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4 Key facts The rural broadband programme

Key facts

£1.2bn £0.5bn 9

total public funding to central government of 44 broadband projects
private sector supplier contribution to the rural projected to reach their
for rural infrastructure broadband programme 90 per cent superfast
expansion coverage target by

May 2015

4.6 million

44

26

March 2017

23 per cent

premises which the Department currently estimates will benefit from
access to superfast broadband as a result of the Programme

individual broadband projects managed by local bodies

rural broadband contracts signed by June 2013, all awarded to
one supplier

Department’s current projection for completing the Programme
(original target May 2015, new target to “secure delivery by
December 2016”)

average proportion of private sector funding in contracts signed
to date, compared with 36 per cent modelled in the Department’s
2011 business case
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Summary

The rural broadband programme

1 The government has made broadband internet provision a key public policy

priority. In many predominantly rural areas, covering almost one third of UK premises,
commercial providers have no plans to invest in the enhanced infrastructure required to
deliver improved broadband speeds because these areas will yield lower returns. The
government has therefore decided to intervene in the market and make subsidy available
to stimulate investment.

2 The Department for Culture, Media & Sport (the Department) is responsible for
government’s broadband policies. Its objective for the UK is to have the best superfast
broadband network in Europe by 2015. Before June 2013, the government aimed that
by 2015, 90 per cent of premises in each area of the UK would have access to superfast
internet speeds of above 24 Megabits per second (Mbps) and for all premises to have
broadband speeds of at least 2 Mbps. In June 2013, it announced its intention for

95 per cent superfast coverage by 2017.

3 Aunit within the Department — Broadband Delivery UK (BDUK) — is responsible

for the £530 million rural broadband programme (the Programme). The Department
gives grant funding to local bodies (a local authority or group of authorities, devolved
government, or Local Economic Partnership), which procure the superfast broadband
services for their areas. The Department has developed a framework contract for local
bodies to use and also offers them support in negotiating with suppliers to provide the
local infrastructure required to fill in the gaps in commercial coverage. Local bodies have
generally been required to provide matched funding to the central government grant and
can also put in additional money if, for example, they wish suppliers to reach a higher
level of superfast broadband coverage.

4 The Department designed the Programme with three sets of safeguards intended
to work together to achieve value for money, recognising that each would not be
sufficient alone:

Establishing a procurement framework for potential suppliers, promoting competition.

Providing assurance that bids made by suppliers are appropriate through a call-off
process and contract provisions.

Providing in-life contract mechanisms to ensure that payments reflect actual costs and
to clawback or reinvest revenue if actual costs or uptake differs from that anticipated.

We consider each of these sets of safeguards in turn and conclude on the overall
assurance offered.
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5  This report examines how well the Department designed the rural broadband
programme and the extent to which the operation of the combined set of safeguards
provides assurance over value for money for the subsidy. It also considers whether the
Department is making sufficient progress in rolling out superfast broadband to rural
areas. It does not consider wider aspects of UK broadband policy. Our audit approach
is summarised at Appendix One. Our evidence base is summarised in Appendix Two.

Key findings

Promoting competition through a procurement framework

6  The Department’s market analysis concluded that BT had a strong market
position in the provision of superfast broadband, but with competitors also
intending to invest it opted for a competitive framework approach. It stated that
BT’s advantages included its size, and its established market position as the only
end-to-end provider with full geographic reach of wholesale local access infrastructure
(between homes and a local exchange) as well as being a retail internet service and
telephone line provider. The Department’s market analysis indicated competition in the
market to be weak. However, several of BT's competitors expressed an intention to
invest in the market. The Department ran a competitive process in accordance with UK
procurement regulations and European Commission guidelines on state aid (which aim to
ensure that government funding does not distort competition within the European Union).
The Department believed a centrally-supported but locally led delivery was the best
approach to delivering value for money and designed a national procurement framework
with call-off contracts between suppliers and local bodies (paragraphs 2.2 to 2.7).

7  The design of the framework had advantages of ensuring affordability

and transferring risk, but together with state aid conditions, this led to limited
competition. Compared to alternative funding models, the gap funding model favoured
by local bodies reduced public cost and risk to government. However, stakeholders
told us that the design of the Programme, including the gap funding model, the local
nature of procurement contracts, the qualification requirements for prime contractors
and the unattractive commercial conditions created by current regulatory and state

aid conditions, were all factors leading potential suppliers to withdraw from the bidding
process (paragraphs 2.6 to 2.9).

8 There has been limited competition to BT within the Programme and,
currently, no prospect of competition for the remaining framework procurements.
Nine companies pre-qualified to submit tenders for the national framework, but only
three submitted final tenders and only two suppliers — BT and Fujitsu — were appointed
to the framework. In March 2013, Fujitsu announced it did not intend to submit any
further bids for contracts, leaving BT the only active participant in the framework.

All local projects operating outside of the national procurement framework which have
chosen a supplier have chosen BT. By June 2013, 26 of the 44 local bodies had signed
contracts and all 26 had selected BT as their supplier (paragraphs 2.10 to 2.13).
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Providing assurance that supplier bids are appropriate

9 Inorder to have assurance that supplier bids were appropriate,
the Department needed:

transparency over BT forecast costs (both at framework contract and local
procurement stages); and

benchmarking of the unit costs of deploying superfast broadband
(paragraphs 3.2 and 3.3).

10 The Department has secured limited transparency over forecast costs.

The Department required each supplier’s framework bid to include a reference cost
book intended to show costs at the call-off stage. BT chose to provide output unit
costs from its own internal model due to the commercial sensitivity of its detailed data.
On the Department’s initial evaluation of BT’s draft bid, its score for cost transparency
indicated it had not yet reached the minimum threshold that would be required at final
bid stage. In response, BT’s final bid provided limited further information on cost drivers
but the data still did not clearly identify input variables and corresponding unit costs.
BT also contractually committed to ensure the costs in its bids would be internally
consistent and consistent with its commercial investment case although the Department
is reliant on self-certification from BT as it was not able to negotiate inspection rights.
The Department concluded that BT’s improved approach was sufficient to reach the
minimum score acceptable for inclusion on the framework (paragraphs 3.4 to 3.6).

11 The Department has compared tender prices between local bids, which

has helped local bodies. A key control during local procurement is the comparison of
supplier bids to other costs. Most local bodies did not have competitor bids to compare.
The Department instead provides local bodies with comparisons to other local bids and
the financial model from the framework bid. Such comparisons have identified a few
errors in BT bids, resulting in financial savings for local bodies, but the analysis is limited,
as it does not link bids to unit costs or to wider benchmarks (paragraphs 3.7 to 3.10).

12 The Department commissioned analysis to benchmark unit costs through
building a ‘should cost’ model but was hampered by lack of detailed data.

The framework required suppliers to submit to a cost benchmarking study, as part of
which the Department commissioned a consultancy firm to develop a ‘should cost’
benchmark model. A first draft of the report was completed in late May 2013, by which
stage half of local body contracts were already finalised. The benchmarking report
indicated that one supplier bid is in line with market expectations but has so far been
unable to conclude on a second bid due to limited transparency over its complex
technical solution (paragraphs 3.11 and 3.12).
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13 The Department does not have strong assurance that the level of
contingency included in BT’s bids is reasonable. BT is required in the contracts to
bear the risk of overspends. This arrangement limits public risk but may incentivise BT
to include contingency in its bids. During the project, BT may only claim payment for
evidenced expenditure. For 36 per cent of the costs BT has included in its bids, there
is a range of benchmarks available against which the reasonableness of BT’s bids can
be assessed. But these benchmarks would lead to different conclusions about the
amount of contingency included. For a further 41 per cent of costs, there is only limited
benchmarking available and there are indications that there may be contingency in
some of these amounts. For 23 per cent of costs, there is no benchmarking available
(paragraphs 3.13 to 3.16).

14 The project funding contributed by suppliers has so far been lower than that
modelled in the Department’s 2011 business case. The Department’s business case
estimated that to reach 90 per cent superfast coverage, supplier contributions might be
36 per cent of the Programme’s total projected funding of £1,547 million. Following the
negotiation of contract conditions, the Department now expects suppliers to provide
only 23 per cent of overall funding, £207 million less than it modelled in its 2011 business
case. Contributions have varied between 38 per cent and 15 per cent of funding for
each local area. Local bodies have provided greater contributions than expected, with
total coverage slightly increasing to an estimated 92 per cent (paragraph 3.17).

In-life contract controls over costs and profit levels

15 The Department has secured in-life controls such as analysing actual costs
in invoices. But no open book procedure is perfect and some risks remain.

The process that the Department and local bodies will operate appears robust and
should allow local bodies to validate that all equipment has been correctly costed

and is separate from BT’s commercial programme. However, BT’s labour and project
management costs, likely to comprise around 40 per cent of total costs, will be more
difficult to fully assure. The Department is working with BT to introduce detailed
assurance procedures, and is helping local bodies to focus invoice checking on the
key risk areas (paragraphs 4.4 to 4.9).

16 The Department has transferred much of the downside risks to BT

although BT would benefit from some upside risks. BT bears the risks of costs

being higher, or revenues being lower than modelled, including the risk of future price
regulation. The public sector will benefit from capital costs being lower than modelled.
However, BT would benefit in full from any efficiencies it can make in operational costs.

