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Summary 

In July 2009, the Government published the Digital Britain White Paper which set out the 
Government’s vision for the digital economy. We strongly support the Government’s focus 
on the digital economy—the United Kingdom’s competitiveness is, to a significant effect, 
dependent on its telecommunications network. The Government’s ambitions for the 
digital economy are laudable, but we have a number of concerns about the policies it has 
adopted to achieve those ambitions.  

Digital Britain is a vital part of public policy which will define the United Kingdom’s 
telecommunications networks for years to come. We believe, therefore, that there must be 
a full-time Minister dedicated to the issue. The current arrangements, with a part-time 
Minister also serving in the Treasury, create conflicts within the policy-making process and 
do not provide the appropriate level of ministerial oversight. 

We agree with the Government’s proposals for a Universal Service Commitment of 
2Mbps. This is an appropriate and achievable ambition. But the Government has not 
defined what 2Mbps will mean in practice. A clear definition is vital for early delivery of the 
Universal Service Commitment. We believe that definition should be the delivery of a 
minimum 2Mbps, under normal circumstances, to all users at all times.   

We share the Government’s enthusiasm for a swift roll-out of Next Generation Access 
networks across the country. We also agree that Government funding for Next Generation 
Access networks may, at some stage, be necessary to deliver the Universal Service 
Commitment to remote areas where broadband access will not be provided by the market.  

However, the Government’s proposals to intervene more widely in the Next Generation 
Access markets are unwise at this stage. Early Government intervention runs a significant 
risk of distorting the market and will not allow time for technological solutions to extend 
the market’s reach across the country. Furthermore, there is little evidence to suggest a 
pent-up demand for this enhanced service with consumers currently unwilling to pay the 
premium for such services. 

Government intervention at this stage should concentrate on changing policies to 
encourage investment in the NGA market. This could best be done through the tax and 
regulatory systems.   

The business rating system currently discriminates in favour of BT and against its 
competitors. We believe that the Government should consider a reduction, or even a 
temporary removal, of business rates on fibre optic cable. This would be a more effective 
use of limited public sector funds than direct financial intervention. We also believe that 
the removal of barriers which prevent access by internet service providers to the BT duct 
network, municipal ducting, and canal and railway networks would do much to encourage 
greater levels of investment in Next Generation Access. 

We disagree with the Government over its proposal to fund its intervention in the Next 
Generation Access market with the proceeds of a 50 pence levy on fixed 
telecommunications lines. Such a levy would be both regressive and poorly targeted. It 
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would have a much greater impact on the less well-off who will pay for an enhanced service 
which only a minority will enjoy. If public funds are required for Next Generation Access, 
they should be raised through general taxation, in the same way as for any other national 
infrastructure programme. 

Government intervention is rightly being made through the work of the Digital Inclusion 
Task Force and programmes aimed at removing barriers to internet access for the less well-
off. Greater attention and resources should be given to digital inclusion which delivers 
proven social and economic benefits to the individual and the cost saving benefits to the 
Government. However, funding for these important measures is dwarfed by the proposed 
budget for Next Generation Access. In times of great stringency in public expenditure, 
digital inclusion not Next Generation Access should be the priority for expenditure. The 
market can be helped to deliver greater levels of high speed access without significant 
increases in public expenditure. 

 
 



5 

1 Introduction 

Background 

1. The United Kingdom has always been a world leader in telecommunications. On 25 July 
1837 the first commercial telegraph company began operating between Euston and 
Camden Town, in London. Within twenty-nine years a global telegraph network crossed 
oceans and continents forming a world wide web, all of which converged on a small hut in 
Porthcurno, Cornwall.  

2. In 1866 the first transatlantic telegraph message took 17 hours to complete. Today the 
same message could be transmitted from the average UK home in a fraction of a second. 
However, technological change continues to accelerate and once again the United 
Kingdom faces the question of how best to maintain its position as one of the world leaders 
in electronic communications. 

3. The development of retail broadband began in the late 1990s, in response to growing 
demand for faster internet access, which at the time was limited by the conventional 
telephone network. On conventional networks, data was transmitted as audible signals in a 
similar manner to fax machines, at connection speeds of up to 56kbps. The innovation of 
providing broadband over the same copper network was achieved by enabling the network 
to carry communications signals outside the frequency range used for normal telephone 
communication. This provided a broader band of frequencies over which data was 
transmitted, while simultaneously allowing normal telephone conversations to occur over 
the same cable. This formed the so-called Asymmetric Digital Subscriber line (ADSL) 
which currently provides a theoretical maximum speed of 24Mbps. 

4. Take-up was initially slow, so in the early 2000s Ofcom began to examine ways to 
increase competition to the market, in order to drive down costs and increase consumer 
awareness of broadband.1 In 2005 Ofcom concluded that there was little chance of 
competing infrastructures emerging and so split British Telecom (BT) into BT Retail and 
BT Openreach; a process known as functional separation.2 In January 2006, Openreach 
began its management of the network, providing wholesale access to all internet service 
providers on the same terms as BT Retail.3  

5. This regulatory change was successful in increasing competition in the broadband 
market, which resulted in the driving down of the cost of broadband and an increase in its 
take-up. By 2009, 63% of households were connected to the internet, placing the United 
Kingdom eleventh in the world, ahead of the USA. Current trends suggest an uptake of 
75% by 2013.4 

 
1 Ofcom Strategic Review of Telecommunications Phase I consultation document, April 2004, p 3–40 

2 Ofcom Final Statement on the Strategic Review of Telecommunications, and undertaking in lieu of a reference to the 
Enterprise Act 2002, September 2005, p 1–30 

3 The historical development of BT: www.btplc.com 

4 “One in five homes broadband connected by 2010”, 28 September 2009 www.itpro.co.uk,   
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6. However, the increased demand for broadband highlighted the problem of universality 
of coverage.5 Due to the physics of signal transmission over copper cable the speed of a 
broadband connection diminishes as the length of the cable delivering the service 
increases. As a result, those living far from communication hubs (telephone exchanges or 
telecom cabinets) experience slower speeds than those who live closer to the 
communication hub. This has left some areas, typically rural and suburban locations, 
unable to access what are considered to be modest speeds.6  

7. In terms of broadband speed, concerns have increased about the United Kingdom’s 
position in relation to its international comparators. Japan and Korea, among others, have 
deployed networks capable of up to 100Mbps connection speed, which compares to the 
UK’s average of 4.1Mbps.7 These super-high speed networks are termed Next Generation 
Access (NGA) networks. It has been argued that allowing the United Kingdom to fall 
behind other countries will have an impact on the UK’s competitiveness.8 

Digital Britain 

8. In July 2009, the Government published the Digital Britain White Paper. It contained 
the Government’s vision for the digital economy and included a series of conclusions and 
recommendations relating to broadband in the United Kingdom:  

• 11% of the UK broadband users’ experienced unacceptably slow connection speeds 
(below 2Mbps), the Government intends to intervene with £200 million of public 
money; 

• it is uneconomic for the market to deliver Next Generation Access (NGA) beyond 
63% of the population, therefore the Government will subsidise roll-out of NGA in 
uneconomic, chiefly rural, areas with around £1 billion over seven years taking 
coverage to 90%; 

• the NGA fund should be raised by a 50 pence levy on fixed telephone lines; and 

• around 40% of Britons with access to broadband currently choose not to be, or 
cannot afford to be, connected. In response the Government has established the 
Digital Inclusion Task Force with a budget of £12 million over three years.9 

Our Inquiry 

9. Following publication of Digital Britain, we announced an inquiry into Broadband 
speeds. The terms of reference were: 

• Whether the target for universal access to broadband at a speed of 2Mbps by 
2012 is ambitious enough; 

 
5 Department for Business, Innovation and Skills, Digital Britain, July 2009, p 54 

6 Ev 79 

7 Ofcom, UK Broadband Speeds, July 2009, para 1.7 

8 Ev 112 

9 Department for Business, Innovation and Skills, Digital Britain, June 2009 
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• Is the Government right to propose a levy on copper lines to fund Next 
Generation Access? 

• Will the Government’s plans for Next Generation Access Work? 

• If companies are providing the speed of access which they promise to 
consumers; 

• The extent to which current regulation strikes the right balance between 
ensuring fair competition and encouraging investment in next generation 
networks; and 

• Any other views stakeholders think the Committee should be aware of. 

10. We took evidence on two occasions. On 2 November we took evidence from Mr 
Andrew Heaney, Executive Director of Strategy and Regulation, TalkTalk Group, Mr 
Aidan Paul, Chief Executive Officer, Vtesse Networks, Dr Timothy Whitley, Group 
Strategy Director BT Group, BT and Mr David Williams, Chief Executive, Avanti 
Communications. On 24 November we took evidence from Mr Ed Richards, Chief 
Executive, Ofcom, and Rt Hon Stephen Timms MP, Minister for Digital Britain, and Ms 
Rachel Clark, Deputy Director of Broadcasting and Content, Department for Business, 
Innovation and Skills. We thank all our witnesses, and those individuals and organisations 
who submitted written evidence. We also want to express our thanks to David Johnson, a 
POST fellow,10 who assisted us in our work. 

 
10 Parliamentary Office of Science and Technology. 
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2 Ministerial Accountability 

Background 

11. In July 2009, Lord Carter, the Parliamentary Under-Secretary of State for 
Communications, Technology and Broadcasting, published the Digital Britain White 
Paper, which set out the Government’s ambitions for the digital economy. Following the 
publication of the White Paper, Lord Carter resigned his ministerial position to pursue a 
career outside of Government. Responsibility for delivering Digital Britain, through the 
Digital Economy Bill, was given to Rt. Hon. Stephen Timms MP as a Minister in the 
Department of Business, Innovation and Skills, in addition to his existing position as 
Financial Secretary to the Treasury. 

12. During the course of this inquiry we became increasingly concerned about the lack of a 
full-time replacement for Lord Carter. Digital Britain, and the Digital Economy Bill, will 
shape the delivery of information technology for many years to come. It is a vital aspect of 
government policy, and indeed, an integral part of the country’s response to the recession. 
Mr Timms is an able Minister, capable of delivering on either of his two portfolios. But we 
are of the view that it is neither appropriate nor possible for a Minister to deliver on them 
at the same time. 

13. Of equal importance is the nature of the two Ministerial portfolios at hand. As both 
Financial Secretary at the Treasury and Minister for Digital Britain at the Department for 
Business, Innovation and Skills, the Minister has been put in the unenviable position of 
encouraging investment and innovation in the digital economy, while at the same time 
being responsible for revenue raising. 

14. A clear example of these competing claims came to light during our inquiry. We 
received a number of representations on the application of business rates to fibre optic 
cable and the apparent detrimental impact those rates had on the development of the Next 
Generation Access market.11 The application of business rates is considered in more detail 
later in this Report.  

15. When pressed on the potential for a conflict of interest between his obligation to the 
Treasury to raise taxes and his role as the champion for the digital economy offering 
support and incentives to business, the Minister argued that: 

one of the advantages of the way that my portfolio works out is being able to make 
progress on the levy that we were talking about earlier on. But I am in a position as 
well to talk to the Valuation Office Agency and there may well be a need to do so.12 

On one level this may be the case. But equally, the Minister may find himself in the 
awkward position as a Treasury Minister of having to judge the financial merits of one of 
his own proposals as a Minister in the Department of Business, Innovation and Skills. 

 
11 Ev 149, 156 and 159 

12  Q 327 
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16. We remain concerned that following the resignation of Lord Carter, the Ministerial 
structure which created a part-time Minister for Digital Britain provides neither the 
appropriate ministerial oversight nor the weight to match the importance of this policy 
area. Furthermore, we do not consider it appropriate that a single Minister should be 
both the champion of digital innovation and responsible for tax revenue. This is no 
reflection on the current Minister, but given the importance of the digital economy to 
the United Kingdom, we believe a full-time post is required and one which is 
unencumbered with potential conflicts of interest. We recommend that the 
Government again appoint a full-time Minister for Digital Britain at the earliest 
opportunity. 
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3 Universal Service Commitment 

Background 

17. The roll-out of broadband has provided 99% of the population with access to some 
form of broadband service.13 However, the speed an individual connection can be expected 
to achieve is dependent on a number of factors. These include: 

• the distance of the user from the telephone exchange or the telecoms cabinet;  

• the time of day; and 

• the equipment and wiring that the consumer is using at home.14 

18. The current average UK broadband speed is 4.1Mbps, but many areas experience 
speeds well below that average.15 We deal with advertised connection speeds later in this 
report, but there are two particular geographic locations which tend to be more likely to 
suffer from below average connection speed. They are:  

• rural areas which are far from the telephone exchange building; and 

•  suburban areas which are often on the periphery of neighbouring exchanges and 
far from the telecoms cabinets [Cabinets are the green structures which can be 
found on pavements]. 

The Government has proposed to address this problem with the introduction of a 
Universal Service Commitment for the delivery of a 2Mbps connection to virtually every 
household by 2012.16 This has the potential to provide significant benefits to rural areas 
and, in particular, to rural businesses whose competitiveness often depends on effective 
communications. The Minister confirmed that £200 million had been allocated as the 
“central resource” needed to deliver the commitment, but that further funding may be 
sought from industry, Regional Development Agencies or local authorities.17 

Finding a suitable speed for commitment  

19. The Government’s 2Mbps target is an attempt to balance a reasonable connection 
speed with the cost of providing that service and the number of homes to which the service 
would be extended. The following table, provided by the Department, demonstrates the 
level of services which can be delivered according to connection speeds: 

 
13 “BT to speed up 24Mbps ADSL Max broadband penetration”, www.broadbandanalyst.co.uk, 24 September 2009. 

14 Ev 48 

15 Ofcom, UK Broadband Speeds Report 2009, July 2009 

16 Department for Business Innovation and Skills, Digital Britain, July 2009, p 53–54 

17 Q 167 

 

http://www.broadbandanalyst.co.uk/
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Basic internet 
browsing 
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Instant Messaging Basic video streaming iPlayer Download music album 
in 5 minutes 

Email Tele-health SecondLife Long-form video 
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VoIP Faster internet 
browsing 

P2P file-sharing Video conferencing via 
TV 

Online radio  Fast internet browsing

Basic video call  Download audio CD in 
10 minutes 

Network storage & 
backup 

 ‘Near-VHS’ PC 
conference call 

Capability of different internet connection speeds18 

20. We found a consensus among internet service providers that the level of 2Mbps was 
appropriate. TalkTalk, which provides about 25% of the United Kingdom’s broadband 
connections, argued: 

The proposal has had its critics who claim it is not ambitious enough. In fact what 
they are implying is that more money should be spent to achieve higher speeds. 
These critics have not presented any argument or evidence to suggest that additional 
spend will deliver additional net benefits.19 

Dr Whitley, the Group Strategy Director of BT, believed that 2Mbps represented a “good 
notional aspiration for a minimum”.20 The 2Mbps level for the Universal Service 
Commitment was also welcomed by the CBI: 

The average speed currently experienced by consumers in the UK is 4.1Mbps per 
second which makes the USC speed of at least 2Mbps below the average at which 
most of the UK households operate, but still among the most ambitious 
commitments in Europe.21 

21. However, others were less convinced. Mr Holoway, Managing Director, IT Support 
Line Ltd, believed that the Government could have been more ambitious rather than “just 
stumping for 2Mbps”, and argued that the target could have been set between 5Mbps and 
10Mbps.22 Mr Jonathan Stearn, Head of the Disadvantage Programme, Consumer Focus, 

 
18 Ev 41 

19 Ev 150 

20 Q 21 

21 Ev 75 

22 Q 64 
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believed that the 2Mbps level was chosen on the basis of what was achievable rather than 
what was desirable.23 In addition, we received written evidence from Digital Region, a 
provider of an NGA network in Yorkshire, which argued that 2Mbps left a lot to be desired 
“in the provision of the additional capabilities of Next Generation Access, such as Quality 
of Service, multiple service providers across a single connection, guaranteed bandwidth.”24 

22. There is a balance to be struck between the desire for ever faster broadband 
connections and the costs attached to applying a Universal Service Commitment at a 
minimum level. Given the case made for 2Mbps by Government and Internet Service 
Providers, and the services which 2Mbps will deliver, we agree that the Government has 
set the Universal Service Commitment at an appropriate level. However, our support is 
contingent upon a clear definition of what 2Mbps represents. 

Defining 2Mbps 

23.  While we agree, in principle, that the Government has set the USC at an appropriate 
level, it became apparent that there was no clear definition of what 2Mbps represented. The 
Advertising Standards Authority offers the following description of the variable nature of 
connection speeds, and the problems in monitoring those speeds: 

an individual’s connection is not consistent – it can fluctuate according to the time of 
day – and [so] the difficulties of creating a meaningful message for consumers about 
the speed of a broadband service quickly become clear.25 

24. The Minister noted the importance of a clear definition,26 and offered the following 
description of what he believed 2Mbps represented: 

“It is the speed which gives access to most of the service that are currently in use and 
in our memorandum we provided a table setting out the applications to which that 
level of service will give access. You are right, of course, that because of the nature of 
DSL there is some variability in what is provided. It can sometimes vary at different 
times of the day. We think it is the right level of service to give access to the 
applications which are widely used.”27 

Pressed for a more precise definition, Mr Timms responded that “we will give virtually 
everybody access to a line capable of delivering 2Mbps”.28 However, he also gave the 
following qualification: 

It is not a guarantee that under any circumstances 2Mbps functionality will be 
available because there is a degree of variability about that. But the service that is 
provided will be capable of delivering 2Mbps.29 

 
23 Q 64 

24 Ev 98 

25 Ev 49 

26 Q 147 

27 Q 148  

28 Q 151 

29 Q 154 
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In supplementary evidence, the Department said that it expected that a connection 
provided by the Universal Service Commitment would be “a 2Mbps downstream 
connection for all practical purposes, and deliver 2Mbps most of the time allowing for the 
occasional drop in headline speed”.30  

25. The Department subsequently stated that the connection the USC would provide 
“should look and feel like a 2Mbps commitment as someone in areas served by the market 
would understand it.”31 This is not a helpful statement. What a 2Mbps connection “feels” 
like is subject to the time of day the user tends to use the internet. Someone whose use is 
restricted to the evenings (i.e. peak hours) would have a very different feel of 2Mbps to 
someone whose use was confined to the mornings. 

26. Although the Minister believed that there was “clarity” on the Universal Service 
Commitment,32 Rachel Clark, Deputy Director of Broadcasting and Content, Department 
for Business, Innovation and Skills, explained that a more detailed specification would be 
carried out by the Network Design and Procurement Group: 

In [the department’s] view the technical specification is something that needs to be 
done with [the Network Design and Procurement Group’s] knowledge and 
expertise, so we would want the procurement team in place [before making the] 
technical specification.33 

27. We are concerned that the Government is committed to a Universal Service 
Commitment of 2Mbps, with a budget of £200 million, without a clear definition of 
what it means. The criteria upon which any significant spending is based must be made 
clear. Together with the Network Design and Procurement Group, the Government 
needs to address this issue as a matter of urgency.  

28. We believe that the Universal Service Commitment should deliver a minimum  
2 Mbps under normal circumstances, to all users. This achievable objective would 
provide a greater range of services to all areas of the United Kingdom.  

Delivery of the Universal Service Commitment 

29. Delivery of the Universal Service Commitment will be the responsibility of the Network 
Design and Procurement Group (NDPG). The Group has been created by the Department 
and is to be responsible for: 

“structuring and running the procurement process, overseeing delivery, ensuring 
active stakeholder engagement, and accountability for the value for money use of the 
direct public contribution to the Universal Service Commitment.”34 

 
30 Ev 44 

31 Ev 44 

32 Q 159 

33 Q 157 

34 Department for Business, Innovation and Skills, Digital Britain, July 2009. p 58 
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30. The Government is waiting for the Network Design and Procurement Group to draw 
up the technical specifications on the commitment and has stated that it will “be their top 
priority when they are appointed early next year.”35 Currently, without a working 
definition from Government, it would seem the Network Design and Procurement Group 
will define its own objectives based upon the budget that the Government has allocated. 

31. Currently, the Network Design and Procurement Group will define its own targets, 
delivery mechanisms and terms of reference. This is not acceptable for the delivery of 
the Universal Service Commitment. The Government must publish a set of publicly 
available guidelines, defining what the targets are and the best practice for delivering 
them.  

32. The problems surrounding delivery are potentially compounded by the method of 
tendering contracts. The Government believes that in many low speed areas “a fibre to the 
street cabinet solution may well be the most economical.”36 However, Digital Britain states 
that the tendering of contracts will be based on a reverse auction37 without setting out the 
details for that auction.38 We are concerned that the reverse auction process would favour 
the cheapest rather than the most cost-effective solution. When asked if value for money or 
cost alone would be the main criterion for the reverse auction Ms Clark from the 
Department, stated: 

The procurement process will need to explain absolutely clearly fundamentally what 
it is we expect bidders to deliver and within that we need to look at value for money39 

33. Mr Timms acknowledged that nature of the tendering process had not been clearly 
defined: 

Precisely what mechanism they will use […] I agree there is space for debate, and 
quite an important debate, but I think that value for money is certainly an important 
consideration.40 

34. While we accept it is appropriate that the Network Design and Procurement Group 
be consulted in designing the procurement process, the Government needs to state 
expressly that value for money will be a cornerstone of its procurement model rather 
than proceed with a purely cost-based reverse auction.  

35. It is the Government’s ambition that, where appropriate, Next Generation Access 
(NGA) should be used to deliver the USC, and that for 1.5 million homes this may be the 
most cost-effective solution.41 We believe this is sensible as it limits the prospect of two 
sequential publicly subsidised upgrades—first, under the USC and second, under the Final 
Third programme, which we consider in the next section of this Report. That said, the level 

 
35 Q 157 

36 Department for Business, Innovation and Skills, Digital Britain, July 2009, p 54 

37 A bidding system where the lowest bid wins. 

38 Department for Business, Innovation and Skills, Digital Britain, July 2009, p 65 

39 Q 164 

40 Q 164  

41 Department of Business, Innovation and Skills, Digital Britain, June 2009, p 54 
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of demand for NGA remains uncertain and may not be at a uniform level across the 
country. For example, demand may be higher in rural areas as those communities often 
receive a poor service over the current network. There is an opportunity to address these 
uncertainties by using the communities who receive Next Generation Access under the 
Universal Service Commitment as market bell-weathers to indicate the strength of demand 
in areas that the market would not consider viable. 

36. In order to maximise the benefits of the Government’s ambition to provide the 
Universal Service Commitment through Next Generation Access networks, we believe 
that where possible the economic data of the upgrade should be placed in the public 
domain. This offers the opportunity to use the USC as a testing ground for the roll-out 
of Next Generation Access. 
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4 Next Generation Access 

Background 

37. Next Generation Access (NGA) is the term given to broadband technologies which will 
be able to deliver speeds well in excess of the current network; loosely defined as speeds in 
excess of 20Mbps.42 At present, the average UK network speed is 4.1Mbps,43 delivered over 
copper cables, which have a maximum theoretical network speed of 24Mbps. 
Technological solutions will be necessary to deliver Next Generation Access, of which at 
present the four most practical are: 

• increasing the capacity of existing copper networks, using ASDL 2+ technology; 

• delivering broadband via satellites;  

• mobile or wireless delivery of broadband; and 

• replacing the existing copper lines with a new optical fibre infrastructure. 

The majority of debate on NGA has focused on replacing existing copper lines with a new 
optical fibre infrastructure.44 The two main methods by which optical fibre can be used to 
deliver a NGA service are: 

• Fibre-to-the-cabinet (FTTC): a fibre is run from the local telephone exchange to the 
telecoms cabinets replacing the existing copper line. The signal is then carried from the 
cabinet to the home via the existing copper infrastructure. This removes the longest 
continual length of copper line resulting in a significant increase in speed (up to 
40Mbps); and 

• Fibre-to-the-home (FTTH): a fibre is run from the telephone exchange to the cabinet 
and from the cabinet to the home. This completely removes the copper from the 
network providing extremely fast connection speed which could deliver up to 
100Mbps. 

38. Several companies are already deploying NGA networks in parts of the UK. Virgin 
Media is delivering a network capable of providing 50Mbps to approximately 50% of 
homes while BT is conducting trials on its own NGA products ahead of a £1.5 billion 
investment programme.45 However, these two networks are likely to provide coverage 
largely to the same areas. This is because the costs of deployment rise rapidly as population 
density decreases.46  

39. The Government does not believe that the market will be able to provide NGA 
networks to the entire population—those living in rural and remote areas being the most 

 
42 Virgin Media’s super-fast broadband packages start at 20Mps. 

43 Ofcom, UK Broadband Speed 2009, July 2009, p 8 

44 Department for Business, Innovation and Skills, Digital Britain, July 2009, p 60 

45 Department for Business, Innovation and Skills, Digital Britain, July 2009, p 60 

46 Department for Business, Innovation and Skills, Digital Britain, July 2009, p 65 

 



17 

difficult to service. Its assessment is that the market will be able to deliver NGA to between 
50% and 66% of the population leaving the remainder unserviced.47 

40. Digital Britain has labelled the remaining section of the market as the “Final Third” and 
has proposed a “Final Third Project” to deliver at least 90% coverage by 2017,48 through 
public investment. The Department commented that while it welcomed the market-led 
investment in Next Generation Access, Government intervention may be necessary as 
“there was no obvious means by which the market, unaided, would serve the final third of 
the population.”49  

41. The Government has proposed a £1 billion public infrastructure investment 
programme to fund this roll-out of NGA to 90% of the population. The remaining 10% at 
present is regarded as being too remote or sparsely populated for it to be economic to 
deliver NGA to at the current time.50 The funds will be raised from a 50 pence levy on fixed 
telecom lines, which we discuss in the next section of our Report. 

42. We share the Government’s enthusiasm for the swift development of Next 
Generation Networks and for maximising access to those networks. We believe that the 
United Kingdom’s competitiveness is, to a significant effect, dependent on its 
telecommunications network. However, we have doubts about aspects of the 
Government’s policies to achieve an objective with which we entirely agree.   

The Government’s analysis 

43. It is the Government’s intention that intervention will only occur in those areas which 
will not be serviced by the market. The Broadband Stakeholder Group,51 the Government's 
leading advisory group on broadband, commissioned research into the economics of NGA 
roll-out, and calculated the cost to businesses of providing NGA access, using fibre-to-the-
cabinet (FTTC) technology, to the entire populations.52 The graph which follows shows 
this cost in relation to the percentage of population covered. 

 
47 Department for Business, Innovation and Skills, Digital Britain, July 2009, p 64 

48  Department for Business, Innovation and Skills, Digital Britain, July 2009, p 64 

49  Ev 43 

50 Department for Business, Innovation and Skills, Digital Britain, July 2009, p 64 

51 The Group provides a neutral forum for organisations across the converging broadband value-chain to discuss and 
resolve key policy, regulatory and commercial issues, with the ultimate aim of helping to create a strong and 
competitive UK knowledge economy. www.broadbanduk.org. 

52 Broadband Stakeholder Group, The cost of deploying fibre based next generation broadband infrastructure: Final 
Report, 2008, p 8 
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As the graph illustrates, costs rise rapidly beyond 70%, reflecting the difficulties, and 
therefore increased cost, of delivery for rural and remote areas.  

44. The Broadband Stakeholder Group model is based on two assumptions. First, that the 
total cost of deployment will remain fixed at £5 billion.53 Second, that 31% of the 
population will use the service. Both of these assumptions have been challenged by our 
witnesses. 

45. The British Sky Broadcasting Group disputed the assertion that the cost of deployment 
would remain fixed. It argued that technological innovation could result in the total cost 
falling: 

the cost of roll-out remains uncertain as technology is evolving all the time. In basing 
its assessment of market reach on BT’s cost analysis the Government failed to 
acknowledge the dynamic nature of the economics of roll-out which are continuing 
to improve. For example developments in ‘micro-trenching’ techniques have 
reduced the average cost of laying fibre dig from £75-£100 per metre to £30-£40 per 
metre.54 

 
53 Broadband Stakeholder Group, The cost of deploying fibre based next generation broadband infrastructure: Final 

Report, 2008 

54 Ev 67 
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46. Regulatory changes also have the potential to reduce the final cost. For example, 
legislation to allow the sharing of ducts, the deployment of new telegraph poles, and the 
utilisation of municipal infrastructure all have the potential to drive down costs.55 

47. The Broadband Stakeholder Group also assumes that the national take up rate will be 
31%.56 However, there is no convincing case provided for this figure. This is of vital 
importance because the level of demand is key to determining how much of the country 
the market can reach without Government intervention. There would, for example, be an 
approximate 40% reduction in the cost of deployment if take-up is increased from the 31% 
set out by the Broadband Stakeholder Group to 62%.  

Demand for NGA: “A killer app?” 

48. A “killer app” (killer application) is a term used to refer to any computer program or 
application which is so necessary or desirable that it will drive forward larger technology. 
We asked our witnesses if they could identify such an application or programme beyond 
those which existing broadband could offer, which would drive demand for NGA. Mr 
Williams, Chief Executive of Avanti Communications, believed that: 

Video is the answer. It is all about video. Our customer throughput is doubling every 
year. Every 12 months the amount of data downloaded doubles. On our own 
network we see that it’s video […] With services like those that BT and the BBC are 
offering, encouraging consumers to download real TV programmes, that pattern is 
only going to accelerate.57 

49. In September 2008, the Government published a review by Francesco Caio,58 which it 
had commissioned to examine the barriers to roll-out of next-generation broadband in the 
United Kingdom. His review “Barriers to Investment in Next Generation Access” (Caio 
Review)59 also highlighted television as a major driver for NGA up-take in other countries 
but warned that the extremely competitive nature of the UK television market—with 
satellite, cable and digital terrestrial TV—made internet provider TV a less attractive 
option than in other countries.60 

50. Dr Timothy Whitley, Group Strategy Director BT Group, was also sceptical about 
video driving higher demand for NGA services. He pointed out that BBC iPlayer was 
delivered using only 900-700Kbps, “even to a decent sized television”, much less than the 
speeds of 40-60 Mbps which would be delivered by NGA.”61 He went on to argue: 

 
55 Broadband Stakeholder Group, The cost of deploying fibre based next generation broadband infrastructure: Final 

Report, 2008, p 60 

56 Broadband Stakeholder Group, The cost of deploying fibre based next generation broadband infrastructure: Final 
Report, 2008, p 57 

57 Q 9 [Mr Williams] 

58 Mr Caio was the former Chief Executive Officer of Cable & Wireless Communication PLC. 

59 The Next Phase of Broadband UK: Action now for long term competitiveness, www.berr.gov.uk/files/file47788.pdf 

60 Broadband Stakeholder Group, The cost of deploying fibre based next generation broadband infrastructure: Final 
Report, 2008, p 21 

61 Q 9 [Dr Whitley] 
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It is easy to run away with the notion that that there are vast swathes of applications 
out there right now that need 50 or 100Mbps. There are indeed specific applications, 
multiple high definition TVs [for example] but they are probably not the things most 
people are doing today.62 

51. Supporters of NGA have responded that demand will follow supply and that content 
cannot develop until NGA is deployed. As Mr Paul, CEO of Vtesse, argued: 

We could have had the same conversation in the year 2000 about what people will be 
doing with the Internet today and I think we would have got it mightily wrong. It is 
very difficult to say what will be [its applications], but undoubtedly people will find 
things to do with higher speeds.63 

52. However, this assertion has not been borne out by evidence from countries which have 
already deployed NGA, most notably Japan and Korea. The Caio Review examined those 
markets and found that there was “no correlation between NGA penetration and the sort 
of content people consume.”64 Dr Whitley from BT also highlighted an example of a 
telecommunications company in Denmark which no longer advertised their high speed 
services to customers.65  

53. The Caio Review contained a similar finding, noting that France Telecom had, as of 
July 2008, only 14,000 fibre subscribers to its high speed services out of a possible 344,000 
connectable homes.66 The Caio Review also highlighted the fact that there was little 
evidence of a “substantial pent-up demand” for faster broadband being delivered at higher 
prices. Moreover, it found evidence which suggested that consumers in other countries 
continued to prefer low prices for lower speeds, where a choice was available.67 

54. In its evidence British Sky Broadcasting Group highlighted an unwillingness by 
consumers to pay for super-fast broadband as an inhibitor to the commercial deployment 
of NGA: 

since Virgin Media launched its 50Mbps service there has only been 3 percentage 
point rise, year on year, in the proportion of customers taking their 20Mbps or 
50Mbps broadband packages and they are continuing to experiment with pricing 
and services, cutting the cost of the 50Mbps service from £35 to £28, to establish 
what customers want and how much they are willing to pay for it. 68 

55. There are parallels to be drawn between the roll-out of first generation broadband and 
that of NGA. The Trade and Industry Select Committee’s 2004 inquiry into broadband 

 
62 Q 9 [Dr Whitley] 

63 Q 19 [Mr Kearny] 

64 The Next Phase of Broadband UK: Action now for long term competitiveness, w ww.berr.gov.uk/files/file47788.pdf, p 
31 

65 Q 13 [Dr Whitley] 

66 Department for Business, Enterprise and Regulatory Reform, The Next Phase of Broadband UK: Action now for long 
term competitiveness, September 2008, p 20 

67 Department for Business, Enterprise and Regulatory Reform, The Next Phase of Broadband UK: Action now for long 
term competitiveness, September 2008, p 20 

68 Ev 67 
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examined why the take-up of first generation broadband had been slow and found that the 
competitiveness and keen pricing in the dial-up broadband market was hindering the 
migration to broadband.69 Ultimately, broadband take up was spurred by the introduction 
of price competition into the broadband market and a slower increase in the requirement 
for faster connections as internet content became more sophisticated. 

56. The evidence we have heard suggests that there is no pent-up pressure for super-fast 
broadband from consumers, due both to a lack of new applications and an 
unwillingness to pay higher bills for internet access. We do not believe that the 
Government has yet made the case for intervening in the market to provide NGA access 
to consumers who already receive a reasonable quality of service. Furthermore, we 
conclude that achieving a universal service of 2Mbps should be the priority. 

When to intervene: Pre-empting the market? 

57. A number of our witnesses aired concerns that there was a risk that the Government 
could act, or intervene, too early; and that the introduction of a public subsidy could 
“freeze out” private sector investment. TalkTalk believed that early intervention could 
result in some private investment being postponed: 

with operators delaying the network roll-out so that they tap into public funding […] 
as a result much of the public money will not create new investment but be simply 
wasted funding projects that were going to happen anyway.70 

This point was echoed by British Sky Broadcasting which argued that until there was 
greater clarity over the likely extent of market provision of NGA, it was difficult to assess 
whether large-scale public intervention was justified.71 Furthermore, BT, while supporting 
the principle of using public money to assist the market, remained of the view that “there 
are many questions as to how and when”.72 

58. The uncertainty among broadband suppliers seems at odds with the Government’s 
assessment that the market will not deliver beyond the 50% to 66% level without 
intervention. When he came before us, Stephen Timms, Minister for Digital Britain, stated: 

we do have to do some hard headed economic analysis […] There is a judgment 
here, I agree with you, and our judgment is that it is not acceptable to end up with 
only two-thirds of the country having services to which others are already getting 
access.73 

59. It seems that NGA roll-out will be economically challenging and that currently there is 
little indication of what the level of demand for NGA will be. However, both Vtesse and BT 
are conducting trials in areas which are considered to be at the economic margins of the 

 
69 Trade and Industry Committee, Second Report of Session 2003–2004, UK Broadband Market, HC 321-I, para 52 

70 Ev 150 

71 Ev 66 
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market.74 Consequently, in a relatively short period of time there will be market data 
available which will be able to demonstrate the viability of providing NGA to communities 
in rural areas. This will enable both the Government and the market to judge the economic 
and social case for NGA roll-out.  

60. Mr Richards, Chief Executive of Ofcom, made the argument against early intervention 
very succinctly, arguing that while intervention will be necessary at some point, the market 
was still experimenting: 

With fibre, it is a new investment, people have got to make those new decisions and I 
do not think we yet know, and I do not think the companies know, exactly what the 
best balance between competition and investment is.75 

We believe that this, coupled with the uncertainties that surround customer demand for 
NGA, means that the Government should resist the temptation to intervene until the 
market’s capacity to deliver this service becomes more clear. 

61. We accept the analysis that, given the current public policy framework, an entirely 
market-driven approach to NGA roll-out is unlikely to deliver NGA to every home. 
Therefore, if there is to be near-universal access to NGA, changes to public policy or 
some form of Government intervention will be necessary. Changes in public policy—
for example to allow competitor access to BT’s ducts, or to the rating of fibre optic 
networks—might prompt the market to deliver, and technology itself is changing 
rapidly. Whether this is the right time to intervene with public money and what form 
this intervention should take remains an open question. 

62. Premature intervention by the Government in the NGA market could prove 
unnecessarily costly. We believe it would be unwise for the Government to intervene 
until the market has established what it is capable of delivering by itself, something the 
telecommunications companies are still in the process of doing. Fifty percent of the 
United Kingdom already has potential access to high speed broadband and that 
proportion will grow as investment increases and technologies develop. These processes 
could accelerate if they are provided with an appropriate public policy framework.  

Where to intervene: starting at the extremes 

63. The Government has already indicated that it intends to use its NGA fund to roll-out 
broadband in areas where it is not economically viable for the market alone to provide a 
service. However, the Government will have to decide on which part of the “Final Third” 
should be targeted first. The options available are either: 

• the most populated areas, which would benefit more people in the short term but 
run the risk of freezing out private sector investment; or, 

• the least accessible, which would benefit fewer people but avoid the risk of 
interfering in the market.  

 
74 Ev 162 

75 Q 114 [Mr Richards] 
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This dilemma was noted by the CBI: 

The hardest to reach premises are the most unlikely to be served by the market but 
will also be the most expensive and will therefore consume more of the fund per 
household. Alternatively starting with the households that it is most cost effective to 
serve could cover areas which the market could be more likely to reach over time.76 

64. When we asked the Minister for a view on these two options he replied: 

We have not indicated that yet. That will […] be an early task for the procurement 
group that is being set up. We have simply said that we think the priority should be 
those who do not have an adequate service at the moment. How beyond that the 
priorities are set will be a matter for them to determine and a very important 
judgment for them to make.77 

65. It should also be noted that there may be a conflict with European law. TalkTalk believe 
that any early commitment by the Government could represent a breach of the European 
Commission’s guidelines for State Aid.78 That said, it believed that starting the investment 
in the least economic areas could ease those concerns, as EU State Aid guidelines “highlight 
the need to ensure that public funds are only used in areas where the private sector will not 
go.”79 Such a decision would also minimise the risk of public investment distorting the 
market. These are also the areas which are likely to have a poor quality of service at the 
moment, and so will benefit the most from an improved service. 

66. We believe that if public intervention is to occur then where it begins geographically 
is of critical importance. We recommend that the Government act cautiously in any 
intervention it may make, and that any such intervention should be in areas where the 
private sector is least likely to venture. This would allow the market time to assess the 
economic case for further roll-out beyond 66%, decrease the chance of private 
investment being crowded out and decrease the possibility of contravening EU state aid 
rules.  

How to intervene: the importance of neutrality 

67. How the Government should intervene, in terms of technology, is a balancing act. It is 
difficult to be prescriptive, because the technical solutions will need to be tailored to each 
community’s needs. However there are two points which the Government will need to bear 
in mind. 

68. The first is that while our Report has focused on NGA provision through the 
installation of fibre optic cable, this will not always be the correct solution. In areas where 
the distance between the exchange and the cabinet is relatively short (2.5km or less) then 
the use of ASDL 2+ technology, which increases the performance of the original copper 
wires to as high as 24Mbps may be better. Similarly, the Government should not ignore the 
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possibility of using satellite technology to deliver broadband to the most remote areas 
where even with a government subsidy the cost of deploying fibre optic cable would be 
prohibitive. While currently this only provides a top speed of 10Mbps it would represent a 
significant improvement to remote areas which have extremely poor, or no, internet access. 
Any procurement process that the Government embarks upon must be technologically 
neutral, utilising the most appropriate solution in each particular case. 

69. Secondly, in cases where fibre optical cable is the preferred solution, it must be possible 
for all operators to use the infrastructure, to ensure effective competition and a lower price 
for consumers. 

70. While optical fibre may often be the correct technology to deploy in the delivery of 
NGA, the Government must not lose sight of alternatives which are already able to 
deliver results. The speed of technological development in this industry is fast, and 
solutions which appear to be too costly or complex today may quickly become the most 
appropriate option in the near future. We believe, therefore, that technological 
neutrality should be a cornerstone of any Government intervention. Furthermore, we 
recommend that any Government-funded infrastructure should be able to support 
services offered by multiple internet service providers. If not, it runs the risk of 
establishing local monopolies. 
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5 The 50 pence Levy 

Background 

71. The Government has proposed a 50 pence per month levy on all fixed 
telecommunications lines to fund the Final Third project. The levy will be paid, by 
consumers, on a monthly basis. The levy is expected to raise £1 billion over the course of 
seven years, which represents a rate of between £150 million and £175 million per year..80 
The levy will be paid per line, so households with more than one line will pay the levy on 
each connection.81 The Government intends to introduce the levy in the 2010 Finance Bill. 

72. The Department told us that the levy should be: 

• relevant, in that there is a clear link between the source of the tax and the 
purpose to which it will be put; 

• simple and transparent, such that consumers are clear how much they are to 
be charged and the tax can be applied in a straightforward way; and 

• affordable, in that set against the context of overall telecoms, and other 
demands on household budgets 50p is a modest amount. 82 

The context of the levy had been set out in Digital Britain: 

Such a supplement needs to be set against the historic fall in telecoms prices. Unlike 
all other utilities or, indeed media services, telecommunications prices have fallen 
significantly and steadily in real terms over many years. Today the UK retail 
telecommunications market is among the most competitive in Europe.83 

73. This point was reinforced by the Minister who argued that the levy needed to be 
considered in the context of falling telephone bills.84 He cited Ofcom data which indicated 
that the average household phone bills had gone down by more than 50 pence per month 
in the past year, and argued “one needs to set the proposed increased of 50 pence a month 
against that trend.”85 

A Regressive Tax? 

74. In evidence to us the Minister noted that the proposed levy has not been universally 
welcomed. The focus of the evidence submitted to us was that the 50 pence levy was unfair 
and that it discriminated against the less well-off in society. Consumer Focus believed the 
levy was likely to constitute a “tax on a specific demographic, and one that is reducing 

 
80 Department for Business, Innovation and Skills, Digital Britain, July 2009, p 65 

81 Department for Business, Innovation and Skills, Digital Britain, July 2009, p 64 
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because of the increasing movement towards mobile phones and PDAs for 
communications.”86 In evidence Mr Jonathan Stearn, Head of the Disadvantage 
Programme, Consumer Focus, argued that:  

if you look at the age profile of people with landlines, you will find it is older people. 
The majority of younger people, I think 75%, use mobiles and do not have a 
landline.87 

Consumer Focus favoured a mechanism by which the additional funding be absorbed by 
industry, “on the basis of their proportion of the mobile phone market”.88 

75. The Communications Consumer Panel also argued that older people would be the 
hardest hit as they were “more likely to have fixed lines and less likely to have broadband 
than other groups”.89 The result would be that this section of society would therefore be 
subsidising the roll-out of services that they may not use.90 

76. Mr Heaney, Executive Director of Strategy and Regulation at TalkTalk, agreed that the 
less well-off, whether older people or not, would be: 

paying a tax to allow the relatively richer people to take this service, because we know 
the people who take broadband today and the people who pay premium prices for 
the better broadband today are the richer ones. The reality of this tax is that 
everybody will pay for a relatively richer group in society to have what today is, 
frankly, not an essential service and probably a bit of a luxury. That seems unjust in 
today’s society.91 

77. When asked about the affordability of NGA to lower income families Dr Whitley, 
speaking on behalf of BT, explained that his company’s entry level products cost around 
£7.50 per month rising to around the £20 mark. He hoped that in the “fullness of time we 
will be offering [NGA] in that sort of area, but it is early days in terms of our commercial 
pricing.”92 Mr David Williams, Chief Executive of Avanti Communications, expanded on 
this: 

Right now there are plenty of low-income families that cannot afford broadband or 
mobile phones or other products in similar price points.93 

78. Furthermore, Digital Region, which is already delivering a South Yorkshire municipal 
NGA network, gave a regional appraisal of the impact of the levy. It pointed out that: 

The sub region [of South Yorkshire] is contributing significantly to the development 
of the Digital Region NGA network, including end user customers through their 
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local taxation and normal service charges. We do not believe it is right that the 
people of South Yorkshire pay an additional levy to provide NGA in other parts of 
the UK.94 

79. The Communication Workers Union was in favour of government intervention, but 
argued that the levy would be better placed on Internet Service Providers.95 

80. When challenged with the argument that the levy was, in effect, a regressive form of 
taxation the Minister denied that it was because it had been set at a “sufficiently low level 
for that not to be the case”96 and that the lowest incomes would be protected.97 
Furthermore, he highlighted the fact that there would be a number of exemptions from the 
levy:  

people, for example, receiving the pension credit guarantee will not pay the levy, or 
people on Jobseeker’s Allowance; and other very low income households will not be 
affected. So I think we would be able to design this in a way that does protect those 
on the lowest incomes.98  

Digital Britain acknowledged that there would be exemptions from the levy, in particular 
those families or individuals on social telephony schemes.99  

81. The Minister also asserted that the levy would deliver the benefits of NGA to everyone:   

We will see a growth of new businesses; we will see an increase in prosperity; we will 
see better public services and everybody will benefit from that, and I hope 
increasingly that we will see people who write to me as well and say they are not 
planning to use broadband actually able to take advantage of the services and 
enjoying them.100  

Levy vs general taxation 

82. When pressed on why the Government had decided on a levy rather than funding the 
programme though general taxation, the Minister acknowledged that it was “an unusual 
approach” but claimed that “the particular circumstances of this case do justify a different 
approach”.101 Those particular circumstances include the present economic situation. He 
argued that it would be very difficult given the current fiscal consolidation: 

to commit credibly to support from general taxation to this particular purpose. I 
think the great strength of this proposal is that it gives us a ring-fenced pot that one 
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could be confident would continue to be available throughout the period we are 
talking about, and therefore confidence for investment.102 

83. The Minister’s answers gave the impression that the levy would be a hypothecated tax, 
but supplementary evidence from the Department has cast doubt on this. When asked to 
clarify whether the funds raised by the levy would be ring-fenced for the delivery of Digital 
Britain’s objectives, the Department responded: 

We expect the amount raised by the landline duty to be made available for the 
delivery of the NGA objectives through the Next Generation Fund. Few taxes are 
formally ring fenced.103 

We find this a somewhat Delphic response. Either the levy will be hypothecated or not, and 
the Government needs to be give clarity on this before it brings proposals before the House 
to introduce the levy.   

84. The Minister was of the opinion that this was the case, whichever party was in power 
after the next general election:  

I think that the commitment of the current Government and indeed the Opposition 
to funding for the Health Service, together with all the other public services, is going 
to absorb the resources that are going to be available realistically to governments 
over the next few years”. 104   

Therefore, in order to make progress, he believed that a separate funding mechanism was 
necessary.105 

85. He acknowledged that the proposed levy had not been universally welcomed but was of 
the view that the importance of the infrastructure to the country as a whole warranted this 
form of revenue raising.106 He believed it to be a “modest levy” which would give assurance 
to industry that the necessary funds would be provided, something that other forms of 
funding would not achieve.107 

86. We questioned the Minister about the possibility of directing the levy to users of 
broadband. Unfortunately the Minister discounted that suggestion believing it to be a 
“very, very difficult thing to do”108 because “how does one identify who they are?”109  

87. We agree with the Minister that NGA is an important infrastructure project that is vital 
both to the competitiveness of the UK economy and the wellbeing of UK citizens. We do 
not agree, however on the mechanism by which it will be funded. All other infrastructure 
projects, for example hospitals and hospitals, are funded through general taxation at a level 
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far in excess of the £1 billion proposed for NGA. Even those taxes which nominally go 
towards the transport infrastructure such as road tax, are not hypothecated but are used as 
a general resource. 

