least because they

lie outside of the terms of reference), some stakeholdersipeddt to be a weakness

in the scheme in that it was too reliant on the active participaind human capital
resources of communities. This also resulted in the roll-out of ¢hense being
gradual and incremental in nature, an issue that arose duricgulse of the semi-
structured interviews. This issue is dealt with more fully in the nexiosecti

Another issue and one that is also due to the approach of contractirgy mutnber of
operators was thahére were considerable gaps in data from schemes, particularly
with regard to take-up. This presents a problem in attempting tauneeasd evaluate

the performance of a scheme, given that subscriber numbers are a key output.

Interestingly it is believed that a number of the schemes dotestd to draw down
funding that they are eligible for. Generally speaking thesensehare in the South
and East where only 28-30% grant aid is available in any case, and whearesare
more likely to be commercially viable than in the other regions tdugopulation
patterns and topography. In addition the fact that a number of ISRselpanded
significantly without the benefit of capital funding reinforces thation that the
commercial provision of broadband in the regions can be a viable qomhaztivity
in some instances (But only once the initial seeds have been laig)ddes raise the

issue of deadweight however, and is discussed in Section 5.4 of this chapter.

5.3 Recent Events
While Ireland still performs relatively poorly internationally terms of availability

and penetration of broadband, there is evidence that the situation igvimgpr
dramatically. In June 2007, Comreg released figures showing thath&Aend of
March 2007, there were 602,000 broadband subscribers in Ireland” and tmatstAl
84,000 new broadband subscriptions were added between January and Mat&¢h 2007
with approximately 30% of all households having access to Broadband(n25%

the previous quarter).

13 Comreg Press Release®2Line 07 http://www.comreg.ie/_fileupload/publicat/PR210607.pdf
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However, while this progress is notable and welcome, an internapenspective
still gives cause for concern. According to the OECD figurespitee the recent
progress made by Ireland, the State still lies in the lbgesrtile of OECD countries
with regard to broadband uptake {2dut of 30 countries)Key competitor countries
in Europe and internationally are moving even further ahead in terteshofology.
A number of countries are already making significant progresgpgrading their
existing broadband networks, and in many cases, much of the investmaens t

taking place is being underpinned by significant public sector support.

These developments and their implications are set out in a rezeott, “Pipe
Dreams? Prospects for Next Generation Broadband DeploymenheinUK”,
produced by the Broadband Stakeholders Group (a UK industry/governonemnt f
set up to address strategic issues around broadband). On a gerdréihgoeport
confirms that the predictions about the social and economic impactaéidand
made at the start of the decade have been borne out. Drawing on a otistodies

from across the globe the report states:

“There is evidence that broadband has been a driver of globalisation and
widespread innovation at many levels of the economy. Broadband has been
shown to have a measurable impact on firm-level productivity and on GDP.
The widespread diffusion of broadband, if harnessed effectively, carkbg
enabler for the transformation of public services and can genaciision

and social capital*!

The report also makes the argument for appropriate governmeneimtien in areas
where there is persistent market failure. The report peedagid growth in network
traffic due to continued increase in usage and new bandwidth intemethects and
that current network infrastructure might not be capable of sugjathia level of
network traffic as soon as 20%2It also points out that the highly competitive market

in the UK means that operators do not have sufficient funds to makargleescale

14 Broadband Stakeholder Group, (2007), “Pipe DredPms3pects for next generation broadband
deployment in the UK”, p. 14
% bid, p. 3
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investment in existing networks to facilitate “next generatimatdbband”. (The report
is suggesting that “next generation broadband” will be servitasare capable of

providing in excess of 20 Mbps downstream as well as faster upstream access).

The report speaks about a gap between the public and private vakd generation

broadband where:

“The public value of next generation broadband for society and the egonom
as a whole is potentially high [whereas] the large scale ofsiment
combined with the significant number of uncertainties surrounding the
prospects for recouping that investment, mean that the potentialepviaiaie

available to investors is comparatively weak”.