If take-up, and therefore wholesale revenue, is higher than expected, the public sector
would share the benefits from volumes being higher than expected for the ten years of the
contract. After that point, all wholesale revenue will go to BT. Experience to date suggests
a possibility that BT’s take-up assumption of 20 per cent may be conservative. The
Department has not modelled the upside and downside risks that BT faces to determine
whether the price paid for the balance of risk is reasonable (paragraphs 4.13 to 4.15).
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17 Securing value for money from the Programme will depend on scrutiny of
hundreds of thousands of invoices and follow-up analysis on take-up rates. The
success of such a safeguard will partly depend on the level of skill and resource available
in the Department and local bodies during implementation and beyond. The Department
has begun developing processes and information to support local teams’ scrutiny. Some
local bodies told us they may not be well-resourced at the end of implementation to
enforce clawback arrangements. The Department has stated it intends to monitor local
bodies’ capacity to manage contracts effectively (paragraphs 4.5 to 4.9).

Prospects for meeting targets and the future broadband market

18 The Department currently estimates that the Programme will reach its
target 22 months later than initially planned. Only nine local projects are estimated
to meet the Programme’s target of supplying 90 per cent of premises with superfast
broadband access by May 2015. The delay in roll-out is partly because of an extended
negotiation to gain EU approval under state aid rules, which took six months longer than
expected. In June 2013, the Department announced a revised target to “secure delivery
by December 2016” in its business plan. The Department projects the Programme will
reach 4.6 million premises in total, completing its roll-out in March 2017. At this point
estimates show 92 per cent of premises in areas covered by the Programme would
then have access to superfast broadband, although four local areas are not predicted
to reach the 90 per cent target (paragraphs 5.2 to 5.5).

19 All of the assets and infrastructure created using the £1.2 billion public
sector investment in the Programme are likely to be owned by BT although there
will be some additional wholesale access conditions. The Programme’s primary
objective was to deliver value for money to the taxpayer within the existing regulatory
framework, not to increase the competitiveness of the wholesale broadband market.
BT’s asset base will benefit from the significant public sector investment. Whether the
additional access conditions secured by the Programme will have any significant impact
in encouraging competition is as yet unknown. The EU’s target of universal access to
30 Mbps by 2020 is much faster than the Programme’s current aim of universal access
to 2 Mbps, and plans for reaching this target are not yet clear. If reaching the EU target
requires additional infrastructure or public sector funding, BT is likely to be in a strong
position (paragraphs 5.6 and 5.7).

20 The sector regulator, Ofcom, identified BT’s dominant position in wholesale
line access provision, and has taken some regulatory action to encourage greater
competition. Ofcom last reviewed the wholesale broadband market (separate from the
competitive retail market) in 2010. Ofcom introduced regulatory remedies to encourage
further competition in infrastructure deployment. Superfast broadband was in its infancy
at the time and Ofcom did not, therefore, seek to impose any price controls on it. It is
undertaking a further review later in 2013 (paragraphs 1.15 to 1.18).
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Conclusion on value for money

21  The Department is seeking to deliver the government’s rural superfast broadband
objectives in a market dominated by one supplier. The Department is relying on a
combined package of value-for-money safeguards to provide assurance. However,
competition was limited and assurances over costs and take-up assumptions have
been hampered by the complexity of the solution and lack of cost transparency. The
Department does not have strong assurance that costs, take-up assumptions and

the level of contingency in supplier bids are reasonable. Ensuring value for money for
the £1.2 billion public investment now relies heavily on whether the Department can
effectively implement the in-life contract controls it secured for the Programme.

22  The Department is currently forecasting that it will complete the programme

22 months later than originally planned, reaching 90 per cent of premises 12 months
later than originally planned. Experience from similar projects suggests that government
is not strong at taking remedial action to guard against further slippage. At the end of
the Programme, BT’s wholesale infrastructure is likely to have benefited from £1.2 billion
of public money. Active involvement from Ofcom and the Department will be required to
monitor the impact of the Programme on BT’s position in the sector in the longer term.

Recommendations

23 The following recommendations are designed to help the Department use its
available levers to achieve value for money from the rural broadband programme
and lessons for future government projects. The recommendations are all the more
important given the June 2013 announcement that the Department’s programme will
be extended, with a new target to reach 95 per cent of premises by 2017.

For the rural broadband programme

a The Department should review all the reasons for the delay in roll-out to
date, and guard against further slippage. The Department’s current projections
suggest that the Programme will complete 22 months later than it originally
planned. The Department should identify all the reasons for the slippage and
then work with BT to establish where constraints exist and how to guard against
further slippage.

b  The Department should seek greater assurance that BT’s bid prices are
reasonable and do not contain excessive contingency. Analysis to date has
not been able to give a clear picture of the extent to which the prices at bid stage
include contingency. The Department should seek:

an explanation from BT on the differences between the actual costs of a
previous programme and costs included in tender bids;

further information in bid responses on cost drivers, unit costs and reasons
for cost variations to enable ‘should cost’ models to be applied;
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assurance from BT about how economies of scale are being passed to the
public sector; and

more detailed analysis on key risk items such as project management.

The Department should implement the procedures it is developing to
thoroughly monitor in-life contract costs, placing additional emphasis on
ensuring staff expertise. In particular, the Department and local bodies should:

evaluate the implementation of payment processes to inform later projects;

carefully monitor operational costs and, if BT makes significant efficiencies
over the bid costs, examine the scope for sharing in these;

consider the long-term need for sufficient financially skilled staff to support
invoice checking and clawback arrangements; and

take steps to assure itself that local authorities are appropriately staffed to
carry out robust checks.

The Department should consider evidence on take-up rates outside of the
Programme and discuss with BT whether its modelling assumptions are still
valid. Take-up rates are a key assumption in determining investment levels and
profits and can generate clawback for local bodies. If BT’s assumptions appear
conservative, the Department should support local bodies to use the clawback
mechanisms as early as possible, and to consider whether there are ways of
extending them.

For future projects

e

The Programme contains lessons which could be applied to the
Department’s other programmes and to wider government. The Department
sought to deliver a complex programme in a challenging time frame and designed
a range of value-for-money safeguards aimed to work together to provide
assurance. But there are some lessons which could be learned:

Programme design and safeguards should be directly linked by the number
and quality of market players as indicated by robust market analysis.

If competition is weak, the Department should require a sufficiently high
standard of financial transparency to be able to assure the reasonableness of
unit costs.

External benchmarking of prices to industry standards or a ‘should-cost’
model should be done early in the process to inform the assessment of all
supplier costs.
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Part One

Introduction

What is broadband?

1.1 Broadband is always-on internet access and is characterised by its bandwidth —
the amount of data that can be transferred per second. Currently broadband provision
is measured in millions of bits per second, abbreviated to Mbps. Once a broadband
service achieves a certain bandwidth — currently 24 Mbps as defined by the Department
for Culture, Media & Sport (the Department) — it is referred to as superfast.

1.2 Inthe UK, BT and Virgin Media’s networks are expected to enable superfast
broadband services to be available to an estimated 70 per cent of UK homes by 2015.
In general, provision of broadband access is through:

wholesale broadband providers, usually network operators, that provide the
infrastructure to connect customers’ premises to the internet; and

retail internet service providers that use the wholesale broadband providers’
infrastructure to provide an internet service to customers.

1.3 Basic broadband services can be delivered using different technologies including
wireless and satellite or over copper telephone wires. The latter offers speeds of up

to 20 Mbps, though the speed available depends on factors such as the distance

of premises from an exchange and the effects of electrical interference in the cable.

BT is rolling out an upgraded network that uses fibre-optic cable, which has significantly
greater capacity than copper wire. It is able to supply increased speeds to customers
by replacing some or all of the lower capacity copper cable between its core network
and the customer (Figure 1). This will enable BT to offer speeds well in excess of the
superfast definition.

1.4 Commercial operators such as BT and Virgin are planning to make superfast
broadband available to more than two-thirds of the UK. For example, BT has committed
£2.5 billion to a commercial scheme to roll out superfast broadband speeds of up to

80 Mbps by 2014. The commercial case for providing similar services to the remaining
more rural communities — referred to as ‘the final third’ — is more challenging as higher
infrastructure costs and lower population density will not yield the same profits for a
supplier. The government decided to intervene in the market and provide public subsidy
to suppliers to enable provision of broadband to these areas.
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Figure 1
How BT delivers superfast broadband
BT’s superfast broadband is enabled by upgrading the copper wires within the telephone

infrastructure with more fibre-optic cables. BT has significant market power in the UK for
wholesale local access.

Telephone exchange Links upgraded Eighty-eight per cent of these
enabled for from copper to fibre links will remain copper after
broadband use to improve speed the Programme, reducing

possible speed

Multiple
Multiple cabinets premises
per exchange per cabinet

Telephone
exchange
1 Il ]
T T
Core/backhaul network Local access network
BT provides links from all BT has 84 per cent of market
exchanges to the internet; share of local access network
other providers cover some outside Hull, 100 per cent in
exchanges. Twelve per cent rural areas’

of premises, mostly in rural
areas, have no choice over
who provides this link

NOTE
1 Review of the wholesale local access market — Statement, Ofcom (October 2010).

Source: National Audit Office analysis

The Department’s rural broadband programme

1.5 Broadband Delivery UK (BDUK) is a unit within the Department, created to
implement the government’s broadband policies. Ministers decided to create a rural
broadband programme, referred to here as the ‘Programme’ (Figure 2 overleaf).

In December 2010, the government announced a £530 million investment over the
current spending review period in the UK’s rural broadband network.! With additional
contributions from local bodies, total public sector funding is expected to be £1.2 billion.