88. We believe that a 50 pence levy placed on fixed telecommunication lines is an ill-
directed charge. It will place a disproportionate cost on a majority who will not, or are 
unable to, reap the benefits of that charge. The levy is a regressive tax under which a 
minority of users will receive enhancements to their services paid for by a majority who 
appear unlikely to access these services. The Government must look again at this 
proposal. If the Government persists with its proposal for a levy, it will need to set out, 
in unambiguous terms, whether or not the levy will be hypothecated and proceeds used 
to fund solely Next Generation Access. The fact that this remains uncertain 
undermines the credibility of the Government’s position.  

89. We do not support the 50 pence levy as a means of raising revenue to assist in the 
roll-out of Next Generation Access. The programme for delivering Next Generation 
Access is important, but if public funds are required, they should be raised in the same 
way as for any other national infrastructure programme. We reject the proposal for a 
50 pence levy and recommend that Next Generation Access, to the extent that publicly 
funded support is necessary, be supported out of general taxation. 

After the 90% 

90. The Internet Service Providers Association raised with us the question of what would 
happen to the levy after the objective of delivering NGA to 90% of the population had been 
achieved. 110 The Minister accepted the logic that a levy for a particular purpose should be 
removed once that purpose had been completed,111 and asserted that funds from the levy 
could not be used as a contribution towards general taxation.112 However, he left a door 
open to the possibility of the levy remaining after 2017: 

The point we can debate, I think, is whether it should carry on beyond 2017 to 
contribute to the cost of the final 10% next generation broadband.113 

91. We have already made clear our opposition to the 50 pence levy. It would therefore 
follow that we see no need for a debate to take place at a later date on the merits of 
continuing an unfair levy to complete the last 10% of the NGA infrastructure. Taxes 
have a habit of enduring; if the Government presses ahead with the levy it must set an 
end-date for it. 

Application of VAT 

92. The applicability of VAT to the 50 pence levy was first raised in the press when the 
Times newspaper received documents suggesting that “ministers have decided to charge 
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VAT on top of the new levy, essentially creating a tax upon a tax.”114 This was later 
confirmed by the Government which stated: “VAT will apply to the landline duty, as it 
does all other excise duties.”115  

93. The application of VAT to the levy should have been made clear at the outset. The 
Government should not have relied on its argument that VAT will apply “as it does to 
all other excise duties”. The 50 pence levy is an unusual proposal and as such it should 
have been made clear from the start that VAT would be applied. We believe the 
application of VAT represents a tax on a tax that is itself unfair, and its imposition only 
serves to reinforce our opposition to the levy. 
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6 Digital Exclusion 
94. Digital Exclusion is the term used to describe the experience of those socio-economic 
groups who, for whatever reason, are unable to access the internet and the resources it has 
to offer. This may be the result of poverty or computer illiteracy. It also includes those 
individuals who do not want (or do not know they want) access to the internet.116 To 
address these issues the Government has established two programmes, the Home Access 
Programme and the Digital Inclusion Task Force. 

95. The Digital Inclusion Task Force, chaired by Martha Lane Fox, is the Government’s 
initiative to increase participation among those groups most likely to be “digitally 
excluded”. The Task Force has a budget of £12 million, for a two-year period, and is 
focusing on the following activities: 

• to support and challenge government, industry and the third sector on programme 
development and delivery; 

• to use Race Online 2012 to shine a light on partner activities and provide an 
intelligent hub of information and resources; and 

• to join and leverage new and existing activities to ensure ‘face to face’ support is 
available to all socially and digitally excluded adults.117 

96. A study commissioned by the Government’s Digital Inclusion Task Force summarised 
the current situation in the following terms: 

Overall, levels of digital exclusion have declined steadily in recent years although a 
significant proportion of the population remains digitally excluded. In 2009, 10.2 
million adults (21% of the UK population) had never accessed the internet and a 
further 2.0 million had not used it for 3 months: 7.8 million households (30% of 
those in the UK) had no internet connection at home.118 

97. Despite a steady decline in digital exclusion, the issue is becoming one of increasing 
importance. Digital Britain highlights the fact that it is the Government’s intention to 
deliver more public services online; that the best priced utilities, services and goods now 
appear in internet-only offers; and that there is an increased requirement for computer and 
internet literacy when looking for employment.119 

98. To date the most substantial report to come out of the task force is a commissioned 
study from PricewaterhouseCoopers. The key findings of that Report were: 

• households without an internet connection are missing out on savings of £560 per 
annum in shopping and paying bills online; 
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• if the 1.6 million children whose families are not online got a home internet 
connection it would increase their lifetime earnings by around £1 billion; 

• unemployed people could increase their chances of finding a job if they had 
internet access; 

• people with good computer skills earn 3% to 10% more than those without; and 

• each contact with the Government made online as opposed to telephone or face to 
face could save between £3.30 to £12.00.120  

99. The Report highlights the many potential gains that can be made by having access to 
the Internet. It is therefore unfortunate that the Government’s proposals and initiatives do 
not give sufficient weight to these benefits. While we support the aims and objectives of the 
Task Force, its funding appears insufficient. In approximate terms, it will spend £1 per year 
on each of the four million people it has identified as being within the most disadvantaged 
groups, while the 50 pence levy would impose a charge of £6 per year on that same group.  

100. We strongly support the aims and objectives of the Digital Inclusion Task Force. 
However, we are concerned that the drive towards NGA roll-out could be at the expense 
of the Digital Inclusion agenda. The contrast between the method and funding of NGA 
and the sums available to address the problems of digital exclusion only serves to 
highlight this concern. The digital inclusion task force will spend £1 per year on each of 
the four million people it has identified as being within the most disadvantaged groups, 
while the 50 pence levy will impose a charge of £6 per year on that same group. The levy 
will last until at least 2017 but the task force will finish its work in 2012. 

101. We recommend that greater attention and resources be given to digital inclusion 
given the proven social and economic benefits to the individual and the cost saving 
benefits to the Government. We believe that digital inclusion should take priority over 
Next Generation Access at a time of great stringency in public expenditure. 

The Home Access Programme 

102.  In February 2009, the Government began a pilot scheme across Oldham and Suffolk 
local authorities which targeted families with children who were unable to afford home 
access to the internet. A grant is available for those eligible to buy a computer, and get 
internet access as well as service support.121 Digital Britain declared the pilot scheme a 
success and explained that the programme would be rolled-out in Autumn 2009.122 
According to Digital Britain, the national roll-out would help “promote the benefits of 
home access to families and give direct financial support to around 330,000 of the most 
disadvantaged learners whose families meet the eligibility criteria”.123 

103. The programme was recently given favourable coverage in the press: 
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The Home Access scheme is designed to encourage low-income families with 
children at key stages 2 and 3 to apply for a one-off, £500 grant to pay for a computer 
and a 12-month subscription to the internet. If the family receives free school meals 
they can apply for a single-use debit card loaded with £500 worth of credit. Families 
then have a choice of retailers—including Comet and Curry’s—to buy from. [The 
scheme] hopes to give out 270,000 grants and reach as many as half a million 
children. Results from the pilots are promising: more than 9,000 families 
participated, which was nearly 90% of the target group.124 

104. The programme has a budget of £300 million. These funds will remove significant 
barriers of the one-time cost of purchasing a computer and subscription, for a twelve 
month period, to a broadband service. We congratulate the Government on the Home 
Access Programme which we believe shows early signs of success. We therefore 
welcome its extension as a national programme. We recommend that the programme 
be used to educate and inform the whole household on the benefits of internet use and 
computer literacy. Furthermore, we call for early research on the effectiveness of its 
roll-out to ensure that its early promise is maintained. This is the sort of intervention 
the Government is well placed to make in support of the objectives of both Universal 
Service Commitment and the Digital Inclusion Task Force. 
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7 Business rates 

Background 

105. Business rates are a tax on the occupation of non-domestic properties. There are two 
methods by which business rates are calculated in the broadband industry; the Tone List 
method and the Receipt and Expenditure (R&E) method.125 BT’s network is assessed on 
the R&E method, whereby it pays tax on what the Valuation Office Agency (VOA) assesses 
as the hypothetical rental value of BT’s entire network, based on profits. By contrast, the 
Tone List method, which is applied to all other providers, requires them to pay a tax per 
kilometre, on the basis of the size of the network. The level is set by the VOA on a five-year 
ratings cycle. The reason behind the distinction is that VOA considers BT to be a utility 
operator and smaller networks to be ordinary businesses.  

The industry’s concerns 

106. In 2004, the Broadband Stakeholder Group published a review of business ratings. 
That review concluded: 

The communications industry is capital intensive and investment decisions are based 
on long term business plans. Over the last twenty years, the life of the modern 
communications industry, the Valuation Office has changed the method for 
assessment repeatedly. These changes in methodology have caused both uncertainty 
and mistrust in the industry.126  

107. During this inquiry we found that industry continued to have those concerns. The UK 
Competitive Telecommunications Association claimed that business rates continued to 
have a negative impact on the market, both in the way in which they were applied, and also 
because of the distinction made between BT and other operators. The Association argued 
that: 

Operators other than BT face regulatory uncertainty as to the tax treatment of any 
NGA investment since the way in which business rates will be assessed will be 
decided only after the investments are made […] This anomaly is bound to have an 
impact on the ability of BT’s rivals to compete in the NGA market.127 

108. This point was echoed by TalkTalk which argued that the current system created 
“competitive distortions, uncertainty [and] risk, given the likely rates cost is so unclear.”128  
Furthermore, it believed that unless this was tackled, it could result in a “large and 
excessive additional cost burden thus deterring roll-out.”129 Vtesse believed that the current 
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application of business rates to the use of fibre “disproportionately taxes new entrants and 
discourages investment”.130  

109. Vtesse also highlighted the impact of the application of the R&E method to the BT 
network. It asserted that as a result of applying the R&E method, “[BT’s] fibre estate has 
grown by a factor of four between 1995 and the present day” while at the same time its 
rates bill had “decreased substantially by 27% since 2006”.131 When this was put to the 
Minister, he argued that the valuation had reduced as a result of local loop unbundling and 
BT’s disposal of its telephone exchanges.132 Despite the distinction between the ratings 
method for BT and other companies, and the apparent benefits this gave to BT, he 
remained confident that BT’s rates valuation was “very carefully and meticulously carried 
out” and based on “objective valuations about how much things are worth”.133 

110. By contrast Vtesse, a company investing in NGA networks, argued that the best 
incentive for private investment in NGA would be for the Government to disapply 
business rates from fibre optic networks. In a similar vein, Virgin Media and TalkTalk have 
recently been quoted as stating that a lowering of the tax rate would help investment 
decisions.134 

The Government’s position 

111. The application of business rates to NGA networks is not a subject covered in any 
depth within Digital Britain. It did, however, argue that in respect of the Final Third:  

[The project] would need to focus resources on geographic areas where the market 
would not otherwise invest and to subsidise only that activity which contributes to 
next generation broadband deployment. For this reason we do not believe tax 
incentives for investment would be the best means of delivery.135 

Digital Britain highlighted Government support to the industry given in the 2009 Budget 
to local networks through “a doubling of capital allowances,136 and argued that BT’s 
“announced deployment to an additional 500,000 homes” was, in part, the result of the 
increase in capital allowance.137  

112. The arguments against the current application of business rates were not accepted by 
the Minister. In particular, he took the view that the case had not been made for removing 
business rates from fibre networks: 

 
130 Ev 161 

131 Ev 164 

132 Q 240 

133 Q 239 

134 “How the government taxes the UK’s broadband future”, www.computerweekley.com, 4 November 2009 

135 Department for Business, Innovation and Skills, Digital Britain, June 2009, p 64 

136 Department for Business, Innovation and Skills, Digital Britain, June 2009, p 66 

137 Department for Business, Innovation and Skills, Digital Britain, June 2009, p 60 

 

http://www.computerweekley.com/


36     

 

We have a very long-established system of rating which applies to all business 
establishments, including, for example, mobile phone masts, and I think it would be 
difficult to justify a carve out for this particular kind of facility.138  

He acknowledged that the system was not perfect, and that if the criteria used by the VOA 
was incorrect, it was open to challenge. In particular, he said that if there were “errors in 
how things are done then they certainly should be looked at.”139 That said, he remained 
opposed to “exempting this particular kind of facility from a system which is extremely 
well-established and delivers and works perfectly well.”140 

113.  It is clear that the issue of business rates, in terms of both how they are applied to the 
industry, and the level at which they are set, remain contentious issues. If new investment, 
and new entrants to the NGA market are to be encouraged there needs to be a level playing 
field. BT does not merit a method of taxation which differs from other providers, and 
one which appears to deliver to that company more favourable terms than its 
competitors. We conclude that the current arrangements hinder the delivery of 
investment in NGA, which is being championed by Government. We recommend that 
the Government review the application of business rates to fibre optic networks as a 
matter of urgency, and develop a uniform system for all providers. 

114. We acknowledge that the Government has offered a measure of support to the 
industry, through the increase of capital allowances. However, we believe that using 
business rates is a better way of using the tax system to encourage investment in the 
NGA infrastructure. Indeed, we believe that the importance of NGA warrants 
consideration of either a reduction, or even a temporary removal, of business rates on 
fibre optic cable to encourage NGA roll-out. This would be a more effective use of 
limited public sector funds than either the recent changes to capital allowances or direct 
intervention. 

Internal networks 

115. In applying business rates to fibre, the VOA does not discriminate on the basis of use. 
During our inquiry, an example came to light of how this “blanket” approach 
discriminated against internal networks. Sohonet, a London company working in the film 
industry, has its own internal network which it uses to communicate between the United 
Kingdom, Australia and the United States of America. Its difficulties with fibre business 
rates was highlighted in a recent press report. Sohonet’s fibres are exclusively for this and 
consequently spend large portions of time inactive, unlike telecommunication companies 
whose networks are always busy. Therefore, the network, while essential, is not as 
profitable as the same cable owned by a telecommunications company, but nevertheless is 
rated the same.141   
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116. When we highlighted the example of Sohonet to the Minister he told us that he was 
not aware of the particular case. However, he remained convinced that: 

an important strength in the rating system in the UK and that it is based on pretty 
objective criteria. It may be in some instances that the criteria used are incorrect and 
then they can be challenged, and there have been challenges in court over this and 
the courts have upheld the view of the VOA. But if there are errors in how things are 
done then they certainly should be looked at.142 

117. Although this example is not central to our Report, it does, again, highlight problems 
with the current application of business rates to fibre optic networks. We are concerned 
that in its application of business rates to fibre optic networks, the Valuation Office 
Agency has not taken into account the use of internal fibre optic networks used 
privately by companies. Applying business rates to these networks on the same basis as 
commercial networks runs the risk of having a significant detrimental effect on 
companies with their own networks. We recommend that the Government instruct the 
Valuation Office Agency to review this area of business rates. 
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8 Regulatory changes 

Changes in Ofcom’s regulatory role 

118. Ofcom’s principal duty in regard to broadband is to maintain a competitive 
broadband market. Digital Britain set out the Government’s proposal to enhance its role in 
respect of that investment: 

The Government proposes to amend the Communications Act 2003 to make the 
promotion of investment in communications infrastructure one of Ofcom’s 
principal duties alongside the promotion of competition, to meet its overarching 
duties of securing the interests of citizens and consumers in the provision of 
communications services.143 

119. The Department explained the importance of giving equal prominence to competition 
and investment as part of the drive to deliver an NGA infrastructure, which would enhance 
Ofcom’s original remit which was to “provide competitive access to a legacy asset in the 
form of the copper network.”144 

120. Mr Ed Richards, Chief Executive of Ofcom, explained that the Regulator already had a 
duty to give regard to infrastructure investment, but that: 

The proposal to give us a clearer duty to promote investment in infrastructure will 
change the emphasis. It will elevate it somewhat and, therefore, change the emphasis 
for us when we make decisions.145 

The Government, while stressing the importance of this regulatory change, did not believe 
that it represented a “dramatic” shift in Ofcom’s duty, rather that it would prove “the right 
basis for a sustainable balance between investment and competition.”146 For its part Ofcom 
explained that, it would first assess the duty and then decide on how it would make 
decisions which would be in line with those duties. Mr Richards, gave a pragmatic 
appraisal of the new duty and how it would work in practice:  

I think what would happen is we would make a judgment on that in relation to any 
[change in the Communications Act], and I suspect at some point in the process 
someone, a third party of some kind, will probably challenge us and say either we 
had excessively interpreted Parliament’s intention or we had insufficiently 
interpreted it, and that would probably be contested in a merits-based appeal.147 

121. Our witnesses from industry were uncertain about the necessity of such a change in 
Ofcom’s role. TalkTalk was not convinced that the Government had made a strong case for 
a change in the regulator’s duty. In particular, it noted that the Government “has not been 
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able to provide any tangible example of where Ofcom have taken a poor decision in the 
past.”148 The UKCTA thought that there was a risk that the new duty to encourage 
investment should not be “at the expense of the conditions which have led to the 
development of the competitive market which currently exists in the UK.”149 

122. Under its existing statutory duties, Ofcom is required to give regard to investment 
in its decision making. Therefore extending that duty to include the promotion of 
investment in communications infrastructure does not appear to be a major departure 
from its current duties. That said, Ofcom will need to be alert to the risks of balancing 
this duty with its existing duty of promoting competition in the NGA market. 
Furthermore, the Government will need to provide Ofcom with explicit direction to 
ensure that its new statutory duties do not cause it to get bogged down by legal 
interpretations and challenges. 

Duct sharing 

123. One area in which investment could be encouraged is through the opening up of 
existing infrastructure to competition. The Caio Review highlighted the potential benefits 
of providing companies access to the cable ducts (the tubes which carry cabling 
underground) of existing communications providers, which it saw as an important step in 
the lowering the cost of the roll-out of NGA.150 BT manages the largest duct infrastructure 
and therefore debate about duct access has focused on access to its network. 

124. In evidence to us, Vtesse agreed that enabling competitor access to the BT 
infrastructure would significantly reduce the costs of expanding the NGA network: 

The only method that ensures economic viability of settlements [of around 500 
dwellings] is the use of BT ducts into which Vtesse’s own fibre could be installed.151 

125. In 2009 Ofcom commissioned a survey into the available space within the BT 
network.152 It concluded that there was spare capacity but that it was not uniform across 
the network. In evidence, Mr Richards from Ofcom set out both the potential and the 
limitations of the BT network: 

 Some of these so-called ducts are a piece of cable with concrete on top of them so, in 
other words, it is not a duct at all. In other cases they are in pretty good shape. 153 

He added that Ofcom’s Report into duct sharing had inspired “a good dialogue” with 
companies and, as a result, had recently commissioned a second duct survey to consider 
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the duct capacity from the exchange and from the cabinet to the home, “that is in the field 
at the moment and we expect to receive that back in January”.154  

126. At the time of writing this Report, BT has indicated that it would be willing to open up 
its duct network to other broadband providers. Speaking in the Financial Times, Mr Ian 
Livingstone, Chief Executive of BT, said that BT was willing to provide open access to its 
ducts and that “access to all ducts, not just ours, might help BT and others extend coverage 
and so we would like to see a future government support such a move”.155 This is a 
welcome development. 

127. We welcome Ofcom’s intention to produce a second report on duct access. The 
report should shed further light on the feasibility of duct sharing as a lever for 
increasing competition and investment in the market. That said, any report should not 
concentrate solely on the BT network. Other infrastructures, including access to 
municipal ducting (for example CCTV ducting) and access to canal and railway 
networks should also be considered. We also welcome the announcement by BT that it 
is in favour of opening up its network to competitors. This is a positive development. 
The Government should make removing the barriers to duct access a high priority as it 
would do much to encourage investment in Next Generation Access. 

Local and Community Networks 

128. The development of local and regional network initiatives is another means of 
delivering broadband and NGA to communities to which the market has yet to deliver. 
Recently, there are some innovative examples of this. On the regional level, Digital Region 
has rolled out a NGA network across large parts of South Yorkshire.156 In other areas small 
communications providers have deployed fibre often through unconventional 
infrastructure. H2O, a local NGA provider, have delivered NGA to homes in 
Bournemouth and Dundee via a sewer deployment in what is known as the “fibre-to-the-
toilet” solution. This is now being deployed in Sheffield.157 

129. A second example of a regional deployment is Swindon’s WiFi network which has 
overcome the short range limitations of WiFi by deploying antennas on lamp posts. This 
would provide a “Wi-Fi mesh” delivering blanket internet coverage for 186,000 citizens. 
The project will be funded by a mixture of public and private money, and it is hoped that 
the scheme will break into profit with residents subscribing to faster, paid-for access, above 
the free service.158 

130. While these networks have the potential to deliver NGA to uneconomic areas, Dr 
Timothy Whitley, Group Strategy Director BT Group, BT highlighted a concern that 
independent local provision may not comply to the required set of standards necessary to 
connect fully with the infrastructure provided by large internet service providers.159 
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Standardisation of network design is vital if a competitive NGA market is to be created. 
This point was raised by the Caio Review which pointed to the situation in Sweden as an 
example of what can happen in the absence of a standard network design: 

[the] high rate of fibre connections in Sweden can be attributed to the existence of 
municipal fibre schemes [...] 150 such companies or schemes are currently in 
existence, but also highlighted concerns of the Swedish regulator, PTS, that there was 
no consistent business model in these schemes and less than half offered wholesale 
access to third party providers, thus reducing the scope for effective competition.160 

131. The Broadband Stakeholder Group has recognised this risk and launched the 
Commercial, Operations and Technical Standards Project (COTS) to address the problem. 
The aim of COTS is to set a number of technical standards which would apply to large and 
small network providers.161 The Government has also recognised this problem and stated 
that work on standardisation and inter-operability between local networks had already 
commenced. The Government will provide further support in this area through a £150,000 
grant to the Independent Networks Co-operative Association.162 

132. We believe that local and regional networks have the potential to deliver NGA to 
areas which internet service providers have yet to consider economic. We welcome the 
work of the Commercial, Operations and Technical Standards Project to promote 
standardisation between large service providers and local networks. For that reason we 
recommend that any Government subsidy should be made conditional on meeting 
those technical standards. 
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9 Advertised Connection Speeds 
133. It is common practice for internet service providers (ISPs) to highlight “up to” speeds 
when advertising broadband products. These speeds represent the maximum which the 
ISPs are able to deliver. In practice, however, users rarely experience them. 

134. Internet Service Providers have claimed that the only reliable way in which they can 
measure broadband speeds is at the point when it leaves the telephone exchange. As we 
mentioned earlier in this Report, the speed that the consumer receives is dependent on a 
number of factors, including how close they are to that telephone exchange.  

135. In response to consumer concerns and complaints about the difference between 
advertised speeds and those experienced, the ASA made a series of rulings. These required 
ISPs to make clear in their advertisements those factors which affected the advertised speed 
in order to “set more realistic consumer expectations of the speeds they were likely to 
achieve”.163 Those rulings, which were voluntary, included: 

• The broadband speed must be preceded by the words ‘up to’, in order to make it 
clear that a consumer can receive anything up to the advertised speed; 

• the advert must contain a clear notice in the main body copy (i.e. not in a footnote) 
that states that speeds vary significantly subject to a number of factors, such as 
distance from the exchange; and. 

• the advert must also make clear where the service is available i.e. geographical 
limitations that might mean a headline speed is only available to those in, for 
instance, urban areas. 164 

136. In December 2008, Ofcom introduced the Voluntary Code of Practice for Broadband 
Speeds which required all signatory ISPs to “commit to notifying the user of the maximum 
speed their line is capable of supporting at the point of purchase.”165 In July 2009, Ofcom 
published its “UK Broadband Speeds” Report which contained research conducted with 
1600 consumers. The statistical data compiled by Ofcom confirmed that there remained a 
difference between advertised speeds and those experienced by consumers. It highlighted 
the fact while the average advertised “up to” speed was 7.1Mbps, the average connection 
speed in was 4.1Mbps.166 Furthermore, of the study sample used in the report, only 9% of 
consumers on packages offering “up to” 8Mbps received over 6Mbps.167  

137. The Report provides a national insight into the UK broadband network. However, it 
should be noted that a national average does not accurately reflect the varieties of speeds in 
different communities. In addition, Ofcom examined the performance of individual ISPs, 
and this itself may not be accurate. BT is often the sole provider to rural areas who will, by 
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virtue of technology, receive a slower speed. It is not clear that BT is being fairly judged 
when one considers they are operating in an area in which no other ISP will go.  

138. During oral evidence Mr Holoway stated that: 

The thing is that the home consumers do not know it either—if next door, over the 
fence, someone has got it faster, how do they know? They do not know. [If a method 
of measuring speed representative speeds could be found] then discussion would 
rage amongst different people in different communities, saying “I am getting this 
speed with this company.”168 

139. A recent development in this area is the emergence of websites which not only allow 
comparison of broadband prices, but also allow consumers to rate their provider, test their 
connection speed and mark it on a national map. The result is that the consumer can view 
the connection speeds their neighbours are receiving and which provider they are receiving 
it from. This has several advantages as it provides the consumer with a sense of the 
experience they will receive. However, the speeds listed are not averages and will depend 
on what time of day their neighbours tested their connection speed. 

140. We welcome Ofcom’s Report on broadband speed. It provides an interesting 
insight into the market as a whole. We recommend that Ofcom repeat this study on an 
annual basis. We also welcome the increased level of information of broadband speeds 
provided by comparison websites. This has the potential to make a positive impact on 
the market in the same way price comparison websites have for fuel bills. We 
recommend the Government allow Ofcom the freedom to monitor the accuracy of 
these websites to ensure the customer is well informed; and for it to consider the value 
of a voluntary accreditation scheme. 
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Conclusions and recommendations 

Ministerial Accountability 

1. We remain concerned that following the resignation of Lord Carter, the Ministerial 
structure which created a part-time Minister for Digital Britain provides neither the 
appropriate ministerial oversight nor the weight to match the importance of this 
policy area. Furthermore, we do not consider it appropriate that a single Minister 
should be both the champion of digital innovation and responsible for tax revenue. 
This is no reflection on the current Minister, but given the importance of the digital 
economy to the United Kingdom, we believe a full-time post is required and one 
which is unencumbered with potential conflicts of interest. We recommend that the 
Government again appoint a full-time Minister for Digital Britain at the earliest 
opportunity. (Paragraph 16) 

Universal Service Commitment 

2. Given the case made for 2Mbps by Government and Internet Service Providers, and 
the services which 2Mbps will deliver, we agree that the Government has set the 
Universal Service Commitment at an appropriate level. However, our support is 
contingent upon a clear definition of what 2Mbps represents. (Paragraph 22) 

3. We are concerned that the Government is committed to a Universal Service 
Commitment of 2Mbps, with a budget of £200 million, without a clear definition of 
what it means. The criteria upon which any significant spending is based must be 
made clear. Together with the Network Design and Procurement Group, the 
Government needs to address this issue as a matter of urgency.  (Paragraph 27) 

4. We believe that the Universal Service Commitment should deliver a minimum  
2 Mbps under normal circumstances, to all users. This achievable objective would 
provide a greater range of services to all areas of the United Kingdom.  (Paragraph 
28) 

5. Currently, the Network Design and Procurement Group will define its own targets, 
delivery mechanisms and terms of reference. This is not acceptable for the delivery of 
the Universal Service Commitment. The Government must publish a set of publicly 
available guidelines, defining what the targets are and the best practice for delivering 
them.  (Paragraph 31) 

6. While we accept it is appropriate that the Network Design and Procurement Group 
be consulted in designing the procurement process, the Government needs to state 
expressly that value for money will be a cornerstone of its procurement model rather 
than proceed with a purely cost-based reverse auction.  (Paragraph 34) 

7. In order to maximise the benefits of the Government’s ambition to provide the 
Universal Service Commitment through Next Generation Access networks, we 
believe that where possible the economic data of the upgrade should be placed in the 
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public domain. This offers the opportunity to use the USC as a testing ground for the 
roll-out of Next Generation Access. (Paragraph 36) 

Next Generation Access 

8. We share the Government’s enthusiasm for the swift development of Next 
Generation Networks and for maximising access to those networks. We believe that 
the United Kingdom’s competitiveness is, to a significant effect, dependent on its 
telecommunications network. However, we have doubts about aspects of the 
Government’s policies to achieve an objective with which we entirely agree.   
(Paragraph 42) 

9. The evidence we have heard suggests that there is no pent-up pressure for super-fast 
broadband from consumers, due both to a lack of new applications and an 
unwillingness to pay higher bills for internet access. We do not believe that the 
Government has yet made the case for intervening in the market to provide NGA 
access to consumers who already receive a reasonable quality of service. 
Furthermore, we conclude that achieving a universal service of 2Mbps should be the 
priority. (Paragraph 56) 

10. We accept the analysis that, given the current public policy framework, an entirely 
market-driven approach to NGA roll-out is unlikely to deliver NGA to every home. 
Therefore, if there is to be near-universal access to NGA, changes to public policy or 
some form of Government intervention will be necessary. Changes in public 
policy—for example to allow competitor access to BT’s ducts, or to the rating of fibre 
optic networks—might prompt the market to deliver, and technology itself is 
changing rapidly. Whether this is the right time to intervene with public money and 
what form this intervention should take remains an open question. (Paragraph 61) 

11. Premature intervention by the Government in the NGA market could prove 
unnecessarily costly. We believe it would be unwise for the Government to intervene 
until the market has established what it is capable of delivering by itself, something 
the telecommunications companies are still in the process of doing. Fifty percent of 
the United Kingdom already has potential access to high speed broadband and that 
proportion will grow as investment increases and technologies develop. These 
processes could accelerate if they are provided with an appropriate public policy 
framework.  (Paragraph 62) 

12. We believe that if public intervention is to occur then where it begins geographically 
is of critical importance. We recommend that the Government act cautiously in any 
intervention it may make, and that any such intervention should be in areas where 
the private sector is least likely to venture. This would allow the market time to assess 
the economic case for further roll-out beyond 66%, decrease the chance of private 
investment being crowded out and decrease the possibility of contravening EU state 
aid rules.  (Paragraph 66) 

13. While optical fibre may often be the correct technology to deploy in the delivery of 
NGA, the Government must not lose sight of alternatives which are already able to 
deliver results. The speed of technological development in this industry is fast, and 
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solutions which appear to be too costly or complex today may quickly become the 
most appropriate option in the near future. We believe, therefore, that technological 
neutrality should be a cornerstone of any Government intervention. Furthermore, 
we recommend that any Government-funded infrastructure should be able to 
support services offered by multiple internet service providers. If not, it runs the risk 
of establishing local monopolies. (Paragraph 70) 

50 Pence Levy 

14. We believe that a 50 pence levy placed on fixed telecommunication lines is an ill-
directed charge. It will place a disproportionate cost on a majority who will not, or 
are unable to, reap the benefits of that charge. The levy is a regressive tax under 
which a minority of users will receive enhancements to their services paid for by a 
majority who appear unlikely to access these services. The Government must look 
again at this proposal. If the Government persists with its proposal for a levy, it will 
need to set out, in unambiguous terms, whether or not the levy will be hypothecated 
and proceeds used to fund solely Next Generation Access. The fact that this remains 
uncertain undermines the credibility of the Government’s position.  (Paragraph 88) 

15. We do not support the 50 pence levy as a means of raising revenue to assist in the 
roll-out of Next Generation Access. The programme for delivering Next Generation 
Access is important, but if public funds are required, they should be raised in the 
same way as for any other national infrastructure programme. We reject the 
proposal for a 50 pence levy and recommend that Next Generation Access, to the 
extent that publicly funded support is necessary, be supported out of general 
taxation. (Paragraph 89) 

16. We have already made clear our opposition to the 50 pence levy. It would therefore 
follow that we see no need for a debate to take place at a later date on the merits of 
continuing an unfair levy to complete the last 10% of the NGA infrastructure. Taxes 
have a habit of enduring; if the Government presses ahead with the levy it must set 
an end-date for it. (Paragraph 91) 

17. The application of VAT to the levy should have been made clear at the outset. The 
Government should not have relied on its argument that VAT will apply “as it does 
to all other excise duties”. The 50 pence levy is an unusual proposal and as such it 
should have been made clear from the start that VAT would be applied. We believe 
the application of VAT represents a tax on a tax that is itself unfair, and its 
imposition only serves to reinforce our opposition to the levy. (Paragraph 93) 

Digital Inclusion 

18. We strongly support the aims and objectives of the Digital Inclusion Task Force. 
However, we are concerned that the drive towards NGA roll-out could be at the 
expense of the Digital Inclusion agenda. The contrast between the method and 
funding of NGA and the sums available to address the problems of digital exclusion 
only serves to highlight this concern. The digital inclusion task force will spend £1 
per year on each of the four million people it has identified as being within the most 
disadvantaged groups, while the 50 pence levy will impose a charge of £6 per year on 
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that same group. The levy will last until at least 2017 but the task force will finish its 
work in 2012. (Paragraph 100) 

19. We recommend that greater attention and resources be given to digital inclusion 
given the proven social and economic benefits to the individual and the cost saving 
benefits to the Government. We believe that digital inclusion should take priority 
over Next Generation Access at a time of great stringency in public expenditure. 
(Paragraph 101) 

20. We congratulate the Government on the Home Access Programme which we believe 
shows early signs of success. We therefore welcome its extension as a national 
programme. We recommend that the programme be used to educate and inform the 
whole household on the benefits of internet use and computer literacy. Furthermore, 
we call for early research on the effectiveness of its roll-out to ensure that its early 
promise is maintained. This is the sort of intervention the Government is well placed 
to make in support of the objectives of both Universal Service Commitment and the 
Digital Inclusion Task Force. (Paragraph 104) 

Regulatory Changes 

21. BT does not merit a method of taxation which differs from other providers, and one 
which appears to deliver to that company more favourable terms than its 
competitors. We conclude that the current arrangements hinder the delivery of 
investment in NGA, which is being championed by Government. We recommend 
that the Government review the application of business rates to fibre optic networks 
as a matter of urgency, and develop a uniform system for all providers. (Paragraph 
113) 

22. We acknowledge that the Government has offered a measure of support to the 
industry, through the increase of capital allowances. However, we believe that using 
business rates is a better way of using the tax system to encourage investment in the 
NGA infrastructure. Indeed, we believe that the importance of NGA warrants 
consideration of either a reduction, or even a temporary removal, of business rates 
on fibre optic cable to encourage NGA roll-out. This would be a more effective use of 
limited public sector funds than either the recent changes to capital allowances or 
direct intervention. (Paragraph 114) 

23. We are concerned that in its application of business rates to fibre optic networks, the 
Valuation Office Agency has not taken into account the use of internal fibre optic 
networks used privately by companies. Applying business rates to these networks on 
the same basis as commercial networks runs the risk of having a significant 
detrimental effect on companies with their own networks. We recommend that the 
Government instruct the Valuation Office Agency to review this area of business 
rates. (Paragraph 117) 

24. Under its existing statutory duties, Ofcom is required to give regard to investment in 
its decision making. Therefore extending that duty to include the promotion of 
investment in communications infrastructure does not appear to be a major 
departure from its current duties. That said, Ofcom will need to be alert to the risks 
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of balancing this duty with its existing duty of promoting competition in the NGA 
market. Furthermore, the Government will need to provide Ofcom with explicit 
direction to ensure that its new statutory duties do not cause it to get bogged down 
by legal interpretations and challenges. (Paragraph 122) 

25. We welcome Ofcom’s intention to produce a second report on duct access. The 
report should shed further light on the feasibility of duct sharing as a lever for 
increasing competition and investment in the market. That said, any report should 
not concentrate solely on the BT network. Other infrastructures, including access to 
municipal ducting (for example CCTV ducting) and access to canal and railway 
networks should also be considered. We also welcome the announcement by BT that 
it is in favour of opening up its network to competitors. This is a positive 
development. The Government should make removing the barriers to duct access a 
high priority as it would do much to encourage investment in Next Generation 
Access. (Paragraph 127) 

26. We believe that local and regional networks have the potential to deliver NGA to 
areas which internet service providers have yet to consider economic. We welcome 
the work of the Commercial, Operations and Technical Standards Project to 
promote standardisation between large service providers and local networks. For 
that reason we recommend that any Government subsidy should be made 
conditional on meeting those technical standards. (Paragraph 132) 

Advertised Speeds 

27. We welcome Ofcom’s Report on broadband speed. It provides an interesting insight 
into the market as a whole. We recommend that Ofcom repeat this study on an 
annual basis. We also welcome the increased level of information of broadband 
speeds provided by comparison websites. This has the potential to make a positive 
impact on the market in the same way price comparison websites have for fuel bills. 
We recommend the Government allow Ofcom the freedom to monitor the accuracy 
of these websites to ensure the customer is well informed; and for it to consider the 
value of a voluntary accreditation scheme. (Paragraph 140) 
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Formal Minutes 

Tuesday 9 February 2010 

Members present: 

Peter Luff, in the Chair 

Mr Brian Binley 
Mr Michael Clapham 
Mr Lindsay Hoyle 

Miss Julie Kirkbride
Mr Lembit Öpik 
Mr Anthony Wright

Draft Report (Broadband), proposed by the Chairman, brought up and read. 

Ordered, That the Chairman’s draft Report be read a second time, paragraph by paragraph. 

Paragraphs 1 to 140 read and agreed to. 

Summary agreed to. 

Resolved, That the Report be the Fourth Report of the Committee to the House. 

Ordered, That the Chairman make the Report to the House. 

Ordered, That embargoed copies of the Report be made available, in accordance with the 
provisions of Standing Order No. 134. 

Written evidence was ordered to be reported to the House for printing with the Report  

Written evidence was ordered to be reported to the House for placing in the Library and 
Parliamentary Archives.  

 

[Adjourned till Tuesday 23 February at 10.30 am. 
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BT, and Mr David Williams, Chief Executive, Avanti Communications, gave evidence.

Q1 Chairman: Gentlemen, welcome to this first
Committee evidence session on our inquiry into
broadband and the Digital Britain report, the
future of broadband speeds and so on. I think you
all sent in written evidence, thank you for that.
Thank you for coming today. Could I begin, as I
always do, by asking you to identify yourselves for
the record.
Dr Whitley: I am Tim Whitley. I am BT’s Group
Strategy Director.
Mr Paul: I am Aidan Paul. I am Chief Executive
of Vtesse Networks.
Mr Heaney: Andrew Heaney, Director of Strategy
and Regulation at TalkTalk Group.
Mr Williams: David Williams, Founder and Chief
Executive of Avanti Communications.

Q2 Chairman: Thank you very much indeed. You
are broadly the provider community in this. This
first question is impossibly broad and I am setting
it specifically in the context of broadband
technology, not the wider issues that this report
raises. What is your overall view of the Digital
Britain report? What do you think from the
perspective of today’s evidence session are its most
important conclusions? Do not forget, sins of
omission are also very important to this
Committee. What does it not do that perhaps it
should have done?
Mr Heaney: I will have a go if I talk from the
perspective of a piped provider and I will park
illegal file sharing for a minute because that is a
little bit oV-patch.

Q3 Chairman: We are not really looking at illegal
file sharing, which is a huge issue. It does have a
read-across obviously.
Mr Heaney: I think in Digital Britain there were
two main things. One was the Universal Service
Commitment to get up to 2Mbps and the other was
the 50p tax. We think the Universal Service
Commitment to get up to 2Mbps is a very good
idea; 2Mbps is increasingly an essential service and
it is very clear that the private sector is unlikely to
reach much further, ergo it is a good idea for the
Government to intervene. On the 50p tax, we think
it is a very poor idea. We do not know where the

private sector is going yet, therefore there is a risk
that this tax would chill out and delay private
sector investment and roll-out. The other thing is
it is likely to be providing speeds which really are
not essential at the moment. In France the number
of people who take these higher speed services is
less than 10%. Last week Virgin said the number
of people who take their 50Mbps product is 0.5%,
admittedly with a late start. We think it is not a role
for government intervention but we think doing it
through a regressive tax is—

Q4 Chairman: Both of those issues we want to take
in more detail in a separate evidence session. For
you it is the Universal Service and 50p levy that are
the two big issues.
Mr Heaney: Yes.

Chairman: Does anyone want to add to that?
Mr Paul: My concern would be about ending up
with a uniform roll-out into the Final Third in
some form.

Q5 Chairman: I know what the Final Third means,
but just so that we begin this evidence session all
knowing what we are talking about could you just
define the Final Third.
Mr Paul: One of the valuable things the report did
was at least provide a vocabulary and some basic
analysis where we can have a debate. We may
disagree on certain of the conclusions but it does
provide a useful basis and vocabulary. One of the
areas that I think it did do well, broadly speaking,
was to divide the country up into three, the first
area being the area in which there is already
competition and, therefore, without any
mechanisms or intervention that people would get
as fast a speed as they would wish. The second third
was those areas where in time and in not very long
it was likely that the same condition would apply
as in the first third. What it then identified was the
Final Third, which is the area of most interest to
us, and that is those areas that are outside
principally the current cable TV footprint, which is
the areas in which there has been a degree of
competition because of the ability of the cable TV
networks to upgrade the speeds that can be
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provided. That Final Third tends to be rural areas,
but our analysis has indicated that first of all it is
much more broadly spread than one might think
and, secondly, it appears in places that one might
have thought were part of the First Third simply
because of the way in which the BT network has
been rolled out. There are gaps between towns and
there might be an infill, those people might be on
very long lines or just by dint of accident end up
with very poor broadband speeds. That is one of
the things that the report does provide: a useful
vocabulary for discussing these things further.

Q6 Chairman: I will not begin to tell you the
problems I had with my broadband connection this
summer, and I live in a city.
Dr Whitley: From a BT perspective I share some of
the panellists’ views already. The overarching point
with the Digital Britain report is that we welcome
and recognise the importance of our sector in terms
of not just the wellbeing of consumers in the UK
but also businesses. It is helpful that this process is
ongoing and there are a lot of helpful ideas set out
in there. I think we broadly agree with TalkTalk
that the USC is a good idea, and we can debate the
detail—I am sure we will—around whether 2Mbps
is the right level, but it seems a sensible and
reasonable aspiration to set. In terms of the levy,
Aidan is right, it is very hard at this stage to judge
exactly where the commercial deployments will go
in terms of the extent of their deployment or the
specifics of the geography, but what is clear is it is
likely in the long-term there will be some areas that
will struggle in terms of commercial deployments
certainly in terms of getting super-fast broadband
quickly. Whether the levy is the right mechanism or
not I guess is a separate debate, but the idea of
having public money helping the private sector in
terms of getting super-fast broadband in just some
of those regions we would say is helpful. I am not
sure we share TalkTalk’s view as to the speeds
enabled by super-fast broadband. We believe super-
fast broadband will be beneficial to customers and
customers will want those speeds.

Q7 Chairman: Am I right in saying that BT are
more enthusiastic about the 50p levy than many
other people in the industry?
Dr Whitley: Whether the levy is the right
mechanism I do not know, but the principle of
public money being applied carefully—there are
many questions as to how and when—the creating
a fund that can be used in that way at some point
in the future is something we generally think is a
good idea.

Q8 Chairman: We will look at the 50p levy in a bit
more detail later. I just want to understand your
positioning at the moment. That leaves one of you
to answer.
Mr Williams: I think the report did a good job of
scoping the problem. It correctly identified the
order of magnitude of the number of homes that
are currently struggling. I think it did a poor job
in getting across the message that technology

neutrality is important in this area, as in fact in all
other areas of government procurement or
government sponsored R&D. Most of us are clear
on this subject: there will be a combination of
technologies applied to the solution of this
problem. Consumers have been confused for a
while about what broadband is and what it can do
and why they need it. One of the problems which
currently persists is the notion that everybody
needs to have a fibre optic cable running to their
front door. That is not broadband; it is one way of
doing broadband. Technology neutrality needs to
be emphasised. I believe that the levy is a good
thing and will stimulate investment. I firmly believe
that the market will solve this problem, the market
will deliver 2Mbs broadband to every home in the
UK, there is no doubt about that, the technologies
are here now and it is merely a matter of time. If,
as a society, we want to accelerate that then
Government could play a role and the levy is one
way of doing it, so the levy could stimulate the
increase in speed of investment, but left alone the
market will still solve the problem eventually.

Q9 Chairman: We will come back to that in more
detail. That is a helpful opening shot from each of
you about your positions. To what extent is the
current broadband network meeting demand? How
do we know what future demand levels will be?
What is going to drive future demand? I hear
people saying the only thing that really drives
demand for super high speed is interactive gaming.
Mr Williams: Video is the answer. It is all about
video. Our customer throughput is doubling every
year. Every 12 months the amount of data
downloaded doubles. On our network we see that
is video. More and more websites are having video
embedded in them and the encoding rate of the
video that appears in those websites is ever higher.
With services like those that BT and the BBC are
oVering, encouraging consumers to download real
TV programmes, that pattern is only going to
accelerate.
Dr Whitley: I think it is true to say that broadband
today is pretty good and delivers a good service for
many, many applications. In particular, if we focus
on the 2Mbps, Ofcom’s estimate was 85-95% of
lines today can deliver 2Mbps. In terms of what
that can deliver to an end user, if we look at some
of the services that people love, things like BBC
iPlayer, and even delivery to a decent-sized TV
screen, that is at 600-700Kbps. One of the
important elements of this whole debate is linking
it back to actual services that people use. That stat
of 85% does not mean that 15% of lines cannot get
2Mbps and part of the job of the USC will be about
to trying to sort that out. It is easy to run away
with the notion that there are vast swathes of
applications out there right now that need 50 or
100Mbps. There are indeed specific applications,
multiple high-definition TV, for example, that if
you have enough channels could consume that
capacity but they are probably not the things that
most people are doing today. A second point is we
need to extend the debate away just from the access
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capability, which is the portion that is covered by
Ofcom’s stat of 85% at 2Mbs, and recognise that
today when you consume services oV the Internet
there are many areas that limit the ultimate
throughput, whether it is the server at the end of
the Internet or pier capacity. There is a whole raft
of diVerent things that can cause people frustration
today and all of those need to be worked through.

Q10 Chairman: I was asking the demand question,
not the technical question.
Dr Whitley: From a demand perspective video is
the one that drives a lot of capacity.

Q11 Chairman: Does anyone disagree with that?
Mr Paul: I would like to enlarge on it. One of the
economic reports that was written in 2001 indicates
that something like a third of the economic growth
in the OECD countries in the last 40 years was
down to telecommunications investment. That
report also identified that there was a very critical
element to that. It compared countries where the
penetration rate had come up early to 40%
penetration, which is per population, which in the
States is notionally 100% per household, and
clearly identified that those countries that had not
reached the threshold did not get the benefits from
the infrastructure. The problem with speed is that
once somebody has got it they will not go back and
once the content that is available is richer and you
have got a diVerentiation between 60% of the
population that has 10Mbs and the remainder that
only has 1 or 2, there is a significant disadvantage
for those earlier people. There is an inevitable
diVusion eVect that happens with this. Nobody ever
wants to go slower, but at the beginning it is more
diYcult to make a case for somebody going faster
unless you have got an actual demand and there is
this general diVusion eVect. You do not get many
of the economic benefits from the deployment of
broadband unless a significant body of people
somewhere near—not 100%—a Universal Service
actually can get it.
Mr Heaney: When you talk about demand it is
important to talk about paid-for demand and
willingness to pay. I think today we have got the
right mix of price and demand, and in the future it
will evolve, but I do not think there is a big
willingness to pay a lot more for super-fast
services today.