This gap means there is a significant risk that the necedsagstment in
infrastructure may not come to pass to support the probable demanddaridia in
the medium to long-term. This in turn creates the risk that thendi{ fall behind in
terms of competitiveness in a globalised economy and recommeatdprdactive
steps are taken to ensure that the necessary investment tade§ While the report
does not specify the nature of these proactive steps it recomrti&tdsperators,
regulators and public sector bodies should explore potential modelarémtetd,

effective and well-timed interventions, particularly in low-density sirea

The report also talks of the justifications for public sectomuaetion, including “the
need to address market failure, the need to ensure the equitafibeitiost of welfare
gains and the need to ensure regional competitivehesEiese issues are very
similar to those raised by Forfas in its reports on broadbandliaodssed earlier in
this review. There is a risk that the market, in the absence of public sgetoention
may not provide what could be considered a merit good: widespread arthhfé
broadband that has the potential to contribute to the competitivenéssaufuntry as
a whole and also has the potential to make a significant contributioerms of

balanced regional development and associated social benefits.

16 bid, p. 6
7 bid, p. 6
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It is interesting to note that these concerns about the possdfiligiling behind in
terms of broadband infrastructure and consequently competitivenessnaireg from

a country that has made immense strides in recent yeagams of availability and
price of broadband. The UK now leads now leads the G7 in terms a¥d#iability

of what the report describes as “first generation broadband”, with B&.6&ent
availability. This has primarily been driven by Local Loombundling and the
availability of DSL products, which has led to strong retail andolesale
competition. This has in turn resulted in falling prices andwdétaed high levels of
take-up. Given that these conditions still do not exist in Irelandyta@egat extent an
even stronger case for intervention, particularly in the regipnssents itself.
Moreover, any intervention needs to take place quickly, roll-out ramdd be

robustly future-proofed.

Another pertinent report is the most recent “Review of ProgoesdBroadband
Rollout” from the Joint Oireachtas Committee on Communications,inklaand

Natural Resources which was published in April of this yehe fEview commented
positively on the GBS, but concludes that it is a failure inithennot deliver if the
short term objective is universal, low-cost and accessible broadbaegeryone in

the State. It also recommends that there should be a publicly furatpdmpme that
is run as an open tender to provide nationwide broadband access.

In the light of these reports, and ongoing discussion with a varietgerest groups,
the Minister for Communications, Marine and Natural Resources Negipsey,
announced in December 2006 that tfecall for GBS Schemes would not take place.
The reasoning was straightforward. If the aim of ubiquitous broadbandggficant
take-up of available service is to be achieved in a timely mahea an alternative
approach to supply-side intervention was needed together with enhancatbesde
stimulation. The Group Broadband Schemes worked, and provided Broadband
services to communities at an acceptable cost to the State.vefoviroadband
penetration needs to expand at a faster rate than has been éhsocte. The
relatively small scale of the GBS meant that it was ndabld as a mechanism to
position Ireland at the forefront of broadband penetration within aomebake
timescale. The GBS is to be replaced with a National BroadBaategy, designed to

ensure coverage of 100% of the State.
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However, as the maps in Appendix 1 show, availability and marketrpgoetare
two very different things. Availability is a supply side issuetedeined by latent
demand whereas, penetration is a function of availability and derAanithe maps
make clear, there is a clear clustering of households witlsatadhe internet around
the major urban centres. These centres are also where miueyhogher value added
jobs in the State are clustered, including those in Financraic8e and ICT. While
an NBS will provide coverage, penetration is dependent on a rargbesffactors,
not least access to a Personal Computer. As shown in Map 2, tiéscmacentrated
in a number of clearly defined areas. Obviously, if increased mpéketration is to
be achieved, demand side stimulation in these areas must be cashsisi@n integral

part of the next generation of the State’s policies in this regard.
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Wireless and DSL Broadband Coverage
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54 National Broadband Scheme (NBS)
In the context of the above, it is useful to set out some dataitelation to the

National Broadband Scheme, and to consider what lessons this reseforthe

NBS in terms of concept and in terms of specifying future performance tioidica

Despite Government and private investment in broadband there remasnoarihe
country where the private sector is unable to justify the comaiepcovision of
broadband connectivity. The NBS will target the last 10% or so of thaéadam who
are without a broadband service and who would remain without a semnvite
absence of intervention. This Scheme is designed to ensure thaedadnable
requests for broadband from houses and premises in unserved and easahia

met”.

In terms of progress, a Steering Committee is currently considalt elements of the
proposed scheme and the Department will commence the tendesslioceéhe
coming weeks. The tender is to be technology neutral, meahiSgraice Providers
regardless of the platform over which a service is provided, capetenunder the

tender process.