1 Department for Business, Innovation & Skills and Department for Culture, Media & Sport, Britain’s Superfast
Broadband Future, December 2010.
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Figure 2
The roles of the Department for Culture, Media & Sport and
Broadband Delivery UK

The Department has responsibility for the rural broadband Programme

Department for Culture, Media & Sport
sets government’s broadband policies

p
Broadband Delivery UK (BDUK)

£150 "
m Super Connected Cities

1 . .
£150m Mobile Infrastructure Project

Rural Broadband Programme

The Department Sets Programme’s objectives
provides central

government funding n .
Administers grant payments to local bodies

£630m Establishes national procurement framework

Designs value-for-money controls/assurance regime
Supports local bodies through procurement and delivery
Acts as competency centre for state aid

£10m

Rural Community Broadband Fund

£10m via Department
for Environment, Food
& Rural Affairs

No set
amount

European Union

Within the scope of this report

Outside the scope of this report

Source: National Audit Office analysis
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Objectives and rationale

1.6 The Department developed five formal objectives for the Programme (Figure 3).
These objectives were further articulated with a target that 90 per cent of premises

in each of the areas covered by the Programme had access to superfast broadband.
The Department estimates commercial superfast broadband implementation across

all available networks will reach 72 per cent of premises in areas covered by the
Programme by 2015, leaving the publicly subsidised Programme to reach 18 per cent to
meet the 90 per cent target.

Funding the Programme

1.7 The Department allocated funds to local bodies? using a model which maps
access to broadband in different areas and estimates the costs of providing superfast
broadband to 90 per cent of premises. Figure 4 overleaf shows the Department’s
funding allocations.

1.8 Each of the 44 local bodies works in partnership with the Department and have
generally been required to at least match the Department’s grant funding. Local bodies
are accountable for their projects and their funding through their responsible financial
officer. Local bodies can seek funding for their contributions from their internal budgets,
through loans or through other sources such as grants from the EU’s European Regional
Development Fund.

Figure 3
The objectives of the Programme in the Department’s business case

The Programme has a range of objectives
Objective 1 To support economic growth in the UK, including in rural areas.

Objective 2 To ensure this country has the best superfast broadband in Europe
by the end of this Parliament (May 2015).

Objective 3 To ensure delivery of standard broadband to virtually all
communities in the UK within the lifetime of this Parliament.

Objective 4 To ensure the efficient use of funding to deliver superfast
broadband and standard broadband.

Objective 5 To assist other government initiatives which are dependent upon
customers’ ability to access broadband based services.

Source: The Programme’s outline business case

2 Alocal body refers to a local authority or group of authorities working in partnership, devolved government,
or Local Economic Partnership. Devolved government are accountable for their own projects.
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Figure 4

The Department’s funding allocations to local bodies total £462 million

The Department’s funding allocations varied widely by area, based on its model for broadband need

Local area

Scotland — 100.8

Wales

Devon and Somerset

Herefordshire and Gloucestershire

North Yorkshire, York

Cumbria

Norfolk

Lincolnshire

Suffolk

Lancashire, Blackpool, Blackburn with Darwen
East Sussex, Brighton and Hove

Durham, Gateshead, Tees Valley and Sunderland
Kent and Medway

Dorset, Bournemouth and Poole

Shropshire

Staffordshire and Stoke-on-Trent

Derbyshire

Northumberland

[ 10.6

Cambridgeshire, Peterborough

Essex, Southend-on-Sea, Thurrock

West Sussex

East Riding of Yorkshire

Merseyside

Wiltshire, South Gloucestershire
Hampshire

West Yorkshire

Nottinghamshire, City of Nottingham
Coventry, Solihull, Warwickshire

Northern Ireland

Buckinghamshire, Hertfordshire
Northamptonshire

Oxfordshire

Cheshire East & West, Chester, Warrington
Worcestershire

Leicestershire, City of Leicester

Isle of Wight

North Lincolnshire, North East Lincolnshire
Central Beds, Bedford Borough, Milton Keynes
Berkshire Councils

Surrey

Greater Manchester

Newcastle upon Tyne

Rutland

Sandwell and the Black Country

Project in implementation phase (June 2013)

NOTES

15.4
14.3

56.9
33.7
18.2
17.8
174
20 40 60 80 100

Funding allocation (Em)

B Project in procurement phase (June 2013)

1 Project status based on whether a contract had been signed as at June 2013.

2 From the Department’s £530 million funding, £462 million has been allocated to local bodies initially and £10m contributed to the Rural Community
Broadband Fund. The remaining £58 million has been assigned as contingency and central Broadband Delivery UK costs.

3 Sandwell and the Black Country was allocated £0.5 million of funding but opted not to develop a broadband project. Scotland was given a single allocation
but it is split between two projects: Highlands and Islands and Rest of Scotland. The Highlands and Islands project has entered implementation.

Source: Departmental data
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1.9 Local bodies procure a private sector supplier to build and operate the broadband
network. Local bodies can also put in additional money if, for example, they wish
suppliers to provide a higher level of superfast broadband access. The public sector
provides the balance of investment required following the supplier being able to make an
investment case for the funding. The assets created then become the supplier’s asset
for perpetuity, although they will have to be maintained at the supplier’s cost. Also, under
state aid® obligations the owner must offer wholesale access to other suppliers. Once
state aid obligations expire, the assets will be subject to normal regulatory controls.

The roles of the Department and local bodies

1.10 The Department designed the Programme’s overall approach to providing
publicly-subsidised broadband to rural areas. Following work in Cornwall and

South Yorkshire prior to the Programme, the Department piloted its approach in five
regions: Rutland, Cumbria, North Yorkshire, Herefordshire and Gloucestershire, and the
Scottish Highlands and Islands. It then conducted a lessons learned exercise focusing
on set-up activities, preparation for procurement and the choice of funding model,

as well as parallel activities such as work undertaken to stimulate local demand for
superfast broadband.

1.11 The Department chose four more regions to collaborate in a national procurement
framework process: Norfolk, Wiltshire, Devon and Somerset, and Suffolk. The
Department then ran a competitive process to assess suppliers which wished to be on
the framework. The framework was developed for local bodies to use if they wish, and
was designed to streamline the procurement process (Figure 5 overleaf). Local bodies
can use call-off contracts to procure a supplier. Seventeen of the eighteen local bodies
yet to sign contracts have chosen to use the framework.

1.12 Following state aid approval from the European Commission in November 2012,
the Department established a ‘competency centre’ authorised to certify that individual
projects have adhered to the approved principles and constraints associated with

state aid. The Department also has a support and assurance process for local bodies
throughout their procurement process. A Rural Projects Assurance Board reviews

the local body’s readiness to proceed to the next stage at pre-assigned checkpoints
throughout the process. The Department also assigns a senior key contact and supplies
advisory material, document templates and training courses to support each local body.

1.13 The local body is responsible for planning and running the rural broadband
project. It develops a Local Broadband Plan, provides funding to match central
government’s contribution, and negotiates the supplier’s financial contribution as part of
its procurement. The local body is also responsible for managing the supplier to deliver
the project and for instigating demand for superfast broadband by engaging with the
community to publicise its introduction to an area.

3 State aid is defined as an advantage conferred to suppliers on a selective basis by national public authorities.
The European Commission generally prohibits state aid, but allows government interventions in specific policy
cases within defined boundaries.
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Figure 5

The design and operation of the framework

The national broadband framework appoints suppliers to qualify for call-off contracts for local projects choosing to use the
framework and brings together funding from different sources

p
EU State aid

European Commission approval to provide public
funding to support an undertaking which may
distort competition

N e N
Broadband Delivery UK runs National
Procurement Framework

Suppliers established on framework
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Provides standard terms and conditions

Supporting assurance processes

VFM protections built into framework

Potential sources of funding
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-
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Department for Environment,

Food and Rural Affairs
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to national framework and can be
selected by call-off

Call-off contract

Call-off

Local body contract Supplier
Decides whether to procure <« 5 Winner of competition held
using local procurement or between suppliers appointed
(in this e>l<ample) via a call-off Agreed to national framework
from national framework el
Appoints winning supplier local body
and a

Allocates own resources to supplier
funding to broadband delivery
Responsible for managing
supplier delivery in their area

Central/EU/Local Supplier funding

body funding

Broadband delivery programme

Supplier implements wholesale broadband network connectivity for rural communities

NOTE

Service available

Internet service providers enter into agreement with supplier to provide retail internet
connections to consumers and small- to medium-sized enterprises

1 A number of local bodies have opted not to use the framework, and operate similarly to the above but with a competition open to suppliers

outside of the framework.

Source: National Audit Office analysis
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The Programme’s value-for-money safeguards

1.14 During the Programme’s design, the Department devised three categories of
controls for the Department and local bodies to operate together to provide appropriate
value-for-money assurance throughout the project (Figure 6 overleaf).

The regulatory environment

1.15 Ofcom is the independent regulator and competition authority for the UK
communications industries. It reviews the regulatory environment every three years.

It last reviewed the wholesale broadband market in 2010.4 At that time, Ofcom
concluded superfast broadband was not a separate economic market to existing
broadband services. Ofcom expected prices for superfast broadband to be constrained
by existing prices for lower speed services. Ofcom therefore elected not to introduce
charge controls on superfast services, instead giving suppliers that invested in these
services flexibility over prices. Ofcom highlighted the relatively small price premium
between superfast and lower speed broadband as confirmation that superfast prices
were being constrained as expected.

1.16 Ofcom also has powers to act as a competition regulator. It is currently considering
a complaint from an internet service provider about whether the margin between the
wholesale and retail prices of BT’s superfast broadband products is too small. Ofcom’s
definition of broadband markets, and whether it classifies superfast broadband as a
separate market, will be relevant to resolving this complaint.

117 As part of Ofcom’s 2010 review, it recognised BT’s significant market power in
wholesale line access provision. Ofcom therefore imposed regulatory obligations on BT
to encourage competition from other providers. It has introduced Physical Infrastructure
Access, which requires BT to allow competitors to pay to deploy their own broadband
wholesale infrastructure using BT’s ducts and poles. However, no provider has gone
beyond trials to deploy any new network assets using this access. It has also introduced
Virtual Unbundled Local Access, which enables competitors to compete with BT's retail
business using BT’s network. Ofcom is due to review this market later this year.