Q12 Chairman: We are not actually asking the
content providers during this evidence session,
which may be a mistake, but I have heard
suggestions that in South Korea, where they have
very, very high speeds, 100Mbs moving to 200Mbs,
the film industry has entirely withdrawn from the
South Korean market because they no longer make
money, it comes from the illegal peer-to-peer file
sharing. Those speeds are generating no real
economic benefit and possibly an economic
disbenefit for the country. Does that logic have
any power?

Mr Paul: The one thing that I can say is in terms
of the trials that we are currently running in two
areas of Cornwall—Saltash and Hatt—we are
doing those in co-operation with Virgin Media and
the intention is to provide a cable TV-like
experience over fibre to the cabinet—VDSL. We
can all get into the gobbledegook and I will not go
into too much detail. That presents you with
certain very specific thresholds that you have to
meet and the two are in absolute speed depending
on what format you use, and that is either 7 or
20Mbs, and then also in contention rate. The other
element of this in terms of speed, using the analogy
of a motorway, is it is no good thickening up the
size of the entries and exits to the motorway if the
motorway is still blocked. In the trials that we are
doing in Cornwall we are providing no contention
at all. In order to provide a similar experience to
cable TV in those areas of the country where it is
not you have to provide somewhere between seven
and 20Mbs and pretty much no contention back to
the place that you put the video on-demand service
otherwise you cannot do it.

Q13 Chairman: So 7-20 is your target. That is
useful.
Mr Heaney: On economic benefit I would say your
evidence is probably correct, there is very little
economic benefit of super-fast speeds today but I
think in future there will be.
Dr Whitley: That is the challenge here. There are
some interesting data points emerging of players
moving slower again. I think it is TDC in Denmark
who have ceased marketing their VDSL service and
are pulling back to 20Mbs. That is not what BT are
doing in the UK. BT have announced an
investment of £1.5 billion that will see us oVering
a mixture of so-called fibre to the cabinet and fibre
to the premises which will be oVering speeds of up
to 40Mbps or 100Mbps in the period to 2012. We
plan to pass ten million homes. Very similar to the
configuration that Aidan just mentioned, that will
be looking at providing uncontended services as
well. The challenge here is the uplift of the
infrastructure we are talking about is something
that will take a long time and will cost a lot of
money and there is a huge amount of uncertainty
as to what people will do with it, but there is a sense
that over the next five to ten years, if that is the
time horizon you think about, we feel pretty
confident that people will find very useful and
compelling things to do with 20, 30, 40Mbps. One
extra piece that is not really often spoken about is
the upstream speed, the ability to upload
information into the network. One of the things
that we are pretty excited about in terms of our
plans is that we hope to be moving that to oVering
10Mbps upload capability. The sort of services that
will oVer we do not know in detail yet but you can
imagine them. It will be the ability to upload lots
of information to networks, it will be for storage
and it will be for two-way communication, perhaps
videos. There is a lot of uncertainty around exactly
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what will be the services that the communication
providers in the UK develop that will exploit these
infrastructures, but I think those will come.

Q14 Mr Hoyle: It is really interesting that you said
ten million homes by 2012, but is it going to be the
same people who have benefited already or are you
going to try and ensure that somebody else gets a
bite of the cherry? It seems to me that my
constituency in Chorley never seems to get the
benefit, yet other constituencies within cities are
always the beneficiaries. How are you going to
ensure that divide does not continue?
Mr Paul: Come and see me.

Q15 Mr Hoyle: Very good! What time are you
available?
Mr Paul: After this when you have finished.

Q16 Chairman: I will vouch for Mr Paul’s eVective
lobbying!
Dr Whitley: We have not yet announced the
detailed roll-out of where those ten million will be
and that is not the limit of our aspirations, that is
our early phase, a big commitment, a big
investment, £1.5 billion, but if it goes well we will
learn over the next few years and hope to extend
that.
Mr Hoyle: The colonies of Lancashire?

Q17 Chairman: Let us do Lancashire privately
afterwards, but it is an important point. Stick to
the principle.
Dr Whitley: Absolutely our aspiration is to be able
to serve some of those areas where the economics
are a bit more challenging. For example, if we look
at the places we are trialling at the moment, we are
trialling a place called TaV’s Well, which is in South
Wales, and in the Calder Valley, which is all about
understanding not just what the economics and
operational challenges are of deploying in urban
and suburban areas but also more remote rural
areas. As I say, we have not announced the full ten
million yet, but if I was a betting man I would say
10-15% of those are going to be—

Q18 Chairman: We are in danger of getting ahead
to another section of evidence. We are doing the
digital divide later. Two very quick last questions
before I hand on and as this opening section has
taken rather a long time I will conflate them to one.
Can you paint a picture for me of to what extent
Britain will be transformed socially or economically
by universal access to much higher broadband
speeds? That builds on what you have been
answering already. What direct economic benefits
rather than consumer benefits might flow from full
access to next generation broadband?
Mr Williams: Government will change a lot. I think
your problems with the Royal Mail might go away
when everybody has got high speed broadband
Internet access.

Q19 Chairman: Do you mean the problems will go
away because there will be no Royal Mail! We will
need Star Trek-like teleporters to transmit parcels
around the country.
Mr Williams: The provision of government services
could be much, much cheaper if government was
able to oVer those services to every one of its
consumers online, so there is no reason why I need
to be filling out a form and posting it somewhere
to get a licence of some kind, and there is no reason
why benefits claimants need to be wandering oV to
an oYce to fill a form in. If everything can be done
online Government can save a great deal of money.
Also, the extension of equality in participation in
education and employment opportunities does a
great deal for society in evening out inequality.
Government is probably the biggest beneficiary of
universal broadband in my opinion.
Mr Heaney: I think it is actually very diYcult to
say. We could have had the same conversation in
the year 2000 about what people will be doing with
the Internet today and I think we would have got
it mightily wrong. It is very diYcult to say what
those will be, but undoubtedly people will find
things to do with the higher speed.
Mr Paul: The whole way in which education is
delivered in one form or another. One of the things
just recently was somebody was giving some
lectures at a gliding club I belong to, and I could
not make it there, but it turns out I can now log
on, hear what is being said and have the material
delivered at the same time. That is very convenient,
I have not had to travel. Maybe it is not quite as
good as being there in person but that is an instant
thing which has come up which would not have
been possible even six or 12 months ago. It then
starts to change patterns of behaviour. From my
own point of view, the use of the Internet and the
amount of material that is available now is
astonishing. It is that access to material and the
ability to be able to sort through material and
process it which starts to produce the most changes
and that aVects everybody.
Dr Whitley: I think that is right. It is about
information retrieval, storage, and in particular
that two-way communications element if you
imagine a reliable infrastructure where the
information can be enriched with much more
video-based content or real time interaction. I have
got a lot of sympathy with Andrew’s point that
judging what is going to happen over the next ten
years is really hard.

Q20 Mr Clapham: Judging from your answers to
the Chairman I think it is fair to say you are all
agreed that the 2Mbps is a fair basis for the
Universal Service. Would that be correct?
Mr Heaney: Yes.

Q21 Mr Clapham: Given that, is the 2012 deadline
for the Universal Service achievable?
Dr Whitley: My view is the deadline is achievable.
There are a couple of parameters that as we get into
understanding what the 2Mbs might mean in
practice are important. 2Mbs is a good notional
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aspiration for a minimum, and it is pretty
important to remember this is a minimum, however
right at the extremes of the network there are
another couple of factors we need to think about.
We need to think about whether or not having a
bit of flexibility to drop down to 1Mbps if there is
a particular technology that would be better suited
and more economic would be good to have, the
reliability of nature of the bandwidth, if you like,
so quality of service, stability, and characteristics
that will ultimately impact what services you can
deliver. For example, whether or not the capacity
is there irrespective of the number of users in a
particular area is important. That is the thing that
people are familiar with where sometimes
performance can dip when it gets very busy. There
is a whole raft of second order items that need to
be understood and defined because they will dictate
both the cost of delivery, the particular technology
that will be most suited for delivery and, most
importantly, they will dictate ultimately what a
customer gets. There are quite a few little bits that
need to be understood and defined as the
Government goes through the procurement
process.
Mr Heaney: A couple of weeks ago I was at an
APCOM session where there was a question of is
it a guaranteed 2Mbs to 100% of people and I think
you are alluding to that. In some cases at the edge
you are going to be saying it may cost £10,000 to
lift a home up from 1Mbps to 2Mbps and do we
either have enough money or is that a good use of
£10,000. There is a little bit of optimisation to be
done at the edges. The funds should hit 2Mbps for
the majority of that remaining 10%.
Mr Williams: I will tell you what percentage of that
target I will hit. My shareholders have got £200
million of capital invested in launching the first
super-fast broadband satellite ever to launch in
Europe. That goes up in a few months’ time. That
will service about 350,000 customers around
Europe and in the UK about 150,000. Hopefully,
I will be announcing within a few short weeks the
financing of my second satellite which will have
much more capacity and will service another
300,000 consumers in the UK as well as others
elsewhere in the world. About 450,000 consumers
will have the ability to access speeds of up to
10Mbps on a super-fast broadband satellite; the
first one next year and the second one in early 2012.
Mr Paul: We have done quite a bit of analysis on
what constitutes theFinal Third and where it is
because that is the really critical area which is the
last bit aVecting whether or not the Universal
Service target will be met. We did a complete design
for redoing Cornwall. There are two issues that we
found with that. One is that it is very diYcult to
find statistics on where people actually are. You
could do it up to a certain point, but physically
finding data, other than going round and walking
the streets, on where the last 5% live is extremely
diYcult. The ONS, the main source of the
information, does not do it down to the granularity.
I will give you an example of the two areas that we
are looking at in Cornwall, Saltash and Hatt. Hatt

is a small settlement just north of Saltash and
Saltash is the other side of the Tamar from
Plymouth. Hatt is three kilometres away, a small
settlement of 210 buildings, 400 people. The ONS
has it down as 500 people because it does it on a
parish basis. You then start to get into what the
quality is, how much does it cost to get it to those
other people and you cannot cost that where they
are. That is where I think something like satellite
comes in which is not dependent upon having to
work out and do calculations on those final pieces.
If we come back to something like Hatt, once we
started looking at that there were two essential
things about it. One was there are lots of Hatts.
There are 12,000 Hatts in the UK mainland,
excluding Northern Ireland, representing
something like 11% of the population between half
the size of Hatt and twice the size of Hatt. If you
then take it up to half the size of Hatt and four
times the size of Hatt you have 18,000 of these
settlements representing something like 23% of the
population. Most of these are too far away from
the local exchange to get service. Either there is a
small local exchange there or they are like Hatt,
three kilometres away and, therefore, they are
already on the end of a long line and it does not
much how much power you squirt down from a
local exchange you are never going to get any
improvement. I have provided a map of those Hatt-
like settlements and have taken the liberty of
sticking on it all of your constituency boundaries.
Mr Öpik is not here but he is the worst,
unfortunately. Montgomery is the worst. The fact
of the matter is that if you take all of the Members
of this Committee you have all got issues of a Hatt-
like area.

Q22 Chairman: It is a single map and we have not
seen it yet as a Committee but it is available to us
for inspection afterwards, is it?
Mr Paul: It is available to you.

Q23 Chairman: We are not allowed visual aids in
Committee hearings.
Mr Paul: The second issue is the barriers to
connecting Hatt. The reason why we wish to
connect Hatt is that BT does not, not at the
moment at any rate, whereas we are interested in
doing so. In order to be able to do so economically
we need changes in the regulatory environment. BT
will not give us connectivity at an economic rate
back from Hatt to Saltash.

Q24 Chairman: This is moving on to another
question. You will have a good chance to make that
pitch a little later.
Mr Paul: That is the issue. The issue in Universal
Service is what is the economic way of connecting
Hatt. If you can crack Hatt you can do 18,000
other Hatts, you can do 23% of the population
which constitutes a large proportion of the Final
Third. That is the key to the Universal Service.
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Q25 Chairman: The footprint of your satellite
covers all of the United Kingdom including the
outlying islands to the north, Mr Williams?
Mr Williams: The whole of Europe including all of
the UK, including the outlying islands, yes.

Q26 Mr Clapham: Just coming back to what Mr
Williams said, it seems to give the picture of a
number of technologies that are in the market and
at the time that we are saying 2Mbps is going to
be the Universal Service, is there a danger that as
we move to the future, come out of this recession
and move to a new economy, demand is going to
be such that we are going to see investment in other
technologies that for the future are not going to
prove to be adequate? Could that be a picture that
maybe will come from the Universal Service as it
is defined?
Mr Paul: There are two elements to that. If you
take the fixed side then the two essential media are
copper and fibre. The way of getting speed up on
copper is there is a technological increase but
essentially what you do is you do it by making it
shorter and you do that by fibre to the cabinet and
ultimately getting rid of it completely. Once you put
fibre in then on the whole the fibre connections,
even with the existing technology, are going to last
pretty much forever, or at any rate for the next 20
or so years. The satellite issues can be physically
upgraded by replacing the satellites. The more you
put fibre into the network the more you are
preserving the future because there is this continued
significant improvement in the speeds and costs you
can put over fibre such that any fibre based
investment is likely to last, I think, for in excess of
20 years.

Mr Williams: I think it is about what you can
aVord. I wish the Government would run the
railway line to my front door so that I can just step
out in my slippers in the morning and straight on
to the train, but it is not economically viable to do
so, and actually it is perfectly sensible to drive two
miles to the local station. There are technologies
that can oVer benefits in terms of economics, and
technologies that have benefits in terms of physics,
and it is a mix-and-match in terms of where you
are and what you need.

Q27 Mr Hoyle: Why do you not compare it with
gas or electricity, something sensible to people’s
doors, rather than something that is impossible?
Mr Williams: Because I was trying to make the
point that the notion of stringing fibre through
everyone’s door is preposterous.
Chairman: I would just point out that about a third
of my constituents do not have mains gas.

Q28 Mr Hoyle: We have telephones . . .
Mr Paul: But they do have access to copper wires
and telephony; so again we are dealing with
diVerences in certain technologies. Gas mains are
expensive. On the whole people have accepted the

cost of getting copper to their houses, and I cannot
think there are very many areas that have a
problem with delivery of a copper line.

Q29 Mr Clapham: Can I get your opinion on the
diVerence between satellite and wireless as opposed
to copper and fibre? Is it your view, Mr Williams,
that wireless and satellite is the way of addressing,
for example, the problems we now experience in
some of the suburban and rural areas? Is it also
your view, Mr Paul, that you could address these
problems anyway with copper and fibre?
Mr Paul: No, I think wireless has a definite place
in one form or another. If you take Cornwall,
basically anywhere with a crinkly coast has a
problem. The location of people tends to be near
the coast rather than in the middle, and that
presents additional problems that do not apply in
Berkshire or wherever where routes are on the way
to somewhere else. Coasts have their own particular
problems. In Cornwall a satellite solution for those
people we cannot identify—the isolated farms—is
absolutely the right sort of thing, where it does not
merit upgrading. Where you have concentrations of
people like in Hatt, then the equation is diVerent
and it reverses. You therefore have a concentration
of economic activity, and the requirement then is
to find some way of connecting that concentrated
settlement back to somewhere else useful. That is
the so-called “backhaul” problem. You might use
radio for that, but I would distinguish between the
two: those isolated areas, farms, or small groups of
half a dozen buildings that are too far away from
somewhere else in the short term to justify
upgrading, versus settlements like Hatt where you
have 200 to 400 people all clustered together and
already partially connected to something that can
be improved.
Mr Williams: My answer is that the satellite
technology that enables us to do this is very new,
brand new, built in the UK by a British company
called Astrium. The UK currently has a global
leadership in the construction and operation of
these new super-fast broadband satellites, but it is
very new, so not many people here are very familiar
with it. Fundamentally here, I am here to make
money, and I am confident that through the proper
operation of a well-regulated market, we will make
money without subsidy. I do not need or want
government subsidy to roll out satellite broadband
services to rural areas. It is a proposition that
actually makes very handsome returns without
government subsidy. I will definitely fill my first
satellite very quickly. I think my second satellite will
fill pretty quickly, and we are addressing what is a
relatively small proportion of a very large
European market digital divide. So through the
proper forces of the market we will make lots of
money and solve the problem for quite a few
people. We will not solve it for everybody though—
we are capacity limited. If I could raise a limited
amount of capital on the London Stock Exchange
I would do so and I would be building a dozen
satellites at the moment, but I cannot so I will focus
on making money out of the capital I have got.
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Dr Whitley: I think some of your questions about
concerns over technologies becoming redundant, I
guess the history of technology, be it optical,
electronic or indeed radio, has been that you should
never underestimate the ability of innovation. The
economics undoubtedly mean that we are going to
have a mixed technology solution to this particular
problem. There will be satellite solutions for the
sort of areas that have been described to the panel.
Where the most economic solution is a hybrid
between fibre and copper, so-called fibre-to-cabinet,
that technology will not stand still. Although it may
be delivering up to 40 megabits today—I think the
trial you are conducting is 40 to 50 megabits a
second. In our labs we can see 60 megabits per
second, and you can anticipate that that will evolve
and various techniques will emerge that will allow
you to push yet more over that copper. There is of
course a risk. Perhaps taking fibre all the way has
the attraction that it gives you that greater future-
proofing, but the reality of economics needs to
come into this, and it is a balance between the
economics of the delivery and the capability that
gets delivered. We are pretty confident that the
mixture of fibre-to-cabinet, fibre-to-premises, which
is a big element—25% of the ten million homes we
are going to be deploying—will be fibre all the way
to the premises. There will be a role for all these
technologies.

Q30 Mr Clapham: If we were to look at Japan and
Korea, are there any lessons there that you feel
would be beneficial for us to take on board with
regard to UK society and the UK economy?
Mr Paul: I would not single out Japan and Korea;
I would say the Netherlands, Sweden, Denmark, et
cetera. The areas where there has been earlier
availability of high-speed connections, for instance
in Sweden, was done on the back of an open-access
fibre network. Many Swedish towns—and
Stockholm was one of the first but it has gone
through to others— decided to build a fibre
infrastructure and decided to rent that out to all-
comers for whatever purpose they chose. That did
stimulate the availability of high-speed services.
Everybody was treated equally. There was an
investment made, and that stimulated service
providers to provide high-speed services over it. In
the case of Japan what stimulated that was the
access of competitive carriers to NTT’s fibre. That
was the key of stimulating development in that.

Q31 Mr Clapham: You say “why choose Japan or
Korea?” Is it not true that Japan has put an
enormous amount of investment in over a number
of years? I can recall, for example, this Committee
14 years ago looking at the Japanese proposal for
investment in fibre. That seems to have gone ahead
and perhaps is giving support to a very competitive
economy as Japan starts to move forward from the
recession that has held it back for some years. It is
just a feeling that perhaps there are some lessons
there.

Dr Whitley: There are lessons in many markets, but
bear in mind that Japan in terms of the OECD stats
on broadband penetration lags the UK. I think one
needs to be careful when looking at some of these
alternative models as to what you are after. Sure,
there are countries on the globe that oVer higher
speeds to certain customers. Where the UK can
rightly be proud is in terms of availability, where
we are at the top end of most league tables—OECD
or G8—and in terms of price and customer choice.
The thing that you absolutely get in the UK is a
lot of choice in terms of service providers, as is
evidenced by this panel, and keenly priced. There
will undoubtedly be lessons, and BT and other
operators look to these global operations in terms
of guiding their own plans. One thing we observe
when we look at what has driven deployment
globally is that TV services are a common theme
amongst all successful super fast broadband
deployments, and obviously so because they are the
killer act, if you like, at the moment that drives the
need for the bandwidth. In the UK we have again
a great success in terms of the competitive supply
of TV; but of course we have Sky’s position and
dominance in terms of the killer act in terms of
premium sports content. The work Ofcom has done
recently in trying to address that bottleneck in the
market is very important in terms of driving
competition across the entire value chain, not just
the supply-side infrastructure elements.

Q32 Chairman: I think we are beginning to broaden
the answer. It is a very interesting answer but we
are making rather slow progress.
Mr Heaney: I think, Mr LuV, you said earlier that
Korea had all this capacity but we are basically
using it for the same stuV, so I think you have to
ask: they have got all this fibre and it did not come
free and cost billions of pounds; was that money
well spent? Some of it was public money. Was that
public money well spent? I think we face that same
question today. If we pump all this money into it
will it be money well spent? I do not think so at
the moment though it may be at some point in
the future.
Chairman: I think Tony will pack on that theme.

Q33 Mr Wright: In terms of the market is the view
that the market should be allowed more time to
experiment with supply and demand before the
state intervenes; in other words has the
Government moved too early on this?
Mr Heaney: I would say absolutely. Wind back to
2000 and 2001 everybody said, “Do you know, this
fancy first generation broadband will only get to 40
or 50% of the country”; but as BT said earlier, it
has reached of its own volition 99%. It is very
diYcult to sit here with a crystal ball today and
work out how far it will go. Will it reach a half,
two-thirds, 80% or 90%? When we started rolling
out our network everybody said, “You might cover
30%” but we will cover by next year about 90% of
the country. It is far too early to say where the
market will go, and that is why it is so dangerous
to put in public intervention now because that will
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chill out and slow down private investment and
might swap out what was going to be spent by
private investors, and that money will be taken by
public—so it is far too early.
Mr Paul: The reason why we are doing real trials
is to get to the bottom of the real numbers. That
does highlight some specific barriers, which we can
go on to later. It highlights also real costs in
upgrading speeds to people in Hatt. There is very
little that can be done without changing the existing
infrastructure for the people living in Hatt.
Investment has to be made and the case has to be
made for that investment.
Dr Whitley: I think the words of caution around
what would be the limit that the market can deliver
are fair, but I do think the parallel with broadband
is slightly misplace, in the sense that the economic
challenge associated with uplifting the access
network, uplifting 90,000 street cabinets in the UK
albeit taking fibre into 25 million premises in the
UK, is of a significantly larger scale than the
engineering task that was associated with
broadband. Even though you can debate whether
it would be 60, 70 or 80% that the market delivers
commercially over time, I think you can say now
it is likely that there will be portions of the UK that
will either have to wait a long time or will not get
super fast broadband. In that context, starting to
generate a fund and think very carefully about the
application of that—because I take the point that
there is a potential for the fund to frustrate
commercial deployment, which would clearly be a
bad use of public money, so a lot of discretion and
care needs to be taken in deciding upon the areas
and the mechanism—but we genuinely support the
idea that injecting some public money in this area
that is so critical to the UK is appropriate.
Mr Williams: I think the market will deliver using
one technology or another. I think of the analogy
of the telecoms industry in the 1990s. For my sins,
I was a banker in the 1990s financing the cable
companies at that time. We all thought that if we
raised enough money we could build the cable
franchises out to everybody in the country. What
actually happened is that it was simply too
expensive and too slow to build fibre everywhere.
Sky stepped in and within a few short years
dominated the TV market with a satellite with the
right technology for the right application. The
market will eventually deliver super fast broadband
to every home in the UK. The Government’s
question, I think, is not whether it will or when it
wants everyone to have it. Some Government
intervention could speed up uptake, particularly for
low-income households; but if the Government
simply wants to let the market deliver, it will
eventually.

Q34 Mr Wright: We have got to move on apace and
will probably come back on this particular one.
You mentioned the percentage uptake on the next
generation: is it a wild guess or is there real
knowledge within the industry about what the
percentage of the next generation will be?

Mr Heaney: To a degree it is a wild guess. I think
cable has got to about 50%. BT’s current funds—
you think it will get to about 40%, within the 50%
but actually there may be something—it is going to
be north of 50% but anywhere between 50 and 90%
in the next five to seven years.

Q35 Mr Wright: Really a wild guess then.
Mr Heaney: I think so, yes.
Mr Paul: These things are not linear. There is an
element of binary. Again, I come back to the
position in Hatt. If you solve the problem in Hatt
with fibre-to-cabinet, then whether you choose
therefore to provide 5, 10, 15 or 20 megabits, there
is actually very little cost diVerence. One of the
characteristics of telecoms that is misunderstood or
not fully appreciated is that if you go up a
technology step you can provide a significant more
amount of capacity for very little additional cost.
What happens is that people who have an interest
in constraining the availability of bandwidth come
up with tariVs to try to persuade you to spend more
for a little increase in capacity, where the actual
model and the underlying costs do not behave in
that way. In the case of again Hatt, they cannot get
2Mbs reliably at the moment because the lines are
too long. The sensible technical remedy for that is
to do fibre-to-cabinet. When you do that, there is
very, very little cost diVerence between five and 25
megabits; it is simply a commercial one about how
you structure the tariV itself. One has to be very
careful about speeds. There is very little diVerence
in cost with Virgin Media between providing on the
existing cable network once they have made an
investment between 25 and 50 megabits. It is a
commercial issue of constraining that, and whether
somebody is willing to pay more; but it is not a
technical one and it is not a reflection of the
underlying costs.
Dr Whitley: The commercial issue is whether or not
there is a suYcient paying demand to justify what
then becomes a very significant capital expenditure
in deploying street cabinets, and that is the barrier.

Q36 Mr Hoyle: Can I take you up on that point
quickly, Mr Whitley? Presumably, the people nearer
to your exchange are the ones that get the best
speeds; the ones who are always furthest away from
the exchange will always get the worst deal. What
can you do to ensure that that does not happen?
Dr Whitley: That is broadly speaking true—
technically that is true—although the way that
maps demographically is quite interesting. For
example, if you look at the average speed to a
suburban customer versus the average speed to a
rural customer, rural fares are slightly better largely
because of the make-up of rural towns. They are
often very small communities with an exchange in
the middle and everybody is quite close to it and
performance is pretty good. With big suburban
locations, there has been a lot of extension of
suburbia and that means you get a lot of
developments on the edge of towns that are a long
way from the exchange. Technically we see that
when we look at a profile of the speed our
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customers get. With fibre-to-cabinet we essentially
move the electronics closer to the customer, and
that means the average speed most people get—we
think the average speed for the deployment at the
moment will be on average about 30 megabits per
second with some customers getting significantly
more. One of the interesting things we are doing is
to try and get away from the totality of this
variability is to put in a minimum guaranteed
speed. If we look at the ten million homes that
Open Reach Division will be launching, there will
be a guaranteed minimum speed below which that
will not fall. The technology will allow us to do
that, so it is trying to remove some of the variability
that has been a complication and a frustration
within the broadband market as it is currently
configured.

Q37 Mr Wright: On the question of the 50p levy,
bearing in mind that everybody will pay the levy so
the lower income groups will be particularly
penalised in this area, will the next generation
access be aVordable to all groups?
Dr Whitley: At the moment we do not know what
the pricing will be. I obviously cannot speak for the
communication providers that will buy Open
Reach’s product. I can speak for BT Retail, so in
terms of our own broadband products we have not
announced what our pricing will be, but I would
hope that it would be very, very competitive. We
know that today our entry level products are about
£7.50 per month, and then the £20 mark, which is
by international comparison very, very good value
for money. I would hope that in the fullness of time
we will be oVering super fast broadband products
around that sort of area, but it is early days in terms
of our commercial pricing.
Mr Williams: The answer is “no”. I think telecoms
is like any other product. The company providing
it has to make a commercial return on its capital,
and if you are oVering a much, much better service
that involves much, much deeper capital
expenditures, of course the price has to rise. Right
now there are plenty of low-income families that
cannot aVord broadband or mobile phones or other
products in similar price points. It is inevitable that
as telecommunications services become more
complex the prices will rise. I am personally
persuaded that there is a telecom boom coming
because communications service providers are now
charging per megabyte of data downloaded, and
the consumer is downloading a doubling volume of
megabytes of data year on year. So telecoms
companies are going to be making much more
money in the future, but that is commensurate with
the amount of capex they have to invest. It is for
the Government to decide whether it feels the need
to address what it sees as a market failure in
providing access to telecoms services to low-
income groups.
Mr Heaney: The reality is—and, God forbid, I
hope the tax does not go through—everybody will
be paying the tax aside the very, very lowest
incomes and people on a very basic service, about
half a million people. They will be paying a tax to

allow the relatively richer people to take this
service, because we know the people who take
broadband today and the people who pay premium
prices for the better broadband today are the richer
ones. The reality of this tax is that everybody will
pay for a relatively richer group in society to have
what today is, frankly, not an essential service and
probably a bit of a luxury. That seems unjust in
today’s society.

Q38 Mr Wright: Is the Final Third fund large
enough to meet the Government’s commitment,
and if not what do you think the shortfall will be,
bearing in mind that it is expected to raise
somewhere in the region of £1 billion? Do you think
that will be enough over the period of seven years?
Mr Paul: I will tell you round about Christmas and
the New Year. The reason for doing the trials in
Cornwall is to answer exactly that question because
there is a series of imponderables about the likely
take-up. Our trials in Cornwall are in two phases.
One is technical, and that is, is it possible to deliver
the cable TV-like experience over the final piece of
copper; and the second question is, what is the
likely take-up? It is the take-up and the penetration
that justifies whether or not the investment will
make a reasonable return or is completely
underwater.

Q39 Mr Wright: So just build it on that.
Mr Heaney: We do not know how far the private
sector is going to go, and therefore it is impossible
to say what an extra £1 billion would do and how
far it would get.
Mr Williams: The answer from me is “yes”.
Satellite is the cheapest way of delivering super fast
broadband in rural areas, and we have been asked
to work on a project by the Department for
Business to tell them how much money is required
to deliver a universal service commitment then
NGA to two million homes, and for about half a
billion pounds we can do that for two million
homes; so if the Government wanted to intervene
it could do so. It is enough.
Dr Whitley: Certainly over the period of time it is
proposed to be struck it is a material amount of
money, and certainly the aspiration laid out in the
report is not out of kilter with that amount of
money, although of course take-up is an absolutely
pivotal part of any investment in terms of rich
reward, but unless demand just is not there then it
certainly looks a credible proposition.
Mr Paul: I can give you—
Chairman: You have already had one bash at the
answer and we are running quite short of time.

Q40 Mr Wright: I was just going to comment that
it is certainly a mixed bag and obviously the jury is
out on this particular one, and I wait with interest.
Mr Paul: I can give you some benchmarks on what
we did for the design in Cornwall, and that is that
without a subsidy you could make a case for
something like 25% coverage of households or
people. It needed a subsidy, and in that case quite
a significant subsidy, to get it up to 85 or 90%. As
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we stand today, looking at current demand, you
could make a business case that would have
supported something like 25% penetration.
Chairman: It does feel to me as though the
Government’s guesstimate is under, and we are all
a bit in the dark at present.

Q41 Mark Oaten: Mr Paul, I think earlier on you
were about to say you wanted a change in the
regulatory system to be able to speed up next
generation. Do you want to tell us a little bit
about that?
Mr Paul: This is the information we got out of
doing the trials in Cornwall. On my submission we
analysed the cost of getting back from Hatt. If we
are to put infrastructure in there independently—I
do not know if anybody has a submission—

Q42 Mark Oaten: Can I stop you a minute? I have
to be absolutely honest—can you define Hatt for
me because I am getting a bit confused?
Mr Paul: It is a small settlement three kilometres
north of Saltash. It consists of 210 buildings and
we estimate around 400 people.

Q43 Mark Oaten: You keep using it as a generic
term for lots of things.
Mr Paul: It is very representative of the Final
Third.

Q44 Mark Oaten: Is it a term that other people in
the industry understand?
Mr Paul: It is an actual village.

Q45 Mark Oaten: I know, but it is being used all
the time.
Mr Paul: I am using it all the time because we have
discovered that it is very, very representative of a
very significant part of the Final Third.

Q46 Chairman: It is Ambridge!
Mr Paul: It is whatever—it is actually—yes. If you
look at the map we have provided you will see that,
quite to our surprise, these settlements are very
evenly distributed across the UK, that they
represent what we think are the lower end—half the
size of Hatt, we think, represents the lower end of
what it will ever be economical to do fibre-to-the-
cabinet with, and so it is a very, very important
benchmark against which you can then compare
whether or not a universal service obligation can be
met and how it can be met.

Q47 Mark Oaten: So on to the regulation.
Mr Paul: It is three kilometres away. If we want to
connect this cabinet back, we put a cabinet next to
BT’s cabinet at the end of Hatt. We can then
connect into much shorter copper loops. So the
distance from the exchange in Saltash to Hatt is just
short of five kilometres. It is pretty much
technically impossible, as it currently stands, over
a single copper loop for anybody in Hatt to receive
a decent quality 2Mbs service. When we get to the
connections in to the cabinet in Hatt, we shorten
those loops from five kilometres plus the cabinet

length to about 600 metres, and because we have
shortened that copper loop we can get much more
signal down it and therefore provide much higher
bandwidth.

Q48 Mark Oaten: I am sorry, this is getting too
technical for me. What is stopping you doing what
you want to do?
Mr Paul: The cost of getting back from the cabinet
in Hatt back to Saltash.

Q49 Mark Oaten: The regulator is stopping you
doing this.
Mr Paul: The regulator is not facilitating it.

Q50 Mark Oaten: You want the regulator to do
what to make this happen?
Mr Paul: Allow us access to BT’s duct network or
fibre at the same prices and under the same terms
and conditions that BT is using itself for its trials
elsewhere in its roll-out of fibre-to-the-cabinet.

Q51 Mark Oaten: What is BT’s view of this?
Dr Whitley: I think BT’s view of this is that that
is a bit of a simplification of the economic challenge
associated with next generation access. It is the
subject of ongoing discussion with the regulator.
The economics are driven not just by that element,
that one bit of the network, but very much by the
cost of establishing the cost of the cabinets, by the
number of customers you can get on each of those
cabinets. You do not need to take BT’s word for
it: study after study has noted that the economics
of deploying such infrastructure in very small
locations is extremely challenging. It is something
that is starting to happen. It obviously depends on
the level of demand, take-up, and, Andrew’s point,
the level of premium that people are willing to pay
for those services. That track is one that is fraught
with diYculty in terms of the ability of customers
who ultimately get choice. If we ended up with a
whole load of regional networks built to diVerent
standards and built in diVerent ways, then the
question that would arise is: can service providers
exploit those infrastructures?
Mr Paul: There speaks the monopolist! The fact of
the matter is that here are all the components of
the FTTC (Fibre to the Cabinet) service. I cannot
buy a single portion of them on the same terms and
conditions that BT provides to itself. This is a
regulatory concession that Ofcom let them oV,
without anybody realising, about two months ago.
These are all meant to be regulated components.
There is nothing special about a cabinet in Hatt; it
is exactly the same as a cabinet in Muswell Hill!
The density of the people living in Hatt is the same
as Muswell Hill.

Q52 Mark Oaten: I tell you what; we will bring in
a slightly more independent jury here. Andrew and
David, what are your views?
Mr Heaney: I would not say I was—or BT would
not say I was wholly independent because I was at
Ofcom when we set up. If you go back to 2000 we
used to have one standard service at 2Mbs; it had
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a fixed contention rate; you needed a BT engineer
and a BT modem to get it working. The thing that
really drove broadband out to a lot more people
and uptake in those days was that the regulator
forced BT to open up the exchanges and unbundle
its local loop and let people in.
Mr Paul: Absolutely.
Mr Heaney: That is what really drove out
investment in new services and more advanced
services. What Aidan is saying, better articulated
and detailed, is, “Please can we open up those bits
of assets in BT’s network so that other people can
have a crack at this opportunity?” That is the way
of making sure—

Q53 Mark Oaten: David, I presume you do not
care because you have got your satellites!
Mr Williams: I do not subscribe to the notion that
BT is an evil monster; BT is a big company and by
and large it does a pretty good job. Its network is
pretty good and it has behaved, by and large, pretty
well. The best way to deliver services to consumers
is with a reasonable amount of competition, and I
think there is reasonable competition. I do not
think BT should allow its network to be bastardised
and given away to anyone at highly subsidised
prices. I compete with BT and sometimes BT are a
bit vicious towards us and sometimes they are not,
and that is the way a market works. I am very
happy to compete with BT on open standards.

Q54 Mark Oaten: It is a 2-2 draw at the moment!
We might ask the audience in a minute! You have
been unbundled before and you have survived,
have you not?
Dr Whitley: It is a very, very important point. We
absolutely have been unbundled. We have one of
the most competitive markets on the planet as a
result of that unbundling. Andrew’s analysis is
right. The whole policy though over the last few
years has essentially been to unbundle at the
deepest level of infrastructure that is economically
viable. There is no philosophical diVerence between
us; the debate is the limit of that economically
viable piece. Our view, and it is a view that has been
shared by the Broadband Stakeholders’ Group and
a variety of folk who have done independent
analysis, is that one that says that at the moment
the economics of uplifting the access network are
suYciently challenging that to have multiple
players—the idea of multiple street cabinets on
street corners—is utterly uneconomic. Therefore,
the solution that has been struck in the UK with
the regulator and with industry is that Open Reach,
a division of BT, plays the role of providing an
access solution on an exactly equivalent basis to all
communication providers in the market. That is the
model we are developing.

Q55 Mark Oaten: But if you are not getting there,
and particularly not getting into the Final Third—

Mr Paul: Yes.

Q56 Mark Oaten:— for goodness sake, maybe let
some smaller local regional outfits that can use
alternative ways to get into those areas have a bite
at the cherry.
Dr Whitley: It is important to say there is nowhere
we are not getting which other people are getting
without some form of subsidy.
Mr Paul: You are not getting to Hatt.

Q57 Mark Oaten: Well, hang on!
Dr Whitley: In Cornwall at the moment a
competitive tender process is going on, which BT
is in, so we do not know how that is going to pan
out yet.
Mr Paul: Well, it is not competitive because we
have withdrawn from it because the playing-field is
not level.
Dr Whitley: Okay, in which case BT cannot be
charged with not going into those areas.

Q58 Mark Oaten: It is true, is it not, that there are
smaller models, for example in Bournemouth and
Dundee, where local groups have used other forms
of utilities, which you have not been able to do?
They have been able to do that and get to areas
you have not got to?
Mr Paul: And Rutland.
Dr Whitley: Bournemouth is the example of folk
using the sewers as a means of getting fibre past
people’s homes. As yet, I do not think any service
has been provided on that. One of the challenges
that infrastructure will provide—and it is a
commercially funded enterprise and is competing
with BT, and we will compete with it as we are not
afraid of competition by any means, is encouraging
the major service providers, who by and large
customers want to buy their broadband services
from, to deliver service. I do not think TalkTalk are
delivering services over that infrastructure;
certainly BT Retail is not. They are not doing it for
good reason, because the ideal situation for a
service provider is that they can, with a common set
of standards, a common process, a common way of
dealing with troubles and faults, deliver a service
anywhere.

Q59 Mark Oaten: We are running out of time.
There is clearly a debate to be had about this, but
do you think the current regulatory structure is
robust enough to handle this debate, or do we need
to look at finding a better way to arbitrate on this
kind of debate?
Mr Paul: EC recommendations, which are still in
a draft form, which would have been in force had
there not been delays for intellectual property
reasons, basically identifies that there is a danger
with Fibre-to-the-Cabinet and these new
investments are actually reversing the position. The
fact of the matter is that the reason why we have
a competitive broadband environment in the UK is
because companies like TalkTalk could get hold of
the components. That is still the requirement for
going to the next phase. The question is the
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granularity. If you have a situation between Saltash
and Hatt where, on the old technology, that market
was open and one could get hold of the
components, the clear requirement is that if there
is a change in technology those connections back
to the Saltash exchange are not closed. At the
moment, with the concessions that have been
granted to BT, the market has been foreclosed to
us and we cannot make Hatt economic without
having a change in the regulatory environment.
Mr Heaney: I think Ofcom has got the tools to do
the job. A lot of what regulation comes down to,
at the end of the day, is whether you have, in a
sense, got the guts to go for it, because it is a bit
of a battle. Back in 2004 Ofcom and BT had a bit
of a battle and it came out with some new rules on
unbundling, and that worked. Just thinking about
the Government’s role in this, it is for the
Government to say to Ofcom and the outside
market: “What we would like is for this market to
be opened up.” That would help it to happen, and
Ofcom has the tools.
Dr Whitley: I do not agree with the position that
Aidan has laid out. I think that by and large
regulation is heading in the right direction.
Ultimately the most important thing for all of these
investments, which are, as we have said in the
earlier stages of this session, highly risky, is
certainty. All of these investments have very long
paybacks, and therefore certainty in the regulatory
regime under which they are operating is important
for all parties. In the context of the so-called
passive remedies that have been discussed, the most
likely outcome of those, if they were to exist, is that
they would encourage further investment in the
areas where we already have commercial plans and
will have roll-out. I do not think they will
necessarily mean that it will suddenly be economic
to go to much more remote areas. The evidence for
that is that when we look at the LLU market today,
in 60% of the UK exchanges, despite the fact that
LLU exists there—a passive remedy that is there—
BT is the only company that has invested. So I
think the idea that opening those up would—
Mr Heaney: We go to 80% and are soon to go to
90%.
Dr Whitley: Of exchanges. Your stat is population
coverage, which does point to the trickiness of this.
There are 5,600 exchanges in the UK, geographic
locations, and I think you are probably in just
under 2000, and that is probably 80% of the
population covered. So I do not think those
remedies will be the things that encourage further
investment in those.
Mr Heaney: Just because competitors cannot get to
the last tenor 20%, I do not think you should in
that case stop them getting to the first 50 or 80%.
Mark Oaten: Thank you! I thought it was going to
be really dull; it has been really interesting—

Q60 Chairman:— afterwards, Mark, but you did it
for the record. I knew you would get engaged.
Aidan Paul did not even mention business rates in

answer to your earlier question. I do understand
the importance of that issue. We do not have time
to go into it now. It is in your written submission.
Mr Paul: There is one further piece. There is the
draft 2010 Central [Rating] list that has come out
and I have copies of that. It indicates that between
2005 and 2010 BT’s business rates will have gone
down by 54%. There is no apparent reason or
justification for that. Interestingly enough, that
represents something like £190 million a year
reduction in the rates charge, which curiously—we
think is accidental—is about the same amount as
is proposed to be raised from the Broadband levy.
We have a situation where it appears that BT has
been given what amounts to a large concession on
its rates bill, and we do not know the reason why,
which seems to be about equal to the sum of money
proposed to be raised by the Levy. The simple thing
to do would be not to give BT the concession on
the business rates and allow the Treasury to
disburse that money that it would otherwise have
spent and not have the Levy.

Q61 Chairman: I am very conscious about running
out of time, but I think Mr Whitley ought to be
given the chance to respond to that point.
Dr Whitley: It is actually subject to ongoing legal
proceedings so I probably will not comment on
that.

Q62 Chairman: I do think this is an important
point. Aidan Paul and I have been in regular
correspondence on the issue of business rates for a
very long time now, and I have not always given
him the detailed replies he would like to his very
detailed representations. This is an important
question. What we have done for this investigation,
unusually—normally committees for reasons I do
not understand to do with Parliament where
everything is in public afterwards, when the
witnesses come in—is we have put all the evidence
on the Web, and we are just about to put some new
bits on that came to us recently. What I would love
you to do, and also the wider Internet community
that is looking at this, is to look at this and other
issues raised, look at what is in those written
representations and give us responses to them.
There is not time to do it now with the four of you,
but it is all out there and we would really like to
have an interactive debate about these issues. What
you have just said about the equivalence of the 50p
levy and the business rate issue seems to me to be
hugely significant. I had not heard you make that
point before.
Mr Paul: This is the BT rateable value that was
updated on 22 September—presumably it was
negotiated before that but it was only published on
22 September, so we did not have a chance to
submit it.
Chairman: These things are frustrating because, as
always, we get engaged with the issue and we ask
more questions than we plan to and run out of
time, but I am grateful for that very interesting
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exchange. The liveliness at the end showed some of
the underlying tensions for the first time, and I was
very pleased to see that. Thank you very much. You

Witnesses: Ms Gill Payne, Executive Director, Commission for Rural Communities, Mr Jonathan Stearn,
Head of the Disadvantage Programme, Consumer Focus, Mr Stephen Hearnden, Director,
Telecommunications & Technology, and Mr Paul Holoway, Managing Director, IT Support Line Ltd,
gave evidence.

Q63 Chairman: You will appreciate that we overran
slightly with our last witnesses, and I hope you do
not mind but I thought it was a fascinating session,
particularly towards the end. We are really grateful
to you for coming before us. I suppose you are
representing the user community as opposed to the
provider community, in broad terms. I think you
have all provided us with written evidence, for
which we are grateful. Now that you have
yourselves in order I will ask you to introduce
yourselves, starting on the left.
Ms Payne: I am Gill Payne; I am Executive
Director at the Commission for Rural
Communities.
Mr Stearn: I am Jonathan Stearn; I am a
programme leader at Consumer Focus, and the key
group of consumers I am concerned about are the
disadvantaged and vulnerable consumers.
Mr Hearnden: Good afternoon, I am Stephen
Hearnden from Intellect, which is a trade
association, so not quite consumer but close.
Mr Holoway: Hello, I am Paul Holoway from IT
Support Line, providing IT support to users and
small businesses around Milton Keynes and
Newport Pagnell.

Q64 Miss Kirkbride: Do you consider that the
Government aspiration of everyone having a
minimum 2Mbps broadband line is good enough?
Mr Holoway: I actually think we should be a bit
more ambitious. Although I see around Milton
Keynes 0.5 Mb broadband for some of the users,
I feel that we should be pushing the boundaries
forward than just stumping for 2Mb. A lot of
people have 2Mb or more, but there are still some
users on lower than 2Mb; but I think we should
push the boundary towards five or 10, or even
towards the legendary 100 Mb sort of thing, over
a longer period of time.
Mr Stearn: We were trying to find out where the
2Mb had come from. If you read the report it is
very diYcult to fathom where it has come to. It
seems to be, “Okay, let us look at what is
achievable and then go for that as our target.”

Q65 Miss Kirkbride: What do you consider that
definition to be—that it is the slowest speed, that
it is the average speed? What do you consider the
definition to be?
Mr Stearn: Again, looking at it, it seems to
suggest—and Ministers have said beforehand that
they are talking about the baseline, and it says in
the report at one point “baseline”. So given what
has been said before, let us assume that what is

have been very constructive and very helpful, and
the diVerences are just as important as the areas of
agreement. Thank you very much indeed.

being talked about is actually the minimum. That
is an assumption because it is not absolutely clear
within the report that that is what we are talking
about. The report talks about the average being 3.3
at the moment, but we know from Ofcom that 4.1 is
the average that currently exists. One of the things I
was quite concerned about within the report is that
they are talking about people, and getting past the
technology it is important to see the people behind
this as well. They are saying that 2.75 million
people cannot get this speed. Also, elsewhere in the
report, it talks about 15 million adults not having
access to the Internet. That is the circle that needs
to be squared.
Ms Payne: Obviously we are looking at the rural
community side of things. We are aware that there
are 1.9 million people who cannot get the 2Mb, and
therefore from our perspective that is a good
starting point as a basis. It is not good enough, but
it is a good starting point, if you can reach that
number of people—which, by the way, is the size
of the population of Birmingham, Glasgow and
Liverpool combined, so quite a significant number
of people.
Mr Hearnden: Can I come back to the 2Mb. I agree
with my colleagues that that should probably be
looked as a minimum and a stepping-stone to faster
services. We should be careful that 2Mb on its own,
from a consumer point of view what you might call
an exact science. We need to be looking at the sorts
of services that consumers are likely to use.
Certainly my experience of using the Internet is that
having a reliable, robust service that is constant is
probably more important than the absolute speed.
Clearly, the absolute speed is important if you want
to download a large file and you do not mind
interruptions; but if you are looking at something
like I-Player you want something that is reliable
and constant so that you do not get the picture
stuttering when you are streaming it. That is
something that the industry is very mindful of in
making sure that whatever we procure in terms of
the 2Mb, it is a service that the users will get value
from and will get a good service.