The Minister's decision to supersede the GBS with the NBS wasdban the
following factors (note that the position was outlined having regardet@anditions

existing in December 2006 and the subscriber numbers apply to that date):

Firstly, rollout of a GBS project depended on the local community datkia
initiative. Without local initiative, a project could not proceednder the
NBS, the selected Service Provider(s) will be required to rmleetasonable

requests for broadband by a specified date.
Additionally, the NBS will deliver a service in all areasttlaae currently

unserved, provided the cost of meeting the request is reasonable. Itn@buld

be appropriate to implement competing schemes targeting unserved areas.
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Furthermore, the uptake of the GBS was less than anticipatedovéust,200
subscribers out of a possible 90,000 subscribers actually availed BSa G
broadband service. The population covered by the GBS schemes etedtim
to be around 400,000 people. While most of the GBS projects that wext roll
out were very effective the relatively low number of subscridetsnot meet

expectations and a more effective scheme is now required.

Finally, if both schemes were allowed to run simultaneoushh ezmuld
undermine the effectiveness of the other. Simultaneous running of both

schemes could also give rise to double subsidisation.

It should be noted that the NBS will be of substantially diffedasign being a tender
for a much larger project as opposed to series of small commhassd
arrangements and grants. Therefore the recommendations made ontfeotGBS
scheme may not be directly applicable to the administration dB% However, the
GBS does provide vital lessons to be considered in the roll-out and ievgksion of
the NBS.

There are a number of Performance Indicators that should be adoptbd féBS,
however equally as important is the inclusion of an inbuilt progranfresauation
and review. Appropriate monitoring and data collection should be ensurtes NBiS
from the outset. This might be done through an initial baselinesassasand robust
reporting requirements by ISP(s) charged with the deliverhefstheme or by an
independent third party such as the Communications Regulator. In addigan, cl
decisions on performance indicators for measuring the progressuandss of the
NBS should be made immediately, with contractually enforceableeqaeaces for
underperformance. This evaluation programme might draw on FigureChapter
One of this Review: an input-output model with inputs being primarilybtiggeted
vs actual costs and the outputs being the extent to which the psopivered on
time, on budget and on specification together with service uptake aagk us

indicators.
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On a more specific level, a key metric for the NBS Wwélthe number of subscribers

in each locale. While these data were generally availaliteetDept under GBS, once

a provider expanded into a new region, the obligation to provide data to the
Department lapsed. Consideration should be given to oblige operators to platade

on numbers of subscribers in areas of operation for a defined tiod,peven if that

data is regarded as commercially sensitive and cannot be published.

The map on page 50 (figure 5) was published with the NBS tender docuoretdat
show current (ie pre NBS) broadband coverage of the State. Ihaxasyer, subject

to some criticism from consumer groups as to its accuracyy wibblems with
wireless in some areas, and access to DSL in regions fuhier4t5km from an
exchange being the primary cause for concern. The completeness o&geove
provided by operators under the NBS should be monitored, and used as a key

performance indicator.

Clearly, consideration should also be given to demand stimulation; waligcexerage
does not automatically equate to dramatic increases in markdtgtieme Evidence
from the GBS suggests that less than 15% of households have chosenthe use
services in the relevant areas. As shown in the maps contained indippethere is
a profound spatial patterning to both internet (NB not just broadbandjrpgon and
ownership of a personal computer; if broadband penetration is to besedrieahose
areas currently without coverage (many of which are charseteby low population
density, an aging population, and reliance on the primary setter), a targeted
campaign explaining the benefits of broadband use, and by extensionptheaidn
society, is required. Technological and market developments maythaleasier as
cheaper PCs become available, and an increased range oésemacforthcoming,

including the delivery of public services.