1.18 Ofcom provided technical assistance to the Department during the Programme’s
design but it is not regulating the costs charged by BT as part of any government
procurement. Ofcom holds BT cost data obtained under formal powers relating to its
regulatory functions but has not conducted a detailed review of superfast broadband
and anyway, is subject to statutory restrictions over disclosure of data to third parties.

4 Review of the wholesale local access market, October 2010, Ofcom.
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Figure 6

The Programme’s value-for-money controls

The Programme’s design provided the Department and local bodies with three types of value-for-money controls

1 Framework controls,
including competition

2 Call-off contracts

3 In-life contract controls

Control

Framework bidding process

Minimum standard of bid

Technology approaches
determined

Financial model

Reference solution

Consistency commitment

Cost comparisons

Wholesale product
price controls

Independent
Assurance Review

Invoice checking

Milestone payments

Supplier cost claim controls

Clawback mechanism

Investment ratio monitoring

Source: The Department’s documentation of process

Description

A competition was held for companies to be appointed to the national
framework within which most local bodies are procuring.

In order to be appointed to the framework, bidders had to meet defined
standards on affordability and leverage, transfer of risk, solution design,
outcomes and delivery.

Bidders were required to define the technology approach that they would
take and to meet defined standards.

Framework bids were required to offer a financial model showing the
make-up of the costs of their approach.

Bidders were required to submit a detailed solution for a scenario
representing a procurement call-off for a local area.

Written supplier commitment to consistency across its bids, and between
its bids and commercial broadband roll-out.

The Department offers local bodies reports comparing the costs of supplier
bids for that area to other available cost information, largely from bids in
other areas.

Contracts define allowable prices for the wholesale broadband product after
completion, meaning that rural prices must be in line with urban.

The Department commissioned an external body to report on the
reasonableness of costs and to make comparisons to external benchmarks
such as other countries and other types of infrastructure procurement.

The contract terms stipulate that local bodies and the Department have full
access to audit supplier invoices to determine the actual costs.

Local bodies and the Department only make payments to BT once it has
demonstrated that it has met certain implementation milestones.

Suppliers may only claim for direct, incremental capital costs. Claims are
not accepted for overheads or costs already incurred from deployment of a
supplier’s commercial deployment.

If supplier profits are higher than expected, local contracts stipulate that the
supplier must return a portion of the money to the Department or reinvest

it for further broadband deployment. Two mechanisms cover lower than
expected costs on initial capital expenditure and higher than expected
consumer take-up.

The split of funding between central government, local bodies and the
supplier is set out at the contract stage and at each milestone the supplier
must show that its investment at least meets the ratio in the contract.
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Scope of study

1.19 As at summer 2013, just over half of local bodies had signed contracts with
suppliers to deliver broadband services. Therefore, we will not be able to comment on
whether the Programme has delivered value for money. However, we can conclude on
the prospects of value for money and any risks remaining. The next sections provide our
assessment of:

the approach to establishing a framework procurement for the Programme,
including promoting competition (Part Two);

assurance over the transparency and reasonableness of costs in bids through
local call-offs and contract provisions (Part Three);

the adequacy of in-life value-for-money controls (Part Four); and
progress in delivering rural broadband (Part Five).

We describe our audit approach and evidence base in Appendices One and Two.
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Part Two

Promoting competition through a
procurement framework

21 Inthis part, we review the Department for Culture, Media & Sport’s (the Department’s)
approach to promoting competition through a procurement framework.

The Department’s market analysis

2.2 The Department undertook a high-level market analysis in 2011 when designing the
Programme. This analysis identified BT as “the only end-to-end provider of UK wholesale
and retail broadband with full geographic reach between homes and local exchanges”.
The Department understood that BT had significant competitive advantages, through:

economies of scale and scope;®
a highly optimised supply chain; and
an existing service footprint and a large field force.

2.3 The Department’s analysis concluded that consortia would be the most likely form
of any competitors to BT. Ofcom also stated that it was not surprised that BT won all

of the contracts to date, given its advantages in economies of scale which allow it to
operate more cost-effectively than other suppliers.

2.4 The Department engaged with the market to test its capacity, competitiveness
and appetite for the Programme. In late 2010, the Department undertook a theoretical
procurement exercise where 26 potential suppliers suggested basic broadband
solutions for three sample areas with challenging economics and connectivity issues.
This exercise indicated:

the availability and affordability of access to BT’s ducts and poles was likely to be
important to competitors;

the importance of scale: an area offering more than 20,000 potential end users
would significantly lower the size of the subsidy needed; and

mobile operators were not interested in engaging.

5 Aneconomy of scale is an advantage an organisation achieves through its size. An economy of scope is an
advantage obtained from a product or service diversification due to an ability to reuse common assets and
know-how.
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2.5 The Department engaged again with 16 suppliers in early 2011. Few suppliers
showed enthusiasm for the rural residential market and the Department felt the
mid-market network operators did not have the scale or scope to address one local
project on their own. This led the Department to conclude that the market had not yet
properly formed to address ‘the final third’. Despite these reservations, some companies
indicated their willingness to bid for appointment on to a competitive framework.

In particular, Fujitsu announced its intention to bring fibre-optic broadband to 5 million
homes and businesses in rural Britain.® Given this interest and EU state guidelines
requiring an open tender process, the Department decided to follow a competitive
approach to procuring broadband provision.

Addressing the needs of local bodies

2.6 As well as a market assessment, the Department also had to consider the needs of
local bodies and their role in delivering the Programme. The Department sponsored five
pilot procurements in the first half of 2011 to test how local bodies could work together
to develop comprehensive broadband plans and procure effectively. The Department
used these pilots to conduct an early lessons learned exercise which found:

Local bodies can develop plans tailored to meet local requirements.

Suppliers only had capacity to address a relatively small number of procurements at
the same time. The Department would have to manage the flow of projects through a
procurement pipeline to ensure it remained manageable for interested suppliers.

All five pilots chose a gap funding investment model, although some explored

other commercial arrangements. The investment gap is the public contribution
required to a supplier’s investment in broadband infrastructure to make a project
commercially viable. Both the Department and local bodies preferred a gap funding
model as this approach transfers many risks to the supplier and allows local bodies
to make use of up front private sector investment. It avoids the local authority

from having the ongoing responsibility for managing the network which might
require considerable specialised skill and knowledge rarely found in local bodies’
information technology departments.

6 Fujitsu unveils plans to bring fibre to 5 million homes and businesses in rural Britain, Fujitsu 13 April 2011.
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The Programme’s procurement approach

2.7 In designing the Programme, the Department had to consider many trade-

offs, such as cost, timing and risk factors versus encouraging competition for the
framework, or a locally led approach to fit local circumstances versus the economies

of a one-size-fits-all template approach of a national framework. The Department
proceeded with the development of a national procurement framework that local bodies
would use to competitively call-off suppliers. The Department did not mandate the
framework’s use, nor did it insist on use of the gap funding model. Other commercial
delivery models were available but not viewed favourably by many local bodies
particularly following the South Yorkshire Digital Region project completed in 2012 which
used a public-private joint venture investment model but which has failed to attract
sufficient retail interest in the service. The Department did not pause to evaluate the
success of the pilot projects in attracting competition.

2.8 Since competition was envisaged to be a key value-for-money safeguard, it was
important to design a framework that would attract sufficient competition to drive
down costs and offer high quality solutions. The Department’s chosen approach

has advantages such as lowering public sector cost and risk compared with other
approaches, but involves trade-offs that reduce potential competition (Figure 7).

Figure 7

Advantages and disadvantages of the Department’s preferred procurement approach

The Department’s preferred design involved risk and competition trade-offs

Preferred/chosen option

Gap funding

Contracting through
a prime contractor

National procurement
framework

Locally run delivery

NOTE

Risk and competition trade-offs

Advantages

Commitment of public funding known
in advance and fixed.

Outturn risk transferred to supplier.

Transfers deployment and technological
integration risk away from local body to supplier.

Single negotiation of core requirements, baseline

solutions, commercial terms and cost information.

Mini call-off competitions more efficient than
repeated full Official Journal of European Union
(OJEU) procurements in each local area.

Responsive to local needs and priorities.

Attracts additional funding from local bodies.

Disadvantages

Favours suppliers with existing secure
revenue streams. New entrants have
to attract users to new network.

A challenge for small- and medium-sized
enterprises to raise relatively large sums of funding.

Local bodies in framework have reduced options
to achieve faster procurement.

Minimum financial thresholds required for
pre-qualification rule out smaller competitors and
narrow the field of potential bidders.

Does not deliver the economies of scale
achievable from a national procurement.

1 This analysis was based on the Department’s documentation, evidence submissions received from Independent Networks Cooperative Association
(INCA), UK Broadband and discussions with unsuccessful bidders.

Source: National Audit Office analysis
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2.9 The Department conducted only a high-level analysis of time and cost savings
around the different procurement options in terms of local versus national delivery.

We found no evidence of a separate cost-benefit analysis. Instead the Department
focused on each option’s risk profile. Its strategy acknowledged previous public sector
schemes which had taken different approaches and shown benefits such as increased
openness, but also low take-up and higher cost. It did not analyse these in detail.

The lack of competition for broadband contracts

2.10 There has effectively been little competition to supply rural broadband infrastructure
through the Programme. Nine companies pre-qualified to bid to be on the national
framework, including companies across the outsourcing, telecommunications and
construction sectors. However, three withdrew immediately and a further three withdrew
during the first phase of competitive dialogue. The Department mostly assessed the
three remaining bidders against thresholds based on technical and financial criteria
rather than direct competition, only comparing leverage to other bidders. A consortium
including small- and medium-sized enterprises failed to pass this stage, leaving only BT
and Fujitsu to be appointed to the framework. Suppliers reported finding the bidding
process very difficult and complicated.