Q66 Miss Kirkbride: What about the Government’s
commitment to this universal service? Should we go
down the Finnish road, making it a legal right?
Ms Payne: Making it a legal right would be quite
tricky. From our perspective, it is very much that
we think there are a number of issues that could be
used to address this problem rather than looking at
a legal remedy in that instance. We heard quite a
lot about that earlier on. Looking at some of the
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issues around a purely commercial solution, our
belief is that it is not going to deliver, and from
what I heard earlier today I am no more convinced
by that. There definitely needs to be some
combination, we feel, of commercial, potentially
from the centre, but there are also things like
community broadband groups that are doing
tremendous work to make things happen in local
areas. I think that a legal remedy would not
necessarily be the best solution right now.

Q67 Miss Kirkbride: Given that you represent more
rural communities, do you think it would be
reasonable to expect them to pay more, given the
diYculties of providing it?
Ms Payne: We are already. We are saying we would
like to see those costs come down for the rural
communities, but we do recognise that it is a huge
investment to reach them. The diYculty we have is
that we are also here to represent rural business
service, and they are telling us that they are
disadvantaged in terms of being able to carry out
their business, to employ people and reach their
whole potential within those rural communities,
which is a huge issue. We have then got the whole
area around the Government e-agenda, such as
being able to get your driving licence online, which
we know that at the moment is much more diYcult
for rural communities, but as more and more
services come along in that kind of way, rural
communities will be left. It is the same where we
have farmers, who are also being disadvantaged at
the moment. There are considerable groups where
there is an expectation of being able to use these
systems, and they cannot.

Q68 Chairman: It is very diYcult to
compartmentalise the questions and there is a range
of areas about the digital divide that we want to
ask later.
Mr Stearn: We would like to see it as a universal
service obligation. We have seen a lot of
commitments from Government which do not end
up being fulfilled. One of the areas I work in is, for
example, fuel poverty, and there was a commitment
to end fuel poverty amongst vulnerable households
by 2010; well, that is not going to happen. The
commitment to end it by 2016—the Government
even went to court to argue that it did not have to
stand by its own commitment. I think that
commitment tends to be fallible when it comes to
Government, so obligation is what we would like
to see.

Q69 Miss Kirkbride: Tell me what would be the
diVerence between a commitment and an
obligation—if it is not a legal right?
Mr Stearn: It is very similar actually to what would
be the statutory responsibility to achieve the target,
rather than being able to argue you have not been
able to achieve the target because of budgets or
changes in the marketplace, for example.

Q70 Miss Kirkbride: So it would help a bit!
Mr Stearn: It should, really, yes.
Mr Hearnden: I would like to see it as a universal
service commitment. I think the industry is stepping
up with a number of innovative solutions that will
deliver by and large 2Mb. We heard from Avanti
of satellite solutions earlier. There are wireless
solutions and new solutions coming for extending
the reach of copper. If we are flexible in terms of
the definition of 2Mb, the industry will be able to
deliver well nigh 80, 90 or 95% of the existing 1.9
million to give them a near 2Mb service. That is
providing we are flexible in the definition of what
constitutes 2Mb.
Chairman: Even flexibility of a definition of 2Mb
leaves me slightly concerned, but never mind!

Q71 Mark Oaten: You have touched on the so-
called digital divide. I guess what I am looking for
from Gill and Jonathan is for you to make a
slightly stronger case as to why we should give a
damn. I live in a village in the middle of nowhere,
and I have accepted that is a lovely surrounding—
there are no buses, we do not get gas—so it is one
of the prices for living in rural communities; you
do not get certain things. Persuade me that I am
wrong.
Mr Stearn: Let Gill give you the rural one and I
will give you an urban one. I think why you should
give a damn—I used to be the Director of the End
Child Poverty Campaign. We did a series of
interviews with households living on the poverty
line. I remember distinctly a household living in
South London, a lone parent with three children.
She had a pay-as-you-go phone and a pay-as-you-
go meter to pay for her electricity and gas. They
had no connection to the Internet. When I was
talking to the older daughter, who was 16, coming
home from school, she was late coming home
because she had tried to stay at school to do her
homework because she had no Internet access at
home. The mother was paying about £240 more a
year because she could not use the Internet to get
cheaper fuel, for example. This is why there is a
knock-on eVect on consumers particularly on low
incomes not having access to the Internet. It is not
only adults but the impact it has on children as well
and what they can achieve at school.

Q72 Mark Oaten: That is a slightly diVerent issue;
it is not a diYculty about getting the network to
them, is it?
Mr Stearn: It is because she had no landline and
the only communication she had was a pay-as-you-
go mobile phone, which she only used when she
had any money to pay for it. How do you get that
family on to the Internet, and millions of families
like them? As I said, there are 15 million adults who
do not use the Internet, and only 38% of
households on low incomes have access to the
Internet.

Q73 Mark Oaten: Let us separate the issue of an
urban area where you are trying to get to people
who have not access to it.
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Mr Stearn: Who do not have landlines.

Q74 Mark Oaten: But there is a very separate issue
of how physically you get to a rural area where it
has just not been a priority.
Ms Payne: There are two things on that. One is that
you said you wanted to be convinced it is important
we get it to rural areas. Again, it is the sheer
numbers of people we are talking about here, and
businesses—very successful businesses. I was
talking with a business man yesterday who runs a
global mining operation from a small village just
outside Stroud. In fact, he has invested his own
money in setting up the Internet access he needs to
run that business. As a result he can employ more
people, improve the local economy and so on. So
it is making a bit diVerence in terms of
employability. As you said earlier on, there is the
whole new schools agenda, which is encouraging
greater use of the Internet for getting school lessons
to pupils at home, and if they cannot have that, it
will be a huge disadvantage for children in rural
areas. We have businesses and we have children,
and we have families. Where we fall down is if we
just focus this on areas about entertainment,
because it devalues the arguments. It is very
important, but it is also about businesses and
people getting the education and skills they need to
contribute properly to the economy as a whole.
That is why I think it is important.

Q75 Chairman: The thing about entertainment is
that that is the big volume stuV, in terms of demand
for service in megabits per second. You are talking
about a much lower capacity issue. That is the
point, is it not?
Ms Payne: Only if it is a stand-alone system, and
then it can go below the 2Mb. The 2Mb would be
okay in a stand-alone system, but if you are
running a business with more than one person or
perhaps you have a business and a child at home
and you are doing something else, then it will not—

Q76 Chairman: But if you have a business you can
use the satellite systems we are hearing about,
which will give you very high speeds.
Ms Payne: Having talked with the regional
development agencies in the South East and South
West looking at this development, they are very
supportive of that, and that is a good solution.

Q77 Mark Oaten: Is one of the solutions that the
urban areas, where we have good coverage and
good take-up, should be subsidising for the
investment that is required into the rural and
suburban areas where we have poor take-up?
Mr Holoway: Are we talking about the 50p levy
here? Is that what you are referring to?
Chairman: We will talk about the precise
mechanism later.

Q78 Mark Oaten: As a view of how we move
forward, not how it is done.

Mr Holoway: You could even structure it so that
the larger users of the Internet could pay more for
the lesser users because it is slower elsewhere
around the country.
Mr Hearnden: I suppose the point I was trying to
make is that what this obligation or commitment
should be doing is making sure that everybody has
the physical ability to link up, but also the practical
ability to link up, and that brings in the whole issue
of aVordability. How do you make it aVordable for
all those households that cannot at the moment
aVord it? That is the key issue that is not really
addressed in this report at all.

Q79 Mark Oaten: That is a very important point
because it is creating this diVerence between access,
which is physical access or aVordable access.
Mr Stearn: Yes.

Q80 Mark Oaten: Why is it that individuals cannot
aVord to access it? Is it simply because they cannot
aVord the landline?
Mr Stearn: Yes, they do not have landlines but it
is all the issues that go with it. You need a computer
and the hardware to be able to link up, and then
you need to be able to aVord the charges on a
monthly basis. Then you also have the other issues
of training and support. I do not know what
experiences you have of trying to get service and
having to pay for services, but it can be quite
expensive to get linked up. It is all that issue about
aVordability.

Q81 Mark Oaten: You do not think that is being
addressed enough on the work on the digital
divide?
Mr Stearn: There have been pilots. We had this
home access pilot, which has been piloting SuVolk
and Oldham, which is trying to get Internet for
school age children. The idea is to move that out
to the whole country, but I do not think anyone
has seen an evaluation of that in terms of how it
is working. As I understand it, that is using the
mobile network as a way of linking up families that
do not have access. I do not know how they are
dealing with that in terms of its potential very high
cost. There are issues about how families can get
linked up and aVord to have broadband and to
continue to pay for it, and get the support and
education. The other group I have not mentioned
is older people. There are quite extraordinary
numbers here. There are 6.5 million people over 65
who have never used the Internet. That is quite
extraordinary in terms of what we are talking about
here: there is a whole group that is being completely
left out of this.

Q82 Mark Oaten: Does that not happen with every
bit of technology in every generation?
Mr Stearn: You can say that, but what it means in
terms of what is happening is that Government is
driving forward with DirectGov to get information
on the Internet. In years to come, and indeed now,
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that group will just get completely left out and not
get access to key and essential services, because so
much is now being driven through the Internet—

Q83 Chairman:— services are available through
post oYces and local communities, not just on
the Internet.
Mr Stearn: Of course, that is absolutely key as well,
but it means that a group is missing out on that
potential. Let me go back again to the point: if you
look at the way the markets are working, for
example in energy, you can get much, much, much
cheaper deals if you use the Internet and direct
debit to get deals. A whole group of people is being
excluded from that.

Q84 Mark Oaten: But some may want to be
excluded. I am interested to understand the figure.
If we are assuming we want to get to 90% coverage,
which the Final Third would achieve, are we ever
going to get to that figure? Will there be some
individuals that just do not want to be part of this?
Mr Stearn: The research that has been done shows
about 48% of people who are not linked up want
to be linked up, and it is either because they cannot
aVord it, or they plan to in the near future. Then
you have this other figure of 42%, and there is a
large group of older people amongst them, who say
they do not want to get linked up. I can give you
personal experience. My mother and father were
not linked up two years ago, and my Mum kept
saying, “Why do I need to bother?” We paid for
her to get on the Internet. I saw her yesterday, and
now the conversation is completely dominated by
talking about the Internet and e-mail and what she
is up to. It has completely transformed her life and
she is doing all sorts of searches for her family, and
using it in a very productive way. She would not
have been doing that two years ago.

Q85 Mark Oaten: My final question on access: if
the 90% target is achieved by various things being
put in place, paint a picture of the 10% that is going
to be excluded. The Final Third fund aims to
achieve access for 90%, so what is the 10% going
to be? Should we be concerned? Even with these
targets, if we achieve 90% is there going to be a
crucial 10% that does not have access?
Mr Holoway: 10% of households?

Q86 Mark Oaten: 10% of the population is not
going to have access, even under the Government’s
plans to meet the Final Third.
Mr Holoway: These could be suburban areas, not
just out in the middle of nowhere, that do not have
the broadband capability of the 90%. We may have
already seen a distortion of things like house prices,
because the closer you are to an exchange the faster
your broadband. We have seen new houses
knocked down next to exchanges just to build two
or three houses next to it just because it has got fast
8Mb broadband. There are more issues than just
the speed. There are other outlying issues. Moving
on, I just want to go back to what that gentleman
said. For broadband you need a BT line generally

or thereabouts, and you pay £10 a month just for
the telephone number. You should be able to get
broadband without having to pay £10 a month for
a telephone line. These days broadband is getting
fast enough so that you can have normal telephone
conversations down a broadband line, without
having to pay extra for the cost of having a line
number.
Ms Payne: Can I come back on your question? At
the moment, for example, 17% of rural villages
cannot even get half a megabit, so there will be
particular areas where cable is not being put to the
boxes, and we heard earlier on that there will be
particular issues here. We do know that satellite can
provide some solutions, but it will not provide all
solutions. We want to see a combined strategy that
targets some of these areas. At the moment it does
not look as though a commercially viable solution
will be put forward. We are talking at the moment
with a couple of government departments about the
huge investment that is going into the broadband
supply for schools, the JANET system. We have
raised the issue of whether we could possibly use
that investment to provide an ongoing service to
the communities where those rural schools are. We
have been told that that cannot happen because of
the procurement rules at the moment, which will
not allow that to happen. We suggested a
framework agreement that would overcome that,
because we think that there is not just one solution
to this, and that a number of solutions can deliver.
If we can get a combined programme that is a bit
more creative and more engaged in what we are
trying to live with, then we could hit that last 10%.

Q87 Mark Oaten: This could be quite a useful point
for the Committee to pick up on, if there were a
particular procurement issue that could be set aside
to deal with access in terms of schools. Is there a
note or something—
Ms Payne: We can provide a note on that,
absolutely. We have written to a few people already,
but I can provide that to the group.

Q88 Mr Wright: Are the Government’s plans for
the subsidised delivery of super fast broadband the
best use of the public’s money?
Mr Holoway: I would like to think so.
Mr Hearnden: I certainly think so. If you look at
other areas that we see at the moment like Crossrail
and London Olympics, the Government is
spending money there to give the necessary push.
What we are seeing for broadband is a similar
example. It is a good use because, as we have
already heard, broadband is important to everyone
in the UK, and the more people who can get access
to it the better it will be for UK plc. We are very
supportive.
Mr Stearn: There are two issues: how money is
used and where it comes from. As you can gather,
what I think should be happening here is that we
should be seen as part of a universal service
framework. Yes, it is getting the potential for access
to everybody, but it is also then getting people the
ability to be hooked up. Those are all very key. We
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know from what is happening that certain groups
are being excluded, and that needs to be faced up
to as well. I found the report quite thin on how the
Government could use its powers, or the regulator
could use its powers, as leverage—when you get
into the techy stuV about the re-use of ducts and
stuV, and the parachute view that the Government
can have. We know, for example, that we are
moving towards every household having smart
metering. There seems to be an obvious link
between these two. We have two-way
communication needed, and there seem to be
similar bits of technology in both; but there is no
mention in this report about how this links into
other bits of Government policy; yet I thought
there should be some cross-linking going on to see
how there might be benefits from Government
policies and how they can be joined together.

Q89 Mr Wright: You are asking for miracles there,
are you not?
Mr Stearn: You can always hope, I suppose. There
are issues there about how government works and
can use its powers to have an overview of how
things work. It is very diYcult when you look at
the research to find out how they have come to this
figure of a third that will not be met by the
marketplace. Where it is needed we would certainly
support funding from the public, but our priority
would be for it to come from the public purse,
because when you start talking about consumer
paying for consumer, as you get rising within the
energy industry and within climate change policies,
it often becomes regressive. There are issues about
the 50p that are problematic in terms of who that
will fall on.

Q90 Mr Wright: Do you think the 50p levy is a fair
way of raising funds for this, or is there another
way you consider the money could be raised other
than through the public purse directly?
Mr Stearn: Again, there is not much information
on the demographics of this, but if you look at the
age profile of people with landlines, you will find it
is older people. The majority of younger people, I
think 75%, use mobiles and do not have a landline.
I think I would not have to pay this because I get
broadband from cable and use Skype, and reading
it I would not have to pay my 50p. I am lucky and
one of the people with super fast broadband, 20
megabits, and I do not think I would have to pay
a penny towards this.
Mr Holoway: Instead of a flat-rate 50p tax I think
it could be proportioned. I do not know, but if you
have 20 Mb broadband and did 10 gig download
a month, you could proportion it per 10 gig; so the
poorer communities perhaps would not have to pay
a penny, whereas those who use 5, 10 or 20 gig a
month, including businesses, would pay a
proportion—I do not know, say £1 per 20 gig or
something like that. As more and more broadband
gets faster and more downloads are performed, in
that way you can get more money into the cost of
the project, into the public purse, to pay for
universal roll-out.

Q91 Mr Wright: So you think the 50p levy is unfair
and it should be judged on the broadband usage.
Mr Holoway: Yes.

Q92 Chairman: I think it seems very odd to tax an
old technology to pay for a new one! It seems a
very strange approach to me.
Ms Payne: Can I come back to whether it is a good
use of public money? From my perspective, I would
look at it from a risk perspective more than
anything else. If we look at the whole farm
approach and the fact that farmers are now
expected to put the movements of their livestock on
the Internet, and those who do not have access are
still relying on the post—that does mean—and I
would hate to think of another outbreak of foot
and mouth or something, but that is one of the
reasons of going down the Internet route to keep
more accurate up-to-date data available. That is
not happening very well at the moment. There was
mention earlier on about schools and the schools
agenda and making that available to people. You
could have people in rural areas not having access
to lessons or the extra material that is available.
The other area is on health. Again, there are some
very good new technologies that are coming up to
help people enter information about their health
status and go directly to their local health centre,
and they can enter it online. We spoke to some
people up in Alston Moor, who are using this
service, and they are retired people; and it has
basically changed their lives. They get immediate
information and access to a doctor as and when
they need it. Online they can get through much
quicker than having to make the trip every week
into the area. I would look it as a Government
investment on a risk-based approach—what would
happen if they do not and what are the potential
risks to the basic Government agenda.
Mr Hearnden: Can I come back, please, on the
comment Jonathan made regarding where the Final
Third came from. By way of background, the
Broadband Stakeholder Group, which is a big
organised group, set out to do some work last year
and came up with what they considered to be a
reasonable number of up to 65% that they believed
would be delivered by the market, by a mixture of
fibre, wireless and satellite. They thought that up
to 65% of homes would be covered without
recourse to incentives of any kind. We will discover
in the next five years whether that figure is
optimistic or pessimistic. Another point about the
levy is that one of its benefits is that the tax is very
transparent; you know where the money is being
spent; it is being spent on upgrading the broadband
network. I think that is an important point.

Q93 Mr Wright: Coming back to what Mr Stearn
about the number of people who do not have access
to broadband, why should they pay for this
upgrade to the broadband service? There are people
like my mother who has a landline and no interest
in the Internet whatsoever. Why should she pay the
levy so that other people can access it?
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Mr Stearn: It is a very valid point and goes back
to the demographics of who has landlines and who
has this type of landline and who does not. As I
said, it looks as though I would be a person who
would not have to pay this, and yet I am benefiting
from super fast broadband. That is completely
contradictory. The group that is likely to be picking
this up are older people who are very sceptical
about broadband anyway. It is contradictory about
where the funding is coming from.

Q94 Mr Wright: If it was on the basis of what Mr
Holoway said, about people who use broadband at
the present time, do you think that would be a
fairer system?
Mr Stearn: I personally would think so, yes. I am
certainly benefiting, absolutely, from having
broadband access and fast broadband access; and
I think it is reasonable for people like me to make
a contribution for others to get a similar service, or
get us to the point where everybody else can benefit
from that.
Mr Holoway: I agree. I think if you do not make
use of broadband I do not think you should pay
the levy. There is no benefit to you paying 50p
unless you then go online and start using it; and to
make it fairer to the less aVordable, you do not
make the fee from base zero; you make it higher
from a proportion of your monthly usage.

Q95 Chairman: We heard from Vtesse Networks
that if we just had reasonable rates and charge BT
the proper business rates, you are raising the same
amount of money anyhow—problem solved! Is it
your view—and I am looking for “yes” or “no”
answers really—that the Government’s focus
should more properly be, from your perspective, on
getting the 40% of people who currently could have
broad band at whatever speed but choose for
whatever reason—financial or other reasons—not
to, that their focus should be there rather than
developing new fast-speed technologies for people
like you, Mr Stearn, who can access them with their
ingenuity? Should the emphasis now be on solving
digital inclusion, which might often be an economic
issue for those households, rather than a technical
solution for increasing speeds?
Mr Holoway: I would like to say that if you were to
spend this—whatever amount of money on getting
someone just 2Mb broadband, how much more
expensive is it to get fibre to the household but
outside of the capital or outside of the conurbations
where they have already got fast broadband? I
agree—

Q96 Chairman: The point I am trying to make, Mr
Holoway, is a lot of people choose, for whatever
reason—they may be forced to make that choice on
economic grounds, I agree, but they choose not to
have broadband at present: should that not be the
focus of public policy, addressing that choice,
whether it is an economic choice or a deliberate
choice?

Mr Holoway: Force them to have broadband?

Q97 Chairman: Encourage greater take-up of
currently available technology.
Mr Stearn: I completely agree—encourage that
group and give the support that that group needs
to get online and get broadband. In terms of how
that group is now being penalised, it will continue
and people are going to lose out more and more
and more in the future by not having access to the
Internet. The priority should be to get to those
millions of households that do not have access at
the moment.

Q98 Mr Clapham: Can I finish oV with advertising?
At the present time we know that Internet service
providers are advised that they should advertise
their speeds “up to” and that is the theoretical
maximum, often never reached. We see that the
Advertising Standards Agency suggests that you
could only measure the speed as the service leaves
the exchange. Do you feel the way these things are
advertised are fair to the consumer as well indeed
to the service providers?
Mr Stearn: I agree with you that it is very
confusing. Even the debate we had earlier on about
whether the two bytes we are talking about is a
minimum or an average. We have three diVerent
measurements: a minimum, an average, and a
headline; and it depends what time of day it is as
to what one you are likely to get. It is quite
confusing. The basic thing for the consumer is that
they have the ability to use it in the way they want
to use it and download the information they need
within a reasonable time period. If should come up
with some system that gives people a clear idea of
the truth about what they are buying. In some of
the interviews Ofcom did, there were clear
indications from people that they were
disappointed when they got their broadband
because it was not as fast as they thought it was
going to be.

Q99 Mr Clapham: Given that, Mr Stearn, you have
looked at quite a lot of the research that has been
done. How do service providers measure the speed
of their service? Is it possible for you to say?
Mr Stearn: They tend to tell you in the headline
figures; they say what the headline speed is.
The speed I am told of my broadband is at 20 but
I know it is roughly at 14. What is advertised is the
headline figure. Often the information from Ofcom
is that people are disappointed with what they get
in the end.

Q100 Mr Clapham: Would it be helpful if the
service providers had to provide information
regarding the actual speed of their service?
Mr Stearn: It absolutely would because you could
get them to say what the average speed was. You
would have to work it out over an average day, but
an indication of the average real speed would help.
Mr Hearnden: There is a broadband speed code
that Ofcom introduced last year, which I think
about 90 to 95% of the ISPs have signed up to. At
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the point of sale the customer gets the opportunity
to get an estimate of the maximum he could get on
his line. Certainly the ISPs do give the opportunity
for customers to try a typical number of diVerent
websites to measure what they get themselves on
average. If the figures are significantly less, the code
states that the ISP should give an alternative at no
cost to that customer if it is technically possible.
Ofcom is monitoring that. There is an organisation
called Sam Knows that has done some work on five
or six diVerent ISPs with 600 or 700 diVerent users,
and they have a very good clear view of where the
bottlenecks are and where the services are good. As
you have said, it is a very complicated business. It
is very diYcult to measure. It varies according to
time of day and varies according to who else you
share your resources with on the network. The
industry is aware of that and is investing in trying
to make it better. However, there are certain rules
of physics that prevent you, and the line length and
poor home wiring and interference on the line is a
diYcult one. One of the other technical solutions
that people have used is a thing called dynamic
traYc management, where you can increase the line
speed but if you get interference on the line the line
then drops back to a lower figure. The diYculty
there is that if you are watching a video, for
example, that has the eVect of an instant stutter as
the network reconfigures itself. So you have this
trade-oV between absolute line speed, which we all
want—we all want as many megabits as we can—
but the practical limits are that you have to trade
that against giving the customer a reliable service
that is not subject to stops and starts. That is a very
diYcult balancing act. Very often you can crank the
speed up a little bit more, but it would be at the
expense of the quality, and it is the quality of the
product that the industry is very keen on promoting
and improving. It is not a very easy solution.
Ms Payne: I look at that from a slightly diVerent
perspective, as I mentioned earlier on. Businesses
and particularly micro-businesses in rural areas are
not just dependent on the download speed, but it
is the upload speed as well, because of getting
information out there. It is non-symmetrical at the
moment, which means that is often considerably
lower. Although they might be getting the 2Mb, it
might not be anywhere near there for uploading
information. It is a big issue.

Q101 Mr Clapham: Mr Hearnden you referred a
little earlier to this survey that is being done by
Ofcom. Will that be reported in the future?
Mr Hearnden: It is already in the public domain.
It is already on the Ofcom website. I can give you
the website details afterwards.

Q102 Mr Clapham: Does the panel feel that there
is anything else that can be done with regard to
regulations on advertising to make it much more
transparent to the consumer?
Mr Holoway: It is very hard for the typical home-
user to find out their speed. I have gone into many
households and businesses and told them “you
have this speed or that speed”. I can be next door
to someone, and someone has 14 Mb broadband
and someone has 2Mb. I just cannot understand
why there is such variance between two households.
The thing is that the home consumers do not know
it either—if next door, over the fence, someone has
got it faster, how do they know? They do not know.
Many homes now have routers, a device like you
have with the electricity and gas meters on the
wall—a display of the current speed would have a
better advertisement of their broadband service
with their ISP. Then discussion would rage amongst
diVerent people in diVerent communities, saying “I
am getting this speed with this company”. There is
no way to compare like with like in this day and
age.

Q103 Mr Clapham: Is that the feeling of the panel
generally, that it is such a complex and varied issue
that to have regulations brought in by Ofcom to
regulate and achieve consistency is nearly
impossible—or is it possible and, if so, what kind
of changes do we require?
Mr Hearnden: I do not think that regulation is
practical. As the panel has said, it is a very
complicated problem. There are applications you
can download that put a little meter in the corner
of your screen and you can watch it; but that is far
too complicated for the average consumer; nor
does the average consumer want a little clock
sitting on his desktop or his laptop. I do not think
regulation is the answer. I think a voluntary code
where the industry works with the regulator,
making sure that the customer at the point of sale
gets an accurate estimate of what he is likely to
get—
Mr Holoway: Or what he is getting.
Mr Hearnden: Or what he is getting, yes.
Chairman: Thank you very much. This is a complex
and technical area but it raises some very important
questions about poverty, about industrial
competitiveness and all kinds of things. We are
grateful to you for the time. As always, if there are
things we feel we did not ask you and should have
asked you, or that on reflection there are things you
would have liked to have said but did not have an
opportunity to say, please drop us a note with that
infrastructure. We would be very grateful. Thank
you.
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Chairman: Mr Richards, welcome. You are a regular
before this Committee and today you are working
particularly hard. I think you are going to the
DCMS Committee immediately after you finish with
us, so we must let you leave punctually. We are seeing
you next week for our regular annual joint session on
the role of Ofcom in general, so we will have a second
bite of the cherry next week. We are grateful to you
for coming and for the thoughtful memorandum, as
always, Ofcom has provided.

Q105 Miss Kirkbride: The British market for
broadband is very competitive, but some might say
that it is focused more on price rather than on
performance. Would you agree with that?
Mr Richards: I think hitherto that has been the case,
that is right. That observation was precisely what lay
behind our move to do some original research on
speeds. When we look at this question, you can see
very quickly from your own experience, you do not
have to do great reams of market research to work
out that people essentially make a choice about
broadband on three criteria: is it available, “what is
the availability to me?”; secondly, how much does it
cost; and, thirdly, what speed is it? Everybody could
very easily find out the answers to the first two
questions by the website or making a phone call, but
the third, speed, which was a crucial dimension of
choice, was not really available in a transparent and
objective form. It was available in the form of the
“up to” advertised speeds, but we started receiving
complaints, concerns, that the “up to” advertised
speeds were not necessarily accurate and people were
having direct experience of the limitations. We
looked into the provision of information in this area
and discovered very quickly that it was very diYcult
to produce objective information. Indeed, such
objective information was not available and,
therefore, we took a big decision to do some very
diYcult original research and we published that
earlier this year.

Q106 Miss Kirkbride: Do you think it is a regulatory
failure that we have relatively poor investment in
broadband services in terms of the speed that they
are oVering?
Mr Richards: In terms of the investment profile, I do
not think it is at all. The regulator and the regulatory
framework has a part to play in the level of
investment and the overall speeds, clearly that is the
case, and if you wish to talk about that more I am
very happy to do so. Let us start from where we were.
Current generation broadband performance in the

UK, both competition and basic speeds, and
availability, if you take those together, is as good as
almost anywhere in the world. The challenge now is
to move to super-fast broadband, next generation
broadband, and that is going to happen in diVerent
countries at diVerent speeds. You have to accept that
is going to be the case because in some countries they
have decided to put a lot of government money
behind it, and if you do that it is going to happen a
lot faster. In other countries they have opted for
monopoly provision and you tend to get faster
deployment if that is the case, but I would argue that
you will pay a penalty in relation to that in the long-
term because of the loss of competition. What we
have done is set a clear framework as a starting point
and what we are discovering is that the companies
that have to do the investment, because of course we
do not do any investment, that have to make the
decision to invest with their shareholders’ money, are
working out how they can do that and make a
return. We cannot wish that into reality, it is driven
by a number of factors, and the most important
factor is people’s willingness to pay for it and what
combination of services can be oVered and how that
relates to people’s willingness to pay. The current
generation broadband market is very competitive so
you have to oVer something which is better than that
in order for people to pay more. If people do not pay
more you are not going to make a return on
investment. What we now see is a deployment of
50Mbps by Virgin Media and that covers the whole
of their footprint, which is about 48% of the country,
we see a commitment from BT to deploy up to 40%
and we would expect that to go further in due course;
and we see other companies now expressing varying
but significant interest, certainly in their
conversations with us, in how they enter the super-
fast broadband market. The regulatory framework
needs to be part of that and needs to move with it
and adapt to the interest, but we cannot click our
fingers and say, “There will be super-fast
broadband”, companies have to make decisions to
invest.

Q107 Miss Kirkbride: So you are seeing the demand
for next generation broadband is there because there
has been a feeling of is the market going to do it, do
they feel there is suYcient custom there and is it
really going to happen. You are quite optimistic
from what you have just said?
Mr Richards: I am very optimistic that it will
happen. I do not think I would want to promise a
certain level of super-fast broadband in a certain
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timescale because the companies investing are
working out what will work and the underlying costs
and whether they can make that cheaper and,
therefore, make deployment faster and more
extensive and how people, consumers, small
businesses, homes will respond in terms of their
willingness to pay and it is terribly important. If
there was a business case that was clear and obvious
I think it would be happening tomorrow, but it is
quite a challenging proposition. We have to
remember that it is very diVerent from current
generation broadband. Current generation
broadband was built oV the copper network that has
been in the ground for decades. This is a new
investment, it is a risky investment, and it is being
made in a context of uncertain demand and that is
always more challenging, but we are underway,
progress is being made. There is a clear commitment
from us to focus on this issue and make sure the
regulatory framework is clear. We have done a lot of
work on that in the last 18 months and 2010 will be
a very important year in embedding those principles
and the work that we have done into detailed
regulatory remedies.

Q108 Miss Kirkbride: The Government is intending
to amend the Communications Act to include the
promotion of infrastructure investment as part of
your remit. Is that not something that is there
already, in which case what diVerence is this going
to make?
Mr Richards: Our overarching duty, as you all know,
is to serve the interests of consumers and citizens.
What Parliament did when it set us up was to then
ask us in doing that to have a series of specific duties
but also to have regard for a certain number of
things, and one of the areas we have to have regard
for in making those decisions is investment and
innovation. We also have to have regard for the
availability and use of high speed data networks
which, in a sense, is broadband and super-fast
broadband. The notion that we do not concern
ourselves with investment and infrastructure is
obviously not the case; we do do that. The proposal
to give us a clearer duty to promote investment in
infrastructure will change the emphasis. It will
elevate it somewhat and, therefore, change the
emphasis for us when we make decisions. As you all
know, we are fundamentally nothing other than a
creature of statute so what we do follows from what
Parliament decides our duties are, so a change of
that kind is obviously significant for us. As soon as
it is passed by Parliament in whatever final form we
would go away and say, “How has our framework
changed? What are we being asked now to do? How
do we now do it?” That question is an extremely
important issue.
Miss Kirkbride: Is there anything that springs to
mind as to the diVerence it might make? Are there
any practical observations you can make?

Q109 Chairman: I am quite puzzled because your
existing remit does require you to encourage
investment and innovation. I do not know whether
we are dancing on the head of a pin here or a
substantial diVerence is being made.

Mr Richards: It is a matter of emphasis. At the
moment we have “regard” for investment in
innovation and if you changed it to a “duty to
promote” it is a matter of emphasis and that will be
one of the things that emerges in the parliamentary
debate, what does it actually mean.

Q110 Chairman: What diVerence does it make in
practice?
Mr Richards: What we always do in these
circumstances is look at our duties, assess the duties
and assess how we make a decision in line with
meeting those duties. We would be saying has the
emphasis we are required to place upon promotion
of investment as opposed to having regard for it
changed. Clearly if Parliament made that change it
would have changed in some form, but to what
degree is a matter for debate. To be honest, I think
what would happen is we would make a judgment on
that in relation to any specific detailed regulatory
decision, which is obviously the form of
implementation that we get into, and I suspect at
some point in the process someone, a third party of
some kind, will probably challenge us and say either
we had excessively interpreted Parliament’s
intention or we had insuYciently interpreted it, and
that would probably be contested in a merits-based
appeal. That is what I would expect to happen. That
would be examined and the appeals tribunal would
decide. Clearly if there was a change of that kind, we
would not be saying, “It’s irrelevant” because
Parliament has decided to change the wording and
that has a significance for us, so we would have to
assess the significance behind it and the clear
implication of this particular case would be the
emphasis required for us to place upon promotion of
investment as opposed to having regard for it would
have changed.

Q111 Miss Kirkbride: Local Loop Unbundling was
brought in by Ofcom because, understandably, you
could not see enough competition in the original
infrastructure. Do you think that has changed in any
way over the last few years?
Mr Richards: The introduction of it, broadly
speaking, has been very successful. It has certainly
exceeded our expectations. When we originally
made those changes, firstly there was not a total
absence of competition but it was extremely
minimal, the availability of broadband was very,
very limited and the speeds were risible. Since then
we have travelled a long way. When we originally
proposed it we only expected about one and a half
million lines to be unbundled and we are now in
excess of 6 million. It has been against that original
measure that we set.

Q112 Miss Kirkbride: Why do you think it has been
so successful?
Mr Richards: I think it is one of those things that has
snowballed. You can model the economics of these
things and predict what will happen, but you never
get it quite right. In this case, what happened was
that we expected one or two players, a couple of new
companies to come into the market, but in one or
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two cases we had no idea they would come in. The
one best example of that is Carphone Warehouse
who were a completely new entrant to the market.
They were a retailer of mobile phones on the high
street and they saw the opportunity and took a
decision. We absolutely did not predict that. They
have driven the process, along with Sky, Orange,
Tiscali, O2 and others. Of course, what has
happened is they have got into a competitive process
which has taken it further than we ever expected. It
has been successful and I think it has set a
benchmark which is a great challenge for us because
it has set a benchmark that the British consumer now
expects to see. It expects to see rising speeds, a better
quality of service, better value for money and
availability, choice between providers. That is the
benchmark that, like it or not, we have set ourselves
as a country for super-fast broadband and that will
not happen overnight, that will take some years, but
we have to have the ambition to reach the same sort
of model of competition, choice and investment in
the next decade.

Q113 Miss Kirkbride: How are you going to do that?
Mr Richards: I think that is back to the core
decisions around the regulatory framework for
super-fast broadband where we have made some big
decisions, such as oVering BT pricing freedom down
to the wholesale level and that allows them to make
a risky investment and make a return, but doing that
alongside making sure there is scope for competition
and making sure that some of the companies that
have invested in unbundling are able to take their
businesses and competition forward into super-fast
broadband. One of the things we have tried to make
very, very clear, at least from the regulatory
perspective, and there is obviously a huge role for
Government here as well, is that we think the UK
can have both investment and competition and we
do not need to create a false choice between the two.
To be honest, my view is I think the danger of
creating a false choice between the two is I just do
not think the British consumer would tolerate it.
They are used to real choice in their communications
providers now, particularly on broadband, and the
notion you would go back from that would not be
tolerated by people.

Q114 Miss Kirkbride: Is it going to be the same
model for fibre as it has been for copper?
Mr Richards: No, I do not think it can be because the
copper network was established, it was depreciated,
it was decades old. You cannot pretend that fibre is
going to be the same. I think we had a very good
understanding of where competition on the copper
network could work and that is one of the reasons I
think unbundling succeeded in the end. With fibre, it
is a new investment, people have got to make those
new decisions and I do not think we yet know, and I
do not think the companies know, exactly what the
best balance between competition and investment is.
For example, we could see what we would call
physical unbundling, that is remedies and access
around ducts or dark fibre or in the cabinets that you
see on your street corner. There is probably some

scope for that and we may talk about it in due
course, but we may have alongside that what we call
virtual unbundling, which is where there is a
wholesale service which has the electronics on it
carrying the data which other service providers
might take as well. Where the balance lies between
those two in a fibre world, I do not think we yet
know. I am certain it will vary according to where
you are in the country. The more urban you are, the
more densely populated the area, the more likely
some of that physical unbundling will work. The
more rural you are, the less likely it will work. That
is what we are exploring at the moment. I know
everybody has a sense of great anticipation about
super-fast broadband, and I know everybody would
like us to be piling into this and for there to be super-
fast broadband across the whole of the UK
tomorrow, as it were, and we would like that too, but
experience has taught me in this area that it takes
time for the mix of institutions and organisations, a
range of diVerent companies, government regulator,
to explore the diVerent options and levers and to
make their decisions which finally unfold in an
investment and a model of competition. It does not
happen overnight because nobody knows precisely
what the right answer is.

Q115 Mr Oaten: It does not happen overnight in this
country, but is there any evidence that it happens
quicker in other countries? Are we slower at doing
this than some of the others and, if so, why?
Mr Richards: If you want it to happen very, very fast
overnight you have got to spend government money
on it, it is as simple as that, because that is the only
certainty you can have. In every other case you have
some sort of regulatory framework but, crucially, a
company of some kind has got to make a decision to
spend its money and that does not happen as quickly.

Q116 Mr Oaten: You were implying that it is by its
nature something which takes a long time, but what
you have just said is that it can be done quicker if
there is government money put in.
Mr Richards: It is always quicker if government
spends money, of course, because you can just start
spending the money, but sometimes that takes a long
time as well. That is the easier route in a sense. Let
me track back slightly. We are not in a bad place on
this. The notion that the UK is miles behind on this
is not right. Firstly, our current generation
broadband, as I said, is extremely good. Of course,
it can be better and there is an upgrade going now
into 75% of the underlying BT network which will
raise the speeds to what is called ADSL2! which
will create a maximum at 24Mbps. That has been
pushed forward alongside all the competition.
Secondly, in terms of super-fast broadband, Virgin
has already rolled out its DOCSIS 3 network across
its entire network and that is available to nearly half
the country already. That is 50Mbps. People seem to
ignore this, but that is a fact. You can go and buy it
tomorrow if you are in a cable area, it is already
there. BT has made a commitment to roll out its
network up to 40% and it is moving forward and
underway.
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Q117 Mr Oaten: It was not really about where we
are, it was where we are in comparison to other
countries. Are we behind or ahead?
Mr Richards: I was just coming to that. If you take
the OECD, the European Union and so on, some
countries are further ahead, some countries are
further behind. The countries that are a long way
ahead tend to be South Korea, Hong Kong,
Singapore; those countries. What you have in those
countries is a combination of two things: very strong
government support and/or extremely dense
populations. The economics of doing this are
enormously improved where you have large
numbers of people living in multi-dwelling units.
You put one fibre in and you have captured 300, 500
or 1,000 people. Our topography is not like that, our
geography is not like that, it is much more diYcult
in the UK. In those small densely populated Asian
countries the economics work far better. In other
countries people are experimenting with diVerent
things and we see diVerent drivers taking place. Let
us think about the US where what has happened is
the telcos have done quite a lot of investment, but
they have done it in direct response to cable
companies who put the money in in competition.
The diVerence there is that cable companies in the
US have about a 99% reach, so the telcos have no
choice. We are in a good position relative to other
European countries because we have got a cable
company that has done it with at least a 48% or 50%
reach. In the US, it is essentially a two-player market
and one has forced the other. That has a cost to it,
which is essentially you have a choice between two
players in the US and if you do not like the telco you
go to the cable company, but if you do not like either
of them you have got a big problem. We have got a
much wider range of choice. We are not right at the
front and we are definitely not right at the back. If
you look at actual delivery in relation to Virgin and
BT’s plans, you can do a chart of this, which we
would be happy to provide to you, which is
essentially current deployment and then you can
overlay on to that planned deployment and compare
the two. We are not as far forward as we would all
like to be but we are certainly not at the back of the
pack either.

Q118 Mr Hoyle: Just taking up what you said at the
beginning to Julie when, quite rightly, you said
Virgin has got about 48% through the cable. The
problem is you went on to say that cable is now
delivering to that 48%. Are you not worried that the
fact is they still only have 48%, people can only reach
cable in 48% of the population, it is not growing so,
therefore, what we are doing is ensuring those people
who already have the benefit get even greater
benefits at the expense of those who never got the
original benefit of cable? That is the first point
because I think that is quite interesting. The other
point is, rightly, you said if we are slower we have
more competition and if we are faster we have less
competition. What makes you think it is better to be
slower and have more competition than to be faster
and have less competition but still have competition
in the market? I am intrigued by that because surely

the objective is to get there quicker rather than
slower, yet what you are doing is slowing down the
market but ensuring there is competition. Usually
when we get to the end there is less competition
because people buy each other out, so what have you
gained, apart from being slower?
Mr Richards: Very interesting questions. The 48%
cable, it is true that it is unlikely they will build out
much further, but it is worth saying that they are
exploring that and whether they can extend their
footprint. I do know someone who is expecting to be
cabled up quite soon, but I would accept that—

Q119 Mr Hoyle: There is a shock, they have not
oVered me that service! What is the diVerence?
Mr Richards: It is at the margins. That is where we
are. If the economics worked for them to roll out to
60, 70 or 80% I would hope they would do that, but
the economics are very challenging and they
obviously targeted the areas which were most
attractive. I do not think we can anticipate it will go
further. The relationship with the 50% that is not
covered is a positive one because the lesson of
current generation broadband was cable started and
forced BT and others to respond. People forget this
little piece of interesting history, which is that when
current generation broadband began there was a
point at the start where BT under the previous,
previous regime said, “Nobody’s interested in it,
nobody wants it” and cable got on with it and did it,
surged ahead, and at one point I think they had 85/
90% of the market. That is what spurred BT and
others to respond. It may be that is exactly what
happens with super-fast broadband. What then
happens is that the network providers with
ubiquitous coverage, in that case BT and the
companies with access to their network, respond and
it then goes beyond 48%. What you hope is that that
48% provides a stimulus which then allows a wider
diVusion of the technology over time. That is how I
think that will play out. Whether that goes to 99 or
100% is another question, and I am sure we will come
on to that. In terms of trade-oVs on competition and
investment, I probably over-stated it. We would
much prefer to see it as a positive relationship and
that the trade-oV is generally speaking positive and
not mutually exclusive. The reason I put it somewhat
in those terms is because I think there are examples,
not here and not ones that I would recommend,
where that kind of trade-oV has been manufactured
or created. There is one well-known European
example where the proposal was to give an
incumbent essentially a regulatory holiday, so no
regulation at all, in exchange for a big rollout. In
those circumstances, you are saying, “You rollout
and essentially we will give you regulation free for a
to-be-determined period”. What you are doing with
that sort of pact is essentially saying, “Give me a fast
rollout and I’ll promise you no competition”. I think
that kind of proposal is a very dangerous step which
people will pay for very heavily in the longer term. It
is not something which I think is credible.
Interestingly enough, I do not think it is consistent
with European law in any case.
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Q120 Mr Hoyle: We probably disagree on that, and
I do not want to test the Chairman too much, but
you have given us a flavour and you have moved a
little bit, and that is good to see. Can I take you back
to something that I did find interesting. You said the
figure was Virgin was 48% but will do a 100% faster
speed and I think you said, correct me if I am wrong,
of whatever it be that BT is, they are now oVering
40%.
Mr Richards: That is the proposed rollout. They are
underway on that.

Q121 Mr Hoyle: Can I suggest that they are both in
the same areas and the fact is the people who are
worst served are continually worst served because
they are not receiving it first. The same people who
have got choice get even greater choice at a faster
speed. Are you not worried that all the emphasis is
going to the same people permanently? If you really
wanted to be exciting you would say, “Don’t go to
where Virgin is already oVering, let’s oVer it to the
rest of the area”. What do you do about that? Surely
it is defeating your own objective? They are great
statistics, but the truth of the matter is it is still only
the same people who benefit.
Mr Richards: I do not think the 40% will exactly
mirror the 48%.

Q122 Mr Hoyle: I do not think it will be far oV. I
think we both know that, Ed, come on!
Mr Richards: It will be in the same territory.

Q123 Mr Hoyle: Because they do not want to lose
competition, the market.
Mr Richards: It will be in the same territory. This was
exactly what happened with current generation
broadband and then the network extended beyond
that. Of course, it tended to start in the same areas
because those were the most economically attractive
but then it extended. I am not going to deny or
contest the kernel of your argument in the sense that
what it seems to me you are saying is there is going
to be market deployment which has already gone to
48% and it may go beyond that, but will there be a
section of the country who may not receive this any
time fast and possibly not at all. I think that is highly
likely to be the case and that is precisely what lies
behind the Government’s proposals about the last
third broadband levy and that is at the heart of one
of the proposals in the Communications Act.
Mr Hoyle: All I am saying is it would be nice for
them to be at the top of the curve rather than at the
bottom, but I will leave it at that, Chairman.

Q124 Chairman: Can I ask you a question about
assessing demand for the size of the next generation
market. What drives that demand? As some people
would say, what is the killer app that requires people
to have super-fast broadband universally?
Mr Richards: If I knew the precise answer to that,
Chairman, I would probably be in business. I do not
think anybody knows what the killer app is yet and
we all wish there was one that was transparently
obvious. The killer app on current generation
broadband turned out to be surfing the Internet, that

is what it was. We were doing it on dial-up, on very
low speeds, and there was not a killer app other than
people wanted to be able to do that faster and more
eYciently. It may be that essentially the killer app for
super-fast broadband is the same thing, but the
Internet has evolved and is now full of video and
audio rich services and, therefore, you need much
higher bandwidth. There may be a very interesting
public services dimension to it, that is possible, but
it would require Government to significantly up its
game on the provision, quality and attractiveness of
those services, there may be something in that. There
may be something around small businesses and
business activity. What does a killer app mean? It
means because of that service people are willing to
pay more money for it in this case. I cannot see any
version of that which does not have some form of
strong content rich proposition because everything
else people can do with what they have got now. It
has got to be something that features on-demand
video, those sorts of things. Those are the kinds of
bundles of services which will attract people to this
kind of technology and this kind of service, but
precisely what it is and in what form is open to
question.

Q125 Chairman: I take it Ofcom was not consulted
by the Government about assessing the size of the
next generation market because you cannot know
how big it is going to be if you do not know what it
is going to be for.
Mr Richards: No, I do not think we do. I have a
strong intuition about it born of thinking about
these things over some years and being involved with
them over many. I have got a strong intuition that
services will emerge, they probably will be things
that we do not know about yet, all sorts of
innovation in this area, and that will be commercial
and public. I do not think we could precisely specify
the size of the market at all.