The monitoring of deadweight is also going to be a primary caringhe NBS. The
experience of the GBS has shown that, in some areas, ISPs aateope a
commercial basis once they are established. The evaluation and Eeogramme
for the NBS should have as a key consideration the operation of deatiwaisity, a
baseline study should be conducted to gain a clear national pictine sifuation pre
NBS; the applications for the NBS could be used as part of thaving aside the
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deadweight concerns, this study will be a vital tool in assestieg future
effectiveness of the NBS. Secondly, a clear statement of teetiwies of the NBS
should be forthcoming on the basis of this baseline scenario. Again, elghtiw
notwithstanding, this will be a vital evaluative tool over the tifethe programme.
Equally, deadweight should be a specific focus of the Mid TermieReof the NBS
(given that such a review will be required in any case undevitiige Annual Capital
Envelope). Lastly, the focus of the NBS should in all cases be ondhese that are
not currently served by broadband.

55 Recommendations

1) A baseline study should be conducted to provide a clear picture cirtieat
national situation with regard to broadband coverage before the NBS
proceeds.

2) A clear statement of the objectives of the NBS should be drawn ufeon t

basis of the baseline study recommended at (1).

3) The GBS provided a useful mechanism for the relatively cheap rolbfout
schemes to provide broadband availability in rural areas. Despitkffibrent
nature of the NBS, there are several aspects of the GBS es¢hanshould be
replicated for NBS., In particular, the use of regionally bagsedrdinators to
liaise between ISP(s), communities and local authorities stheubtdnsidered.
Even at a local level, the scheme should take cognisance of County

Development Plans.

4) Consideration should be givenftture proofing of the technology used in the
NBS to the extent possible. For instance, it could for, part ottiteria in

evaluating the tenders.

5) Appropriate monitoring and data collection should be ensured in the NBS
from the outset, within the overall context of the Capital Appr&sadelines
with regard to analysis, evaluation and planning.. This might be donggthro
robust reporting requirements with ISP(s) charged with the deliokthe
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6)

7)

8)

scheme or by an independent third party such as the Communications
Regulator. In addition, clear decisions on performance indicators for
measuring the progress and success of the NBS should be made i@yedia
These might draw on Figure 1 in Chapter One of this Review: an auyppitr
model with inputs being primarily the budgeted vs actual costshendutputs
being the extent to which the project is delivered on time, on budgeta
specification together with service uptake and usage indicators.paA of

this exercise a review of what information on broadband is beingtaland

by whom should be conducted. How this data can support programme
evaluation and monitoring needs to be considered. The upcoming Data
Statistics Strategy that will be conducted by the Departmmeyt provide an
opportunity to conduct this exercise.

Compliance with the latest iteration of the Capital Appraisati€ines (most
notably Sections 1.10, 3.4 and 4) should be observed closely. In anthtase,
will form an integral part of the larger analytical exeecat Recommendation

(5)

The actual coverage of the NBS schemes needs to be monitoredtso as
ensure that effective use is made of public expenditure. Cost,kaMgiland
quality of service should all be monitored as part of the conividlctprivate
operators. Clawback and exit clauses should included from the omtsedef

in cases where the operator fails to meet the required level of service.

The monitoring of deadweight and displacement is also going to bmarpr
concern in the NBS. It is clear that at a number of junctures, dicthese
effects existed under the GBS. While these were an unavoidablejaense

of the scheme and very minor in terms of scale, the scaleedfiBS is such
that these may be of much greater consequence, particulanytgeéact that
fixed line solutions may play a part in some of the NBS scheme
Opportunities arise for precise monitoring at critical junctiike the Mid

Term Review.
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9) The NBS as currently structured is essentially a supply sigevention. A
corresponding demand side intervention, explaining the benefits of broadband
use, and by extension, the information society, is required to fuhltbeake
up of broadband of particular areas within the State.

10)The scale of the NBS is several orders of magnitude grénterthat for the

GBS. The Evaluation and Assessment schedule should be scaled up
proportionately to the scale of the investment.
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Map 2. Percentage of Households with Internet Access
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Context Statement for the Value for Money and Policy Review Of The Group

Broadband Schemes

The Communications Development Division of the Department of Commuameati
Energy and Natural Resources, which administered the Group Broadblagiches,
welcomes the opportunity to comment on the findings of the Value torep and

Policy Review report prior to its publication.