2.11 Additional state aid-related requirements were a factor in some bidders
withdrawing or having to change their technological approach, including the supplier
unsuccessful at the final tender stage. The framework required bidders to comply
with the EU’s state aid regulations, which have additional requirements for non-fibre
approaches such as wireless or satellite technology. Requirements include suppliers
with non-fibre solutions offering a fibre-based upgrade when economically feasible.
Stakeholders told us that the design of the Programme had particularly hampered
suppliers’ ability to compete against BT because:

a model which does not underwrite market risks favours companies with existing
secure revenue streams;

consortia are required to be led by a member acting as a prime contractor which
has the financial strength and capability to bear key project risks alone; and

the existing state aid and regulatory conditions are not sufficiently attractive to allow
competitors to BT.
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2.12 The Programme has produced limited competitive pressure. Of 26 contracts
agreed by June 2013, all were awarded to BT. Two local projects prior to the programme
had been won by other companies and there was some competition early in the
Programme. However, only three projects so far have attracted more than a single
bidder at final tender stage (Figure 8). These three were non-framework procurements.
There is little prospect of competition for the remaining contracts as all but one of the
remaining procurements are using the framework. This means only BT or Fujitsu can be
awarded the contract. However, in March 2013, Fujitsu announced its intention not to bid
for any further contracts, stating that “many of the economic, regulatory and technical
factors required to make the business attractive to Fujitsu could not be delivered”.

This left only BT actively participating.

2.13 The Department set out in its business case the actions it might take if the market
was not able to provide sufficient competition. In such circumstances, the Department
might enter into bilateral contracts with key suppliers instead, if multiple procurements
with the same supplier would offer limited value. The Department did not implement this
option, despite the limited competition. The Department told us that key value-for-money
protections had already been secured through the competitive procurement. It stated
that reopening the procurement would add delay and offer little prospect of improving
value for money further. It told us the economies of scale achieved from a national
negotiation were likely to be outweighed by the benefits and additional funding gained
through a locally-led approach. The Department added that by the time it became
apparent that competition was weak, it did not want to reopen BT contract negotiations
nor restart the state aid process given the commercial and legal risk and tight

delivery timetable.
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Figure 8

Procurement pipeline

Some pilots and other areas were in the course of procurement while the framework process took place,
and most resulted in single tenders.

Pilot areas Other non-framework areas

2011
January
February Wales: 5 bidders pre-qualify
March Cumbria: 5 bidders pre-qualify Lancashire: 2 bidders
April
May North Yorkshire: 6 bidders

Rutland: 4 bidders
June Herefordshire & Gloucestershire: 7 bidders Surrey: 3 bidders

Highlands and Islands: 4 bidders
July
August
September ® Rutland becomes single tender
October ® Lancashire becomes

single tender

November Pilot lessons learned published
December ® Herefordshire and Gloucestershire

becomes single tender
2012
January ® Highlands and Islands becomes ® Wales becomes single tender

single tender
February
March
April Cambridgeshire: 3 bidders
May
June
July ® Cumbria becomes single tender

North Yorkshire ends: 2 tenders
August Oxfordshire: 2 bidders
September Surrey ends: 3 tenders
October
November ® Oxfordshire becomes single tender
December
2013
January
February Cambridgeshire ends: 2 tenders
® Becomes single tender Ends with multiple tenders

Source: Departmental records

Framework process

Prior information notice issued

OJEU procurement
notice issued

9 bidders pre-qualify
Dialogue phase one: 6 bidders

Dialogue phase two: 3 bidders

Evaluation: 2 of 3 bidders pass

BT and Fujitsu appointed
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Part Three

The transparency and reasonableness of costs

3.1 The Department for Culture, Media & Sport (the Department) operates a series of
controls to assess and control the reasonableness of costs included in bids submitted
by suppliers for delivering rural broadband (see Figure 6). This part examines the
effectiveness of these controls and the evidence available to date on actual costs in bids.

Cost control mechanisms

3.2 The overall reasonableness of the amount of public sector subsidy a supplier
requires to undertake a rural broadband programme depends primarily on two sets
of assumptions:

the build cost of the broadband infrastructure; and

forecasts on the supplier’s investment and profits, which in turn depend on
assumptions about future prices, take-up and operating costs.

3.3 We can look at the transparency of costs in bids at two stages:
when suppliers are bidding to be on the framework; and

when suppliers submit bids to local bodies under call-off arrangements.

Cost transparency when bidding to be on the framework

3.4 The Department intended that the competitive appointment of suppliers to the
procurement framework would include an evaluation of the costs and cost models
associated with those bids. These involved:

A reference cost book, intended to be an input to the financial model for each local
body bid providing a list of costs. The Department intended the reference cost
book to provide transparency on costs, although it recognised that actual costs
would differ between bids.

A notional bid. The Department required suppliers to submit a bid for a notional
local scenario as part of the framework bidding process, to illustrate their technical
and financial approach.
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3.5 BT used its commercial roll-out model to price its bids under the framework and
provided the Department with a summary reference cost book based on output costs
per user connected that did not meet the Department’s intended level of detail. BT did
not provide the Department with the detailed model, citing commercial confidentiality and
a high degree of complexity. This makes it difficult for the Department and local bodies to
gain transparency over the level of costs included in BT's local bids. Several local bodies
we consulted told us that they do not understand the costs included in bids or whether
variations from the reference cost book were justified, although others valued the
reassurance the Department offered through its bid comparisons (see paragraph 3.7).

3.6 The Department’s initial evaluation of BT’s financial model gave a score of seven
out of twenty, where a score of eight or more was required to get on to the framework.
One of the requirements for the model was that “the cost book is provided to the
necessary level of detail to enable understanding of key cost drivers”. At the initial
evaluation, BT, like other bidders, failed at least one of the evaluation criteria and was
given the opportunity to provide clarifications. In response, BT:

provided a limited description of cost drivers including how rural an area is and
its line lengths;

agreed to give contractual assurance for each local project that it would charge its
costs on a consistent basis across its commercial and hon-commercial programmes.
BT was not prepared to agree to inspection rights so the Department has to rely on
self-certification from BT and cannot check that this clause has been applied; and

agreed to submit to a cost benchmarking exercise (see paragraph 3.11).

Following these measures it was still not possible to see a complete relationship
between cost drivers, unit costs and output costs. The Department assessed that there
was sufficient transparency and BT’s revised approach was scored at the minimum pass
rate of eight out of twenty.

Call-off contracts

3.7 For each local body call-off contract, bidders are required to submit a project
financial model which includes details of volumes, costs, revenues and profits during
the contract period.” The Department produces a bid comparison report to help local
bodies assess the reasonableness of costs in the bids. These reports analyse cost
indicators such as capital expenditure and supplier funding, and compare the bid to:

earlier BT bids under the framework;
BT’s reference cost book; and

where possible, BT bids for non-framework contracts funded by the
Department’s grant.®

7  Contract period is 10 years but BT evaluates its bids over 15 years and provides a 10- and 15-year financial model.
8 Since non-framework contracts do not necessarily use the financial model for the framework, the data available to
the Department to undertake the comparison may differ.
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3.8 However, this analysis was significantly weakened by the absence of a ‘should
cost” model, or comparison with other non-BT bids, which would provide a strong
benchmark for reasonableness. The Department has not compared the bids back to
several other models to estimate costs and profits as they were not completed on a
comparable basis (Figure 9). A first draft ‘should cost’ model for one bid was completed
in May 2013 as part of an external benchmarking review.

3.9 We identified further limitations of the bid comparison process:

Less data in some cases to compare bids against each other — bids outside

the framework presented their cost models in differing formats making some
comparisons harder. For two cases outside the framework, comparison reports
were only prepared after a contract with BT had been signed and in a further case
a comparison report was not undertaken.

The process is focused on the forecast build costs and does not fully consider the
forecast profits and return of the supplier.

3.10 Despite its limitations, the bid comparison process has so far offered some
reassurance to local bodies and has led to a few changes to bids. For example, the
Department identified BT as overcharging for project management costs by £3 million
in one area, and made BT remove the identified costs from that bid. Some local bodies
reported that they valued the Department’s support in checking bids.

External benchmarking review

3.11 The framework contract provides for an external consultant to review the
reasonableness of costs in bids. The Department commissioned this review

in February 2013 to provide assurance to itself and to local bodies about the
reasonableness of the costs contained in the contracts BT is signing with local bodies.
This review attempts to compare the Programme’s costs against other available cost
data, including international data, UK comparators and other broadband projects
although it did not succeed in finding robust international comparisons.

3.12 Afirst draft of the review was completed by Grant Thornton and Atkins Global in
late May 2013, five months after BT's first bid under the framework concluded. By that
point, half of local contracts had already been signed with BT, so any desired changes
would require contractual mechanisms to remedy. The Department envisages that the
review will allow it to focus its attention on risk areas identified. It may also use contract
dispute clauses and increased focus on in-life controls such as invoice scrutiny to
exert pressure on BT to justify or reduce its costs as required. Figure 10 on page 32
summarises the draft findings.
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Figure 9
Models used in estimating the costs and profits of the Programme

In comparing local bid costs, the Department has only used some of the many models it and bidders have developed
to estimate the costs and profits of the Programme

e N\ N\
Funding allocation model Supplier models as part of framework bids External benchmarking
October 2010 March 2012 review (Draft)
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Based on supplier data and model Reference cost book Notional call-off model
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Source: National Audit Office analysis
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Figure 10
Draft findings and recommendations on reasonableness of costs
from the consultant’s review

The review found that bids under the framework are generally consistent but highlighted
some issues

Comparison Finding
Reviewing and comparing The structure of the financial models used for bids under the
call-off bids framework is consistent but the models lack detail and transparency,

which prevents the consistency of solution costs from being fully
reviewed and validated.