Q126 Chairman: I am a Tory, I freely confess that,
and I have a lot of faith in markets, which may
distinguish me from some Members of the
Committee, I do not know. It seems to me when the
killer app emerges competition will drive the need to
invest in infrastructure to provide it. I am very
dubious about the need to put public money at this
stage for a market we do not know the size of and we
do not know what it is for. At the moment, 40% of
people are not using the current broadband speeds.
Surely digital inclusion is perhaps more important
and to get those people on-line and get the
advantages of the current generation should be a
high priority for public action rather than investing
speculatively in the future.
Mr Richards: Those kinds of choices between public
policy priorities are a matter for Parliament and
Government to take. There are important
alternatives. One is definitely the rollout of super-
fast broadband, that is definitely true, and how
extensive it is. I think you are right, a second is the
take-up of existing broadband. We have got a pretty
good knowledge—not perfect but pretty good—of
why people do not take up the current generation
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broadband and there is clearly scope for making
progress on that as well as tackling the issues of
super-fast broadband.

Q127 Roger Berry: I am not quite sure I recall the
answer to the question about whether Ofcom was
consulted in assessing the size of the future
generation market. Was Ofcom consulted also on
government subsidy and the method of financing?
Mr Richards: We were asked various questions
about that in the formulation of policy, but we did
what we always do in these circumstances which is
oVer essentially technical and analytical advice. We
certainly did not form the policy, BIS formed the
policy and it is their policy. What we do in those
circumstances is we tend to answer analytical and
technical questions. In a sense, one question which
might lie behind this is do we think the market is
going to stop at 48 or do we think it is going to go to
100 and I do not think we know the answer to that.
I do not think anybody knows the answer to that. I
think it is highly likely to go beyond 50, beyond
where Virgin is, that is highly likely and I would be
willing to back that. Do I think it will go to 100%, I
think that is very unlikely.

Q128 Mr Hoyle: Where do you think it will be?
Mr Richards: It is very diYcult to say.

Q129 Chairman: You go back to your answer, if you
knew you would be in business doing it.
Mr Richards: It is very diYcult to know precisely
where. What you can know and work out is you can
understand, and this is where our technical advice is
quite useful, or I hope it would be, the topography
of the network and how that changes. The big
uncertainty is the demand-side. I have talked about
this bit already. We do not know how much people
are willing to pay, how many people are willing to
pay, and so on and so forth. There are also some very
interesting supply-side factors which we do know a
little bit more about. One of those, for example, is
how the density of customers in relation to a street
cabinet changes. We know roughly that as you get to
beyond about 75% of the population, the number of
customers per cabinet falls away and that makes the
economics of market provision, of commercial
deployment, more challenging.

Q130 Chairman: There are companies out there that
want access to the rural and semi-rural ducting. It is
the suburbs which most need the services, and one
company is trying to do that at present in Cornwall,
as you may be aware. Why has Ofcom not opened up
access to the duct network in all areas of the UK?
Mr Richards: Duct access is a very interesting
question. When I mentioned earlier in response to
Miss Kirkbride I said we were looking at physical
unbundling and virtual unbundling. There are two
principal examples of physical unbundling. One is
the cabinet and the other is ducts. As a matter of fact,
we started looking at duct access about a year ago.
We floated it to industry and, to be honest, we had a
very, very lukewarm response, general lack of
interest. Not comprehensively so, but

overwhelmingly we had very little interest. Despite
that, we thought there was something in it
potentially and we were trying to think ahead about
it, so we commissioned our own duct survey. We did
a survey of BT’s ducts concentrating between the
metro node and the exchange in order to reveal or
expose whether it was possible or not, because a lot
of people’s views were it was simply impossible. Bear
in mind, we are not talking about perfect Parisian
sewers here, we are talking about ducts which vary
enormously. Some of these so-called ducts are a piece
of cable with concrete on top of them so, in other
words, it is not a duct at all. In other cases they are
in pretty good shape. We did a duct survey and
discovered we thought there was something in it. We
discovered there were ducts with space in them even
though if you wanted to take it from end-to-end
some new ducting work would be necessary. The
notion that you can just pump it through is not the
case. We found some interest in that, we put it in the
pubic domain and we started a good dialogue with
companies. Prior to all the recent interest in ducts, a
few months ago we commissioned a second duct
survey which looks at the duct capacity from the
exchange and from the cabinet to the home, so the
key last bit of access. That is in the field at the
moment and we expect to receive that back in
January. At that point we will be launching a couple
of market reviews and we can decide whether it is an
appropriate remedy or not. What has happened in
literally the last couple of months is that there seems
to have been a surge of interest amongst the
companies. That is important to us because it is no
good us putting remedies in place if companies are
not interested in them.

Q131 Chairman: That surge of interest makes me
suspicious about too much government intervention
in the market when industry suddenly changes its
mind and ups it gear, but that is another matter. BT
are obviously nervous about all this, they say it is
fragmentation of their raison d’etre about BT
Openreach, a functional separation, there is the
infrastructure and you all have equal access. They do
not like this and are understandably opposed, and
that could be for good or bad reasons. They could be
legitimate concerns about the competition model
that has served the UK so well or they could be the
arguments of monopolists down the ages. They do
also say it will lead to fragmentation of their
network. Is that a problem? We have fragmentation
of so many aspects of our lives. You get diVerent
levels of service delivery by diVerent mechanisms in
diVerent geographies and diVerent communities
already in so many areas. Is that fragmentation of
the network a legitimate concern?
Mr Richards: There are probably two points to make
there. The first is back to the issue that Mr Hoyle
raised, which is how much do we care about a service
of this kind being available in some parts of the
country but not in others, and that is a
fragmentation issue, and ultimately that is one of
those universal service questions which is not in our
gift, we should not be making a judgment on that,
Parliament should make a judgment on that. How
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important is this service to the people of the UK as
citizens? That is the first fragmentation issue, which
is clearly very important. The second is the
fragmentation of networks wherever it is being
provided. I think BT are very worried about this and
they have a serious point in the following respect:
what I do not think you want is a situation where
you have pockets of diVerent networks all using
diVerent interface systems with service providers and
with diVerent interconnect arrangements, the
consequence of which might be dozens of local
monopolies which cannot interconnect. That is not a
good outcome. There are ways of dealing with those
issues around standardisation of interconnect,
interfaces and a more standard approach to
business-to-business interfaces as well on the
systems side. That is a better way to go than saying
because those are challenges, the default position
must be to just have a single monopoly provider.
That would be a shame. This comes back to your
duct access question. If you took that challenge
about fragmentation to its logical extreme and said,
“We must have no fragmentation” you could not
possibly open up the ducts because that necessarily
means someone else is putting a cable or a fibre in
and that means potentially they will have a diVerent
kind of interface. There is a big role for us to play
here in terms of facilitation on standards and we are
trying to do that. We would rather do that than
impose mandatory regulation on dozens of
companies. It is an issue which needs very careful
attention and we are paying it careful attention, but
I do not think it is suYcient for you to argue that,
therefore, there must be a single default provider.
Chairman: Thank you, that is very clear. We are
running up against the clock a bit and we have got
one more area of questioning to go.

Q132 Mr Hoyle: Given the technical diYculties in
delivering advertised speeds that reflect the speed
actually experienced, what alternative mechanisms
has Ofcom considered to inform the consumer?
Mr Richards: This has been a very interesting period
in the last 12 months on this question and it echoes
the discussion right at the start of this session. We did
not set out to want to get into this area. In fact, on
the contrary. In other areas what we have said is we
are trying to run a good value for money regulator,
we are not trying to employ people for employing
people’s sake, we are not trying to be big, and if the
market or third parties are providing something in
the way that consumers need we should not bother
doing it. By and large that has been the case for a lot
of communication services. What we discovered on
broadband speeds was that the market was not able
to do it and there was a serious deficit. In a sense, it
was a classic market failure. They could not get the
information, it was not reliably available, it could
not be communicated, and yet it was one of the three
critical ways you make a decision on what to take. It
was a big decision and I will tell you very straight
that we met huge opposition from some of the
providers who did not want us to do it.

Q133 Mr Hoyle: Which ones?
Mr Richards: I would rather not mention which
ones.

Q134 Mr Hoyle: Why? Name and shame, do not let
them oV the hook. Let us know who is giving us a
good service. Do you want us to have a bad service
and not tell us?
Mr Richards: I would rather not mention it. There
was serious opposition to it because I think people
knew it would expose what the true situation was
and that was not possible with the existing data. We
did it in the face of some quite stiV opposition. When
we did it we did not know what would happen. We
were very interested in it but we did not quite know.
What has happened is that piece of research, which
is complicated and diYcult, has been the single most
accessed and downloaded piece of Ofcom work ever.
We had a colossal demand. It was downloaded
thousands and thousands of times. It has been
downloaded thousands of times internationally as
well as domestically. I saw the new Chairman of the
FCC recently and they are enormously interested in
doing something similar in the US. We have had
international interest about it. We are not aware of
anybody else having done anything like it anywhere
in the world. It was a very serious endeavour, it took
us seven, eight months to do, but it did expose some
really fascinating data about what you were getting
rather than what was being advertised and who was
closest to what their promised speed was. In my view
that was one of the best things we have done for the
consumer ever.

Q135 Mr Hoyle: Who was top of the tree in delivery?
Mr Richards: Top of the tree in relation to speed
delivered in relation to advertised was Virgin Media
and then there was a bit of a ranking down from that.
I think Virgin delivered about 8Mbps in relation to
an advertised 10 and the DSL providers were at
diVering points. Because we normalised and
controlled for things like distance from the exchange
so that was not a factor, what determined the
ranking of the rest of them was how much they had
invested in backhaul, how much they had invested in
ADSL2!. Going back to this question about
investment, I think this was a good thing for us to
have done in relation to consumers for information
but what it also did was say who is investing in real
speed, where can you get better speeds from. Before
that this was all hidden. In a sense, it has repaid those
people who have said, “We are going to invest on
behalf of the consumer to deliver better speeds”.

Q136 Mr Hoyle: Who is bottom of the tree?
Mr Richards: I honestly cannot remember but it is
published and I will send you a table.

Q137 Mr Hoyle: Obviously the services customers
receive depend on multiple factors, for example the
infrastructure operator, service provider or the home
infrastructure. How concerned are you about
disputes between Openreach and Internet Service
Providers over responsibility for service failures?
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The other thing, of course, is it can sometimes be the
equipment as well. You go through these arguments,
where do you believe it really ends up?
Mr Richards: This is a diYcult issue and, you are
absolutely right, sometimes it is the kit you have
bought.

Q138 Mr Hoyle: That is right, the kit is not up to it.
Mr Richards: It is not the network’s fault. The issue
we have had in this area, which is a serious one and
which I would say we are getting a range of
complaints and concerns about, is Openreach is the
core network provider which others take the service
from and sometimes it is not clear, if there is a fault
or a problem, and it might be the kit, whether it is an
Openreach issue or a service provider issue. There is
a little bit of disagreement amongst them on that.

Q139 Mr Hoyle: They both hide behind each other,
that is what I seem to find.
Mr Richards: There is a little bit of that, precisely.
Sometimes we get complaints from both parties and
Openreach saying, “We have been blamed for this
but actually it is nothing to do with us, it is the
service provider” and other times the other way
around. Generally speaking, what we would like to
see is the company with the customer relationship
taking as much responsibility for addressing the
issues as possible because you are paying them
directly.

Q140 Mr Hoyle: Obviously if you are at the end of
the line you get the worst possible service because
you are furthest away from the exchange and the
box. Is it possible that this should be coming in from
two exchanges because I am finding that with a new
village it seemed to be from an exchange that is
further away than another one but if it were to come

Witnesses: Rt Hon Stephen Timms MP, Parliamentary Under-Secretary of State, and Ms Rachel Clark,
Deputy Director of Broadcasting and Content, Department for Business, Innovation and Skills, gave
evidence.

Q145 Chairman: Minister, welcome. We have seen
you before—you wear so many hats and they change
so often I get confused. Perhaps you could introduce
your colleague?
Mr Timms: Thank you, Chairman. I am delighted to
be here and thank you for asking me to talk about
this very important topic. I am joined by Rachel
Clark, who is the Deputy Director for
Communications and Content Industry at the
Department for Business, Innovation and Skills. If
I might make a few remarks by way of opening the
discussion?

Q146 Chairman: We were not advised of that but I
am always a charitable Chairman, and as long as
they are brief!

from two ends actually you would get better broad
speeds or equal broad speeds across the whole of a
new village. Is that a possibility?
Mr Richards: It is a very interesting question and I
would have to take it away and ask our technical
people about that.

Q141 Mr Hoyle: I was thinking that may help broad
speeds in other areas. The second one is: what do you
think of the Swindon eVect of Free?
Mr Richards: Free Wi-Fi?

Q142 Mr Hoyle: Yes.
Mr Richards: Really interesting.

Q143 Mr Hoyle: I know it is interesting!
Mr Richards: I am quite excited about it. What will
it do? I do not think anybody quite knows. It is going
to be run partly as a service, partly as a commercial
business and you have to pay for the video reach
services and out of the area. So we will see what it
does. It is exciting in terms of ubiquitous mobile or
Wi-Fi broadband; that is exciting. It is fascinating
because, as I understand it, it is using lampposts for
base stations, which is really interesting and we are
looking at that now to see whether that is something
that could be extended. Too early to say what it will
do. This goes back to the Chairman’s question about
fragmentation. It is very diYcult to be against that
sort of innovation because it is going to take us
forward and we are going to learn from it, and so
long as it is not distorting competition and is
consistent with state aid I think we find it very
interesting.

Q144 Mr Hoyle: Swindon: the new Singapore?
Mr Richards: Who knows?
Chairman: Thank you for your evidence. If you
could sort out my problems in Demon and BT
Openreach I would be extremely grateful! They both
deny responsibility and the line is appalling. Thank
you very much, Ed, and we will see you again next
week.

Mr Timms: I have always depended upon that,
Chairman! I am grateful to you. First of all, I want
to underline how much I agree with the Committee
about the importance of this topic as we look at the
UK economy over the next decade. The Digital
Britain White Paper was published in June, the first
strategy for the whole UK digital economy, and that
really addressed three questions on UK broadband.
Firstly, what is the minimum that anybody should be
able to expect; secondly, what should we aim for in
the future; thirdly, how do we ensure that people can
take advantage of the opportunities that these
services oVer? On the first question, the White Paper
Universal Service Commitment will ensure
broadband access for virtually everybody at a good
enough level for most current services. We see
2Mbps as a minimum, as a safety net, if you like.
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Many who are helped by the commitment will obtain
much higher speeds; we think that there will be
perhaps one million homes to benefit from next
generation solutions being used to fix these so-called
“not-spots” at the moment. Second, next generation
broadband will reach 60% to 70% of UK households
and businesses over the next few years but we do not
think that is enough. I was the minister at the time of
the initial rollout of first generation broadband and
that was essentially an incremental upgrade to the
existing network and our success with that required
significant public intervention. Next generation
broadband will require replacing large sections of
the network, the business case, the economics are
much more challenging and without public support
about a third of UK households would not get access
in the next decade. So we think it is important to do
better than that and our aim is for 90% coverage of
next generation broadband by 2017 and we propose,
as you know, a 50 pence per month levy on fixed lines
to generate £1 billion to support extending next
generation access to 90% to 2017. That will put the
UK at the forefront of the world’s digital economy.
We have addressed digital inclusion as well and I
look forward very much to the Committee’s
questions on these topics.
Chairman: We will certainly want to take you up on
your opening statement and Mr Binley will begin.

Q147 Mr Binley: I will indeed. Minister, it is always
good to see you; welcome. I am really concerned and
so is the industry about the definition of what 2Mbps
really means. There is a lot of misunderstanding
because this definition does not exist. Is it an average
speed, a guaranteed minimum, the speed that you
can expect to achieve at a particular time of the day,
a medium speed? I could go on. It is pretty important
that this is defined, is it not?
Mr Timms: Yes.

Q148 Mr Binley: And could you do so today?
Mr Timms: It is the speed which gives access to most
of the services that are currently in use and in our
memorandum we provided a table setting out the
applications to which that level of service will give
access. You are right, of course, that because of the
nature of DSL there is some variability in what is
provided. It can sometimes vary at diVerent times of
the day. We think it is the right level of service to give
access to the applications which are currently
widely used.

Q149 Mr Binley: Not a very clear answer, Minister,
in truth. BT particularly is unclear and has said it is
unclear, and if a company like BT is unclear then
there is a real problem there and we need greater
definition than we are getting. I recognise that this is
work in progress but can you assure us that greater
definition will come really rather quickly?
Mr Timms: What is required here is a fair degree of
pragmatism. Certainly the commitment that we
have made to deliver 2Mbps by 2012 will mean that
virtually everybody in the UK has a satisfactory
broadband service, whereas at the moment 10% or

11% of UK households do not have such a service.
That is the problem we want to resolve and the
commitment will enable us to do that.

Q150 Mr Binley: Forgive me, Minister, the words
“satisfactory broadband service” are not good
enough to an industry in which it is going to invest
and our country is going to invest a great deal of
money and I still plead with you to ensure that there
is a real definition of what you mean by 2Mbps. The
industry is crying out for it and it is clear that you do
not have a clear definition at the moment. Will you
do so within a very short time?
Mr Timms: I do not think there is any ambiguity
about what 2Mbps means.

Q151 Mr Binley: I think we all know that!
Mr Timms: That is a speed which is clearly well
defined. The commitment is that we will give
virtually everybody access to a line capable of
delivering 2Mbps I take your point that in certain
circumstances—at busy times of the day or
something—that that full 2Mbps speed might not be
delivered, but actually I think that that is a pretty
clear statement of what it is we are expecting
everybody to have access to by 2012 and that our
funding will enable.
Mr Binley: I am happy to defer to my colleague.

Q152 Roger Berry: I do not want to flog a dead horse
on this, but a line that guarantees it can deliver a
certain speed is not the same as the consumer getting
that speed. Is it the minimum average daily speed; is
it the minimum speed at any time of day? Mr Binley
raised the question and if we are using numbers in
this field, as we have to, it has to be clear about what
precisely it refers to, and at this moment we still have
not established this morning what this number
refers to.
Mr Timms: It refers to people having access to a
service at 2Mbps.

Q153 Roger Berry: So that means that at any time
of day—
Mr Timms: No.

Q154 Roger Berry: Is it an average over a day?
Mr Timms: It is not a guarantee that under any
circumstances 2Mbps functionality will be available
because there is a degree of variability about that.
But the service that is provided will be capable of
delivering 2Mbps.

Q155 Lembit Öpik: Chairman, may I come in on this
one? We are all labouring the point because it is so
core to the whole debate. It sounds to me that with
the best will in the world this is probably something
that has not been formally defined because otherwise
it would be easier to say it; so no criticism of you. But
can I ask would the Government, in the light of the
conversation we have just had, be willing to consider
on the basis of this session formalising what it
actually means? The reason being that in the
previous session we have just had we have realised
that advertisers of broadband speed take full
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advantage of this vagueness and can say up to
10Mbps but actually you get three. So perhaps you
have identified something which would be in
everybody’s interests, including the Government’s if
we actually—not in this session but after the
session—considered how we can formalise it so that
the Advertising Standards Authority would also
have something to go by as well as the consumer.
Mr Timms: We certainly will work up the technical
specification, that will be necessary for the
procurement group that we are establishing to take
this work forward, and I will be very happy to make
sure that the Committee has a copy of that
specification as soon as it has been concluded.
Lembit Öpik: That is very helpful; thank you.

Q156 Mr Binley: Could you tell us the timeframe for
that, to give us a bit more reassurance?
Mr Timms: The procurement company has now
formally been set up. I would envisage us making
appointments to it in the early part of the New Year
and I hope it will be able to start its work very
promptly.

Q157 Mr Binley: So you really do not have an idea
when a definition might be sensibly arrived at?
Mr Timms: Let me ask Rachel to comment on when
that particular piece of work might be carried out by.
Ms Clark: In our view the technical specification is
something that needs to be done by the people with
that knowledge and expertise, so we would want the
procurement team in place to be advising on that
and to ensure that when we make the technical
specification it genuinely does deliver the
commitment that Stephen talked about. So it is
something we need to do when we have the team in
place and therefore something that would be their
top priority when they are appointed in the early
part of next year.

Q158 Mr Binley: I am just getting the impression
that you could be a very excellent minister, quite
frankly! Let us leave it, Minister. There is a real need
to define this quickly. That message has got over to
you and you might come back to us when you have
had a little time to think and talk with the
procurement team to see when that might be because
it is vital to the whole process.
Mr Timms: I would just caution the Committee
about being too hung up about the definition. There
is a huge amount of work to be done. I accept that
the technical specification is an important part of
that but there are a lot of other things that we need
to get sorted out.

Q159 Chairman: You have to be obsessed with
definition! If you are saying that it is a Universal
Service Obligation you have to be clear what you
mean by it, Minister. Of course we are going to be
obsessed by the definition.
Mr Timms: Actually I think there is clarity about the
Universal Service Commitment—

Q160 Chairman: We are not clear and you have not
made it clear this morning.

Mr Timms: With respect, I think I have made it fairly
clear. Certainly from the customer’s point of view,
what this service will provide is access to the kind
of—
Chairman: You sound a little bit like a dodgy
Internet Service Provider yourself over claiming for
speeds! You have promised us a note and we will
have to have it, but we are not currently very
impressed.

Q161 Mr Binley: I think if you were selling to me I
would be very worried, Stephen! Let us go on to the
Network Design Procurement Group because they
have a lot of work to do and they have a lot of work
to do very, very quickly. For instance, we talk about
under-served communities. How will they determine
the location of under-served communities? What do
they actually mean by that?
Mr Timms: The first priority for them will be those
communities that do not have access to the service
we have just been talking about, and I think the
current estimate is something like 10% or 11% of UK
households fall into that category. So that will be the
first priority, to identify where those are, and then to
devise means by which the funding that we are
providing will enable those communities, those
households, to be provided with that service.

Q162 Mr Binley: I do not wish to hark on this but
you cannot define an under-served community until
you define the target at which you are looking, quite
frankly; so the two are connected and it is important.
I recognise that you are coming back to us and I am
perfectly happy that should be the case.
Mr Timms: I do think there is more clarity about this
than the Committee is suggesting. 10% or 11% of
households at the moment do not have this service
and that is a fairly well defined group.

Q163 Mr Binley: Do not have any service at all?
Mr Timms: Do not have the service that we are
talking about, the 2Mbps.

Q164 Mr Binley: We will look forward to your
response to us, which is important. I am a
businessman, or was, and I am still very proud to say
so, and I would be horrified if my people were
working when they procured services on the basis of
a reverse auction process. I would be horrified if the
major criterion was the lowest price. Can you
reassure us that I am being over-pedantic in looking
at words and that the whole thing will be a much
wider assessment and it will not necessarily be the
lowest price in a reverse auction process?
Mr Timms: I will ask Rachel to comment on this.
Clearly this will be a very important issue for the
group to address once it is in place and I do think it
is going to be important for them to secure good
value for money for the funding that is provided.
Precisely what mechanism they will use for that, I
agree there is space for debate, and quite an
important debate, but I think that value for money
is certainly an important consideration.
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Ms Clark: What we have said is that a reverse
auction is one option that ought to be considered. As
the Minister says, it is clearly important that we get
best value for money, but we will need to set very
clear quality of service parameters and the technical
specification that we talked about earlier will be a
part of that. The procurement process will need to
explain absolutely clearly fundamentally what it is
we expect bidders to deliver and within that we need
to look at value for money as we make decisions.

Q165 Mr Binley: The government records of both
parties have not been very good in terms of this area
of purchasing, and I talk about some of the
government computer purchases which have been
disastrous, quite frankly. How can you confirm to
me, give me confidence that this process will come
out with the best possible provider irrespective of the
bit that it is going to be a reverse auction process,
which frightens me to death?
Mr Timms: We will certainly have to apply the
highest standards of good practice in procurement of
this kind of service and, as you point out, there are
some projects that have not gone very well and, of
course, there are other projects that have gone
extremely well.

Q166 Mr Binley: Thank God!
Mr Timms: And there is a growing body of well-
understood good practice for procurement in this
area and we will need to make sure that those best
practices are rigorously applied in this case.

Q167 Mr Binley: You might keep us in touch with
that because it is a pretty important part of the
process. Is £200 million enough to deliver the
Universal Service Commitment?
Mr Timms: I think we will need to supplement that
with other forms of support and we may well be able
to secure industry support; there may be funding
available from Regional Development Agencies and
perhaps from local authorities of the kind that has
already been deployed on some of the existing next
generation projects that have already secured
funding. I think the £200 million will give us the
central resource that we need to deliver the
commitment.

Q168 Mr Binley: Again, I do not understand how
you can arrive at that decision when you have not
confirmed the other parameters that we talked about
earlier, so I think that there is some concern and
doubt here and there is a fear that this budget will
run away with government, as many budgets do. So
there is a need to reassure the general public that will
not happen. Let me leave it with you because I
recognise that we are talking early stages, but you
will note that, I am sure. Can I ask why the
Government is separating the Universal Service
Commitment and the next generation access into
two separate projects?
Mr Timms: That is a really good question. In our
mind and the thinking behind the Digital Britain
White Paper was that there is a need quite urgently
to make sure that there is access to a broadband

service for everybody. We are not there yet—we are
quite close to it but we are not there yet—so we want
to move quickly to fill in the current gaps in the
availability of the service and we can do that by 2012
with the 2Mbps level. We recognise as well that
technology is moving on apace. There are already
almost half of UK households able to access next
generation services through the Virgin Cable
Network at 50Mbps, and they are talking about
higher speeds. BT says that it will be providing next
generation broadband services to ten million homes
by 2012, a quarter of them with fibre to the homes,
so things are moving quickly. If we take no action we
will be left in a position where perhaps two-thirds of
UK households would have access to those services
and the remaining third would not. We do not think
that is a satisfactory outcome and so we think it is
necessary to intervene to speed up the rollout of next
generation broadband services to those parts of the
country which otherwise would not be reached any
time soon. I think there are two stages to it. There is
making sure that everybody has the safety net of the
basic minimum level of service as quickly as possible
and then apply additional resources to speed up the
rollout of next generation services beyond that.

Q169 Lembit Öpik: Let us talk about next
generation as it is something you have already
touched on, Minister. I understand that there are
various providers like Virgin developing a 200Mbps
service, which is a huge step forward compared to
what we have now, but it begs the question what for?
I am not expecting you to be a fortuneteller. The
demand for the next generation access currently is
really only essential for video. For example, the BBC
iPlayer, which is a pretty sophisticated service,
requires less than 1Mbps. I do not want to sound like
a Luddite, but so that we understand where we are
heading what evidence is there that we will need
these kinds of colossal steps forward in speeds?
Mr Timms: I think that is a very good question and
I am grateful to you for not expecting me to be a
fortune-teller. There clearly is a fair amount of
uncertainty about all this. I recall, as I am sure you
do, that when first generation broadband was being
introduced people then were saying, “What on earth
are people going to use this for?” and it turns out that
there are lots of things that have been very heavily
used. I think wherever you look the trend is towards
increasing demands on bandwidth and one could
take the view that this trend is suddenly going to
stop, but my view is that that is unlikely and the
likelihood is that trend of growing demand is likely
to grow. Another point is that we are seeing, as you
say, Virgin investing quite substantial sums to enable
its customers to have 50Mbps at the moment and, as
you say, higher speeds in the future, and BT is
committing something like £1.5 billion to the
commitment that it made, so clearly some quite
hard-headed commercial assessments have
concluded that there is demand in the near future for
these services. I think the question is are we going to
be satisfied with just two-thirds of the country
getting that and the remaining third not doing so, or
not? My view is that we do need to take steps to
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make sure that we achieve the 90% goal that I have
described. One can certainly talk about increasing
needs in education, in health, in public service,
applications of tele-working, video conferencing
from home and all of these things that are emerging
which may well generate the demand that we are
talking about, but I think we can be pretty confident
that in one form or another that demand is going
to emerge.

Q170 Lembit Öpik: Forgive me for a brief
digression, but Calvin Mckenzie said to me when he
brought his astrologer in to be fired he said, “I am
afraid I am going to have to let you go, but you
probably knew that already”!
Chairman: Name-dropping and a very bad joke!

Q171 Lembit Öpik: I apologise for one of those.
There is no accounting for senses of humour,
Chairman. Moving swiftly on, though, you have
mentioned access a few times now and every time
you say that I think of my own constituency as
generally the other third. We have a very high
proportion of inaccessibility—we are under-served
quite substantially—and while not being parochial I
recognise that in a geographical context it will be
much more than 10% or 11% of the country which is
under-served in the way that you say. This really
risks creating a two-tier system. The first question is
how did you come to the conclusion that the two-
thirds target was the right one? Who did you consult,
for example?
Mr Timms: Two-thirds is not the target, two-thirds
is our view of what would happen without public
intervention and we want to do better than that,
hence the proposal for the levy. There was some quite
substantial analysis underpinning that conclusion
and I will ask Rachel to describe what was done.
Ms Clark: Some extensive work was done by the
Broadband Stakeholders’ Group, an analysis made
last year—maybe a little further back than that—on
the costs of rolling out broadband, and because it is
the Broadband Stakeholders’ Group it brings
together pretty much the whole of the industry, so it
has a strong industry consensus behind it, which
shows that the costs of rolling out NGA, going out
to just over 60% of the population tends to be
around £137 per home passed, which is a figure that
looks absorbable within the investment case. Then it
starts to climb quite steeply and for the next 30% it
climbs at around a one in two rate until it hits £337
per home passed and then at 90% it veers oV straight.
That is a graph which we can certainly make
available to the Committee if you want to see it, it is
in the public domain. This gives us a clear sense of
what the investment case is going to look like and
you can use those figures and various analysts have
used those figures to then compare with population
densities and forecast take-up rates and you can see
what the likely deployment is and, in fact, the
announcements that companies have made so far
about rollout tends to bear that out at the moment.

Q172 Lembit Öpik: So there is a rationale based on
costings as well and what you are implying is an
exponential increase except in the last group.
Ms Clark: Yes.

Q173 Lembit Öpik: That really ties in to the final
question that I want to ask you in two parts. First of
all, having established those criteria how have you as
a Government indicated to the procurement groups
which communities are to be prioritised? Is it purely
a financial consideration, for example?
Mr Timms: We have not indicated that yet. That
will, as I was saying earlier, be an early task for the
procurement group that is being set up. We have
simply said that we think the priority should be those
who do not have an adequate service at the moment.
How beyond that the priorities are set will be a
matter for them to determine and a very important
judgment for them to make.

Q174 Lembit Öpik: I will tell you a case study. As it
happens there is a very small community of about
two dozen houses in Staylittle in my constituency
and they do not have any access at all. I have been
working with other technologies to see if we can get
something going and so forth. What would be the
process to determine whether, for example, this
community of two dozen houses, some of whom
want to run broadband-based businesses, would be
a priority or not? Is it fair to admit that if it is not the
case you have not yet established the kind of criteria
to determine that?
Mr Timms: We have not yet worked out the detailed
criteria. One important point is that we would
envisage that quite a number of those small
communities, households, that do not have any kind
of broadband service at the moment, could get the
Universal Service Commitment delivered by a next
generation solution and go straight from nothing to
a very high speed service. As I said in my opening
remarks, we think that maybe a million homes could
benefit from that. So the fact that a particular
community does not have a service at the moment
does not mean that it is going to be in the 10% that
will not have a next generation service after 2017. I
imagine that quite a number of communities will be
able to leapfrog from nothing at all to a next
generation service.

Q175 Lembit Öpik: Which would make mid-Wales
the Silicon Valley of Britain—I like the idea.
Chairman, just one final question about technology.
We have already established that it is very hard to
crystal ball gaze about what the applications would
be and what we need in the future. Is there any risk
that in pursuing, for example, land-based solutions
at the moment we are ignoring the possibility of
having, for example, the satellite-based solution
with the big breakthroughs in satellite technology
and so forth and so we are investing in the wrong
thing. I accept that we have to invest in something,
but just what consideration has been given to be
flexible to other solutions which could be wireless,
for example?
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Mr Timms: I agree. I think that satellite and mobile
could well be part of the solution and that will be a
product of the tendering process where people will
be invited to come forward with solutions for
particular areas and particular circumstances and it
may well be that non-fixed solutions will be oVered
and will prove to be the most cost-eVective available.
We are certainly not excluding those at all.

Q176 Lembit Öpik: What is the process of looking at
alternative technologies?
Mr Timms: What the Procurement Group will need
to do is to divide up the target group that we are
talking about and it will be for them to judge how
large the groups that they want to tender will be, how
large the areas they want to tender will be, and then
when they have decided the packages that they want
to attain, they will need to go to the market and
providers will bid to provide a solution for
whichever packages that are of interest to them. So
at that stage I would anticipate that we will have a
variety of technologies being proposed and it will be
for the Procurement Group to decide which ones
to select.

Q177 Lembit Öpik: Will you in that process be
considering ensuring a level playing field for costs?
Taking Staylittle as an example, if you found a
solution that involved satellite but is much more
expensive than, for example, a new town, will there
be any redistribution of cost between the cheaper
and more expensive versions? Will you be
subsidising, for example, the expensive solutions, or
is that not something that you have considered?
Mr Timms: We have committed £200 million to this
so clearly that will be used to purchase some of the
solutions. Precisely what terms the service would
then be oVered on I do not believe we can say at this
stage, but there will be a significant amount of public
funding to reduce what otherwise would be the costs.

Q178 Mr Oaten: On that point. It would be a shame
though, would it not, if the potential of satellite was
lost because the Procurement Committee were very
narrow minded and were treated this in pure, narrow
financial procurement means?
Mr Timms: I certainly see significant potential for
satellite solutions to help us in this and the
technology is moving on and we will get better
satellite solutions in the future than perhaps have
been available in the past, so I would hope that we
can take advantage of that.

Q179 Mr Oaten: Just a few basic questions, if I may.
Imagining that I was a constituent and I did not have
broadband at all, when will constituents of mine
who do not have broadband get broadband?
Mr Timms: By 2012.

Q180 Mr Oaten: And when will constituents of mine
who have slow broadband get quicker broadband?
Mr Timms: It depends how slow is slow. If they can
access a service of 2Mbps at the moment then they
may not see very much change by 2012. If they are in
the areas—and there are a number of these—that

can only get a service at the moment of only 256kBps
or 512kBps then they can expect to see a better
service by 2012.

Q181 Mr Oaten: If the Procurement Group has not
yet set the criteria is 2012 really realistic?
Mr Timms: I think so. They have got to work hard
on this. This is a big job and it has to be delivered
quickly, but I think it is feasible.

Q182 Mr Oaten: And do service providers say to you
that there is a cut-oV point at which you need to get
this in place if you want to deliver 2012?
Mr Timms: I have not been presented as yet with
deadlines by service providers, but clearly we do
need to get a move on and we will.

Q183 Mr Oaten: The potential to use very small
local providers to fill in these gaps, how interested
are you in that? We have heard of some examples I
think in Cornwall and, I cannot remember, was it
Derby? There were some other examples where this
was being used and it was great, it was filling in the
gaps but in terms of big procurement projects they
may fall outside of that. Is there a danger that we
could lose these very local solutions?
Mr Timms: I hope not. We have seen those local
solutions providing a very important role in UK
broadband since broadband started and the
Community Broadband Network brings those
initiatives together and I spoke at the conference in
Leeds last week that the Community Broadband
Network convened. I take my hat oV to what they
have achieved over the last decade and I think they
have a very important contribution to make in the
future as well. That is one of the considerations
about the size of the packages that the Procurement
Group puts out to tender because we do want to
make sure we capture the full potential of innovative
service providers like those.

Q184 Mr Oaten: I cannot see how a national
procurement system is going to put a package
together that would allow a very small local group to
be able to compete. I cannot get my head around
that, unless you were to define literally packages
which broke down into small communities.
Mr Timms: I would not—and this is a matter for the
group when it is in place—envisage there being a
national procurement. I would not expect them to
say, “Here is one project to procure the services
needed for all 10% of the households that do not get
it at the moment”. I would expect it to be broken
down into geographical packages. How large those
will be would be a matter for them to determine. The
other possibility, of course, is that some of those
small local providers might be able to group with
others to provide a consortium bid for an area which
is larger than the one that they serve.

Q185 Chairman: Just before I bring in Roger who
wants to deal with some of the digital inclusion
issues, I just want to roll back a bit and test the
underlying hypothesis of all this just a little more
rigorously because I still do not see how
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Government can know better than the market what
broadband speeds will be needed in the future. We
have just had Ed Richards in and Ed said if he knew
that he would be out in the private sector actually
making money out of making those judgments
himself. The BBC iPlayer needs, what, 0.6,
0.8Mbps? So 2Mbps gives you iPlayer, gives you
ITV Player, gives you Sky, and gives you interactive
video; it gives all kinds of things. It is more than an
order of magnitude better than the old dial-up
connections used to have. To get 2Mpbs is a fantastic
achievement. Half the country can get access to
super-fast broadband now, if it wanted, over cable
network. These are fantastic judgments that you are
making as ministers from Whitehall double guessing
the market when we do not even know what the
applications are that are being delivered over the
network.
Mr Timms: What we do know, as you say, is that
certainly half the country is going to have next
generation broadband. Almost half of the country
has it already through Virgin and BT is committed to
rolling out to ten million homes. So that is going to
happen. I think the question that ministers can
answer is, is it acceptable for us to end up in a
position where half or two-thirds of the country has
access to these services and a third of the country
does not?

Q186 Chairman: But most of the country does not
live within commuting distance of a high-speed rail
line. Your government is about to build another
high-speed rail line—my party is committed to it
to—to go up to Birmingham and Edinburgh and
that is fantastic; but poor old Worcester loses out, it
is nowhere the railway line. You have to take these
decisions. A lot of us are too far out from the
emergency departments so if you live in certain
places you cannot have the same things that all of us
have, and is there not a real risk that you can distort
the market? We heard in the last evidence session
with Ed Richards that Carphone Warehouse
suddenly appeared in the broadband market and
transformed it and it is added competition and
added rollout. We cannot know the future. If we did
you and I would not be sitting here taking flak from
the media without their making money out of it. So
are you really, really sure that you know better than
the market?
Mr Timms: I agree that we need to make these
judgments and we have made the judgment that I
have set out, which is that it is not acceptable to end
up with only two-thirds of the country having these
services and the rest of the country not having them.

Q187 Chairman: Do you know the future of satellite
technology? Will satellite actually deliver super-fast
broadband across the whole country at some stage in
the future?
Mr Timms: It could do now if everybody had a
suYcient satellite dish and were prepared to buy
them and so on.

Q188 Chairman: We had a satellite company in here
about two weeks ago and they talked about a second
satellite they could aVord it. They are there, they are
doing it. I do not understand why you know that this
is going to be a third. Our witnesses two weeks ago
said they had no idea how many would not get it;
they had no idea what the applications were; they
had no idea how much it would cost and yet you
seem to be gifted with this wonderful perfect vision
of the future, which, I tell you, for someone who has
followed technology over the years we all know that
we do not have. There could be some completely new
technology coming down the track that none of us
know about in this room.
Mr Timms: That is possible. I do not think it is likely.
I think that we do have to do some hardheaded
economic analysis and Rachel has described what
we have done. There is a judgment here, I agree with
you, and our judgment is that it is not acceptable to
end up with only two-thirds of the country having
services to which others are already getting access. If
one was to take the position that the Conservative
Party currently takes then we will end up with a third
of the country, basically rural Britain, not getting
next generation broadband any time in the next
decade.

Q189 Chairman: We are getting a fantastic service of
over 2Mbps almost all the things you want—BBC
iPlayer is available; all except the fastest interactive
gaming is available at those 2MB speeds. Get that
2MB delivered properly, at a definition—and we still
do not know what it is, by the way -and then why not
let the market do the rest of it?
Mr Timms: If we were sitting here ten years ago, and
I may well have been pressed on this in the past, what
is wrong with everybody having 9.6kBps? In ten
years we have discovered that actually we do need
those higher speeds. One can take the view that those
demands are not going to carry on increasing but my
view is that they will.

Q190 Chairman: What advantages have the very
high speeds brought to South Korea?
Mr Timms: I have been to South Korea and had this
discussion with people there and they would
certainly point to substantial economic benefits. By
the way, I am not sure that Japan has enjoyed quite
such the high scale of benefit that South Korea has,
and actually if you look at the comparison of
broadband take-up between the UK and Japan there
is higher broadband take-up here than there is in
Japan. A point that was made to me by the minister.

Q191 Chairman: A great public policy achievement
with more room to go and Roger will talk about
more room to go. What I heard about South Korea
is that the only impact has been that the movie
industry has had to withdraw entirely from South
Korea as it is now impossible to control piracy of
movies. These very super-fast download speeds
mean that Hollywood Studios can no longer make
money out of flogging films in South Korea, it has
just become a pirate’s paradise.
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Mr Timms: If you look at online computer games
Korea is the centre worldwide for the development
of computer games.

Q192 Chairman: So when you have masses of public
money you tax pensioners to enable people to pay
computer games?
Mr Timms: No, my point about South Korea is that
there is a substantial industry developing those
games in South Korea which has been enabled
because South Korea has such good broadband.

Q193 Chairman: There are people out there listening
to all this who think I am a complete Luddite. I love
super-fast broadband and I want everyone to have it
as soon as possible. I think it is a fantastic thing and
I can see the advantage that it brings commercially
and personally. I will move on otherwise I will get
obsessive. I will gnaw away at the bone but we just
get the same questions and the same answers. I am
still not persuaded that you in Government can
foresee what is necessary to be done better than the
market will deliver it because content will drive
demand for broadband.
Mr Timms: I think it is a simple question: is two-
thirds of the country enough or not? If it is not you
should not support it; if it is not then you have to
support it.
Chairman: That is very clear, thank you.

Q194 Roger Berry: Chairman, I do observe market
failure on a pretty regular basis and actually think
that Government has a role to play.
Mr Timms: I do agree with that.

Q195 Roger Berry: Can I come to the 50 pence levy?
Minister, do you agree that the 50 pence levy will fall
disproportionately on older people, on people on
lower incomes, whereas the benefit will be the early
adaptors to NGA who are undoubtedly going to be
better oV?
Mr Timms: I think that you need to evaluate the levy
in the light of what we have seen happening in
telecom charges over the last few years. If you look
at Ofcom’s analysis, an average household’s
telecommunications bill has fallen by more than 50
pence per month in the last year and—

Q196 Roger Berry: I am happy to come to that
question but that was not the question I asked.
Mr Timms: What I am attempting to do is to give a
justification for the measure that we are proposing.

Q197 Roger Berry: I was not asking for justification;
I was asking do you accept the suggestion that the 50
pence levy will fall disproportionately on older
people and on people on lower incomes and that the
beneficiaries are going to be those who are better oV?
A number of people who have given evidence, for
example, have observed that as being self-evident
and I must confess that when you look at it it would
seem diYcult to deny, but I thought we would give
you the opportunity of commenting on that.

Mr Timms: I would not entirely agree. We, as you
know, have said that there will be a number of
exemptions from the levy: people, for example,
receiving the pension credit guarantee will not pay
the levy, or people on Jobseeker’s Allowance; and
other very low income households will not be
aVected. So I think we would be able to design this in
a way that does protect those on the lowest incomes
whilst also ensuring that we have the resources to—

Q198 Roger Berry: There would be a policy paper
somewhere that would be able to demonstrate that it
is not true that this will disproportionately hurt
people on lower incomes and benefit people on
higher incomes?
Mr Timms: Those on the lowest incomes will be
protected, as I have said.

Q199 Roger Berry: Yes, any exemption for people on
lowest incomes will help them, absolutely. I am just
trying to get to what seems to me a pretty important
conclusion: is it or is it not true that this will be a
regressive way of funding the package because the
people it will hit disproportionately are those on low
incomes and it will benefit disproportionately people
who are better oV, even with the exceptions to which
you have referred?
Mr Timms: I think it has been set at a suYciently low
level for that not to be the case.

Q200 Roger Berry: Minister, could the Committee
have the evidence for that at some stage in the
future?
Mr Timms: Okay, yes.

Q201 Roger Berry: That would be good. I am sorry,
I interrupted you. You were saying that parking that
issue on one side there is the issue about what has
been happening to the cost of telecoms, and do you
want to finish that?
Mr Timms: Simply that Ofcom data indicates that
the average household phone bills have gone down
by more than 50 pence just in the past year, and that
is part of a continuing trend. So I think one needs to
set the proposed increased of 50 pence a month
against that trend.

Q202 Roger Berry: The information that we have—
and it is just a question of the Department checking
this—is that the cost of telecoms fell by £3.83 per
annum, whereas obviously the levy would amount to
£6 per annum.
Mr Timms: We have the Ofcom data to which I am
referring here. I think Rachel has it in front of her.
Ms Clark: I do not have it in front of me but we can
certainly write to the Committee with it.
Mr Timms: We certainly have it.

Q203 Roger Berry: You do not recognise my figures?
Obviously the £6 you will recognise but you do not
recognise the £3.83? But you have other figures?
Ms Clark: I do not have the exact figures here but I
am told that on average the monthly bill has
decreased by more than 50 pence a month in the last
year for average households.
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Q204 Roger Berry: If you could let us have that
obviously that will help in our considerations. Like
many other Members, I have had pensioners and
others whose only comment on all of this has been
that they do not see why they should be paying for
it, for reasons that I have given. There have
obviously been calls that this is financed from
general taxation, which by and large is progressive—
although it actually depends how you do it; it is not
that progressive. People have suggested that the
money should come from general taxation. Has the
Treasury ruled that out completely?
Mr Timms: I think it would be very diYcult given the
fiscal consolidation that is going to be required over
the next decade, the commitment in the Queen’s
Speech to pass legislation on this, and I think it will
be very diYcult to commit credibly to support from
general taxation to this particular purpose. I think
the great strength of this proposal is that it gives us
a ring-fenced pot that one could be confident would
continue to be available throughout the period we
are talking about, and therefore confidence for
investment.

Q205 Roger Berry: I think that is debateable but let
us not debate that. Why not make those who benefit
from this pay?
Mr Timms: They will; they will pay the 50 pence per
month as well.
Roger Berry: Why not make only the people who
benefit pay as opposed to those who do not benefit?

Q206 Chairman: That is actually not true, Minister,
because those who are on Virgin Media will not be
paying the levy, surely?
Mr Timms: They will.

Q207 Chairman: They have a copper wire line.
Mr Timms: They will.

Q208 Chairman: But if you do not use a BT line you
do not pay the levy?
Mr Timms: That is not the case, you will pay. That
is why it is called universal.

Q209 Chairman: The 50 pence tax? I am happy to
admit ignorance in public—I have long lost any
pride in that. But if you are a cable provider and you
do not use a BT service you will not pay the 50
pence levy?
Mr Timms: You will.
Ms Clark: You will.

Q210 Chairman: But there is no copper wire
involved.
Ms Clark: Technically the Virgin Network is a
copper coaxial double cable but the legislation is
being drafted to ensure that the Virgin Media
Network is included.
Mr Timms: And people who only have fibre would
also pay.

Chairman: Sorry.
Roger Berry: The evidence the Committee received
from Mr Stearn of Consumer Focus, where he said
that he would not have to pay the levy because he
gets broadband from cable, seems to be behind the
question that the Chairman has asked.
Chairman: Exactly; that was my understanding.

Q211 Roger Berry: We do need to clarify precisely
what is the position.
Mr Timms: I am afraid he will, yes; I am sorry to
disappoint him, but he will.
Roger Berry: If Consumer Focus has got it wrong
you can forgive the Committee for perhaps not quite
understanding. We do need to clarify this.

Q212 Chairman: Roger asked you a question about
why the beneficiaries should not be the prime
contributors.
Mr Timms: The beneficiaries, that is to say people
receiving next generation broadband services, at the
moment there would be rather a small number of
those. I think that we do require a broad-based levy
in order to raise the scale of funding that is required.