A budget of €25 million was allocated for GBS to be drawn dowraimches as Calls

for Proposals were announced. There were two Calls for proggebsals under

GBS - one in 2004 and one in 2005. Between both Calls, 162 projects were
approved for implementation and €5.9 million grant aid was offered fordadnaw
subject to compliance with the terms and conditions of the scheri@e projects
ranged in size from large aggregations of small communitiegaiod alone small
communities. The population threshold for a community was lessltBaf people.
Sparse population density, difficult geographical terrain and adoesapital funding

were just some of the obstacles project promoters had to overcobrandotheir
projects to fruition. Project promoters varied between communiyca-operative
groups, start-up sole traders and companies and the more established
telecommunications service providers.  As a result, there affezent levels of
managerial, technical, financial and administrative resources xedtise available

across the projects.

At the outset, the Division acknowledges the co-operation of thjegbrpromoters,
community groups, service providers, Regional Coordinators, Regional Aigori
and all others involved in GBS. The Division found a genuine willingteessgage
with the Department and the collaborative enthusiasm and endeavdwinging
broadband to small rural areas embodied a spirit of citizenship andte®tism
which, although intangible, was real and touches on the aspectxiaf sapital

referred to by the Reviewer.

The Division welcomes the finding by the Reviewer théte“Group Broadband
Schemes (GBS) were, for the most part, an effective method dafipgobroadband

services in areas that the market had riotln effect, the GBS achieved its goal of
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facilitating the delivery of broadband among a cross section ofncoties who

might not otherwise have had an opportunity to close the digital divide.

At time of writing this Context Statement (November 2007), somee mprto-date

data than that contained in the Reviewer’'s report is availabighile it does not
change the essence of the Reviewer’s findings it facsitatenore comprehensive
snapshot of GBS. The final tally of the GBS is that of the I®R¢gts originally
approved, 127 projects have become operational and they are serving broadband t
approximately 12,200 subscribers. The 127 projects covered areas wittbaned
population of approximately 390,000. Of the €5.9 million grant aid offered, an
amount of €3.1 million in grant aid was drawn down and paid to the sgmadcilers

based on their claims of vouched eligible capital expenditure incuffed a variety

of technical, financial and operational reasons some of the origiogcts did not
survive to a stage of sustainable implementation. It may Ipéuh& note that the
amount of grant aid offered would have been based on the planned capital expenditure
forecast by the service provider over a twelve month period asedeiima grant
agreement. Hence the variation between grant approved and graas plagdlatter

was based on recouping to the grantee the grant aid portion of the voagiitadl c

expenditure incurred.

As the Reviewer has noted, it was decided to cease them@ateoll out of GBS
projects and supersede the scheme by the introduction of a new NBtioadband

Scheme (NBS). Therefore there will be no further projects or payments under GBS

The Reviewer also founttHowever, administrative costs are high ... had the scheme
progressed into a series of further calls as originally intended thests evould have
been ameliorated over time”.The bulk of the administrative costs referred to by the
Reviewer in sections 3.3 and 3.5 relate to estimated Departméaffatssts and
Regional Coordinator costs. The collaboration between the Departmdnthe
Coordinators enabled a wider reach into the rural communities andabiswdenced

in the significantly higher uptake under th® Zall than under the®1Call. The
Department made every effort to ensure that all grantees wereviidhe af the terms
and conditions of the scheme so that grant claims could be madtitoisieeir fullest

amount in compliance with the financial regulations.  This lef/@hteraction was
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necessary regardless of the grant amounts involved. It isbdeghat had the GBS
been a higher value scheme then the ratio of administrative cagi@nts paid would

have been different.

Finally, the Reviewer made ten recommendations arising froraxta@ination of the
GBS all of which have been noted. The bulk of them relate to #teoril
Broadband Scheme (NBS) as the successor to the GBS. Itisrexmembering that
both schemes have a fundamental difference. The GBS was a dexdasthéme
based on recouping a portion of capital expenditure incurred while B il a
tender scheme where an upfront payment will be paid to the witdildgr.  The
Department will comply with the requirements of the Capital AgpitaGuidelines
during the implementation of NBS (Recommendations 5, 6, 7 8, 10). Tke NB
tender process has made every effort so far to accuratelytheagurrent national
situation regarding broadband coverage (Recommendations 1, 2, 4). Neéhitdl t
out of NBS will be project managed by the Department to enslaedsa regional
implementation the need to additionally employ Regional Coordinataassist the
winning bidder would be a matter for that winning bidder (RecommendajionA
demand side intervention to complement the NBS would be useful andavill

considered (Recommendation 9).

Communications Development Division
November 2007
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