There appears to be reasonable consistency of pricing across bids
under the framework.

There is less cost driver data available for non-framework
projects funded by the Programme but there also appears to be a
reasonable level of consistency between the pricing of framework
and non-framework projects except in areas such as project
management costs, operating costs and profits.

Take-up assumptions and project management costs in framework bids
were not in line with recent actual outturn data from a similar project
completed prior to this Programme.

Comparing call-off costs to The consultant attempted to compare two projects under the

‘should cost” model framework to a ‘should cost’ model. The build costs of one project is
in line with market expectations, subject to assumptions made about
BT’s approach. It was not possible to complete the same analysis for
the other project due to lack of data.

Gaining efficiencies across the The review anticipates that BT is likely to secure further economies of

entire programme scale as it completes more local projects. It is not currently clear how
any savings would be passed to local bodies, though the milestone
payment process is designed to pick up differences between the
forecast costs and the actual costs invoiced.

NOTE
1 Based on provisional findings.

Source: Grant Thornton, External benchmarking review

Emerging evidence on the reasonableness of costs in bids

3.13 There are a number of contractual and other mechanisms that mean that it would
be sensible for BT to include contingency when bidding for contracts under the rural
programme. These include the asymmetric nature of the clawback mechanism (which
means that BT has to fund any overspend but doesn’t benefit from any underspend),
and the complexity it faces in estimating actual costs. Whether a high bid from BT would
result in the public sector being overcharged would depend on whether BT claims
ineligible costs and on the effectiveness of in-life control mechanisms. The in-life control
mechanisms are assessed in the next part of this report.
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3.14 The Department does not know how much contingency BT has included in

bids due to the limited transparency it secured in its framework contract (paragraphs
3.4 to 3.10). We sought to examine the emerging evidence on the reasonableness of
costs in BT’s bids. In doing so, we have focused largely on the cost of enabling cabinets
for superfast broadband due to data availability. Street cabinets act as a key link
between individual premises and the wider network. These cabinet costs amount to an
estimated 36 per cent of all costs (Figure 11). Our analysis uses the average cost per
cabinet included in bid costs for 18 contracts awarded under the framework in England.®
We excluded nine other bids from our analysis as they were either unrepresentative,

or were submitted in a different format without comparable data. BT’s average bid cost/
per cabinet across these 18 bodies varied from £19,600 to £51,000 with an average of
£28,900 (Figure 12 overleaf).

Figure 11
Contribution of different categories of cost to total spend

Street cabinet enablement costs account for an estimated 36 per cent of total costs

Estimated percentage
of total cost

Capital costs

Street cabinet enablement costs 36
Costs associated with connecting a premise to a cabinet 4
Other technical solutions (predominantly enabling fibre direct 20

to premises)

Other capital costs (mainly project management and 17
improvements to BT’s backhaul/core network)

Capital costs total 77
Operational costs 23
Total 100

Source: National Audit Office analysis of departmental data on 18 BT bids

9 The 18 contracts reconciles to the 26 mentioned elsewhere in this report as follows: the 18 includes East Sussex
for which a contract has not yet been signed but for which cost data is available. The 18 does not include
7 contracts from outside the framework, submitted in a different format, for which less data was available:
Cambridgeshire, Cumbria, Herefordshire and Gloucester, Lancashire, North Yorkshire, Rutland and Surrey. It also
excludes the Highlands and Islands in Scotland, due to the greater technical complexity involved in reaching rural
areas of Scotland and excludes Wales due to the different European funding regulations applying in that country.
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Figure 12
BT’s average cost per cabinet enabled for 18 English local body bids

BT’s bid costs varies from £19,600 to £51,000 with an average of £28,900

Cost per cabinet enabled (including project management) (£000)
60

England English England
local average local
body with body with
lowest highest
cost cost

Source: National Audit Office analysis of departmental data on 18 BT bids

3.15 Figure 13 describes three of the sources available to us to assess the
reasonableness of BT’s street cabinet enablement costs. One of these sources is the
Department’s own analysis of actual invoices from a completed project in Northern
Ireland. BT has further helped us to examine the Department’s analysis by sharing
some additional data with us that it had not previously shared with the Department.

The method and assumptions made by each of these three sources was quite different;
they have different strengths and weaknesses and they have reached differing estimates
of cost. The three cases capture the range of cost estimates and would lead to different
conclusions on the amount of contingency included by BT.
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Figure 13

Comparison of estimates of the cost of enabling a street cabinet with BT bid costs

The three estimates presented below capture the range of cost estimates we have seen for enabling a street cabinet and
would lead to different conclusions on the amount of contingency included by BT

Brief descripton
of methodology

Finding

Strengths
of finding

Limitations
on finding

Departmental
analysis of invoices in
Northern Ireland

The Department has analysed
invoice data held by the Northern
Ireland Executive that justifies

the amount the Executive has
funded for a superfast broadband
scheme. BT has then split this

for us into street enablement and
other costs.

The Northern Ireland average
cost per cabinet enabled is

12 per cent below the average

BT bid in England but is within the
range of values seen in England.

Northern Ireland is the only
model available to us that uses
real, rather than modelled,
expenditure.

Applicability of the Northern
Ireland average to the whole of
England is uncertain. Specifically
cost inflation, number of cabinets
enabled as part of commercial
roll-out and terrain factors will
give rise to differences.

Analysis by Atkins Global for
Grant Thornton as part of the
Independent Assurance Review

Atkins Global has used its expertise
and experience from being a
managing agent for around a dozen
UK telecom networks to undertake
a detailed estimate of BT’s network
layout and costs.

The Atkins ‘should cost’” model for
Northamptonshire is 3 per cent
higher than BT’s actual bid for

the area. Atkins was not able to
complete analysis of a second
local body area, Suffolk, due to
the difficulties it encountered

in modelling a more complex
technical solution.

Atkins’ model is the only model
available to us that has tried

to match a corresponding BT
bid identically.

Applicability of results in one local
body to the whole of England

are uncertain: Northern Ireland
had more than 5 times as many
cabinets as Northamptonshire; the
Department’s scheme will have at
least 70 times as many cabinets
as Northamptonshire.

Source: National Audit Office analysis of Departmental, The Bit Commons and Atkins Global data

Analysis by
The Bit Commons Ltd

The Bit Commons Ltd is a small
independent company that has
calculated the cost for a telecoms
operator other than BT in providing a
technical solution equivalent to BT's.
It has then used this to estimate the
incremental cost to BT, typically by
applying a margin or volume discount.

The Bit Commons Ltd estimated
average cost per cabinet enabled is
57 per cent below the average BT bid
in England and 37 per cent below
the lowest average value seen in an
English bid.

The Bit Commons work evidences
costs for other telecom providers.

The estimated cost is heavily reliant on
the margin or volume discount factor
BT can obtain compared with the

costs of another telecoms operator.
The Bit Commons currently assumes
70 per cent for this factor which

seems optimistic. The Bit Commons
estimate is less than half the cost that
the Department found when analysing
Northern Ireland invoice data. The
Department therefore considers that this
model greatly underestimates the actual
costs of deployment.
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3.16 The benchmarks available for the remaining 64 per cent of costs are more limited
and for each element we either have one source or no benchmark sources:

Costs of connecting a premises to a cabinet (4 per cent of the total). The
Atkins Global work on Northamptonshire found that the BT bid cost was 6 per cent
below the modelled market expected cost. The Department’s work on Northern
Ireland and the Bit Commmons work did not consider these costs.

Other technical solutions (20 per cent of the total). The Atkins Global work

on Northamptonshire found that the BT bid cost for fibre to the premises were

2 per cent below the modelled market expected cost. These costs amounted to just
4 per cent of the total cost in Northamptonshire, significantly less than the national
average. The Bit Commons work did not consider these costs. These costs were not
incurred in Northern Ireland.

Other capital (project management and backhaul) costs (17 per cent of the total).
Our analysis of the Department’s work on Northern Ireland found that other capital
costs in England were more than twice those in Northern Ireland. BT have told us that
this could be due to different market conditions in England and that the projects are
generally longer, and more complex, than in Northern Ireland. The Atkins Global work
on Northamptonshire and the Bit Commons work did not consider these costs.

Operational costs (23 per cent of the total). No benchmarking was available to
us on these costs.

Overall, we consider that the Department does not have strong assurance over the
appropriateness of the levels of contingency.

Projected cost of the Programme to the public sector

3.17 The capital cost of the Programme has not varied significantly between the

2011 business case and June 2013, but the percentage contributed by suppliers has
been lower than originally anticipated (Figure 14). The Department’s 2011 business
case included a range of modelled scenarios for broadband coverage and cost. The
Department allocated its funding on the basis of its conservative model, recognising
that this was built on assumptions that would need to be validated over time. This
conservative model projected a capital cost of £1,547 million and that suppliers would
contribute around 36 per cent of total Programme costs, some £563 million. The latest
projections extrapolated from 19 finalised contracts suggest that total cost will be
almost the same at £1,576 million. However, the local authority contribution has risen by
over £200 million to 46 per cent of the total. This is mostly because the Department’s
estimate of the supplier funding they would be able to attract has proved too optimistic.
BT is now expected to provide only 23 per cent of funding, with contributions ranging
from 15 to 38 per cent. Overall BT is expected to commit £207 million less to the
Programme than the Department had modelled in 2011. The Programme is, though,
projected to achieve greater coverage than originally planned: 92 per cent, rather than
90 per cent, coverage of superfast broadband is now expected. The range of coverage
in local body areas is estimated to vary between 81 per cent and 99 per cent.