Q213 Roger Berry: This does look dangerously
regressive to some people, Minister.
Mr Timms: I get a fair number of letters, as you can
imagine, making the point that nobody likes an
additional tax. I think the question is: is this purpose
suYciently important for the country as a whole to
warrant 50 pence a month on a phone line? And my
view is that the answer is yes.

Q214 Roger Berry: Currently we have many people
who can access broadband who do not because
either they do not want to or they cannot aVord it;
40% do not access it at the moment either because
they cannot aVord to do so or do not wish to do so.
Is that not 40% a more pressing concern than next
generation?
Mr Timms: That is of concern but I do not think it
is a question of one or the other; I think we have to
deal with both and we have a big commitment to
digital inclusion. Martha Lane Fox has been doing
some very good work on this for us. We set up the
Digital Inclusion Consortium and it needs to be
both/and rather than one or the other.

Q215 Roger Berry: I accept that. The 50 pence levy
will raise about a £1 billion for next generation
access.
Mr Timms: That is £1 billion over seven years.

Q216 Roger Berry: The Digital Inclusion
Taskforce’s budget is £12 million over three. It does
suggest to me that greater parity is being given to one
rather than the other, rightly or wrongly; but surely
£1 billion over seven years compared to £12 million
over three, if that is the extent of government eVort
it does seem to me that NGA has been given a very
significantly higher priority than inclusion.
Mr Timms: I would point to other parts of
government spending which are contributing to
digital inclusion—the budget for the UK Online
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Centres, for example, and other things we are
already doing. If you look at the targets that Martha
Lane Fox, for example, wants to set those are pretty
ambitious and we think that we can make very
substantial progress on this. Clearly investment in
infrastructure is a heavy draw on funding inevitably,
but we can make progress on digital inclusion as
well.

Q217 Roger Berry: We all know where the popular
discussion is of public finances and it does seem to
me that the reason you have given for wanting to put
the 50 pence levy is that the Government is not brave
enough to say, “We will finance it through taxation
because that would be a fairer way of doing it.” But
actually lots of our infrastructure projects—
hospitals, schools, et cetera—are financed by billions
of pounds of government investment and yet the
outcomes of those investments seem to me more
obvious and the benefits are obviously more obvious
than this one. Do you not think that people who are
not going to benefit from this for quite some time are
rightly feeling that the 50 pence levy is just unfair? Is
my sample of constituents atypical and are they
being unreasonable?
Mr Timms: The case that I would want to argue to
them is that they will also be better oV once Britain
is able to take full advantage of next generation
broadband. We will see a growth of new businesses;
we will see an increase in prosperity; we will see
better public services and everybody will benefit
from that, and I hope increasingly that we will see
people who write to me as well and say they are not
planning to use broadband actually able to take
advantage of the services and enjoying them.
Roger Berry: I think we may just agree to disagree
on this.

Q218 Chairman: I am fascinated with this argument
but open-minded, believe it or not, despite my
aggression at some times during today. But we do
not tax aspirin to build new hospitals. We do not say,
“We will put a levy on every Paracetamol sold in
Boots to build a new hospital in a town.” I am very
struck by Roger’s parallel; we do not do it that way.
Why is this diVerent? You are saying that broadband
access is more important than health, or the other
way around?
Mr Timms: I think that the commitment of the
current Government and indeed the Opposition to
funding for the Health Service, together with all the
other public services, is going to absorb the resources
that are going to be available realistically to
governments over the next few years. What is needed
to make progress in this area is a clearly separately
identified pot of funding. That is what the levy will
provide.

Q219 Chairman: I must say that I am moving rather
to Roger’s view that I think we will have to agree to
disagree on this. I just do not understand why my in-
laws, who are perfectly wealthy, should pay another
£6 a year for a service that they are never, ever, ever,
ever going to take up, while my son, who is an
obsessive broadband user, will get the benefit of it. If

we do it this way at all why are we not taxing the
users of broadband, rather than the people who do
not want broadband?
Mr Timms: I do not think we can tax the users of
broadband because how does one identify who
they are?

Q220 Chairman: The ISPs know who they are?
Mr Timms: I think that practically taxing the users
of broadband will be a very, very diYcult thing to do.
Chairman: But the 50 pence levy that you are
proposing is to be hedged around with exemptions,
I now realise, which will make it horribly complex
anyway and there will be administrative costs of this
programme and it will bear down on certain specific
groups and others will be exempt, so that is going to
be complex too. It is such a small sum of money that
we are having a row about, but it seems to me to be
very odd.

Q221 Roger Berry: If the benefits of spending £1
billion over ten years are so self-evident in terms of
good for business, promoting economic growth, et
cetera, as you have suggested they are, then that
itself will pay for it, pretty close; and if not it is a very,
very, very small amount of money compared to the
bigger issues that I absolutely agree have to be
addressed. I do not understand why the Government
wants to cause such angst about an unfair way of
funding this, given that we are talking about such a
small amount of money in the longer term, when the
Government is convinced that it is worth doing
because it will bring substantial economic benefits. I
think it will bring substantial economic benefits but
I just do not know why.
Mr Timms: It is a modest levy that gives assurance
that the resources that are needed will be provided
and other mechanisms would not achieve it.

Q222 Lembit Öpik: It seems to me that the issue is
actually a strategic one and it is not really just related
to IT and broadband. Many times my party has
talked about hypothecating taxes and the
Government has opposed it and said that is not the
way you want to go. But you are here. Obviously I
am quite sympathetic to hypothecation but my
concern—and I think Roger’s concern might be by
inference—is what the rationale is to reject
hypothecation in a whole raft of things even down to
people who conscientiously object to paying,
because they are pacifists, paying for defence and so
forth; but insisting on it here, and as the Chairman
has pointed out, in a way that is not absolutely
completely fair. So I wonder how that sits
comfortably with a Government that has tended to
oppose hypothecation. Is it because you feel that this
way as a minister you can manage a budget and you
do not have to go into the normal rat race of fighting
for the funding, or is there another rationale for it?
Mr Timms: I think that the particular circumstances
of this case do justify a diVerent approach and, you
are right, it is an unusual approach. But here we need
a significant sum of funding over the next few years
to support a major investment project which will be
of substantial economic and social benefit for the
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UK. Our judgment is that in this particular case,
having a very clearly defined levy which will generate
that resource, is the right approach to take.

Q223 Lembit Öpik: If I go to the Ministry of Defence
do you think they might say to all the people who
conscientiously object to paying for the war in Iraq
that they could also pay a little bit less tax? Because
the principle is very similar.
Mr Timms: I think the principle is diVerent. That
particular one raises a whole host of very diVerent
issues. I think the problem with trying to do it from
general taxation at a time of fiscal consolidation is
that you would not achieve the confidence that it will
be provided and this way we can.
Chairman: The principle that you are raising,
Lembit, about hypothecation is hugely important. A
precedent is being set here which I think government
has always resisted in the past.

Q224 Mr Oaten: And it may not be a bad precedent;
there may be other models for it in the future. I may
have missed it—for how long does the levy last?
Mr Timms: We have not put a date on the
withdrawal of the levy; what we have said is that we
think we need £1 billion between now and 2017 to hit
the 90% target. One could take the view that at that
point it should be withdrawn or one could take the
view actually that we would want to keep the levy in
place in order to generate funds for the final 10% and
that is a judgment to be made a bit later in the
process.

Q225 Mr Oaten: But your figures, presumably, know
from how many individuals will be paying the levy at
which point you reach certain revenue-raising
targets?
Mr Timms: Yes. We are assuming that everybody
with a phone line at the moment, other than those on
social tariVs, will be paying.

Q226 Mr Oaten: What I am getting at is in three
years’ time how much money will you have raised?
Mr Timms: I think it will raise between £150 million
and £175 million per year.

Q227 Mr Oaten: But the intention is that once it has
done its job to remove the levy?
Mr Timms: Yes, I think that must be the logic of
having a levy for a particular purpose, that once the
purpose has been entirely completed—

Q228 Chairman: Hang on, income tax was used to
pay for one particular war, as far as I remember it,
and I think we still have income tax!
Mr Timms: We are talking about decisions that are
going to be made some years hence but I do not think
this levy could be used as a contribution towards
general taxation; it needs to be used for the
purposes—

Q229 Chairman: You are such a nice man, Minister!
You are so nice!

Mr Timms: The point we can debate, I think, is
whether it should carry on beyond 2017 to
contribute to the cost of the final 10% next
generation broadband.

Q230 Mr Oaten: My point is that if we look at the
principle of hypothecation there is a very big
diVerence between putting in place a new tax which
is going to fund a service for ever more or a one-oV
quick hit through a levy. Which is this?
Mr Timms: It is more like the latter than the former
because once the investment has been completed the
purpose of the levy no longer exists.

Q231 Roger Berry: My point is not about
hypothecation—I actually think that the
circumstances for it are perfectly justified and the
Government has done it on a few occasions—it is the
fairness of this and I do look forward to seeing, as we
have been promised, the analysis that demonstrates
that this 50 pence levy is not regressive because it is
a piece of work in which I shall take great interest.
Mr Timms: I am certainly happy to set out the case
for the fairness of the levy.

Q232 Chairman: It is an interesting session. You will
see that my colleagues are developing their thinking
as they are listening to your answers, so you are
paying a price for us being relatively thin on the
ground today, but you are doing very well. On to
another taxation issue now, which is rates, which is
an extremely important question. I will not take you
through all the detailed arguments—I have them
here if you want them—but do you not think the fact
that we tax these things at all, fibre systems,
discourages businesses from laying the
infrastructure that we need? I think that we are only
one of two countries in the EU that actually imposes
a tax at all. Why?
Mr Timms: We have a very long-established system
of rating which applies to all business
establishments, including, for example, mobile
phone masts, and I think it would be diYcult to
justify a carve out for this particular kind of facility.

Q233 Chairman: You are setting all kinds of
precedents with this—the 50 pence levy is a
precedent. The Government is encouraging
technology on one side and taxing it on the other. It
seems inconsistent to me.
Mr Timms: I would argue that it is important in the
tax system that we treat comparable things in the
same way and I think it would be quite diYcult to say
that we should not in this particular case. Of course,
if we did—and here you might forgive me if I speak
for a moment as Minister for tax—there would be
many other people who would say, “My
circumstances are rather similar, please do not tax
me either.”
Lembit Öpik: So on this very point, pursuing the
inconsistency point, it does seem to me that you are
willing to punish—not punitively—but financially
old technology that you want to get rid of, and then
you want to tax new technology that you want to
attract. Would it not be simpler and less of a
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precedent simply to say, “You can have this rate
free” because then you are providing a positive
incentive for what you want? If not, then I am at a
loss to understand why we have just spent ten
minutes talking about hypothecation.
Chairman: As a temporary measure, just to get us
through to your objective, if necessary.

Q234 Lembit Öpik: Carrot rather than stick,
eVectively.
Mr Timms: As I say, at the moment business rates
apply to everything and I do not think that a good
case has been made for exempting this particular
kind of facility from a system which is extremely
well-established and delivers and works perfectly
well.

Q235 Chairman: Let us not deal with the
exemptions, let us deal with the specifics. An article
that has been drawn to my attention in Computer
Weekly says that a 20-kilometre extension to a small
network has a significant eVect on the valuation; but
the same 20-kilometre extension to a large network
can be considered to be de minimis. In other words,
the way that the rating system works actually
discriminates against the smaller network.
Mr Timms: That is not an article that I have seen. Is
that a recent one?

Q236 Chairman: Yes, it is; October 29. “Business
rates are killing Digital Britain”—Computer Weekly,
29 October.
Mr Timms: I think it is a somewhat misleading
headline. I think what is important is that if there are
concerns and practical issues about how the rating
system works that the Valuation OYce Agency is
involved in discussing and resolving them.

Q237 Chairman: But Stephen, there have been
concerns with the way that the rating system aVects
telecommunications for years and years and years
and the Valuation OYce has been spectacularly slow
to make the changes necessary year after year after
year. I battled away at this—before I was Chairman
of this Committee I was making representations on
behalf of local loop unbundling and the rates’
impacts, and it is like banging your head against a
brick wall because people love raising taxes in the
Valuation OYce. They are not interested in helping
business; they want to raise taxes. Casual
representations to the Valuation OYce will not
work. You need to make a ministerial decision and
you are in a good position to do so because you wear
two hats. I could argue if I was being uncharitable—
and I would not to you because I like you—that you
are a conflicted minister; you are torn between your
obligation to the Treasury to raise taxes and your
obligation to business to argue for low taxes and
then instruct a roll-out. That would be uncharitable.
I would say that you can use your influence at the
Treasury to get things done that other ministers
could not.
Mr Timms: I agree with that point and that one of
the advantages of the way that my portfolio works
out is being able to make progress on the levy that

we were talking about earlier on. But I am in a
position as well to talk to the Valuation OYce
Agency and there may well be a need to do so. What
I would not favour is introducing exemptions or
anomalies in the rating system.

Q238 Chairman: I accept that, but it seems that there
is an anomaly here, that the big incumbent provider
gets all the benefits and the incomers get all the dis-
benefits. That is the way that the system appears to
work at present.
Mr Timms: You are referring to the article in front
of you?

Q239 Chairman: And also to representations that I
have had over years from the telecommunications
sector, and this has been a constant problem. BT is
a great organisation in many ways, it does a fantastic
job in many ways, but is the monopolist, it is the
incumbent and it will mount every argument it can
to protect its position and anything that BT says
may often be absolutely right, but we must always
treat it with the utmost suspicion—always. The
presumption must be that BT is wrong and you must
satisfy yourselves that they are not. And on the
rating issue it is particularly important. Look, for
example, at the way that the BT business rates bill
has dropped so dramatically over the last few years.
It may be that they have disposed of lots of vacant
telephone exchanges and actually there is a lot less
property out there being valued, but what we were
very struck by as a Committee two, three weeks
ago—whenever it was—is the fact that the drop in
their rates bill to government of £190 million a year
is coincidentally almost exactly the same as the
amount that the 50 pence levy would raise. So there
may be a very good reason for this because, again,
the incumbents to BT have a vested interest in
making these points. But it is very odd—their rates
bill has collapsed while incumbents are facing huge
rates bills to extend their network.
Mr Timms: I think the strength of the rating system
is that it is based on objective valuations about how
much things are worth.

Q240 Chairman: I said you were a nice man!
Mr Timms: As I understand what has happened with
the BT rates bill, the valuation, which was very
carefully and meticulously carried out, has reduced
partly because of local loop unbundling and partly
because of the kind of issue you have raised—
exchanges being disposed of, and so on. But it is all
done on an objective basis and the same rule is
applied everywhere and that is an important
strength of the system.
Chairman: Valuation has always been an art form
and is not objective, as well you know—it is an art
form. Mark Oaten?

Q241 Mr Oaten: Just on this point of rating, did the
DTI not have a report recommending that there
should be a de-rating of fibre in the past? Have
government departments actually not
recommended that?
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Mr Timms: I do not know whether government
departments have. I have seen suggestions of it from
time to time, not from government departments but
from those outside. My case is that introducing
anomalies into the rating system would not be a
good idea. I do not think it would be a sustainable
way of supporting what all of us want to see.

Q242 Mr Oaten: You are not aware of a
Government-commissioned study which has
recommended de-rating?
Mr Timms: I do not think I am familiar with any
study to which you might be alluding.

Q243 Chairman: I have to say that I am becoming
uncharitable now. I think that you are defending the
status quo and the Valuation OYce rather than
defending the roll-out of Digital Britain, and I think
that is quite serious. I really think that the Valuation
OYce over the years has been Neanderthal, Luddite
in its attitude to telecommunications and I think you
have to challenge them very hard. Another anomaly,
for example—and this comes from the Guardian,
February of this year—“Dark days for fibre start-
ups”. This is not a quote; it is a summary of what it
says. “The current rating system does not
diVerentiate between how fibre is used. A prominent
example is Sohonet, whose network services the film
industry and has run projects between Sydney and
Los Angeles out of London. Sohonet’s fibres are
exclusively for this and consequently spend large
portions of time inactive, unlike telecommunication
companies whose networks are always busy.
Therefore, the network, while essential, is not as
profitable as the same cable owned by a
telecommunications company, but nevertheless is
rated the same.” So there is another anomaly in the
rating system aVecting Digital Britain.
Mr Timms: You are putting me in a slightly diYcult
position. Again, this is a case with which I am not
familiar. All I can say is that I do think there is an
important strength in the rating system in the UK
and that it is based on pretty objective criteria. It
may be in some instances that the criteria used are
incorrect and then they can be challenged, and there
have been challenges in court over this and the
courts have upheld the view of the VOA. But if there
are errors in how things are done then they certainly
should be looked at.

Q244 Chairman: There are lots of anomalies here
and I think that big changes are needed in the rating
system. I think that it discriminates against
innovators; I think it favours the incumbent; I think
it will choke Digital Britain unless you are very
careful. Can I ask one thing? BT rates bill is down—
why? If you cannot tell me now I would be grateful
for a note afterwards as to why BT’s bill has fallen.
Mr Timms: My understanding is that it is primarily
due to the value of BT’s assets falling; that is in
consequence of greater use of local loop unbundling.
You made a point which may well also be correct,
that some exchanges have been disposed of and so
on.

Chairman: It does seem though to be quite a large
reduction while their competitors face quite large
increases. I think we will leave it there. I have serious
reservations on this aspect of the Government’s
policy towards digital Britain.
Lembit Öpik: It seems fairly obvious to me that the
problem here is that the rating system is about solid
bricks and mortar and stuV like that, and we are
living in a virtual world today and trying to rate a
virtual world on the stuV that carries it just does not
make sense.
Chairman: And satellite providers of course will not
be paying business rates on their link—up links and
down links, I imagine. That is another thought.

Q245 Lembit Öpik: Smart metering obviously is very
important and it ties in with feed-in tariVs and
everything that goes with it. Given the potential
synergies here, has there been any consideration as
to how smart metering and Digital Britain projects
might work together?
Mr Timms: I think this is an important point and
there has been some reflection on this. I think that
there could well be some synergies to be taken
advantage of. Smart metering roll-out is going to be
a huge project—a diYcult one, a challenging one; so
will the roll-out of next generation broadband and
we are looking in the Department at how those two
initiatives could complement each other and be
mutually supportive to each other’s objectives.

Q246 Lembit Öpik: Wireless technology is obviously
a natural consideration, not least because you do not
really need to have a very high speed connection to
do what they need to do with this. It is also being
considered, as we have discussed before, for
providing broadband in places where wireless is too
expensive. Could the two programmes be merged so
that if you can do the smart metering with the
smallest modifications, you can also do so with
broadband?
Mr Timms: I think that the objectives of the two are
rather diVerent and so I would not favour merging
them, but I do think that there is scope for them to
work quite closely together and to benefit from
each other.

Q247 Lembit Öpik: There is also the JANET project
with which you will be familiar, about connecting
schools to the network. Is there a way that you could
use the JANET project to also provide the
communities around those schools with broadband?
Mr Timms: As I understand it, JANET is about
universities rather than schools. One of the reasons
that we have done so well on the first generation of
broadband has been the use of public sector demand
to drive out services into areas that otherwise might
not happen and schools have been very important to
that, along with hospitals and doctors’ surgeries.
There could well be scope—and I imagine that there
will indeed be the possibility of that happening in the
future with next generation broadband as well.
JANET, as I understand it, is an academic network
for universities and so there could be circumstances
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in which bits of that infrastructure might help a
wider purpose, but I would have thought that that
would be fairly limited. I am speculating only.
Lembit Öpik: I am not an expert on JANET and so
you could well be right.
Chairman: That is one lady he is not an expert on,
then!
Lembit Öpik: I am a specialist in other areas as well;
if you want I can start asking questions about
aerospace, Chairman, if you provoke me! I am not
completely clear about the role within schools myself
and I am not going to busk it because I do not know
for sure. It does nevertheless seem in a general sense
that if a provider of networks which takes
information quickly from one place to another has
an infrastructure that there could well be some
opportunity to freeload oV that.
Chairman: We understand there is a scheduled roll-
out to schools of JANET and if there is such a
scheduled roll-out then it seems a good opportunity.

Q248 Lembit Öpik: The very heavy and exciting
commitment to roll all this out by 2012 will be great
news for all my villages and all the individual
communities and so forth. I do also observe that in
1997 the Government said that every house would
be connected to the National Grid by 2000. We have
talked about JANET; there are an awful lot of
houses that are still using “gennies” to get their
electricity. I wonder how assured the good people of
Staylittle et al can be that really by 2012 we will be
getting at least the capacity of 2Mbps, however
remote their living conditions?
Mr Timms: I think that they can be very confident
about that and we are determined to achieve that. I
think that there is quite an interesting analogy
between the roll-out of mains electricity and the roll-
out of next generation broadband. The roll-out of
mains electricity took some decades. I think that
without public support the roll-out of next
generation broadband will take some decades as
well. My view is that we need to move much faster
than that and that is what the levy will enable us to
do.

Q249 Lembit Öpik: There is a gentleman in my
constituency who said that he was involved in using
the National Grid, such as it was, for radio
communications in the past. However outlandish it
seems, I feel obliged to reflect that what he would
want me to say is that there may actually be a
practical way to use the electricity network to
communicate information as well, and I am sure that
there will be a lot of people willing to make some
compromise in terms of the line speed to have line
speed at all.

Mr Timms: There have been some projects of this
kind. I visited one that Scottish and Southern
Electricity was piloting and, as I understand it—and
Rachel might know more about this than I do—that
ran into some technical diYculties of interfering with
other things and so it has not made as much progress
as was hoped, but there could well be potential there
in the future.
Ms Clark: It is one of the technologies that they are
considering in relation to smart metering because
obviously there is a direct synergy there.

Q250 Chairman: Can I ask you to flesh it out, about
the possibility of using smart metering roll-out to
deliver a low level broadband service universally
because there is a relationship there.
Ms Clark: There is certainly a dialogue between
ourselves and the smart metering team. I think that
there is not an ideal synchronicity of timing in that
we are aiming to have reached everyone by 2012 and
I think that the smart metering project deadline is
2020, and they are expecting to actually be rolling
out more 2013 onwards. I am not sure what the exact
timings are but I am not sure that we dovetail as
nicely as one might hope.

Q251 Lembit Öpik: I used to be very involved with
energy policy. The energy companies are very, very
keen on smart metering and on the feed-in tariVs.
Their frustration is that the government really needs
to prescribe what system you want them to use and
they will use it; but what we cannot have is the same
as we had when videos first came out with VHS
competing with Betamax and then the industry
deciding which was best to invest in and to commit
to. So this is one area where the industry would be
grateful for a directed steer.

Q252 Chairman: If that practice had come in a
couple of years ago of course there might have been
synchronicity from the two programmes but we may
be too late for that, but I understand that point. We
are up against the wire in terms of time and I just
observe, by the way, talking about electricity roll-out
that my constituents would love to have gas in many
parts of my constituency and the same energy you
are showing for broadband would be very welcome
on gas. But we are grateful. We have been a little
provocative sometimes today and I apologise for
that.
Mr Timms: No apology required.
Chairman: But these are important questions and
what I would like to say in conclusion—this is our
last evidence session in this inquiry—is that we do
actually share your enthusiasm and the Digital
Britain enthusiasm for next generation access and we
understand its transformative power; but if
sometimes we challenge and question it is to make
sure that we get it right. But the principle of as wide
access as possible is one that we all share in this
Committee. Thank you very much indeed.
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Introduction

The Department for Business, Innovation and Skills supports industry through the Government’s active
industrial policy designed to increase competitiveness and productivity. The telecommunications industries
provide significant support to the UK’s economic and social base and provide high value, high quality jobs
that tap into our strengths of industrial and academic research and development. Telecommunications are
integral to all UK’s business functions serving all industrial sectors and to helping to support growth of new
businesses and maintain a balanced economy. Through support for the telecommunications sector there will
be opportunity for greater innovation in service provision helping deliver consumer benefit in the shape of
better service levels and greater choice. The government’s Digital Britain report published on 19 June set
out a number of new initiatives to build on work to support the emerging digital economy to ensure
companies and Britain is well placed to take advantage of opportunities once we come out of recession.

BIS—Observations on the Committee’s Questions

Whether the target for universal access to broadband at a speed of 2Mb/s by 2012 is ambitious enough?

The Government set out some of its thinking behind the figure of a 2Mbps universal service commitment
in the Digital Britain Interim Report in January.

Our rationale is based on the importance that the internet is assuming in people’s everyday life, as a critical
support for education, work, engagement with government and leisure. As the Digital Britain Report
pointed out, for those households who have it broadband has become an essential utility as important as
electricity, gas or voice telephony.

But of course some homes, and even some businesses, simply cannot get access to a broadband connection
because the essential investment in the network has not been carried out. We believe that there is a basic
equity point here—with broadband being so important both economically and socially it cannot be
considered fair that relatively large portions of the population are denied access simply because of where
they live.

Having reached that conclusion we then needed to consider what exactly it was that we felt everyone
should have access to. “Access to the internet” is not a simple complex in terms of technical definition. We
looked at a number of diVerent criteria:

First, at its heart this policy is about access to services. So what are the characteristics of the key services?
The universal broadband commitment should give everyone reasonable access to the sorts of services that
we see so many people relying on today for economic and social benefit. The table below shows the most
common current internet uses and the bandwidth they require.

256 kb/s 512 kb/s 1Mb/s 2Mb/s

Basic internet browsing As before, plus As before, plus As before, plus

Instant Messaging Basic video streaming iPlayer Download music album in 5
mins

Email Tele-health SecondLife Long-form video (MPEG4)

VoIP Faster internet browsing P2P file-sharing Video conferencing via TV

Online radio Fast internet browsing

Basic video call Download audio CD in 10 mins

Network storage & backup “Near-VHS” PC conf call

At 2Mbps users could download a music album in around five minutes; access long form video at a decent
quality and use video conferencing. These services go beyond the minimum requirements of web browsing,
email and iPlayer use, but are among those becoming expected by broadband users. Any lower level of
service would be likely not to match up to what is becoming typical internet use, particularly projecting
ahead three to four years.

Critically, we want to ensure that everyone can have access to public services online and, for instance, can
benefit from education opportunities and other economic opportunities. None of this is particularly
bandwidth hungry at the present time. Indeed the services we identified requiring the greatest bandwidths
are video-conferencing and audio-visual services such as iplayer. Clearly all these services are desirable, but
it would be diYcult to see eg HD audio visual streaming as a critical service that everyone needs to have
access to.

Second we need to consider the costs of delivering relevant services. The minimum desired level of service
needed to be balanced against the cost involved in securing it. Each escalation of the minimum level of
service would have two eVects: firstly, it would bring more homes into the scope of the USC scheme, the
table below shows the number of households currently able to obtain speeds between 256k and 2mbps and
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second the technical solutions required to deliver universality might be more expensive as diVerent
approaches might be needed in some areas in order to deliver speeds significantly higher than 2Mbps. The
reason that the market has not tackled this problem is that they do not consider it commercially viable to
do so.

Level of coverage 256 KB/s 512Kb/s 1Mb/s 2Mb/ss

Availability 99% 98.5% 97.9% 93%

Approx. unserved households 250,000 370,000 510,000 1,750,00

Some consumers will be able to improve their connection speed through fixing home wiring issues on their
own initiative, whilst the market will also extend 2Mbps reach to some homes through existing plans for
network build.

However, less savvy consumers may require help with identifying the source of their wiring problem and
resolving it. Other households will only receive 2Mbps if there are network upgrades that would not be
delivered under normal commercial conditions.

Our investigation, primarily with Ofcom and BT, of the likely cost of filling in “notspots” suggested that
2Mbps was likely to be aVordable with available government funds, private investment and leveraged other
regional investment. The table below shows where intervention could take place.
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Thirdly we considered average speeds currently prevalent in the UK. The average domestic connection
is estimated by Ofcom at the time was 3.6Mbps (now 4.1Mbps) and some 85% of households have access to
speeds of 2Mpbs or faster. The point here is to provide an acceptable floor, not to try to equalise all internet
connections at some average level. A USC set much below 2Mpbs would risk not delivering adequate
connectivity. A USC set much above 2Mpbs would require a comprehensive network upgrade. It is
important in this context not to look at the USC in isolation, but to also consider the final third fund which
aims to bring high speed broadband to as much of the population as possible.

We therefore took the judgment that a government intervention to ensure 2Mbps universal service
represented good value for money and delivery of a service that was in line with user expectations.

We are aware that other countries around the world are carrying out their own analysis of the issue and
setting out their own universal service ambitions. We believe the UK’s ambition compares favorably with
comparable other countries.

The France Numerique plan set out plans for a 512Kbps universal service; Finland committed in
December 2008 to a 1Mbps universal service by 2010 as a stepping stone to a much more ambitious
100Mbps by 2015. Germany has likewise committed to a 1Mbps universal service.
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We are of course aware of developments in Japan and Korea, where the Governments are reported to be
ensuring much greater bandwidths. We continue to monitor developments in the Far East, but would note
the very diVerent demographic and industrial policy conditions in which these commitments are made.

Finally, the 2Mbps commitment needs to be placed in the context of our overall broadband policy. Our
Universal Service Commitment at 2Mbps is a baseline figure aimed at providing a minimum service level
for broadband consumers. We are also taking steps to support rollout of much faster broadband services to
the vast majority of homes in the UK. We believe this is a better indication of ambition.

Is the Government right to propose a levy on copper lines to fund next generation access?

The Government set out in the Digital Britain Final Report its decision to support investment in Next
Generation broadband. In this, we said that while the market-led investment in Next Generation broadband
was welcome, there was no obvious means by which the market, unaided, would serve the final third of the
population. We therefore proposed a Final Third Project to deliver at least 90% coverage by 2017.

The costs of investment in next generation broadband is significantly more than was required to provide
first generation because there is a much greater requirement for replacement of the physical infrastructure.
The UK Government, in common with other National Governments regards the communications
infrastructure as having increasing importance to the economic and social fabric of our society.

Whilst the market has moved to deliver NGA to those geographic areas where potential commercial
returns are highest; where population density is high and where the likelihood of competition at the
infrastructure level leading to operation eYcient market operation is acceptable there would be no
requirement for Government for intervention. This currently represents around 50% of the market.

For areas where population density is low and the commercial investment case is weak, where even if there
were 100% take-up of broadband, the commercial return would be insuYcient to justify the original
investment to deliver NGA into the final 30% of the market within the next 10 years through commercial
investment alone. The Government believes that it is necessary to incentivise market investments by making
available a fund to increase the attractiveness to commercial investors of extending NGA into the final third.

The cost of investment remains high and in order to incentivise the investment necessary to bring NGA
to the final third, particularly at a time when the economic outlook continues to prove challenging, it was
decided that the preferred option would be to impose a modest levy on fixed lines to raise the additional
revenue required to make up the NGA fund.

We were conscious of the need to pitch the levy at a level which neither disrupted the competitive balance
in the market to a great degree nor put an undue burden on bill payers. We said in the Final Report that
there would be exemptions for low income households. Additionally, the costs to households of telecoms
services has been falling over a period of many years.

The Ofcom Communications Market Report 2009 suggested average household spend on telecoms
services in 2008 was £65.01, down from £68.84 in 2007. The average amount spent on internet services was
down from £11.37 to £10.71, while the average amount spent on fixed voice was reduced from £23.49 to
£22.26. This continues a trend of broadly similar reductions since 2005.

In other words, for an average household which subscribes to either fixed line telephony or internet
services or both, a 50p levy would be less than the decrease in prices for fixed line services.

We are still in discussion with stakeholders about the fine details of how the levy will operate and may
modify the scheme in light of this consultation.

Will the Government’s plans for next generation access work?

Provided the levy is established in 2010, and we are able to implement our plan of allowing the Network
Design and Procurement Group to begin the process of identifying areas for support speedily, we believe
Next Generation broadband investment will be forthcoming in the Final Third.

In turn, we hope this will stimulate investment not only in dense urban areas but in the suburban areas
in between, as companies seek to establish networks of scale and present a national proposition.

Taking account of the above methodology we believe that a well designed and structured procurement
programme will encourage development of bids, which deliver infrastructure improvements. We intend to
consult shortly on the issues raised by the proposed final third fund, such as how to define the final third, how
to ensure that it incentivises rather than squeezing out investment and other issues such as how to ensure
competition in the high speed broadband market.

If companies are providing the speed of access which they promise to consumers?

The Government and UK telecoms Regulator have discussed this issue extensively with operators over
recent years and were pleased that Ofcom were able to agree with the majority of providers the introduction
of a voluntary code of practice, which aims to provide consumers with better information about the ‘real’
speed they will experience at the point of sale. That is to say when a customer orders broadband from a
service provider a line test takes place and the result is relayed to the customer, so that they are aware of the
service level they can realistically expect to receive.
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The nature of DSL broadband will always leave scope for some dissatisfaction, because it remains subject
to a number of technical variations at any given location, the most common being that the longer the line
length, or the further the customer is from the telephone exchange the less speed and potential reliability of
the service. This is simply the laws of physics at work. If however, customers feel that they have genuine
grievances there are processes in place to accommodate complaints, the first recourse would obviously be
to their respective service provider, but if that does not lead to a satisfactory outcome, then Ofcom and an
the OYce of the telecoms adjudicator http://www.oVta.org.uk/index.htm would be well placed to take
forward and respond and resolve complaints.

The extent to which current regulation strikes the right balance between ensuring fair competition and
encouraging investment in next generation networks

The balance between investment in networks and competition at a service level is one that has been
considered by governments and regulatory agencies across Europe and beyond. At its baldest, the trade-
oV is expressed in terms of whether it would be appropriate to allow a national incumbent to re-establish a
monopoly service in exchange for a major upgrade to the broadband infrastructure. This will very seldom
be attractive, for obvious reasons. The challenge therefore is how to deliver investment in a way that will
allow for competition that serves the interests of consumers.

The UK broadband market is one of the most competitive in the world. Following the Strategic Review
of Telecoms, functional separation of BT Group and Ofcom’s application of regulations on local loop
unbundling, consumers enjoy low prices and a choice of providers. Added to this is the substantial
competitive pressure from the cable network and mobile networks. We have seen successive upgrades in the
level of service across diVerent technologies, with speeds in the copper network accelerating from 512Kbps
to up to 24Mbps today. All of this is valuable progress, the benefits of which we do not wish to throw away.

It is for Ofcom to provide the Committee with more details of its plans for regulating next generation
networks. The Government is though responsible for setting the statutory framework in which Ofcom
operates. We set out in the Digital Britain Report our plans to amend the Communications Act 2003 to make
the promotion of investment in communications infrastructure one of Ofcom’s principal duties alongside
the promotion of competition.

We believe that giving equal prominence to these two objectives is appropriate in the context of a telecoms
policy which seeks to deliver an upgrade to the nation’s infrastructure, in contrast to a policy which
essentially sought to provide competitive access to a legacy asset in the form of the copper network. We not
anticipate that this will result in a dramatic shift in regulatory strategy on the part of Ofcom, but in the
medium to long term it should provide the right basis for a sustainable balance between investment and
competition.

23 September 2009

Supplementary memorandum submitted by the Department for Business, Innovation and Skills

Thank you for the opportunity to give evidence in front of the Select Committee last week. I promised to
come back to you and your colleagues to clarify a few points, raised during the discussions.

Universal Service Commitment Definitions

The Committee asked for a definition of what “a line capable of delivering 2Mbps” means in practice. As
I stressed during the hearing, we expect this to be made clearer once the procurement team, with the
necessary experts, are in place. However, we do expect that a connection provided by the Universal Service
Commitment to be a 2Mbps downstream connection for practical purposes, and deliver 2Mbps most of the
time, allowing for the occasional drop in headline speed, as is common with some technologies that deliver
broadband.

It should look and feel like a 2Mbps service as customers in areas served by the market would understand
it, and allow the consumer to access the services you would expect over a 2Mbps connection. I would also
like to stress the priorities of the USC—that is, to deliver a service to those without a broadband service
currently, and where possible to do so using next generation solutions. We will of course keep the Committee
updated with developments on the procurement process, including the procurement mechanisms.

Economics of Next Generation Access (NGA),

The Committee asked for the evidence used to determine that unaided, the market will only deliver to
60–65% of households in the UK. This assumption is based on analysis done by consultants during the
Digital Britain process, primarily using work carried out for the Broadband Stakeholder Group by
consultants Analysys Mason.
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In summary, NGA is already available to around the 50% of the population who live in Virgin Media’s
footprint. It is reasonable to assume that BT’s investment plans, scheduled to reach some 40% of the
population, will to a large degree overlap with Virgin’s footprint. Beyond this, there has not been any
extension of the cable footprint for more than a decade and we have no indication this is likely to change.

Further investment without government intervention is therefore likely to fall either to BT or, in some
areas, alternative providers such as H2O Networks or community-based projects such as Alston Cybermoor
or Lightspeed Derby.

We therefore need to take a view as to where this private investment is likely to be targeted, and the limits
of where it might reach. The Analysys Mason study showed a fairly consistent cost per home until you reach
this point, whereby the cost increases. Below is an overview of these costs, and the full report can be found
at http://www.broadbanduk.org/component/option,com docman/task,doc download/cid 1036/
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Our analysis was that, even assuming the upper end of the range of expected take-up levels and monthly
premium for an NGA service, the payback period for an investment to reach homes past the 65% mark
would become extremely unattractive to investors. There might be some areas within the final third where
exceptionally high take up rates or innovation in deployment might alter the investment case, but
overwhelmingly we believe subsidies totalling £1 billion or more will be needed to bridge the investment gap
such that a return can be made in a period investors will find attractive, although a properly constructed
reverse auction process should ensure that the Government needs to provide only the minimum subsidy
needed to deliver the service.

Justification of the 50p Levy

I discussed with the Committee whether I believed the tax is fair. We believe that it is essential that we act
now to ensure that the final 30–35% of the country that we do not believe will be served by the market, which
is predominantly rural areas, are not left behind. That would be damaging for local businesses and for
consumers—not least as more and more government services, such as tele-health and medicine and
education, move to more online delivery. That is why we have decided that a way must be found to generate
the necessary funds to incentivise the market to deliver NGA into the majority of these areas.

The public finances are, as a matter of record, facing considerable demands to support the entire range
of government activity. We therefore took the decision that an additional source of funds should be found
to pay for an investment in this crucial element of our infrastructure.

The new levy has been designed to be:
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(a) relevant, in that there is a clear link between the source of the tax and the purposes to which it will
be put;

(b) simple and transparent, in that consumers are clear how much they are to be charged and the tax
can be applied in a straightforward way; and

(c) aVordable, in that set against the context of overall telecoms bills, and other demands on
household budgets, 50p per line per month is a modest amount.

On this final point, I promised the Committee I would provide further details of my statement that
expenditure on telecoms services has fallen by more than 50p per month. The Ofcom Communications
Market Report August 2009 (p 242) said that average monthly household spend on telecoms services in 2008
was £65.01, down from £68.84 in 2007. The average amount spent on interne services was down from £11.37
to £10.71, while the average amount spent on fixed voice was reduced from £23.49 to £22.26. This continues
a trend of broadly similar reductions since 2005. In other words, for an average household which subscribes
to either fixed line telephony or Internet services or both, a 50p levy per month would be less than the
decrease in prices per month.

The chart below illustrates this, and the full report can be found at htto:l/www.ofcom.orci.uk/
reseamhIcrn/cmr091

Figure 4.55 Average household spend on telecom services
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Despite the generally aVordable nature of the levy, we remain mindful that some groups of people rely on
telephony and require support to maintain a service. We were therefore clear that those who subscribe to
social telephony tariVs would be exempt. Social telephony tariVs are available to those who are in receipt
of Income Support, Job Seeker’s Allowance (income-based), Employment Support Allowance (income
based) and Guaranteed Pension Credit.

I hope that this clarifies our position, and thank you again for the opportunity to set out the
Government’s position.

30 November 2009

Supplementary memorandum from the Department for Business, Innovation and Skills

You recently asked a further set of questions as part of your Committee’s Digital Britain inquiry.

I am pleased to oVer the following comments.

Q1. Digital Britain provides economic data on next generation roll out eg Fig 4, page 62 Digital Britain what
is the source of this date? We’re seeking to be directed to a particular document.

This was taken from the analysis carried out for the Broadband Stakeholder Group (BSG) Report The
costs of deploying fibre-based next-generation broadband infrastructure. Whilst the exact chart does not
appear in the Final report, the charts used in the Digital Britain report is essentially figures 4.5 and 4.6 from
the BSG report but presented on an incremental, rather than cumulative basis.
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Q2. Did the document “The costs of deploying fibre-based next-generation broadband infrastructure” by the
Broadband Stakeholder Group inform the Government’s economic modelling?

Yes. The spread of the BSG membership ensured that the data provided for the analysis was accurate and
is therefore credible.

Q3. Will the 50p levy be tax exempt?

No. VAT will apply to the landline duty, as it does all other excise duties.

Q4. Will funds raised by the 50p levy be ring-fenced for the delivery of Digital Britain’s objectives?

We expect the amount raised by the landline duty to be made available for the delivery of the NGA
objectives through the Next Generation Fund. Few taxes are formally ring-fenced.

9 December 2009

Memorandum submitted by the Advertising Standards Authority

1. Introduction

1.1. The Advertising Standards Authority (ASA) is grateful for the opportunity to provide evidence to
the Business and Enterprise Select Committee fact-finding review into broadband. The ASA is happy for
this submission to be published.

1.2. The ASA is the UK self-regulatory body for ensuring that all advertisements, wherever they appear,
are legal, decent, honest and truthful.

1.3. The protection of consumers is at the heart of the ASA’s work. The rules we administer aim to ensure
that advertising does not mislead or oVend.

1.4. This response provides:

— A summary of the UK advertising self-regulatory system. More detailed information can be found
on our website www.asa.org.uk.

— Details on how the ASA regulates advertisements for broadband speeds and the particular
regulatory challenges it raises.

1.5. All rulings mentioned in this submission are included in full in the Annex.

2. Advertising Self-regulation in the UK

2.1. The system is based on a concordat between advertisers, agencies and the media that each will act in
support of the highest standards in advertising. Compliance with the Codes and ASA adjudications is
binding on all advertisers. It is not a voluntary system.

2.2. The system is both self-regulatory (for non-broadcast advertising eg press, poster, cinema, online)
and co-regulatory (for TV and radio advertising).

2.3. The Codes sit within a legal framework, which means that, where appropriate, they reflect the
standards required in law, eg the Consumer Protection for Unfair Trading Regulations 2008 (CPRs) for
misleading advertising. The Codes also contain additional protections that are not required under law eg
rules related to taste and decency and social responsibility.

2.4. The ASA is responsible for administering five Advertising Codes and deals with more than
26,000 complaints per year. Just one complaint can cause the ASA to launch an investigation and remove
an advertisement, if the ad is found in breach of the Codes.

2.5. The Committee of Advertising Practice (CAP) and the Broadcast Committee of Advertising Practice
(BCAP) are the industry committees responsible for writing and maintaining the Advertising Codes.

2.6. The Committee members represent the three main parts of the advertising industry, namely the
advertising agencies, media owners (eg poster site owners, newspapers, broadcasters) and the advertisers
themselves.1 CAP and BCAP also enforce the adjudications of the ASA.

2.7. CAP writes and updates:

— The British Code of Advertising, Sales Promotion and Direct Marketing (“the CAP Code”), which
governs non-broadcast advertising (eg print, poster, cinema, online).

2.8. BCAP writes and updates:

— The BCAP TV Advertising Standards Code.

— The BCAP Radio Advertising Standards Code.

1 Details of the members of CAP and BCAP can be found at: http://www.cap.org.uk/About-Us/Who-We-Are.aspx
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— The BCAP Code on Text Services.

— The Rules on the Scheduling of Television Advertisements.

2.9. Final adjudications on investigations are decided by the ASA Council and published on the ASA
website. The Council’s membership incorporates two-thirds members of the public, one-third advertising
experts and is independently chaired by the Rt Hon the Lord (Chris) Smith of Finsbury.

2.10. In the event that the ASA upholds a complaint against an advertisement, the advertiser or
broadcaster is required to amend, withdraw or schedule the advertisement appropriately.

2.11. Advertisers that breach the Code face financial loss from having an ad campaign pulled and loss of
reputation through the publication of upheld adjudications.

2.12. The vast majority of advertisers comply with ASA rulings straightaway. For those advertisers who
refuse to comply, industry and other pressures can be brought to bear. For example, pre-vetting can be
imposed and direct marketing companies can have benefits such as Royal Mail bulk-mailing discounts
removed. In serious and persistent cases of non-compliance advertisers can be referred to the OFT (for
misleading advertising) and broadcasters can be referred to Ofcom. Referrals are rarely required.

2.13. The system places a lot of importance on helping advertisers to get their ads right before they are
published, through education and pre-publication advice.

2.14. For broadcast advertisements, the broadcasters have set up pre-clearance bodies: Clearcast for TV,
and the Radio Advertising Clearance Centre (RACC) for radio. These bodies clear ads before they go on
air and are very eVective at maintaining high standards. However, pre-clearance does not prevent the ASA
from investigating or upholding a complaint about a broadcast advertisement.

2.15. It would be impossible to pre-clear the many millions of non-broadcast advertisements that appear
every year in the UK. However, CAP oVers pre-publication advice for non-broadcast advertisers through
its Copy Advice team and providing comprehensive online guidance.2

2.16. The total number of ads about which the ASA receives complaints accounts for less than 1% of all
advertising published or broadcast in the UK. The ASA also monitors ads to check levels of compliance and
have non-compliant ads removed. Compliance surveys regularly show that the vast majority of advertising
is compliant with the Advertising Codes.3

2.17. The Advertising Codes can be accessed at http://www.cap.org.uk/The-Codes.aspx

3. Advertising Broadband Speeds

3.1. The ASA is fully aware of the concerns that exist around how broadband internet service providers
(ISP) advertise the speed of their services. The basic concern has been the disparity between the headline
speed advertised (eg 2Meg or 8Mb) and the speeds actually achieved by consumers.

3.2. As the advertising regulator, the ASA has considered this issue extensively. We have a duty under the
Advertising Codes to ensure that consumers are not misled and that a level playing field is maintained for
business.

3.3. ASA policy is set by “case law”; that means every adjudication the ASA makes helps to build up a
picture of what is, and is not, acceptable in advertisements. This approach means that the ASA position can
evolve over time and in response to changes in technology and consumer understanding.

3.4. As mentioned in 2.3 above, the rules in Codes for misleading advertising reflect the CPRs. The CPRs
transposed the Unfair Commercial Practices Directive, which is the EU framework directive for consumer
protection and is maximum harmonisation in its eVect. Members of the Committee will therefore
understand that the Advertising Codes and ASA decisions may not go beyond or drop below these legal
requirements.

3.5. Why does the headline speed diVer from the consumer experience?

3.5.1. There are limitations inherent in ADSL technology, which mean that the broadband speeds
achieved by individual consumers will vary significantly due to a number of factors:

principally, the distance from the exchange (signal attenuation);

— the number of consumers who have signed up to the service in the local area (contention ratio);

— the time of day (contention—the number of people using the service at certain times of the day can
cause speeds to fluctuate at peak times) and;

— the equipment the consumer is using at home.

2 The Advice Online section has articles on advertising of Internet speeds, and the full list of all Advice Online articles can be
found at: http://www.copyadvice.org.uk/

3 The high compliance rate is often demonstrated in the various sector-specific surveys undertaken by the ASA. These surveys
can be found on the ASA website at http://www.asa.org.uk/asa/research/



Processed: 16-02-2010 21:41:43 Page Layout: COENEW [O] PPSysB Job: 441268 Unit: PAG1

Business, Innovation and Skills Committee: Evidence Ev 49

3.5.2. This means broadband speeds achieved by consumers vary significantly around any given
telephone exchange. Distance from the exchange (signal attenuation) is the main factor, but its eVect is by no
means uniform. Add to this the fact that even an individual’s connection is not consistent—it can fluctuate
according to the time of day—and the diYculties of creating a meaningful message for consumers about the
speed of a broadband service quickly become clear.

3.6. What do the Advertising Codes say?

3.6.1. Broadly, the Advertising Codes contain clear rules that state that advertisers must not mislead
consumers, by act or omission.

3.6.2. The Advertising Codes also require advertisers (and broadcasters) to hold substantiation for the
claims they make. The substantiation must be robust and capable of withstanding third party scrutiny.

3.7. What is the ASA’s regulatory position?

3.7.1. In response to consumer concerns, the ASA made a series of rulings in 2006 and 2007 that required
ISPs to make their ads clearer about the limitations aVecting their services in order to set more realistic
consumer expectations of the speeds they were likely to achieve.

3.7.2. During the ASA’s investigations it became apparent that the only consistent speed that is capable
of being objectively substantiated is the speed of the service as it leaves the exchange. There is no independent
third party that is continuously and comprehensively monitoring broadband speeds, although we are aware
that Ofcom has started to look at the issue and has done some recent research on user experience.

3.7.3. The ASA recognised the intractable problem of trying to devise a meaningful way of
communicating the wide variations in speed achieved by each individual user in the form of a simple “speed
claim” [see section 4 below for more details of the options we considered]. We were particularly mindful of
the need for consumers to be able to compare services between broadband providers. So in its decision-
making the ASA has worked hard to strike a balance that allowed broadband providers to advertise their
services and consumers to distinguish between products.

3.7.4. The position the ASA has arrived at, after careful consideration of all the various factors, is that
the broadband provider may make a headline speed claim based on the speed of the service as it leaves the
exchange, subject to the following qualifications which must be made clear in the advertisement:

— The broadband speed must be preceded by the words “up to”, in order to make it clear that a
consumer can receive anything up to the advertised speed.

— The ad must contain a clear notice in the main body copy (ie not in a footnote) that states that
speeds vary significantly subject to a number of factors, such as distance from the exchange.

— The ad must also make clear where the service is available ie geographical limitations that might
mean a headline speed is only available to those in, for instance, urban areas.

3.7.5. The requirement for body copy information comes from a 2006 ruling against Bulldog
Communications Ltd. The ASA received a complaint that signal attenuation on ADSL broadband services
of up to 8Mpbs would detrimentally aVect the user experience of such a significant number of 8Mb
customers that “Up to…” on its own was not suYcient to qualify the headline speed claim. 4

3.7.6. The ASA has also upheld against Be Un Limited for their claims “Up to 24 meg broadband …”
again on the basis that signal attenuation due to line length meant that many users would never get close to
the headline speed.5

3.7.7. In practice, over half of Be Un Limited users achieved speeds of over 12 Mbps and, in terms of user
experience, we considered that the diVerence in speed from what was claimed and what was achieved was
unlikely to have a significant eVect on the user. This was because virtually all (98%) Be Un Limited users
achieved speeds of over 6 Mbps. This was the speed in the Bulldog investigation that we considered (at that
time) adequate to meet nearly all demands users might place on the broadband service. However, unlike
previous cases, we considered that the gulf between the typical speeds achieved by users and the headline
speed quoted was so large that it also warranted prominent qualification in the body copy of the ad.

3.7.8. The Be Un Limited adjudication is therefore an extension of the Bulldog adjudication applying to
the newer ADSL2! broadband technology.

4 See attached Annex.
5 Ibid.
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3.7.9. It is worth noting that during these investigations and subsequent instances where we have revisited
the matter to review the policy, the ASA has based its decisions on significant amounts of line test data
provided by ISPs. In some instances, rather than requesting a sample, we have actually required an ISP to
provide data on the user experience of their entire customer base on a particular package. In the absence of
broad third party data, we have relied on this information to give us a picture of user experience and to ensure
that our decisions are rooted firmly in the available evidence.

3.8. Compliance and other regulatory activity

3.8.1. The ASA’s adjudications have been backed-up by subsequent and on-going work by the various
arms of CAP. The CAP Compliance team wrote to broadband ISPs shortly after the Bulldog adjudication
to ensure that the ruling would be followed across the entire sector.

3.8.2. Furthermore, CAP’s monitoring function has pursued advertisers who have not adhered to the
position established in the ASA adjudications. They have been particularly active in ensuring that the
requirement for a prominent disclaimer is followed by advertisers.

3.8.3. Clearcast and the RACC ensure that TV and radio advertisements are in line with relevant ASA
adjudications.

3.8.4. It is important to remember that the ASA is not the only part of the regulatory landscape.
Broadband providers are regulated by Ofcom, with whom we liaised when they developed their Code of
Practice for broadband providers.

3.8.5. The Ofcom Code requires ISPs to give consumers, prior to signing up to a contract, an indication
of the likely speed that they will personally achieve when using the service. This is done through a simple
test the ISP can carry out on a consumer’s telephone line.

3.8.6. The CPRs recognise that it is not always possible to provide consumers with full information in an
advertisement. Limitations on space and time and individual circumstances mean that advertisements can
sometimes only give an indication of the service or product. The CPRs recognise that businesses
communicate at various points with consumers and that, sometimes, businesses can provide information at
diVerent points in time, so long as consumers receive full and timely information in order to make an
informed purchase.

3.8.7. The ASA believes that the measures we have taken, in conjunction with the roll out of Ofcom’s ISP
Code of Practice have made a significant impact in alerting consumers at various stages of the marketing
and transaction process to the potential limitations to ADSL broadband services. In simple terms, we would
contend that it is highly unlikely that a consumer can subscribe to a mainstream broadband provider without
having been alerted beforehand to the speed limitation issue.

3.8.8. We firmly believe that the combined approach of the Ofcom Code and ASA regulation provides a
pragmatic, proportionate response to a very complex problem aVecting consumers’ experience of
broadband services. Furthermore, recent data would appear to support our view that the approach is
working. Consumer concerns about disparities appear to have lessened significantly in recent years. We have
seen a decrease of over 80% in the number of complaints made about the speed claims in residential
broadband advertising in the past two years.

4. Other Options

4.1. The ASA would like to reassure the Committee that when arriving at its adjudications and its current
position, the ASA Executive gave significant consideration to other regulatory options. A couple of
examples were:

4.2. Avoiding all numerical headline speeds

4.2.1. This option would clearly resolve the issue, but ignores the benefit for consumers of having a useful
and relatively straightforward way of diVerentiating between diVerent services and at diVerent price points.

4.2.2. We were also concerned that such a blunt approach to the question would create significant
consumer detriment in the form of confusion created by the vacuum in the wake of any decision coupled
with providers inevitable attempts to devise new, and potentially more misleading, methods of
communicating the speeds of their services.

4.3. Individual performance based headline speeds

4.3.1. We examined the idea of restricting ISPs to advertising only headline speeds based on their
individual and up-to-date user performance, as demonstrated by a representative and up-to-date sample of
their users’ performance data.
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4.3.2. We envisaged that this could work by applying a formula to the company’s dataset which would
determine an acceptable headline speed based on actual user experience. One way of framing the approach
would be: X% of users should be shown to have achieved speeds above Y% of any headline. For instance,
whatever speed say 60% of users can be shown to have achieved is 75% of the permissible headline; if 60%
achieve 4.5Mb, the ISP could claim only a 6Mb headline, even if the service is provided at 8Mb.

4.3.3. The concept has a clear advantage in that it creates an incentive for providers to improve their
service and might therefore encourage competition.

4.3.4. However, our primary concern with this approach was the diYculty in enforcing compliance with
the approach. As already mentioned, there is no independent third party capable of providing up-to-date
line test data, which would therefore make verification of the claim and evidence diYcult. This would be
likely to lead to inter-competitor complaints, which we would have little choice but to investigate taking up
significant costs in time and resources, but with little overall benefit to the consumer.

4.3.5. Moreover the appropriate values for “X” and “Y” are diYcult to determine without a
comprehensive dataset for the entire industry. The approach would require a significant amount of work
from the regulators to determine an “acceptable” level of performance. The values would have to be
developed in consultation with consumers and the industry. However, given the speed with which the
technology is developing (and the speed with which consumer expectations would change), it is highly likely
that the level of acceptability would be a quickly moving target. This would be likely to become very
burdensome regulation.

4.3.6. Finally, we also doubted whether this option would actually help consumers. The scope for
confusion would be significant, in our view, because the option would still leave many consumers achieving
below the new headline speed (and some exceeding it). So all the qualifications that we require advertisers
to include in their advertisements would still have to be used.

4.4. Our overriding concern when considering the alternative approaches was whether the steps were
actually necessary and whether they would markedly improve the position of consumers looking to purchase
broadband services. We concluded that while such options appeared on paper to be an improvement,
diYculties emerged when we looked at the practicalities of implementation and the potential benefits to
consumers.

4.5. In particular, we noticed that, irrespective of how representative a revised headline speed could be,
by the very nature of ADSL technology, a significant proportion of consumers would continue to suVer
technical diYculties aVecting the speeds they achieved. Therefore, any headline speed would still necessitate
the type of disclaimer required by the Bulldog adjudication.

5. Ongoing and Future Regulation

5.1. The ASA recognises that broadband technology—and the consumer experience—is developing
extremely rapidly, as evidenced by Ofcom’s recent research. This shows that advertising regulation needs to
be flexible and fleet-footed.

5.2. We envisage that our position on speed claims will continue to evolve as services develop, new
evidence emerges and data collection methods improve. It is an advantage of the advertising regulatory
system that it is flexible and can adapt to changing circumstances. Issues can be revisited and, through a new
adjudication, a position can be changed or amended as appropriate.

5.3. However, in order for the ASA to revisit an established position through a formal investigation, we
would require reasonable grounds, for example in the form of new evidence, to lead us to question our
current stance. We have noted for instance, Ofcom’s recent research, but do not at this point consider that
it significantly changes the basis of our position, in that it fits with much of the data we have seen over the
past few years.

5.4. It is important to note that advertising is just one part of the consumer experience. Ensuring that
consumers are adequately protected and receive the information they need to make informed purchasing
decisions requires the use of a number of interventions. Some of which relate to advertising regulation and
the ASA continues to liaise closely with Ofcom on this matter. However, other approaches include sectoral
regulation (which is undertaken by Ofcom), consumer education and a responsible business approach.

5.5. The ASA believes that it has adopted a pragmatic approach, which takes into consideration both
consumers’ expectations and the need for ISPs to market their services. The number of complaints the ASA
receives suggests that the issue is no longer a significant cause for concern among consumers. The ASA has
published three upheld rulings against ISPs this year (2009), of which two were misleading about the costs
involved, and the final one referred to a fair use policy for very heavy users of the available bandwidth.6

6 All rulings are published on the ASA website here: http://www.asa.org.uk/asa/adjudications/public/
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Annex 1

Bulldog Communications Ltd

26 Red Lion Square, London WC1R 4HQ.

Date: 20 September 2006

Media: Television, National press

Sector: Computers and Communications

Number of Complaints: Three

Ad

A national press ad, for Bulldog, was headlined The gate is open and featured a gate opened to a meadow.
The ad claimed “Up to eight meg broadband for only £15.50* per month”.

A TV ad, for Bulldog, had a voice-over that said “With up to eight meg broadband, more people can play,
e-mail, download and talk, together, all at the same time. With Bulldog, unlimited phone calls to your
network friends are included. To find out more about Bulldog Broadband packages call now on 0800 or visit
bulldogbroadband.com. Bulldog. Broadband and Phone.” Onscreen text said “Broadband speed is up to
eight meg downstream. Subject to local availability and Bulldog phone line”.

Issue

1. ntl complained that the press ad was misleading because, due to the technical limitations of high speed
broadband services, the maximum speed quoted would not be available to a significant number of people
within the geographic areas in which the service was available. They provided figures that showed that, as
the length of line between a local exchange and a customer’s home increased, the broadband speed that could
be achieved by the customer decreased. They said broadband speeds of eight megabits per second (Mbps)
or close to eight Mbps could be achieved only by people who lived within three km of an exchange. Beyond
that distance the achievable speed dropped rapidly because of unavoidable signal attenuation caused by line
length and quality. The 35% of people who lived more than 3.8 km from an exchange, for example, would
get at best a five Mbps connection. They believed the prefix “up to” was not an adequate indication that a
large proportion of customers could not get a service close to the headline speed.

2. Two members of the public said the TV ad was misleading because the broadband speed quoted was
not achievable for all users. One said their connection had never exceeded five Mbps and the others said they
believed technical limitations would prevent users from achieving the headline speed.

Response

Bulldog Communications (Bulldog) said their ads were in line with previous ASA adjudications and CAP
guidance, which required claims about broadband speeds to be preceded with the words “up to” to indicate
that the top speed might not be achieved by users.

They said a substantial proportion of customers using the “up to eight meg” service achieved speeds of
eight Mbps, or close to eight Mbps, and more than half of customers using the service achieved speeds of
six Mbps or higher. They sent the results of customer speed tests for July 2005 and December 2005.

The Broadcast Advertising Clearance Centre (BACC) said they agreed with Bulldog’s comments.

Assessment

Complaints upheld

The ASA noted Bulldog considered that the inclusion of the words “up to” was an adequate indication
to consumers that they might not achieve the top speed quoted in the ads and that their ads were in line with
previous ASA adjudications and CAP guidance. We considered that “up to” was an adequate qualification
in ads for 1 Mbps and two Mbps services, where the user would not achieve the maximum speed because
of factors such as the number of people on line but where the attainable speeds were close enough to those
advertised so as not to aVect the customers’ experience in any meaningful way.

We considered that the higher speed service was likely to be attractive to consumers because of the
advertised headline speed and the potential capabilities that a connection of that speed could give users. We
understood, however, that the speeds 8Mbps services could deliver were significantly aVected by signal
attenuation, which was caused by distance from the exchange, and that as a result a significant proportion
of consumers could not achieve speeds close to the headline speed. We understood that users of an up to
eight Mbps service could take advantage of capabilities such as video streaming, file sharing and online
gaming but that there would be a noticeable degradation of quality of the service when speeds fell below six
Mbps. We therefore considered that “up to” was not an adequate qualifier in ads for higher speed services,
given the impact that signal attenuation could have on speed and performance. We concluded that the ads
were misleading and asked Bulldog to amend them.
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The press ad breached CAP Code clauses 3.1 (Substantiation) and 7.1 (Truthfulness).

The TV ad breached CAP (Broadcast) TV Advertising Standards Code rules 5.1 (Misleading advertising),
5.2.1 (Evidence) and 5.2.3 (Qualifications).

Action

We asked Bulldog to indicate prominently in future ads (for example in the body copy of non-broadcast
ads) that top speeds varied significantly, in particular because of a user’s distance from their local exchange.

Adjudication of the ASA Council (Broadcast).

Adjudication of the ASA Council (Non-broadcast).

Annex 2

Be Un Limited

Date: 24 January 2007

Media: Regional press

Sector: Computers and telecommunications
Complaint(s) from: Hampshire, London

Complaint type: Industry Be Un Limited

Complaint

A press ad, for Be Un Limited, was headlined “up to 24 Meg broadband”. NTL and a member of the
public objected to the ad because they believed that the headline speed would be unattainable to most users.
They believed that, with distance from the exchange, the service suVered from severe signal attenuation,
which rendered the claim misleading.

Codes section: 3.1, 6.1, 7.1

Adjudication

Complaints upheld

Be Un Limited (Be Un Ltd) said their service operated only in major urban areas and, at the time of the
ad, was almost entirely based in London. They said they advertised only in areas where they had rolled out
their network and the ad in question had appeared only in London newspapers. Be Un Ltd said their services
were provided via ADSL2! technology, which operated on a diVerent frequency to that used for eight
Megabytes per second (Mbps) ADSL services allowing a much stronger signal over a shorter distance. Be
Un Ltd said although distance from the exchange aVected the speeds attainable with their service, the results
of their speed tests showed a significant proportion of users achieved over 16 Mbps, especially within one
km of their local exchange. They also said other factors existed which aVected user speeds, such as the quality
of the copper wire, interference from other lines and internal problems at the user’s premises. Be Un Ltd
said they had little control over those factors but pointed out that the terms and conditions in the ad stated
“download speeds and broadband comparison speeds are for speeds up to the quoted amount and are
dependent on various factors.” Be Un Ltd said the description of their service as “up to 24 meg” was
intended to allow consumers to understand the diVerence between their service and the diVerent levels of
service oVered by other ISPs. They maintained that the speed descriptions were the standard way in which
broadband services were marketed and pointed out that they used the qualification “up to” to ensure that
consumers were aware that the headline speed was an upper limit.

Be Un Ltd referred to the recent ASA adjudication on Bulldog Communications Ltd (Bulldog), which
referred to the meaningful impact of signal attenuation on user experience, and sent the results of a series
of user tests, which compared their 24 Mbps product with other products. They said, in the same location
and at the same time of day, the 24 Mbps connection downloaded a 99 minute film in 11 mins 14 secs
compared with 19 mins 47 secs and 27 mins 05 secs for two other providers’ eight Mbps connections. They
also said they tested the meaningful diVerence between various speeds in downloading a normal Mp3 file.
The test results showed a 24 Mbps and a 16 Mbps connection both downloaded the file in two secs compared
with four secs for an eight Mbps connection. Be Un Ltd maintained that those tests demonstrated that any
limitations to their service did not meaningfully aVect user experience.

The ASA accepted Be Un Ltd’s assertion that factors other than distance from the local exchange aVected
user speeds. We considered, however, that the data provided by Be Un Ltd and NTL demonstrated a clear
downward trend in user speeds with distance from the exchange, which increased markedly the closer it got
to three km. We noted the recent Bulldog adjudication about an eight Mbps broadband service had referred
to the negative impact of signal attenuation on user experience, but noted that Be Un Ltd’s speed test
demonstrated that the vast majority of users experienced speeds in excess of eight Mbps. We understood that
speeds of eight Mbps would allow users to take advantage of the vast majority of speed intensive services and
functions, such as video streaming and online gaming.
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Although we accepted that speeds of less than 24 Mbps were unlikely to meaningfully aVect the users’
overall experience of the service so long as they were over eight Mbps, we considered that some consumers
would reasonably expect to achieve speeds in the range of the headline speed and might feel misled if they
could only achieve speeds of around eight Mbps. We noted the small print disclaimer in the ad and
considered that many consumers would have some knowledge of the limitations and factors that aVected
ADSL broadband service speeds. We considered, however, that the significant drop oV in the speed of Be Un
Ltd’s service for some customers was a significant enough condition to warrant a more detailed disclaimer in
the body copy. We concluded that the ad was likely to mislead.

We noted Be Un Ltd’s co-operation throughout the investigation and their willingness to amend their ads
in line with the Bulldog adjudication. We asked them to state in the body copy of future ads that top speeds
varied significantly, in particular because of a user’s distance from their local exchange.

The ad breached CAP Code clauses 3.1 (Substantiation) and 7.1 (Truthfulness).

24 September 2009

Memorandum submitted by Avanti Communications Group plc

Avanti welcomes the opportunity to contribute to the inquiry into broadband speeds.

Avanti is Europe’s first satellite broadband operator. It will launch a satellite next spring to provide
broadband at speeds of up to 10Mb all over Europe. Consumers in remote and rural areas of the UK need
never be without low-cost high quality broadband again.

Our technology emerged as a result of foresight from BIS/DIUS which through BNSC funded the
development by Astrium in the UK of the cutting edge new space processors which we use.

Avanti has already worked with government on interim satellite services. Our customers include the
Scottish Government and the Department of Enterprise, Trade and Investment in Northern Ireland.

Avanti is listed on the London Stock Exchange with total capital deployed in excess of £200 million. It
employs more than 70 highly skilled people in the UK and expects to grow its employee base by at least
100% in the next three years. Avanti is creating a high value UK supply chain, with its satellite, major ground
components and finance sourced in the UK. It is a prime example of a high technology enterprise creating
sustainable UK wealth, employment, tax base and international competitive advantage.

Is the target for universal access to broadband at a speed of 2Mbps by 2012 ambitious enough?

Avanti supports the target for universal access to broadband at 2Mbps as a floor, not a ceiling since rural
consumers should not be disadvantaged relative to urban services if it can be avoided. Based on the Digital
Britain report, approximately 11% of the UK population are unable to receive broadband at this minimum
speed, an issue which can only be economically overcome by the deployment of satellite broadband services
which will provide service at up to 10Mb from spring 2010.

Whilst headline speed is currently the chosen measure for broadband capability, our view is that
throughput is a more appropriate and eVective measure. Customers judge their broadband connections on
their ability to use the internet eVectively, a perception rather than a finite measure.

Is the Government right to propose a levy on copper lines to fund next generation access?

Avanti agrees that a fund is essential to invest in next generation broadband to provide services at speeds
up to 50Mb. We are ambivalent about how this fund should be raised. Without this, a new Digital Chasm
will emerge between urban and rural. Satellite can oVer speeds of up to 50Mb, and Avanti plans the Hercules
system to do this. But the capital markets will not fund this level of future proofing and so some government
intervention is required to de-risk the market.

Avanti believes that the fund should be targeted, in the first instance, at customers in areas that cannot
get a broadband service at 2Mbps, or those that cannot get any broadband service at all. It seems unwise
and unwarranted to invest government money in broadband services in densely populated urban areas first,
as the only outcome will be an escalation of the Digital Divide.

Will the Government’s plans for next generation access work?

Avanti is broadly supportive of the Government’s plan, providing emphasis is placed on serving those that
have limited or no service first. Avanti’s HYLAS satellite, launching in spring 2010 will provide consumers
with speeds of 10Mbps. The market will provide more satellite capacity, and Avanti has plans for more
satellites, but the capital markets are cautious globally at the moment, so government could accelerate the
deployment of satellite solutions by taking some steps to correct this market failure.

The role and charter of the Network Design and Procurement Group (NDPG) requires further
clarification for Avanti to comment in depth.
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Are companies providing the speed of access that they promise to consumers?

Broadband headline speed is a poor measure of the promises that broadband service providers make to
their customers. Speed is a perception and is dependent on a complex range of factors, including network
contention, the bandwidth available in the backhaul network and the capability of the server of the site
being visited.

Of the factors eVecting broadband speed only network contention is within a service provider’s control.
However, network contention is essential to provide economically viable pricing for consumers. We contend
that the industry does not miss-sell to its customers, but perhaps a better job can be done to explain the cost-
benefit tradeoVs.

To what extent does current regulation strike the right balance between ensuring fair competition and
encouraging investment in next generation networks?

The regulatory environment has promoted competition within urban and other areas of high population;
however, it has not significantly addressed the needs of rural and remote areas. Avanti is confident that the
overwhelming advantages of the new satellite broadband technology will address the needs or rural markets.
But more satellite capacity will be needed to complete the job, and although that is planned by Avanti it may
not be completed by 2012 subject to market forces. Public intervention could speed this up by correcting
capital markets’ failures.

30 September 2009

Memorandum submitted by the British Chambers of Commerce

1.1 The British Chambers of Commerce (BCC) is the national body for a powerful and influential
network of Accredited Chambers of Commerce across the UK, a network that directly serves not only its
member businesses but the wider business community. Representing 100,000 businesses that together
employ five million people, the BCC is the Ultimate Business Network.

1.2 The BCC is pleased to have the opportunity to submit evidence to the Business and Enterprise
Committee’s inquiry into broadband speed in the UK. As a leading national business organisation,
companies within our network operate across all sectors and sizes and include many SMEs. The consistent
message we receive is that the availability, speed and reliability of their digital communications has now
become an essential factor for conducting business. Our comments focus on the issues of greatest concern
to our members as business customers.

Summary of the BCC Position

2.1 Businesses across all sectors and sizes increasingly rely on eVective communications and technologies
to operate, communicate, and deliver services for their customers and the broadband speeds they can access
are critically important. Going forward, as more and more business is conducted online and global
competition increases, the desire for higher bandwidths and faster more reliable, higher quality services will
only escalate. Our ICT infrastructure will need to keep pace with this demand if the UK is not to fall behind.

2.2 For this reason, the BCC is pleased that government have grasped the nettle of tackling the broadband
issue through its Digital Britain report. Specifically:

— We recognise why government have set out a Universal Broadband Service Commitment and it is
important that access to broadband is made available to businesses in areas which do not currently
receive it. We are however concerned that the universal target of 2Mbps by 2012 may be
insuYciently ambitious given the speed at which technology and demand will advance.

— Because average broadband speed available for UK businesses is a significant factor for our
international competitiveness, significantly higher levels of private sector investment need to be
levered in to upgrade our broadband network. Issues of actual download speeds, reliability, quality
and consistency must also be considered.

— In order to achieve the Universal Broadband Commitment we do not think that a tax on copper
wiring is the best solution. If private sector solutions really cannot be found, then government must
re-align existing priorities in order to ensure funding through re-examining existing spending
commitments and taxation policies.
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Specific Questions

Is the target for universal access to broadband at a speed of 2Mbps by 2012 ambitious enough?

3.1 A target for universal access to a minimum broadband level would help address concerns from our
members in regions and localities (often but not exclusively rural or remote areas), who currently struggle
to access the necessary internet speed for their business needs. For these businesses, achieving a universal
target of 2Mbps now—rather than in 2012—is a top priority. Focusing on the companies who cannot meet
this target should be a priority and the Network Design and Procurement Group and the Digital Inclusion
Taskforce should have a strong SME focus and work with stakeholders in this area.

3.2 The broadband speed necessary for many businesses now, and particularly in future, will go much
further than the universal access target of 2Mbps. Indeed an ISPreview.co.uk survey found that 83.7%7 of
respondents believed the minimum broadband speed of 2Mbps was too low. Even taking into account the
diYculty to predict future speed of technology development, the 2Mbps target seems unambitious and a
stronger longer term target is needed.

3.3 Universal access is an important objective but typical broadband speed for UK businesses is
particularly important for our international competiveness. The UK currently lags behind a number of other
countries in Europe for average broadband speed, being ranked ninth, with first-placed Finland enjoying
average speeds of 21.7Mb.8 This in itself is moderate compared with South Korea, whose digital agenda
for 2012 includes a target broadband speed of 1Gbps, 500 times faster than the UK. Given the importance
of broadband, as more and more business is conducted online, a more ambitious strategy for dramatically
improving the speed of broadband typically available is needed.

3.4 Speed is also only one part of the overall equation of broadband provision for business. Actual upload
and download speed levels, reliability, resilience and consistency are often as important for businesses and
must be ensured. These factors are as important for businesses trialling services such as cloud computing or
in the broadcasting sector—as those who just want a simple, cheap package.

Is the Government right to propose a levy on copper lines to fund next generation access?

4.1 There is great potential for wireless technology and other technologies for improving our broadband
infrastructure. We support the current discussions around allowing other mobile broadband providers to
access the 900MHz wireless spectrum. Our fixed line infrastructure will however continue to be critical for
future broadband delivery. The extent to which the UK remains highly dependent on what is rapidly
becoming outdated technology—copper wiring—is very concerning. The reason that Finland and Sweden
rank first and second respectively in European comparisons of broadband speed access is due to the
investment of these countries in fibre-optic networks.9

4.2 The UK also needs to upgrade our broadband infrastructure, replacing copper wiring with fibre-optic
cabling to deliver higher bandwidths. While progress has been made, there is still a long way to go in order
to ensure typical speeds increase in line with our international competition. This improvement should be
delivered through investment by the key private sector players in the market with copper wiring replacement
work resulting in fibre-optic cabling installation.

4.3 If there is a need to go beyond increasing average broadband speeds to introduce a Universal Access
Requirement then government should look at why companies are not choosing to invest in providing
adequate broadband infrastructure in low density areas. If, in order to deliver this objective, some
government funding is needed to kickstart this investment, it would be preferable for these funds to be found
through the reallocation of spending priorities or eYciency and eYcacy savings before new tax proposals
are considered. These funds should also be made available to whichever provider can deliver the agreed
extension of the network.

4.4 If it is not possible to deliver this incentivisation through existing funds, it may be that some form of
taxation could be needed. However a tax on copper wiring is not the best possible option as it will unfairly
penalise businesses and individuals who currently rely on copper wire fixed telephone lines. If additional
taxation is needed for such a public good of universal access then government should look at its existing
spending commitments and taxation policies to achieve a fairer spread of the taxation burden.

Are companies providing the speed of access which they promise to consumers? To what extent does the current
consultation strike the right balance between ensuring fair competition and encouraging investment in next
generation networks? Any other views?

5.1 Reducing broadband usage capacity at peak times to best manage resources is a widespread practice.
In itself, this activity is not necessarily problematic, providing business consumers are fully informed about
the package they are paying for through open and transparent information. Unfortunately, this is not always
currently the case.

7 ISPreview.co.uk, 29 July 2009, http://www.pr.com/press-release/168106
8 “UK ranked 9th for broadband speeds”, 1 October 2007, Broadband News, www.broadbandchoices.co.uk
9 Ibid



Processed: 16-02-2010 21:41:44 Page Layout: COENEW [O] PPSysB Job: 441268 Unit: PAG1

Business, Innovation and Skills Committee: Evidence Ev 57

5.2 Whatever activity they are conducting online, businesses need to know they can rely on the
marketplace to deliver a consistent, quality broadband service without disruption that can create direct
financial losses. The market needs to deliver consistency and reliability of service, allow businesses to know
how faults will be resolved, what alternatives might be provided if the service is disrupted and whether there
will be any compensation for downtime. There is currently insuYcient awareness among businesses about
what service levels are guaranteed, and what recourse businesses have if these are not being met.

5.3 It is also important that business customers have suYcient choice of broadband providers to ensure
pricing remains competitive and consumers are valued. Lack of competition ultimately leads to a lack of
investment, lack of innovation and higher prices. Providers should also welcome the challenge of local
competition.

September 2009

Memorandum submitted by BBBritain

BBBritain represents a group of avid Broadband users keen to get the most from our connectivity and
keen to assist our neighbours and friends to do the same.

Several submissions were made to the Digital Britain team, including the design of a Universal Broadband
service, one of whose components was a 50p levy on all existing Broadband users.

The following comments arise from watching the video link of the event and are given as an answer to
the questions and a reaction to the evidence presented.

Whether the target for universal access to broadband at a speed of 2Mb/s by 2012 is ambitious enough?

Best eVort 2Mbps is a start and it is important to treat the commitment as such. In the context of moving
from a best eVort commitment to an obligation to deliver a specific minimum service with a specific
minimum quality, then such a move would need to be driven by the need to achieve specific outcomes.

The hearing did not reference the transformation of the delivery of key government services, be it
education, healthcare, or care of the elderly or support for people who are deaf, or blind. This debate is much
needed and key to driving cost savings in government budgets. In any debate on carbon reduction then the
suitability of out networks to support quality video telephony and video conferencing and quality home
working ought to be discussed.

It is quite possible that a 2Mbps service appropriately defined as symmetrical with the minimum quality
values for loss and delay characteristics could support all the outcomes we would need.

Equally we could have a 2Mbps ADSL from one of today’s operators which would prove incapable of
supporting any critical service.

One of the challenges we have on our existing competitive oVers is that the services are engineered for
best eVort browsing and downloading. They are not today engineered for key service delivery making task
substitution sometimes diYcult to achieve. This is complicated further by existing incumbents need to
protect existing legacy voice revenues. Relying on the competition as a force of change is not enough when
the level of disruptive change demands incumbents including new operators like Carphone Warehouse to
re-write their business models.

In my opinion the move to a Universal Service Obligation should be underwritten with targets for journey
reduction and targets in delivering education, health care, and the support of quality home and flexi-
working. The latter sends a clear message to industry that best eVort Broadband with no assured outcomes
will be of limited value going forward. It would also make clear that government and its contractors will be
using and paying for services to transform front line service delivery.

When Andrew Heaney of Talk Talk, states folk are unwilling to pay for more services, he should have
made it clear that no ISP guarantees any outcome at present. In the quest to create the lowest common
denominator service, expectations of what is possible drop. The recent case of the Ukraine vs England world
cup qualifier was a good example of the catch 22 we face. People are unwilling to pay because the networks
are not configured to deliver a good user experience.

The debate on a Universal Service Obligation is important, but to be meaningful the debate must be
reinforced by some hefty policy objectives in terms of how public services are delivered and consumed in
future. It is our view that the a move to an “obligation” is needed if the Government service transformation
objectives intend to use high speed networking as a way to deliver services.



Processed: 16-02-2010 21:41:44 Page Layout: COENEW [E] PPSysB Job: 441268 Unit: PAG1

Ev 58 Business, Innovation and Skills Committee: Evidence

Is the Government right to propose a levy on copper lines to fund next generation access?

Public investment is needed. The levy on fixed lines is peculiar. BBBritain suggested a tax of 50p a month
on all broadband connections plus the re-investment of spectrum fees collected by Ofcom.

However odd, we remain supportive of the investment. We also believe that Carphone Warehouses
opposition to the 50p is related to the long term impact of NGA on the valuation and sale of Talk Talk
Broadband. NGA bypasses LLU exchanges reducing the value of these assets they plan to sell.

Will the Government’s plans for next generation access work?

The upgrades announced by BT and Virgin Media and the use of the levy to extend NGA access further
are good building blocks.

The clearance and re-farming of radio spectrum for Mobile Broadband services is also a good
structural move.

The above steps keep the UK in the middle ranks in terms of the nations connectivity. The term “fit for
purpose” has been used but not defined.

The plan could be enhanced further if they a vision for future public service delivery was outlined and
support by a visible implementation programme.

This could put in context the USC of 2Mbps service, the need to convert that to a USO to support critical
service delivery and onward development to NGA roll out. The debate has been hampered and somewhat
misinformed by a singular focus on speed, where speed on its own does not create or enable a service.

The following steps could be included in a more comprehensive Digital Britain plan.

The most important step Government could take is have a plan to transforms its own costs by
transforming the ways keys services are delivered. Government is proving more than capable of collecting
taxes on line but is less focused in transforming the delivery of front line services. A commitment with visible
targets to do so, particularly the delivery of health, education and care would drive next generation network
services and would force operators to improve the quality of Broadband services. The vision for
transforming Government services and the vision for a better connected society are tightly intertwined.

The proposal to auction and re-farm radio spectrum for next generation Mobile Broadband services
should have some additional conditions attached, including the need to enable the convergence of mobile
and fixed data transport fabrics. Users are accessing the same set of services from our computing (Mobiles,
laptops, set top boxes), using the same protocols so why use regulation (market definitions) and a auction
process (designed to ration bandwidth) to keep our fixed and mobile connectivity separate.

It would be sensible that the laying of fiber to cabinets at a street level be coordinated with the upgrades
to mobile base stations, particularly in area 3. The convergence of the data transport fabrics should allow
a multi-media communications service to emerge to replace the legacy PSTN and Mobile voice services.

The need for five separate and incomplete mobile networks oVering indiVerent and incomplete coverage
should be reviewed. Capacity and coverage could be increased if two network providers were tasked with
delivering wholesale high speed access to all service providers. It would reduce the yield in the proposed
auction but the network upgrades could be delivered earlier, with significant improvements in coverage and
a reduced carbon footprint in powering five overlapping and bandwidth constrained networks. It would also
allow all spectrum to be used to boost coverage and speed rather than rationed on a per operator basis.

It should also specify that each of the Mobile Base station upgrades include the use of fiber. The use of
the spectrum auction to create bandwidth scarcity has to be avoided. Separating the network upgrade
function from the selling of services would assist this process. Thus not just the sharing of networks need to
be encouraged but the sharing of spectrum. This includes the use of mobile access points at the end of our
fixed broadband connections so coverage and service could be improved.

The rates issue on new fiber builds need resolving. Apart from Ireland no other country in Europe is
charging rates on new fiber builds in this way. In addition BT should be where possible be encouraged to
rent its duct space where possible a £1 pa per metre.

Parliament should also push Ofcom to deliver a interconnect regime based on bits transferred as opposed
to the proposal to allow call conveyance based interconnect and cost recovery to continue for another four
years. At the very least an interconnect regime based on bits transferred should be run in parallel with the
call conveyance proposal.

Commitments to improve the UK data transport infrastructure to aid road traYc congestion ought to be
a specific joint Government and industry programme. MPs have every right to be question each time they
make a needless journey or overpay for a rail fare. This is a cost of failure of the UKs data infrastructure
and an everyday example of being unfit for purpose.
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If companies are providing the speed of access which they promise to consumers?

The promise of “up to” speeds have little meaning, Up to represents a potential, not an actual. The Ofcom
and industry guidelines are an eVort to reduce mis-selling but do not inform customers as to the true nature
of their connectivity.

At a minimum operators should publish their planning rules to highlight what resources they are building
to facilitate the service we purchase. Operators should also publish the emergent operational properties of
their networks so application builders can engineer services to work. This would translate into a
commitment to deliver a very minimum peak time throughput as little 30Kbps per second with an ability
to download as much as up to 24 Mbps when nobody else is using the service.

Speed on its own means very little, and average speed as published by Ofcom contributes little to the
debate. Customers need clear labelling as to the nature of their connectivity and what services will work and
will not work.

The extra payments ISPs wish to charge will not materialise unless they move from the one dimensional
mis-measure of speed only. The focus must be on service delivery, which is a function speed, quality of the
bandwidth and the resources in place to service the busy period.

In the context of Digital Britain, the up to speed assertions both mis-sell and undermine for the medium
the true potential of our connectivity.

The extent to which current regulation strikes the right balance between ensuring fair competition and
encouraging investment in next generation networks?

The current regulation has supported the roll-out of first generation best eVort broadband services, using
existing copper infrastructure. Given the mission, regulation has succeeded in the fixed line ADSL services.
The roll out of Mobile Broadband is less successful given the distortionary eVects of the £22.4 billion
spectrum auction heist in 2000. Given the debt individual companies operators carry and the fact BT has
no Mobile interests does mean customers have several discrete contracts for accessing what are the same
information, communication and entertainment services.

Ofcom to date has done little to encourage investment, but focused on creating opportunities for new
providers to gain a foothold in the market. Ofcom rather than taking a self critical approach to its role has
instead played a full part in the propagandising of speed only, and has made little contribution to outlining
the true nature of the UK data transport infrastructure today and what its needs to be.

The very success and popularity of first generation broadband services has created an expectation gap
between users who were promised a great deal and have a thirst for more connectivity and industry who have
delivered cheap services which are limited by the need to ensure our high speed connectivity is not used to
undermine legacy voice revenue streams. Although IPTV is being portrayed as the application to drive NGA
subscriptions, this is a big assumption and a certain amount of wishful thinking. Consumers are already
paying for a TV licence and many are paying for Sky and Cable packages. Paying a third time for the same
content is peculiar.

During the course of the hearing we heard repeatedly that Video is driving usage and volume of usage is
doubling but people are not willing to pay for it. If people are already paying two TV subscriptions then any
new payments may be substitutional in nature. The unwillingness to pay more is a reflection on the current
lack of quality connectivity. Consumers cannot be expected to pay more if no assurances can be given that
an application will work, or where a customer has not been allowed access to prioritise their traYc so the
application can be made to work.

Any other views stakeholders think the Committee should be aware of

The internet did not arise as a result of competitive forces but came from collaboration across a great many
publicly funded institutions.

Internet technologies represent a huge threat and opportunity to re-invent existing services. The advent
of email, instant messaging, twitter, webcasting to name just a few are all enabled by these internet
technologies. Phone companies like BT and Talk Talk, while making money from Broadband subscriptions
are all hugely threatened by the possible impact of the these same technologies on their legacy services.

Thus, the investment question is diYcult and complex. The investments in Korea and Japan are not just
about speed but the re-invention and replacement of legacy voice services, the convergence of fixed and
mobile networks, all underwritten by the need to fundamentally re-examine how services are delivered in
the future.

It is in this context that the Digital Britain report is very much a first draft and very welcome one as to
what a UK Information society might look like.

The gap between what the market is delivering, and users expectations is growing as the amount of
processing power we possess is growing. Laptops, smartphones, games machines, set-top boxes are all
providing a standard means of accessing information, communication and education services.
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Our homes, libraries, schools, workplaces are all connected in what is in eVect a 24x7 UK bit commons.
There is a revolution taking place in how we learn, work and communicate. The declaration that our
connectivity is “fit for purpose” displays a very complacent mindset. Each time you are irritated by an
inability to connect with what or who you need, is an example of the UK data transport infrastructure failing
you, or somebody failing to use the connectivity available.

The 2Mbps USC is a first step and this Parliamentary group need to demand steps two to five to be
outlined. This will include targets for transforming Government service delivery through to the high speed
networking needed to support such services. The latter demands we move to a USO, a drive to converge
fixed and mobile networks, and a need to replace legacy fixed and mobile voice services with multi-media
communications.

This is disruptive to industry, to regulation and the tax system. As a country, a vision and a plan to fulfill
that vision need to be articulated. Todays “fit for purpose” connectivity should not be accepted as anything
other than a starting point. It is a mere appetiser as to what is possible and what we know is possible through
utilising first generation best eVort connectivity to the internet.

Finally, the Digital Britain forensic investments are just that, a deposit. The need to accelerate investment
in this sector to realise earlier the benefits of a “bit” based economy should not be ignored. Industry should
be asked what is needed to achieve more, faster. The re-investment of spectrum fees, the re-definition of
markets, the change in USO from telephony to data transport, the merging of fixed and mobile networks
to create a UK data transport fabric should be addressed with determination. None were during this review.

November 2009

Memorandum submitted by the British Entertainment Industry Radio Group (BEIRG)

BEIRG is an independent, not-for-profit association that works for the benefit of all those who produce,
show, distribute and ultimately consume content made using radio spectrum in the UK. As such it advocates
the interests of the Programme Making and Special Events (PMSE) sector in the UK.

The PMSE sector is responsible for both content production and content delivery for live and recorded
entertainment. It plays a critical role in the ongoing success of the British Entertainment and Creative
Industries. It consists of a wide and diverse community, both professional and amateur, including
broadcasters, theatres, freelance engineers, rental companies, schools and houses of worship, organisers of
events large and small, all of which use spectrum to relay sound and/or picture data across relatively short
distances. This allows, for example, wireless microphones to be used on stage in musical theatre, and at
events such as Live 8 and the Olympics. These wireless technologies are used extensively in the production of
entertainment content, to the extent that they are either essential or add significant value. As an Independent
Report commissioned by Ofcom notes, there are productions that are simply “not possible without using
wireless technology”.10

This submission does not address the Government’s proposals relating to broadband access as facilitated
by wired infrastructure, but rather how the Government is proposing to increase the radio spectrum
available for next generation mobile (wireless) broadband and the impact of these proposals on the PMSE
sector. It is also written in anticipation of certain companies using this opportunity to push the “cognitive”
or “white space” device agenda, devices that may be intended for mobile internet access.

Executive Summary

Ofcom has decided to clear the entire 800 MHz band (UHF channels 61-69) of television signals and
PMSE services so it can be released for new services, such as mobile broadband, via auction. The
Government supports this decision, as confirmed in the Digital Britain White Paper. Whilst Ofcom has
decided to retain some spectrum capacity in lower UHF channels for PMSE use post-Digital Switchover
(DSO), the current timescale for clearance is aggressive and will severely disrupt PMSE services, to the extent
that their continuation is under threat. We therefore believe that the Government should take all necessary
steps to minimise disruption to PMSE, including extending the timetable and ruling-out clearing the band
on a regional basis. We would like the committee to consider including these recommendations in its report.

“Cognitive” or “white space” devices pose a diVerent problem for PMSE. These devices seek to make use
of unused interleaved spectrum—the white space—in real time by continually scanning the airwaves for the
presence of licensed users’ devices. The theory is that when they identify unused white space they can
operate. The fundamental problem is that to date, trials in the USA by the Federal Communications
Commission show they do not work properly. These devices are touted by companies such as Google, Dell
and Microsoft as a new communications technology that could be used for mobile internet access without
a requirement for a wireless telegraphy licence. The main concern for the PMSE sector with regard to these
applications is that it has been proposed by Ofcom, supported by the Government, that they will operate
on those frequencies due to be reserved for PMSE.

10 http://www.ofcom.org.uk/research/technology/research/sectorstudies/entertainment/entertain2028.pdf section 7.1
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Cognitive devices are an unproven technology. If they are permitted into the UK market in line with
current proposals for device specification and spectrum access, will in all likelihood cause interference to
licensed PMSE applications and consequently undermine the UK’s ability to produce quality content by
rendering radio microphones, in-ear monitor systems and talkback eVectively unusable. This will devastate
the live music, theatre and film and TV production industries, amongst others. As we do not believe that it
is possible for guarantees to be provided that cognitive devices will not, under any circumstances, interfere
with licensed PMSE applications, we strongly believe that cognitive devices should be deployed in
alternative bands that would not be ‘shared’ with PMSE applications. We would like the committee to
consider including this recommendation in its report.

Clearing The 800 MHz Band of PMSE

1. The PMSE sector currently operates in the interleaved spectrum in channels 61–68 on a secondary
basis, and channel 69 is dedicated for PMSE use UK-wide. The vast majority of radio microphones and in-
ear monitor applications in the UK operate in these bands.

2. On 13 December 2007, Ofcom decided to clear channels 63–68 of television transmissions and clear
channels 61–68 of PMSE (as well as those channels in the 600 MHz band) so they could be released via
auction, as per the spectrum liberalisation agenda. At the same time, Ofcom decided to award channel
69 and most of the remaining interleaved spectrum to a band manager with obligations to PMSE.

3. Timescale-wise, Ofcom’s 2007 position was that PMSE access to the cleared spectrum would be
terminated on a piecemeal basis as each region switched to digital broadcasting. Ofcom attempted to provide
some security by allowing PMSE temporary access to channels 63–68 up until the point when new users
needed access to the spectrum, with six months’ eviction notice.

4. The timescale suggested by Ofcom in 2007 for clearing PMSE from the DDR spectrum would create
major problems for the sector, including manufacturers who need time to develop new equipment, those who
use its services, and also threatened the “broadcastibility” of the Olympics. In addition, it was diYcult to
envisage the new owners of the cleared spectrum wishing to deploy their services prior to the completion
of DSO and hence the spectrum being available UK-wide. Consequently, BEIRG lobbied hard to extend
temporary PMSE access to the entirety of cleared spectrum (both 600 and 800 MHz bands) UK-wide until
at least after the Olympics in 2012. This position was supported by the London Organising Committee for
the Olympic Games (LOCOG)11 and the arguments backed-up by statements from T-Mobile, Vodafone,
Orange and O2 in August 2008:

(a) Vodafone stated that “The current proposed timing of summer 2009 for the auction of cleared
spectrum is not realistic, nor is it necessary given that the spectrum will not be available for launch
of mobile services until towards the end of 2012.”12

(b) T-Mobile stated that “Whilst Ofcom is correct that some areas of the UK will be switching oV their
analogue TV signal before 2012, the fact is that any nationwide operator or broadcaster would not
consider oVering a nationwide service until after London analogue TV signal is switched oV in
2012, irrespective of the date of auction. Mass market equipment for mobile operators is unlikely
to be available until 2012 at the earliest, and so there is little value in having access to this spectrum
earlier than this date.”13

(c) Orange stated that “In any event, it is not clear why there is such a rush by Ofcom to award the
spectrum “in the interests of citizens and consumers’. Without any equipment available, there can
be no services. The spectrum will not be released in London until 2012, hence cannot be used until
after this date.”14

(d) O2 stated that “National access to spectrum would be needed by mobile network operators to
deploy mobile broadband services”.15

5. Ofcom have since recognised the importance of continuity of PMSE access to the cleared spectrum,
taking into account the need to allow suYcient time for an orderly migration of PMSE from the cleared
spectrum and ensuring that a suYcient stock of suitable equipment is available for use for the London
2012 Olympic Games and Paralympic Games.16 Consequently, Ofcom proposed in their consultation on
clearing the 800 MHz band to maintain PMSE access to channels 31–35, 37 and 61–69 until DSO is
completed in the UK until late 2012.17 However, things have since changed.