The rural broadband programme Part Three 37

Figure 14
Comparison of capital costs and coverage, outline business case to latest projection

The total cost of the Programme has not varied significantly between the 2011 business case and June 2013, but suppliers
are now expected to contribute £207 million less than originally anticipated with the shortfall to be met by local bodies

Projection in Outline Latest Projection Variance
Business Case (June 2013)
(November 2011)
£ million Percentage £ million Percentage £ million As a percentage
of total of total of amount
projected in
November 2011

Departmental funding 490 32 490 31 0 0

Local bodies (including 494 32 730 46 236 48
European) funding

Total public sector funding 984 64 1,220 77 236 24
Supplier funding 563 36 356 23 -207 -37

Total cost 1,547 100 1,576 100 29 2
Anticipated superfast broadband 90 92

coverage (percentage)

NOTE

1 From the Department’s £530 million funding, £462 million has been allocated to local bodies initially and £10 million contributed to the Rural
Community Broadband Fund. The remaining £58 million has been assigned as contingency and central BDUK costs. The above table assumes that
£28 million of this £58 million is assigned as contingency in line with the Department’s business case projection.

Source: National Audit Office analysis of departmental data
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Part Four

The adequacy of in-life value-for-money controls

4.1 This part examines the final set of value-for-money safeguards, those that cover
the in-life operation of the Programme. We have not been able to fully test these controls
because implementation is just beginning.

4.2 Figure 6 described the Department for Culture, Media & Sport’s (the Department’s)
main in-life controls. Local bodies will be responsible for implementing these in-life
controls, with the Department offering them support.

4.3 The main in-life controls are:

that payment is only made to the supplier once it can demonstrate that it has
achieved a milestone;

that payments are based only on actual incremental capital expenditure and in
accordance with the investment ratio agreed with the supplier; and

clawback — if more premises take up superfast broadband than expected at
the bidding stage, additional profits are shared with the public sector.

Milestone payment mechanism

4.4 Contracts between local bodies and BT specify that payments will be made only
once key milestones have been achieved. Milestones will typically include the completion
of a full survey, building of particular infrastructure and availability of services. The
underlying contract requirements on this point are strong but to work well they have to
be implemented effectively, which is the responsibility of local bodies. The Department
has worked with Suffolk council and other local bodies to develop a robust in-life
contract management process, known as ‘milestone to cash’. This process enables
local bodies to agree with BT a detailed baseline for the implementation plan, which
defines what BT will build, by when and for how much. The process should give local
bodies the detail required to make a strong assessment at each milestone.
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Payment on actual expenditure

4.5 In addition to specifying milestones, the Department intends that local bodies will
also check invoices to ensure that payment is made only on actual expenditure. When
BT submits a milestone claim to a local body, it must also submit invoices with a detailed
breakdown of the expenditure incurred in achieving that milestone.

4.6 Given the high number of invoices expected once most local projects are in
implementation, the Department is planning a system of collating BT’s invoice costs
centrally and reviewing them on a risk basis, focusing on higher-risk cost categories
such as project management and staff costs. The Department is also developing its
processes to support local bodies in their invoice monitoring.

4.7 The process seems robust and, in particular, should allow local bodies to validate
that equipment costs are correct and are incremental to BT's commercial roll-out.
However, no open book procedure is perfect and some risks remain:

BT estimates that around 40 per cent of costs are likely to be for BT's own staff.
Compared to equipment, it is significantly harder to verify the accuracy of such
costs, even using timesheet data.

Local bodies are likely to require resources to monitor costs and respond as
necessary. For example, the £79 million broadband project in Cornwall, which is
due to complete in 2013, will lead to an estimated 18,000 invoices.

The Department will also require resources to make comparisons across
local bodies.

4.8 Once the capital expenditure incurred has been validated, the actual amount to be
paid to BT is agreed:

If actual expenditure is equal to or higher than expected, then the amount agreed
in the financial model is paid to BT, with BT meeting any shortfall.

If actual expenditure to date is lower than expected, then a clawback mechanism
operates. The amount refunded is calculated using the difference between actual
and expected expenditure and the ratio between public sector and BT investment
in the local project.

4.9 The local body has discretion to use any clawback amount to reduce the amount
paid to BT, credit the amount to an investment fund for additional broadband investment
in the local area, or a combination of the two. The use of an investment fund gives BT an
incentive to identify underspends early as these can be used for additional investment in
BT’s roll-out.
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Clawing back additional profits

4.10 BT’s bid to each local body makes assumptions about the revenues they will receive
as retail customers switch to superfast broadband. If the number of premises that take
up superfast broadband is higher than expected, then profits are shared with the public
sector for the ten years of the contract. BT is bearing the risk that take-up is lower than
expected. Local bodies told us that administering these clauses may be difficult as they
expect the number of staff at a local level to diminish once roll-out is complete.

4.11 The robustness of BT’s bid assumptions on take-up and profit margins are critically
important to the robustness of this control. This is because the amount to be clawed back
is dependent on bid, rather than actual profit margins. It was sensible for the Department
to negotiate this with BT as it significantly simplifies the clawback calculation. However,
profit margins were not fully considered at the call-off contract bidding phase (see
paragraph 3.10) and ‘should cost’ modelling in an external benchmarking review did not
consider operating costs, a key determinant of profit margins.

412 It is currently too early to assess whether modelled assumptions on the number
of premises taking up superfast broadband are high or low. BT has currently assumed
that, seven years after superfast broadband has been enabled, 20 per cent of premises
will be using it. This is lower than the 25 per cent assumed by the Department, on

the advice of industry experts, when producing its 2011 business case, and lower

than some international comparisons. It is also lower than the current take-up rate in
the areas covered by the public-funded Northern Ireland project and lower than BT’s
bid take-up rate for the same project. However, it is higher than the 10 per cent BT is
currently achieving nationwide.

Overall distribution of risk
4.13 The overall distribution of risk is dependent on:
who bears the risk contractually;

the effectiveness of competition and transparency arrangements, in particular
benchmarking, in producing an efficient bid; and

the effectiveness of open book and clawback measures in enforcing the sharing of
risk in line with the contract.

4.14 Generally, the contractual arrangements the Department has secured mean that
the supplier bears the risk that things turn out worse than expected (downside risk) while
the public sector will enjoy many of the benefits (upside risk), provided benchmarking
and open book factors combine effectively. However, operational costs were not
benchmarked through the external benchmarking review and are an area where the
supplier takes any benefit from efficiency (Figure 15).
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4.15 Given that the supplier is bearing the risk that things turn out worse than expected,
it is reasonable to expect that it should be rewarded for bearing that risk. The contractual
arrangements, including clawback, were the result of negotiations with BT. However, we
have seen no quantified assessment by the Department of the amount of risk it believes
has been transferred to the supplier or whether the price paid for that is reasonable.

BT’s willingness to use a 15-year investment model in this Programme suggests that it
does not expect downside risks about cost and take-up to come about.

Figure 15
Overall distribution of risk

Generally, the supplier bears the majority of the downside risk while the public sector will enjoy many of the benefits.
Operational costs are an exception to this.

Risk factor Who benefits if factor turns out Who may lose Was item subject to benchmarking?
better than expected? if factor turns
out worse than
expected?
Volume (take-up) Shared for seven years after Supplier Yes — take-up in bids is lower than benchmark
implementation, thereafter supplier as a result of negotiations.
Wholesale price to Supplier (but typically prices reduce Supplier Yes —identical to supplier’s pricing outside
customers in telecoms market as products the Programme.

become mature)

Operational costs Supplier Supplier No — external benchmarking review found
consistency between bids under the
framework but not between framework
and non-framework bids. Not covered
by ‘should cost’ modelling in external
benchmarking review.

Capital costs (street Public sector Supplier Yes — ‘should cost’ modelling in the external

cabinet enablement) benchmarking review and range of other
benchmarks including details of actual costs
in Northern Ireland.

Other capital costs Public sector Supplier Limited — some coverage in ‘should cost’
modelling and Northern Ireland actual data
but neither source covers in full.

NOTES

1 Where the public sector shares, or gets the whole benefit, from a factor turning out better than expected, the contract includes mechanisms for
some of that to be invested in additional supplier infrastructure where the local body and supplier can agree the scope.

2 The contract includes provisions for a detailed survey after contract signature which may alter some of the capital costs and require either a scope
change or some additional expenditure from the public sector. After this point the supplier bears the full risk on capital costs.

Source: National Audit Office analysis
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Part Five

Progress in rolling out rural broadband

5.1 This part looks at the Programme’s prospects for delivering superfast broadband
in line with its original May 2015 target and the likely impact of the Programme on the
UK broadband market.

Progress of broadband implementation

5.2 The Programme faced a tight timetable and has encountered some delays. One
significant cause was the EU state aid approval process, which took eleven months

rather than the expected five months. The application was submitted in January 2012
and approved in November that year, following lengthy discussion of factors including:

the range of technologies eligible for subsidy, particularly the treatment of
wireless solutions; and

third parties’ wholesale access to subsidised infrastructure.

5.3 The majority of local projects have suffered delays, with an average delay

of six months compared to expected dates set out in Local Broadband Plans in
February 2012. A number of local projects were directly delayed waiting for state aid
approval before contracts could be signed. Some local bodies we spoke to expressed
frustration at this delay and the way in which it was communicated by the Department
for Culture, Media & Sport (the Department). The Department and BT will now have

to work with local bodies within a tighter timescale, putting more pressure on the
Department’s pipeline of local projects. It has set up workshops for local bodies to
help speed up implementation and enacted legislation to accelerate deployment of
broadband networks.

5.4 ltis unlikely that the government will meet its original target of completing the
Programmme by May 2015. The Department’s projections show that only 4 out of 44 local
projects are projected to be completed by May 2015, with the Programme not completed
until March 2017 (Figure 16), when around 4.6 million premises will be reached overall.!®
The 44 projects cover areas including 23.6 million premises in total, with 16.2 million of
those expected to be covered by the commercial roll-out of superfast broadband. In
June 2013, the Department issued a revised target. It now aims to ‘secure delivery of the
rural programme by December 2016".

10 Analysis based on best available data. However, the Department’s data are incomplete so there remains a high
degree of uncertainty over achievements and timing of superfast broadband roll-out.



The rural broadband programme Part Five 43

5.5 Ministers also set the Programme a target of ensuring that superfast broadband
coverage reached 90 per cent in all local areas. The Department estimates that overall
superfast coverage in Programme areas will reach 90 per cent in May 2016, 12 months
later than the Programme’s initial planned completion date (Figure 16). It expects only nine
areas to have reached 90 per cent coverage by May 2015. On completion in March 2017,
overall superfast coverage in Programme areas is estimated to be around 92 per cent.
The coverage varies by local body, between 81 and 99 per cent, and four bodies are

not currently projected to reach the 90 per cent target: Highlands and Islands, Cumbiria,
Norfolk and Suffolk. The Department’s funding allocations (Figure 4) were designed to
allow each local area to reach superfast broadband coverage of 90 per cent, indicating
the Department’s funding allocations may require some revision if the ministerial target is
to be met. Any inaccuracies in the funding allocations may reflect the difficulty faced by
the Department in identifying the scale of intervention required in 2011 before commercial
plans were known, and in forecasting the cost of delivery.

Figure 16
Estimated progress in delivering superfast broadband

The Department’s target of 90 per cent of premises having access to superfast broadband is estimated to be met in May 2016

Projected premises reached by publicly funded scheme (million)
5.0

May 2015 original target !

4.5 .
for completion

Required for 90 per cent

I

I
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I
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I

I

3.0 |
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25 End of 2016 - I
new target for :

2.0 “securing |
delivery” :

1.5 :
|

I

1.0 |
I

|

0.5 |
I

}

O T T
Jun- Sep- Dec- Mar- Jun- Sep- Dec- Mar- Jun- Sep- Dec- Mar- Jun- Sep- Dec- Mar
13 13 13 14 14 14 14 15 15 15 15 16 16 16 16 17

® Premises
(million) 0.1 0.2 0.3 0.5 0.9 1.3 1.8 2.2 2.7 3.2 3.6 4.0 4.2 4.4 4.5 4.6

NOTES

1 The figure for the 90 per cent requirement is derived from the Department’s most recent estimate of the likely commercial roll-out, which was
last updated in November 2012.

2 The Department does not yet have complete and accurate data for all projects. Projections taken from this data are estimates only.

Source: National Audit Office analysis of the Department’s projections as at June 2013
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The likely impact of the Programme by 2015

5.6 The Programme will extend the superfast broadband infrastructure using fibre
and copper, to reach a greater proportion of the country than would have been
achieved through BT’s commercial roll-out. All the assets and infrastructure created
using the £1.2 billion public sector investment in the Programme will be owned by
chosen suppliers. To date, this has been BT in every case. BT is likely to remain in a
strong position in the wholesale broadband market, although there will be an obligation
to provide wholesale access to other suppliers.

5.7 Internet usage continues to increase, including demand for faster connections

to support downloading and uploading large amounts of data. The European
Commission’s Digital Agenda for Europe has set broadband targets for EU member
states. Targets include download rates of 30 Mbps for all European households and
internet connections above 100 Mbps for at least 50 per cent of households by 2020.
Plans for reaching the 30 Mbps target, which is much faster than the current universal
access expectations, are not yet clear, but some commentators are suggesting further
upgrade will be needed. If any additional public sector funding is required, BT is likely
to be in a strong position to compete.
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Appendix One

Our audit approach

1 This study examined whether the Department for Culture, Media & Sport’s
(the Department’s) rural broadband programme is likely to deliver value for money.
We reviewed:

the degree to which the approach to the rural broadband programme is based on
a good understanding of objectives and value-for-money principles;

whether the design of the procurement framework and value-for-money safeguards
meet the needs of stakeholders and minimise cost to the taxpayer;

whether the process of appointing framework partners was implemented well and
was in line with value-for-money safeguards; and

the effectiveness showed by the Department in supporting local bodies to achieve
value for money as they procure rural broadband services.

2 We applied an analytical framework with evaluative criteria, which considers what

arrangements would be optimal in procuring such a programme. By ‘optimal’, we mean
the most desirable, while acknowledging explicit constraints. In this context, constraints
include the structure of the market, ceiling limits to funding and adherence to European
Commission’s requirements for the granting of state aid.

3 Our audit approach is summarised in Figure 17 overleaf. Our evidence base is
described in Appendix Two.
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Figure 17

Our audit approach

The objective ( A
of government The government’s objectives are that the UK will have:
the best superfast broadband in Europe;
90 per cent superfast broadband access in all local authorities; and
standard broadband for virtually all communities;
within the lifetime of this Parliament (by May 2015).
N y,
How this will ( N
be achieved The Department provides a grant to local bodies, with the private sector providing the balance of the investment to
deploy broadband infrastructure to the ‘final third’.
. J
Our study . . . . h
This study examines whether the Department’s approach to the design, procurement and oversight of the
Programme offers value for money (VFM).
N y,
Our evaluative ( N\ ( ) )
criteria The Programme’s The procurement The appointment of The Department is
approach was framework and VFM framework partners effective at supporting
based on a good safeguards met the was in line with VFM local bodies to achieve
understanding of needs of stakeholders safeguards. VFM as they procure
objectives and VFM and minimised cost to rural broadband
principles. the taxpayer. services.
. * /. * * J * J
Our evidence ( N\ [ A A
(see Appendix Two We assessed the We evaluated the We: We assessed the
for de;ﬁs) Programme’s appointment of reviewed Department’s
approach by: Lramevxlxorlk p.artners documents relating effectivgness at
reviewing key y analysing: to market analysis supportmg local
documents such as procurement and procurement; bodies by:
busnrn.enss cta:sqta an(?l ::hrlteDna ust?: :2/ sought opinions talklr.19 to local
so; cing strategy; e Department; on procurement bodies Fo assess
an the bids submitted approach from the quality of
gathering the views by suppliers; and local bodies; and support received;
; and
of gdustr); groups gathering the analysed the o
and experts. views of potential BDUK assurance reviewing the
suppliers. framework. lcgntract to assess
if its structure
supports in-life VFM.
. ¢ /. * ¢ J ¢ J
N

Our conclusions [~

(&

Within the Programme, value for money could be improved by the Department:

reviewing reasons for the delay in roll-out to date, and guarding against further slippage;

obtaining greater assurance over the reasonableness of BT’s tender prices and ensuring they do not include

excessive contingency;

thoroughly monitoring in-life contract costs, placing additional focus on risk areas such as project management

costs; and

discussing with BT whether its modelling assumptions are valid around take-up rates.

Source: National Audit Office analysis
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Appendix Two

Qur evidence base

1 Our independent conclusions on whether the Department’s Programme is likely
to deliver value for money were reached following our analysis of evidence collected
between March and May 2013.

2 We applied an analytical framework with evaluative criteria, which consider what
arrangements would be optimal. Our audit approach is outlined in Appendix One.

3 We assessed whether the approach to the rural broadband programme was
based on a good understanding of objectives and value-for-money principles:

We conducted a review of the business case and sourcing strategy to understand
whether the Department had quantified and understood the likely economic
benefits. We reviewed the Department’s analysis of these to gauge whether it had
adequately understood the apportionment of risk and wider costs and benefits.

We met with representatives from industry including Ofcom, BT, several potential
suppliers and the Independent Networks Cooperative Association (INCA), as well
as independent experts.

4  We reviewed the design of the procurement framework and whether the
value-for-money safeguards met the needs of stakeholders to minimise cost to
the taxpayer:

We assessed how well the Department had engaged the market and understood
the likely level of competition its proposed approach would attract. We also
reviewed a theoretical procurement exercise where the Department sought
proposed technical solutions from suppliers.

We reviewed the design decisions the Department made around the procurement
framework, and the call-off process.

We conducted a review of the Department’s procurement documentation including
its strategy, the lessons learned exercise from four pilot projects and the evaluative
criteria it applied to bidders.
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5

We assessed the effectiveness of the process that appointed partners to

the procurement framework and whether it was in line with value-for-money
safeguards:

6

We conducted a review of the Department’s procurement documentation including
its strategy and the evaluative criteria it applied to bidders.

We reviewed the reference financial model and reference cost book the
Department developed and provided to bidders.

We reviewed the financial and solutions design models submitted by the bidders.

We interviewed senior officers of two of the three shortlisted bidders (from the final
third and BT). Fujitsu declined to make anyone available to the NAO.

We explored the availability of benchmarks, including consulting organisations such
as The Bit Commons Limited and Gartner, and drawing on the Grant Thornton and
Atkins Global assurance review for the Department.

We also reviewed the programme’s risk log and the minutes of the senior
board meetings.

We assessed how effective the Department is at supporting local bodies to

achieve value for money as they procure rural broadband services:

We conducted semi-structured interviews with the Department’s project directors
responsible for supporting local bodies through the procurement process.

We also conducted semi-structured interviews with senior officers including chief
executives, programme directors and senior responsible owners at five local bodies
(Cambridgeshire, Cheshire, East Sussex, Rutland and Suffolk) to capture their
views on the Department’s procurement and assurance processes.

We analysed the data provided on the bid comparison reports and their use by
local bodies.

We reviewed the contract and its clauses.

We explored the Programme’s delivery prospects by analysing the scheduling of
the delivery pipeline and the current timetable of milestones.
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