11 http://www.ofcom.org.uk/consult/condocs/clearedaward/responses/locog.pdf
12 http://www.ofcom.org.uk/consult/condocs/clearedaward/responses/vodafone.pdf page 7
13 http://www.ofcom.org.uk/consult/condocs/clearedaward/responses/tmobile.pdf page 10
14 http://www.ofcom.org.uk/consult/condocs/clearedaward/responses/orange.pdf page 5
15 http://www.ofcom.org.uk/consult/condocs/clearedaward/responses/o2.pdf pt. 20
16 http://www.ofcom.org.uk/consult/condocs/800mhz/800mhz.pdf para 5.64
17 http://www.ofcom.org.uk/consult/condocs/800mhz/800mhz.pdf question 13
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6. The Government stated in the Digital Britain Report that it “is committed to the timely release of
800 MHz spectrum and will work with Ofcom to understand and meet the technical challenges. It has
already endorsed Ofcom’s proposal setting out plans to clear channels 61, 62 and 69. The Government will
facilitate this re-planning and will meet the costs incurred by broadcasters and PMSE users as a result of
these changes”.18

7. Further to the Government’s position set out in the Digital Britain Interim Report and subsequent
White Paper, it appointed the Independent Spectrum Broker (ISB) to resolve the Mobile Network
Operators’ spectrum holdings and allocation issues, potentially involving a recommendation for the
Government to direct Ofcom to take certain action relating to the clearance, release and packaging of the
800 MHz band (now channels 61–69 inclusive).

8. In light of these developments, Ofcom changed its position and has only provided guaranteed PMSE
access to the 800 MHz band until 1 January 2012 rather than late 2012. We understand that this was done
so as not to contradict any possible future Government intervention to accelerate the clearance of the
800 MHz band, potentially on a regional basis. Subsequent to this, Ofcom asked the following in its
consultation on PMSE funding: “How would a decision to clear PMSE from channel 69 on 1 January
2012 aVect you? What could we and the Government do to provide for an orderly migration in these
circumstances?” These questions have fuelled our concerns that the timetable for PMSE clearance will be
adjusted again to the detriment of the PMSE sector.

9. The vast majority of wireless microphones and in-ear monitors in the UK operate in the 800 MHz
band. Ofcom have estimated that 95% of all wireless microphones in the UK are designed to tune to channel
69. In order to clear the 800 MHz band of PMSE, all the relevant equipment that operates in this band in
the UK will need to be destroyed or retuned. In order to continue providing valuable services, PMSE
equipment-owners will need to replace or modify existing 800 MHz equipment with equipment that operates
in the remaining (ie post-DSO) interleaved spectrum and/or channel 38. Demand for this new equipment
and modification services will need to be met by manufacturers and other relevant parties. Ofcom have
recognised that this process will take time and therefore proposed a migration period of three years.19 The
PMSE Pro User Group has stated that it would take longer than this; at least three years for development
plus a further seven years for market penetration.20 Aside from arguments about how much time is required
to migrate PMSE users from the 800 MHz band in an orderly and eYcient fashion, there are currently
significant barriers to this process even getting underway. In this regard, it is important to distinguish
between PMSE users of “channel 69” and PMSE users of channels 61–68.

10. Ofcom proposed to clear channel 69 of PMSE and include it in the 800 MHz auctions rather than
award it for PMSE use in February this year. Ofcom has since announced that channel 38 will be cleared of
radio astronomy and awarded to the band manager as a replacement and stated that “users can therefore
now begin to move from channel 69.”21 However, due to the needs of significant groups of PMSE users,
this is not the case; they cannot move from channel 69 because use of channel 38 is restricted. Channel 38 is
used for radio astronomy services centered around Jodrell Bank (Cheshire) and in Cambridge. As a
consequence of the requirement to protect radio astronomy from interference, channel 38 is unusable for
PMSE in large areas of the North East, the Midlands and East Anglia. In addition, there are areas across
the UK where channel 38 can only be used indoors in order to protect terrestrial TV from interference in
neighbouring channel 37.

11. As a consequence of these severe restrictions on the usability of channel 38, all those who need their
equipment to be useable UK-wide (mobile/travelling productions) or specifically in those restricted locations
(fixed venue) have no option but to continue to use existing channel 69 equipment and if they need new
equipment to invest in new channel 69 equipment.

12. Whilst Ofcom have said that they will engage with radio astronomy users to try and reduce the
restrictions on PMSE use of channel 38, the current position is that radio astronomy’s use of channel 38 will
continue until 1st January 2012. BEIRG’s understanding is that it is in the Government’s gift, and not
Ofcom’s, to expedite the clearance of radio astronomy from channel 38. In addition, the restricted use of
channel 38 to indoors only due to the need to protect television transmissions in adjacent channel 37 will
remain until the digital switchover (DSO) is completed in each region, culminating in London in mid-2012.

13. The upshot of the current situation laid out above is that a large number of PMSE users of channel
69 will not be able to migrate from channel 69 until 1st January 2012. These are UK-wide users (mobile/
travelling productions) and fixed venue users in the aVected areas.

14. If the situation remains as is, with PMSE retaining access to the cleared spectrum (including channel
69) until 1st January 2012 only and channel 38 only clear of radio astronomy by this date, for all the aVected
users and owners of channel 69 equipment above, the migration to channel 38 seems to be expected to take
place overnight. Quite simply, BEIRG does not see how this would be possible. Ofcom’s position is that
three years will be required for an orderly and eYcient migration to take place and the PMSE Pro User
Group considered that it would take longer.

18 http://www.culture.gov.uk/images/publications/digitalbritain-finalreport-jun09.pdf page 78
19 http://www.ofcom.org.uk/consult/condocs/800mhz/800mhz.pdf question 15
20 http://www.ofcom.org.uk/consult/condocs/pmse/responses/ProUserGroup.pdf page 4
21 http://www.ofcom.org.uk/consult/condocs/800mhz/statement/clearing.pdf section 7.16
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15. But the question of clearing the 800 MHz band of PMSE does not just relate to migrating from
channel 69 to channel 38. In order to clear the 800 MHz band of PMSE, users will need to migrate not just
from channel 69, but also from channels 61–69 inclusive, where the vast majority of PMSE equipment in
the UK market operates.

16. In respect of channels 63–68, Ofcom has stated that the PMSE sector was provided with notice at the
beginning of the DDR on 17 November 2005 that these frequencies were under threat.22 In respect of
channels 61 and 62, Ofcom decided on 13 December 2007 that ‘this spectrum would be removed from PMSE
use.23 However, whilst Ofcom had announced that these frequencies would not be useable for PMSE, no
certainty has been provided as to which frequencies in the post-DSO interleaved spectrum will be available
for PMSE. Ofcom has provided general “reassurances” about the overall availability of interleaved
spectrum, but has not provided data which shows the definitive configuration of the post-DSO interleaved
spectrum and will not be able to do so until mid-2010 once the international negotiations for reorganization
of DTT have been completed. As a consequence of this lack of certainty, the PMSE sector has no option
but to continue to manufacture and invest in equipment that operates in the spectrum due to be cleared of
PMSE and is not able to migrate into replacement bands.

17. Under current plans, migration of PMSE users from the interleaved spectrum in channels 61–68 into
the post-DSO interleaved spectrum cannot possibly start until mid-2010. Even then, it is not clear that users
will be able to migrate because the post-DSO interleaved frequencies may not be available in the locations
where users wish to operate their equipment due to discrepancies in configuration between analogue and
digital television transmissions and channels 21–30 and 41–60 will still be used for analogue TV up until the
point where DSO takes place in each region. As per the transition time required for migration from channel
69, we expect it to take at least three years for the PMSE sector to migrate from channels 61–68.

18. If PMSE access to the 800 MHz band is terminated before the sector has been able to replace all
existing equipment with alternative equipment that meets the current operational needs of end users then
its ability to oVer the wide range of products and services to citizens and consumers of the UK will be severely
restricted. Under current proposals, this is what will happen.

19. We believe that a decision to prematurely clear PMSE from the 800 MHz band would disrupt the
PMSE sector, particularly travelling productions that need to use more than 8 radio microphones. The need
to swap equipment as they move from venue to venue as dictated by having to adapt to the variation in
frequency allocation will add to costs significantly and potentially render them financially unviable. We also
believe clearing the 800 MHz band of PMSE will threaten the availability of suYcient stocks of PMSE
equipment for the Olympic Games.

20. Whilst we do not believe that it would be possible to clear the 800 MHz band of PMSE by 1st January
2012 because of the timescales involved in the development, production and distribution of suYcient
equipment to re-equip the vast majority of the PMSE sector, the following conditions would help to expedite
the migration of PMSE:

1. Certainty about which interleaved frequencies will be available for PMSE use post-DSO—without
this certainty, manufacturers cannot develop, let alone supply equipment -and users cannot
determine their needs

2. Ensure that funding provided to those eligible covers the full costs of replacing all existing
equipment that will be rendered redundant as a result of DSO/DDR with like-for-like alternatives,
including that which tunes to channels 31–37 and 61–68 as well as 69. This will help to ensure that
equipment owners can aVord to replace existing equipment. If PMSE users can aVord to replace
existing equipment and funding is provided upon approval, this will stimulate manufacturers in
terms of commercial imperative and help facilitate an early migration, but also early preparation
for the migration (ie users will have the equipment ready to use at the time the spectrum becomes
available to the extent that it can accommodate their operational needs).

3. Maximise the availability of channel 38 as soon as possible (as availability of channel 38 is
increased, it will become more suitable to meet PMSE users operational needs and hence increase
the proportion of users who would be willing to migrate).

4. Ensure that there is a reasonable period of dual like-for-like availability of (a) channels 69 and
38 and the (b) pre-DSO and post-DSO interleaved spectrum. Without this dual-availability, there
is a considerable risk that manufacturers will experience order backlogs, thus increasing the risk
of regulatory and market failure. However, the need for dual availability could be lessened by
allowing equipment owners to stockpile replacement equipment and use existing equipment in the
meantime, which in turn would need to be facilitated by providing like-for-like funding upon
application.

5. Provide funding as soon as claims are approved (to facilitate early migration to channel 38 and/or
the post-DSO interleaved spectrum for those PMSE users for which this is convenient).

22 http://www.ofcom.org.uk/consult/condocs/800mhz/statement/clearing.pdf section 5.115
23 http://www.ofcom.org.uk/consult/condocs/800mhz/statement/clearing.pdf section 5.114
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6. Equipment that operates in the cleared spectrum must not be surrendered until replacement
equipment can be deployed in the same way.

7. The funding mechanism would need to be put in place as soon as possible.

8. Consideration of direct capital injections to manufacturers to ensure that they have the resources
to develop and produce suYcient equipment to replace all that will be aVected.

9. Security of tenure in those frequencies until at least 2026. Certainty increases the incentives to
invest in, develop and produce more eYcient applications for the mass market that operate on
channel 38 and the post-DSO interleaved spectrum. It will also increase innovation, which will lead
to more eYcient use. In this regard, we would recommend allocating channels 38–40 for PMSE use
on a more favourable basis than “secondary use”.

10. Licensing arrangements for channels 38–40 must mirror current arrangements for channel 69, the
licences for channels 38–40 must not be any more expensive than those currently issued for use of
channel 69 and users should not be required to purchase a channel 38 licence until channel
69 expires.

“Cognitive” or “White Space” Devices

1. “Cognitive” or “white space” devices pose a diVerent problem for PMSE. They are being touted by
companies such as Google, Dell and Microsoft as a new communications technology that could be used for
mobile internet access without a requirement for a wireless telegraphy licence. The main concern for the
PMSE sector with regard to these applications is that it has been proposed by Ofcom, as supported by the
Government, that they will use those frequencies due to be reserved for PMSE.

2. In respect of “cognitive” or “white space” devices, the Digital Britain Report stated the following:

(a) “a number of companies have argued that the so-called wireless white spaces (interleaved
spectrum) provide an opportunity for exciting new wireless services such as enhanced wi-fi in the
UK. These have potential in rural areas to deliver broadband connectivity.”24

(b) “There is broad agreement that the opportunities oVered by cognitive devices should be further
explored, although there are concerns about the scope for interference to licensed users operating
in and around the interleaved spectrum and ongoing questions about technical constraints. Whilst
recognising those concerns, the Government also believes that there are significant opportunities
for innovative services to be delivered, that would further the achievement of Digital Britain.”25

(c) “The Government will therefore encourage Ofcom to carry out the necessary technical work and
testing to establish the parameters for use and will support Ofcom to achieve the international
harmonisation that is required.”26

3. Ofcom concluded a consultation process in the Spring of this year on licence-exempting cognitive
devices using interleaved spectrum.27 PMSE applications such as wireless microphones have been deployed
in the interleaved spectrum for decades and are essential for the production of live and recorded
entertainment including the Performing Arts, Broadcasting, News Gathering, Film and Independent
Production, Corporate Events, Concerts, Night Venues and Sports Events.

4. Any interference with PMSE applications will disrupt content production at its live source. As a
consequence of this interference, the value and benefits this content would normally generate through its
consumption via a variety of media and exposure to a much wider audience will be significantly reduced or
lost at the beginning of the value chain. Moreover, any interference, however short in duration and
irrespective of whether it is transient, to PMSE applications is harmful, particularly for live professional
performances. No audio distortions or disruptions are acceptable to contemporary audiences.

5. Whilst we accept that, in principle, any device which definitively does not and will not cause any
interference to licensed users should be able to use the same spectrum as those licensed users on a licence-
exempt basis, we have severe reservations that any form of cognitive device will be able to meet these
conditions. Indeed, cognitive devices could destroy the PMSE sector’s ability to produce content unless it
can be guaranteed that they can not, and will not, cause interference to licensed PMSE users of the radio
spectrum under any circumstances. We do not believe that it is possible to provide such a guarantee.
Cognitive devices are unproven and have failed repeatedly to detect and avoid interfering with PMSE,
specifically wireless microphones, as evidenced by the tests carried out by the FCC.

6. Ofcom must take these points into account when considering whether cognitive access to the
interleaved spectrum should be permitted at all. Based on current evidence, it will risk devastating live and
recorded content production without guaranteeing any discernible benefits to citizens and consumers of the
UK. Further risks are that (1) devices that do not meet the requisite technical specifications may be used in
the UK nonetheless or (2) the devices could be adjusted28 to remove the interference-protection functions.

24 Digital Britain Report, page 80
25 Digital Britain Report, page 81
26 Digital Britain Report, page 81
27 http://www.ofcom.org.uk/consult/condocs/cognitive/cognitive.pdf
28 In a way analogous to mobile phones being ‘unlocked’
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7. In light of these risks, we believe that Ofcom must consider restricting cognitive devices to bands where
there are no incumbent PMSE applications; whilst we do not believe (and indeed current evidence suggests)
that they can coexist with existing radiomicrophones and other short-range licensed wireless devices,
deployment in alternative available bands will not preclude future coexistence with new technologies or
applications.

8. If Ofcom do insist on allowing cognitive access to the interleaved spectrum, they should not squander
the benefits of PMSE and DTT to UK citizens and consumers by setting weak interference prevention
standards and allowing a flood of inexpensive devices to enter the band that will likely interfere not only
with incumbent services, but also with each other.

25 September 2009

Memorandum submitted by British Sky Broadcasting Group Plc (“Sky”)

1. Introduction/Overview

1.1 Sky welcomes the opportunity to contribute written evidence to the Business and Enterprise Select
Committee’s inquiry into Broadband Speeds. Sky operates the most comprehensive multi-channel, multi-
platform television service in the UK and Ireland and through our investment in broadband Sky has helped
to make the internet aVordable and accessible to our 2.2 million broadband customers.

1.2 We agree that the economic and social benefits of a digitally connected nation are considerable.
Communications providers have played a central role in the development of broadband in the UK and will
continue to do so based on the fact that they have the commercial incentive, customer relationships and
marketing expertise to make broadband accessible and relevant to people’s everyday lives. It is therefore
unfortunate that in considering the future of communications infrastructure, the Government’s Digital
Britain Review, paid insuYcient attention to the role of the market in driving infrastructure investment.

1.3 Universal access to current generation broadband and the delivery of fibre to the home require quite
diVerent considerations and approaches. Current generation broadband is successfully delivering the
applications and services that millions of customers wish to use and pay for. Competition has successfully
driven investment in broadband, achieving 99% availability. Now that the limits of demand and supply are
known it makes sense for Government to take steps to ensure 100% coverage. Given this, achieving universal
access to current generation applications and services through a 2Mbps service commitment will be
relatively straight forward and cost eVective.

1.4 However, arguably of greater importance are the 40% of people who have thus far chosen not to take
up broadband. The market has driven take-up exclusively, with ISPs competing to oVer the most attractive
service to customers. Any intervention that reduces the attractiveness of existing services to the benefit of
next generation infrastructure is likely to harm take up, with broader economic and social consequences.

1.5 Delivery of NGA is at a much earlier stage than current generation broadband and the technology,
applications and demand are as yet unknown and untested. It is important that the Government allows the
market time to experiment with supply and demand in order to understand how and the extent to which it
will deliver NGA, just as it did with current generation broadband. Given the potential for premature state
intervention to deter commercial incentives and to result in misallocated investment, large-scale public
intervention can not be currently justified.

1.6 Moreover, the Government’s proposal to tax telephone lines in order to fund roll out of NGA is
flawed and regressive as fails to take into account income or ability to pay. It may also lead to increasing
numbers of people abandoning landlines altogether, making it harder to achieve high rates of fibre
penetration in the future.

1.7 At the present time Government would be better focused on helping to improve the economics of roll
out and stimulate demand by removing supply-side barriers such as opening up access to ducts and poles
and ensuring that processes at a local level are consistent and straightforward.

2. Is the target for universal access to broadband at a speed of 2Mbps by 2012 ambitious enough?

2.1 Sky is broadly supportive of the principle behind the Government’s universal access objective.
Greater access to digital communications, including television, broadband and mobile services, will play a
major part in driving the UK’s economic performance in the coming years and will bring significant benefits
to the whole of society. Nevertheless we believe that universal access to broadband can only be achieved
through a dual focus on availability and take up. It is important that the debate about appropriate line speed
levels does not overshadow the real challenge of making the internet relevant to all through innovative
services and content.
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Speed

2.2 Given the current level of consumer demand for high speed applications and broadband technology
a 2Mbps universal broadband objective represents an appropriate and achievable public policy objective.
For example, other than high definition video no other widely used applications are currently contingent
on more than 2Mbps. Furthermore, the 2Mbps commitment can largely be met by relatively cost eVective
improvements to DSL (for example improvements to in-home wiring), mobile broadband infill and in some
places satellite. Raising the target speed would require significantly more expensive solutions, such as fibre
to the home, and represent an unnecessary cost burden, particularly as the highly competitive broadband
market is already developing solutions which improve broadband speeds over DSL. For example BT
recently announced the launch of its speed booster pack, which customers can install to reduce the impact
of electrical interference, as well as plans to increase the reach of its fast copper network (ADS 2!), which
oVers speeds of up to 24Mb per second, over the next two years.

Take Up

2.3 Universal access to any speed of broadband will be meaningless unless people wish to make use of it.
Around four in 10 households today do not yet have broadband, and the evidence is that for a majority of
these it is because they do not see the relevance to their lives of having access to the internet at home. In
comparison to the 40% of households who chose not to take broadband, less than 1% cannot get broadband
at all, and only a few percentage points receive less than 2Mbps.

2.4 It is therefore important that the drive towards universal access does not focus solely on delivering
100% availability at the expense of the continuing expansion of take-up. The market has been central to
driving broadband take-up in the UK with ISPs competing to oVer the most attractive service to customers
and there is every indication that this will continue to be the case as long as the right conditions are in place.

3. Is the Government right to propose a levy on copper lines to fund next generation access?

It’s An Unfair, Regressive Tax That Will Have Unforeseen Consequences

3.1 Sky has a proven track record of successfully harnessing technology to provide our customers with
the innovative services they want and we therefore recognise the exciting potential that next generation
broadband oVers. Nevertheless we believe that the proposed tax to fund NGA roll out is flawed and
regressive. It eVectively penalises the one consistent driver of technological progress, namely the consumer,
whose demand for services will ultimately drive the development of high-speed broadband. It also ignores
the extent to which the communications market is already developing and competing to meet their needs.

3.2 The premise behind the tax is flawed on a number of levels:

— In proposing a tax on landlines the Government has failed to recognise the reality behind the
overall fall in the cost of telephony for consumers. While competition has driven down the price
of call charges, line rental prices—to which the tax would apply, have consistently risen over time.
For example BT’s line rental charge increased from £10.50 in April 08 to £11.25 in April 2009.

— Furthermore, there is a risk that intervention in such as fast changing sector could result in
unforeseen consequences and distortions. For example, the tax may drive more people away from
fixed line telephony altogether making it harder to achieve widespread access to fibre as landline
use becomes redundant. The Committee may wish to examine the trend in the USA where reports
have suggested that around 700,000 people a month are abandoning their fixed line altogether and
analysts estimate that 25% of households rely entirely on mobile phones. According to Ofcom, in
the UK 12% of the population already do not have a fixed line and have come to rely on and expect
mobile telephony to deliver what they want.

— As a flat tax it is hugely unfair as it takes no account of income or ability to pay. Fixed lines are
disproportionately relied upon by the poor and the elderly who are also least likely to want fibre
in future. As a further consequence any such tax is likely to undermine take up amongst the very
groups that the Government have sought to prioritise.

3.3 Given that it is an unfair and regressive tax we believe that we should be transparent with our
customers and in the event it being introduced we will split out the additional cost of the tax in their bills.

4. Will the Government’s plans for next generation access work?

4.1 Sky does not believe that there is enough clarity over the likely extent of market provision of NGA
to know whether large-scale public intervention is justified. As such, we support the conclusion of the Caio
Review that for now there is no clear market failure warranting public intervention in the provision of NGA
infrastructure.

4.2 The Government has already concluded where the market cannot and will not deliver NGA. This is
somewhat premature considering the fact that vigorous competition between communications providers has
resulted in the successful delivery of current generation broadband and is already stimulating market
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experimentation with next generation technology and applications. The Government has based its plans on
an assumption that NGA will only reach two-thirds of the country but while the market is at such an early
stage of development it is impossible to reliably gauge where the limit lies. For example:

— Levels of demand are unknown while suppliers experiment with levels of demand, services and
price points. For example, since Virgin Media launched its 50Mbps service there has only been
3 percentage point rise, year on year, in the proportion of customers taking their 20Mbps or
50Mbps broadband packages and they are continuing to experiment with pricing and services,
cutting the cost of the 50Mbps service from £35 to £28, to establish what customers want and how
much they are willing to pay for it.

— Similarly the cost of roll out remains uncertain as technology is evolving all the time. In basing its
assessment of market reach on BT’s cost analysis the Government failed to acknowledge the
dynamic nature of the economics of roll out which are continuing to improve. For example
developments in “micro-trenching” techniques have reduced the average cost of laying fibre dig
from £75–£100 per metre to £30–£40 per metre. The supply-side measures highlighted in the Digital
Britain report, such as enabling delivery of fibre over poles, could also have a major impact on the
costs and extent of market roll out.

4.3 The actual limit of market reach will come where revenue and cost lines cross and as fibre is deployed
over the coming months and years we will learn more about what people want and how to best to deliver
it. Given there has been no major change in the applications used in countries where fibre infrastructure
already exists there is no evidence that it will be economically disadvantageous to allow the experimentation
process to happen. Indeed, it is likely that there will be greater benefit in using the knowledge and experience
gained from market experimentation to ensure that the most cost eVective, future proof, technologies are
used in future fibre investments.

4.4 While industry is in this developmental phase, public intervention in the market—or even the
possibility of it—could chill private investment. There is a real danger that the deployment of public money
could distort incentives and be wasted by funding investment that would otherwise be made by the private
sector. Furthermore, experience also suggests that as soon as subsidy is introduced it becomes self-fulfilling
as investment decisions are made on the basis of what the state will pay for. The large investments that
underpin the vigorous competition between value based telecoms and LLU operators on service and price
has only been possible on the back of a stable regulatory and political framework and as such any
unwarranted or premature government intervention in NGA is likely to undermine future market
confidence to invest.

The Role For Government

4.5 The economics of market roll out will be helped enormously by removing the supply-side factors
which currently discourage investment. The current consultation on the relaxation of regulation on the
deployment of NGA via overhead lines is a helpful step and the Government should also continue to look
at the other factors which could stimulate further investment such as providing business rate certainty for
fibre assets.

4.6 Initiatives at a regional and local level will also help improve the economics and reach of NGA. As
the Digital Britain report highlights there are a growing number of local authorities who, in conjunction
with their Regional Development Agency, are developing plans to facilitate NGA in their areas. For example
councils in SheYeld, Barnsley and Rotherham have come together with Yorkshire Forward to create the
South Yorkshire Digital Region through which they intend to deliver FTTC. A plethora of other local
authorities and regions, including Cornwall, Bristol and Birmingham are also are also using seed-corn funds
from UK and EU grants to develop NGA projects. Government can further support these developments
by ensuring that an appropriate level of standardisation exists in order to ensure that planning and tendering
processes are as consistent and eYcient possible. For example the creation of standard tendering templates
and best practice guidance will help to simplify and speed up tendering and delivery times. Similarly the
aggregation of local demand, particularly from organisations such as schools, hospitals and doctors will also
help the development of local projects.

5. If companies are providing the speed of access which they promise to consumers?

Broadband Speeds Are Dependent On A Number Of Different Factors

5.1 Variations in broadband speeds occur as a result of a number of factors, some but not all of which
are within the purview of operators. Speeds are very much dependent on the technology used, for example
DSL line speeds can be aVected by line length and in-home wiring as well as contention and throttling within
the ISP’s network. Cable speeds can also be aVected by contention and throttling, as well as line sharing.

The Need For Transparency

5.2 Sky recognises that accurate information on speed is an important part of helping consumers to make
better, more informed decisions about broadband packages. We are fully supportive of Ofcom’s voluntary
broadband speeds Code of Practice and we aim to be open with customers and tell them in advance of
purchase what speed they can expect to receive with Sky, as well as providing them with the opportunity to
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check line speeds via sky.com at any time. We also believe that in the interest of consistency all providers,
including cable, should be included within Ofcom’s Code of Practice where they have to inform customers
at the point of sale of likely speeds.

5.3 Nevertheless while speed represents an important factor which influences customer choice, customers
also highlight the importance of receiving a stable, reliable service in line with their expectations. For that
reason Sky does not traYc manage speeds on the Sky network and we believe that this is diVerentiates us
from other provides, including BT and Virgin Media.

6. The extent to which current regulation strikes the right balance between ensuring fair competition and
encouraging investment in next generation networks?

6.1 The level of investment by communications providers in broadband today highlights the eVectiveness
of competition as a driver of investment. It is for this reason that we do not understand why the Government
has proposed giving Ofcom the additional primary duty to promote eYcient investment in infrastructure.
We believe that there is a danger that it might lead to Ofcom taking decisions that are not in the interests of
consumers or eVective competition.

6.2 The proposal is based on what we believe to be an unproven premise that competition in broadband,
as a result of LLU, has been so eVective it has driven down profit margins to such an extent that no money
is now left for investment in infrastructure for the future. There is in fact no evidence that this is what has
happened. Virgin Media and BT have both made very significant investments in NGA networks, in spite of
very uncertain demand and at a combined cost of over £1.5 billion. Sky itself is investing in its own Next
Generation Network and voice network. While regulation will be required to address the fact that there is
unlikely to be competition at the infrastructure level of the NGA market, as duplication of fibre networks
would be deemed commercially uneconomic, where competition is possible, in the downstream NGA
market, it will drive quality, innovation and lower prices to the benefit of consumers, just as it has in the
current generation of networks. As such the most likely outcome is that the new duties will detrimentally
skew regulation and result in consumers paying higher prices and unfairly benefit incumbent operators at
the expense of recent entrants

2 October 2009

Memorandum submitted by Broadband Stakeholder Group (BSG)

Introduction

The BSG welcomes the opportunity to input to the Committee’s inquiry into broadband speed.

The BSG is the UK Government’s leading advisory group on broadband. It was established as a cross-
sector government advisory group in 2001 to help the UK lead the G7 in broadband penetration and
connectivity. It provides a neutral forum for collaboration between organisations across the converging
broadband value-chain with the ultimate aim of helping to create a strong and competitive UK knowledge
economy. Further information about the BSG can be found at: www.broadbanduk.org

Is the target for universal access to broadband at a speed of 2Mbps by 2012 ambitious enough?

BSG supports the concept of a 2Mbps universal service commitment, however, it is important to be clear
on its objective, which is to achieve the universal availability of a minimum level of connectivity in a
relatively short time. The BSG’s chairman Kip Meek first proposed the idea of establishing a Universal
Broadband Commitment in a speech in October 2008,29 and the BSG has supported the Government’s
eVorts to develop this policy since then.

At a time when 17.3 million UK homes and small businesses30 are making regular and extensive use of
broadband it is appropriate to ensure that all households and small businesses, regardless of where they are
located, have access to a minimum level of broadband connectivity that enables functional use of today’s
generation of internet services.

In establishing what the minimum level of service should be a balance has to be struck between the
capability required and the cost of delivering that capability. In the BSG’s view setting the USC at 2Mbps
strikes that balance between cost and capability. Although it is lower than the average broadband speed
available today (4.1 Mbps31) it will provide a level of connectivity that enables functional use of the type
of basic online services that many would view as essential, and can be delivered at a reasonable and
proportionate cost. The higher the specification for the USC is set the more costly it will be to deliver.

29 BSG Chairman Kip Meek speech to BSG Autumn Reception, 14 November 2008, www.broadbanduk.org/content/view/
350/7/

30 Ofcom, http://www.ofcom.org.uk/research/cm/tables/q4 2008/
31 p8, “UK Broadband Speeds 2009”, Ofcom, July 2009.
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It is extremely important to recognise that the USC is intended as a floor, not a ceiling. In some instances,
where there are clusters of broadband not spots, it may be cost eVective to implement next generation
broadband solutions to meet the USC, with the result that consumers will get significantly faster broadband
speeds than the 2Mbps target. However this will not be possible in all instances as the technology solutions
available in each case will vary: the BSG believes that a mix of technologies, including fixed wireless and
satellite will be required to deliver the USC.

Further measures will be required to meet longer term ambitions to deliver universal availability of next
generation broadband and these are discussed in more detail below. However, given the high level of
broadband adoption and use that we see today it is appropriate that short term action is taken now to ensure
the universal availability of basic broadband. The 2Mbps USC is an appropriate and proportionate response
to that challenge.

Is the Government right to propose a levy on copper lines to fund next generation access?

The transition to next generation broadband is now underway in the UK. Virgin Media’s 50Mbps service
is now available to approximately 48% of homes, and Virgin Media expects to make higher speed services
available in these areas in the future using DOCSIS 3.0 technology. BT has now started its deployment of
fibre to the cabinet (FTTC) and currently plans to make its 40Mbps service available to 40% of UK homes
by 2012. We are still in the early stages of next generation broadband deployment both in the UK and in
other markets, however, and take-up is still relatively low. This is likely to increase over the next few years,
driven in part by the emergence of new online services and applications, although the pace of take-up is
uncertain.

In 2008, the BSG published a detailed study on the costs of deploying fibre based next generation
broadband in the UK.32 This study provided a detailed analysis of the way in which deployment costs vary
in diVerent areas and highlighted the way in which costs rapidly increase outside higher density areas.

The research found that fibre deployment costs will be relatively constant across areas with higher
population densities. This implies that, if a commercial case for deployment exists at all, then the market
should, in time, be able to deliver to approximately two thirds of the UK population. Beyond that point,
the costs of deployment to the final third of UK premises will be significantly higher, making commercial
deployment progressively more diYcult. However, deployment costs may fall over time and the business case
for investment in more rural areas could prove to be more positive, if demand proves to be stronger than is
currently predicted. Moreover, wireless and satellite technology could have a significant role to play in
providing higher quality connectivity. BSG is currently considering undertaking further research on the costs
and capabilities of wireless and satellite networks in the near future.

While it is possible to conclude that due to the high costs involved, the market is unlikely to deliver
universal access to next generation broadband without some form of additional support, and it is not
possible to predict with certainty at this stage exactly how far the market is likely deploy in practice. This
is not a situation that is unique to the UK, but a reality that is facing policy makers and regulators around
the world.

This raises three questions for policy makers:

1. Does this matter? Are there likely to be any negative consequences from a growing divergence
between the capability of broadband services available in urban areas and those available in rural
areas, in either the short or long term?

2. If it does matter, what action should government take and when should it take it?

3. If public funding is required, what mechanism should be used to make that funding available?

Most BSG members agree that disparities in the quality of broadband services available in urban and rural
areas will have negative implications in the long term, as shown by the general consensus that it is important
to make 2Mbps broadband available to all UK households. However, views vary on when it will be necessary
to take action in respect of higher speed broadband and NGA, what form that action should take, and how
it should be funded.

Those sceptical about the need for immediate action argue that:

— the UK like most other countries is still at a relatively early stage in the deployment of next
generation broadband and that the likely extent of market-led deployment is still unknown;

— therefore, there is a high risk of public money crowding out private investment with the
consequence that (a) public money is wasted investing in areas that private investment would have
provided and (b) NGA roll-out will be delayed

— expenditure of £1 billion to upgrade the network would be a poor use of public money especially
given that the services and applications likely to be enabled by next generation broadband are still
largely undefined, and therefore cannot yet be considered essential;

— and as a result intervention at this stage would be premature.

32 “The costs of deploying fibre-based next-generation broadband infrastructure”, Analysys Mason for the BSG, September
2008.
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They also argue that the levy itself would be a regressive and unfair tax and act as a disincentive to
broadband take-up for those consumers for whom the choice of whether or not to subscribe to a broadband
service is a marginal decision. There is also a concern that government would not be able to suYciently ring-
fence the fund created by the levy given the pressures on the public finances.

Those in favour of intervention on the other hand argue that:

— it is clear that commercial deployment won’t extend into rural areas and that recent analysis of the
high capital costs of deployment make it possible to identify what the likely extent of market-led
deployment will be;

— there is growing international consensus on the social and economic benefits likely to accrue from
next generation broadband deployment;

— any potential economic ineYciencies associated with intervening now would be outweighed by the
benefits of achieving timely ubiquitous availability;

— given the very long lead times required for policy development and scheme implementation it is
better to plan now while there is still time, rather than to act in haste later when the problem
becomes more manifest; and

— action is required now to ensure timely provision rather than waiting until those living and working
in these areas become seriously disadvantaged.

Whilst many of those in favour of intervention believe it would be better to fund that intervention through
direct taxation, the levy is regarded as a novel but proportionate mechanism to address this issue that reflects
the wider pressures on public expenditure.

Will the Government’s plans for next generation access work?

Should the levy be introduced and the Final Third Project go ahead, careful thought will be required as
to how it is implemented.

The Government has proposed establishing a Network Design and Procurement Group (NDPG) to
oversee the implementation of the Final Third Fund. While it is appropriate that this detailed
implementation work be done at arm’s length from government, it is important that the NDPG should not
be developing policy, which must remain the role of government. It is also important that this new body
draws on the full range of relevant stakeholder experience in this area as it develops its thinking. The
approach of the NDPG should not leave the final 10% of UK homes unaddressed and digitally excluded.

The central idea of the Government’s approach is that the final third fund should be available to provide
a top up subsidy to support deployment in rural areas. The NDPG will have to determine which areas will
qualify for the subsidy; what scale of subsidy will be provided in any given area; and how these procurements
are presented to the market. In each case it will be necessary to ensure that the potential for market
distortions is minimised, a technology neutral approach is adopted, value for money is ensured and that
intervention achieves the best long-term outcome for the UK’s communications infrastructure. It will also
be necessary to consider the role for alternative wireless or satellite solutions in providing service to those
homes where the cost of fibre deployment is prohibitive.

This will not be a straightforward process and the scheme design process will need to be extremely
thorough to ensure the right approach is developed. The NDPG’s proposals should be consulted upon in
detail before any procurement is undertaken. Time should be taken to get this right.

As explained above views diVer as to whether the proposed levy is the right mechanism to fund next
generation broadband deployment in rural areas. However, we do believe that public funding will be
required at some stage if next generation broadband services are to be universally available. If and when
such an intervention is made, and regardless of the funding mechanism chosen, the Government must at
that stage ensure that it clearly explains to citizens its rationale for intervention and the benefits they are
likely to derive in the long-term.

The BSG also advocates addressing both the demand and supply sides of this challenge. The Government
has recognised the importance of this through its Digital Participation agenda for current generation
broadband. It will be important that similar activities and focus are provided to developing the demand side
for next generation broadband in areas where the Final Third Project will be supporting the delivery of
superfast broadband services.

The Digital Britain Report also set out the Government’s proposals to bring forward the release of
spectrum that would provide improved mobile broadband capacity. The BSG supports this objective, and
of the work of the Government’s Independent Technical Arbiter, as they seek to find a solution. Mobile
broadband, particularly the next generation of mobile broadband, will be an important competitive driver
in the market for fixed line services. Furthermore, increased wireless capacity will be an important
complement to next generation broadband in the future.
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The Government has also committed to reviewing the regulations regarding the overhead deployment of
communications cables. According to the BSG’s analysis, removing the restrictions facing the deployment
of overhead cables could provide some benefit in terms of cheaper deployment to investors.33 The
Government’s task will be to assess the demand for this from operators, and to balance any possible benefits
with the dis-benefits associated with overhead cabling. BSG consider that this is worth exploring, and will
support the Government’s eVorts to explore this further.

In the Digital Britain Report the Government committed to providing investors with greater clarity
regarding the non-domestic rating of fibre assets. This was initially undertaken through a seminar facilitated
by the BSG.34 As a result of this seminar, the BSG is now working with the Valuation OYce Agency (VOA)
to provide greater certainty regarding the treatment of fibre assets with the development of a range of
deployment scenarios that the VOA will provide an indicative approach to. The government supports this
work, which should provide investors with greater clarity as to their liabilities under the rating system.

The Government is also supporting the COTS Project (Commercial, Operational and Technical
Standards for Independent Local Open Access Networks), a BSG-led and facilitated project that is seeking
to develop a harmonised approach to support the delivery of broadband services regardless of the ownership
or operation of the underlying infrastructure.35 The outcome of this project should enable new entrants to
the market to provide next generation broadband, particularly in areas the market would otherwise not
serve, and provide consumers with an equivalent choice of services to those available elsewhere.

An area where the BSG feels there is need for more work to be undertaken, and which was not discussed
in the Digital Britain Report, is access to passive infrastructure. Although there is still considerable
uncertainty about the potential impact that passive infrastructure sharing might have in practice the BSG
believes further work is required to examine the underlying technical, operational and commercial issues to
identify whether the sharing of passive infrastructure such as ducts could play a significant role in increasing
the scale, pace and reach of next generation broadband in the UK. The BSG is undertaking further work
with industry stakeholders to examine this, building on the work undertaken for Ofcom by Analysys Mason
that set out some of the barriers to the use of duct access.36

Are companies providing the speed of access that they promise to consumers?

Broadband is a diYcult service to market. Due to the nature of the underlying technology, it is technically
diYcult for ISPs to provide complete assurance about the quality of any particular line and the broadband
speeds that can be delivered over that line. Some ISPs have marketed their products on the basis of ‘up to’
speeds. Although this caveat is understood and accepted as reasonable by many consumers, it has led to
growing dissatisfaction on the part of some consumers whose lines are performing at a level considerably
below the advertised up to speed.

Broadband speeds are impacted by a range of factors that are not under the control of an ISP; these
include: cross-talk on lines; electrical interference; in-home wiring; and PC specification. There is an even
greater range of factors that impact on mobile broadband speeds. However, there are factors that are within
the control of service providers, such as contention ratios and traYc management policies.

The key to resolving this issue is to ensure that ISPs strive to provide clear and accurate information to
consumers so that they are fully informed and have an accurate expectation of the service they are paying
for. The Ofcom Voluntary Code of Practice on Broadband Speeds is extremely useful in this regard, as is the
Mobile Operators Good Practice Guidelines.37 However, given the complexities of the underlying
technology this is likely to remain a diYcult issue. Continued oversight from Ofcom is required to ensure
that the industry is doing all it can to provide accurate information to consumers.

To what extent does current regulation strike the right balance between ensuring fair competition and
encouraging investment in next generation networks?

Competition and investment are by no means contradictory objectives. The UK communications sector
has witnessed large scale investment from a wide range of market players since it was first deregulated in the
1980s. Competition has been and will remain in the future the critical stimulus that drives long-term
investment in new communications infrastructure and services.

That is not to say however, that there are not occasions where the interests of competition and investment
diverge. There are instances where short-term competition concerns compete with longer-term investment
needs and in these instances careful trade-oVs have to be made.

33 pp 61-62, “The costs of deploying fibre-based next-generation broadband infrastructure”, BSG.
34 BSG Workshop with the VOA, 20 April 2009, www.broadbanduk.org/content/view/369/50/
35 For further information please see www.broadbanduk.org/cots
36 “Telecoms infrastructure access—sample survey of duct access”, Analysys Mason for Ofcom, March 2009.
37 “Voluntary Code of Practice: Broadband Speeds”, Ofcom, June 2008; “Principles of Good Practice for selling and promoting

Mobile Broadband”, Mobile Broadband Group, June 2009.
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In practice Ofcom has had to balance the needs of investment and competition since its inception. Ofcom
has always argued that a requirement to ensure eYcient and timely investment was implicit in its existing
duty to ensure a wide range of electronic communications services is available throughout the UK and in
the requirement to further the interests of the citizen (which were generally interpreted as being more long-
term) as well as the consumer (whose interests can be regarded as more short-term).

Ofcom undertook a lengthy process of reviews and consultations before producing its statement on
superfast broadband in March 2009. Much of that consultation process was focused on striking the right
balance between investment and competition to achieve an overarching aim for “consumers and citizens to
benefit from timely investment, competition and widespread availability.”38 Whilst views will diVer between
commercial players as to whether Ofcom has got that balance exactly right, the response to the statement
in general was positive.

About The BSG

The BSG is the UK Government’s leading advisory group on broadband. It provides a neutral forum for
organisations across the converging broadband value chain to discuss and resolve key policy, regulatory and
commercial issues, with the ultimate aim of helping to create a strong and competitive UK knowledge
economy.

The BSG’s diverse network includes telecoms operators, manufacturers, investors, ISPs, broadcasters,
new media companies, mobile operators, content producers and rights holders, as well as government
departments, Ofcom, Regional Development Agencies, devolved administrations and others.

September 2009

Memorandum submitted by BT

1. BT is pleased to provide these comments on the questions raised by the Committee around the topic
of broadband speed and related matters. There is no doubt that the communications sector has a vital role
to play in helping the UK sustain its position as a leading digital economy and society.

2. The Government’s Digital Britain Report of 16 June sets out a broad range of proposals related to the
future development of the digital economy. BT is supportive of the Government’s plans in the area of fixed
network developments and is keen to work with others in pursuit of them.

3. This paper focuses on the questions the Committee has asked around the topic of broadband speed.
In doing so we touch on some of the related issues covered in the Digital Britain report itself, but this input
does not constitute a response to that report. We would, of course, be happy to elaborate on any of the topics
if the Committee wishes.

Question 1: Is the target for universal access to broadband at a speed of 2Mbs by 2012 ambitious enough?

4. Achieving universal access to broadband at 2Mbs by 2012 will require significant investment using a
mix of technologies and a considerable planning eVort. The role of the proposed Network Design and
Procurement Group will clearly be a key factor in achieving the most eYcient use of the planned £200 million
in public funds to support the commitment and we await further details of how this new body will operate.

5. When achieved, this availability of a 2Mbs service would represent a threshold minimum access entry
to enable people in some two million households that are currently unable to achieve broadband at such
speeds to benefit from a full range of services beyond general internet browsing and email, such as faster
music downloads, BBC i-Player, and real time standard definition TV streaming (eg BT Vision on demand
and the proposed Canvas joint venture involving BT, BBC, ITV and Five). These are the services that will
drive demand and are all made possible with a 2Mbs link provided it is stable, consistent and
uncontended.39 Of course, many customers already enjoy speeds much greater than this and consumer
behaviour and demands will change over time. Expectation over what constitutes an essential minimum
speed is likely to evolve.

6. BT is continuing to develop the technology that lies behind existing broadband, and has recently
announced details of a trial at eight locations across the country of its Broadband Enabling Technology
(BET), which delivers broadband (with a minimum downstream speed of 1Mbs) over much longer distances
than has been possible previously. This could play a major role in delivering broadband to current “not
spots”—ie homes that are currently too far away from their local exchange to receive a broadband service.
The cost of providing 2Mbs service to the last few customers would be prohibitive and make the achievement
of 100% coverage highly unlikely. However, if there is funding to help meet the additional costs involved in

38 “Delivering superfast broadband in the UK”, Ofcom Statement, March 2009.
39 Contention in the access layer, where multiple customers share an access link resulting in lower speeds at busy times, is

generally a feature of the cable and mobile access technology. ADSL is typically un-contended at the access layer, whereas
cable TV is contended within the local access link and mobile and satellite access services are contended across all customers
within the given mobile footprint.
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deploying the technology, BET could oVer a reliable and cost-eVective solution to assist the Government’s
ambition of delivering a minimum 2Mbs service to virtually all UK homes by bonding two copper lines over
BET wherever possible.

7. This Universal Service Commitment forms part of an ambitious set of measures to improve digital
inclusion and participation across the UK. It compares favourably with initiatives elsewhere in Europe.

Question 2: Is the Government right to propose a levy on copper lines to fund next generation access?

8. The move to next generation access, which in practice means the move to the installation of fibre, as
a means of providing for even faster broadband speeds in the future, is now generally seen as a critical part
of the UK’s future economic and social well-being. In 2008, before the Digital Britain process itself started,
BT committed to investing £1.5 billion to make super-fast broadband available to around 40% of the UK
(10 million homes and businesses) by 2012. This is the UK’s biggest single investment in fibre broadband
and BT will oVer access to service providers on an open, wholesale basis thereby supporting a competitive
market in consumer services. Virgin Media have also committed to upgrade parts of their network to provide
significantly faster speeds to households within their network footprint.

9. The Government concluded in the Digital Britain Report that there is a case for public investment to
ensure that super-fast broadband is rolled out further and faster than would be feasible purely on
commercial grounds. We applaud this policy ambition since it is likely that such investment will be good for
the economy as a whole, including stimulation of the creative industries.

10. Most countries that have deployed fibre networks have either benefited from direct government
intervention in the form of loans and/or tax breaks or a very diVerent regulatory philosophy that recognises
platform based competition and the realities of wider converged communications and TV market. We have
always made clear that we believe in a pro-competitive approach and we are committed to oVering fibre
access on an open, wholesale basis, whilst acknowledging that this approach can make the business case for
rolling out fibre more challenging.

11. As with all revenue raising measures, there are always alternatives and this case is no exception. If the
policy ambition is for the UK to have fibre deployed further and faster than current commercial models
allow, then some form of catalyst funding from Government is necessary. We believe the policy ambition is
the right one, given the significance of high speed networks to economic and competitive growth and
strength.

Question 3: Will the Government’s plans for next generation access work?

12. The UK must have a world-class communications network in order for the economy to remain
competitive and succeed in the challenging environment that will follow the current financial diYculties. It
is essential for the UK to have appropriate regulatory conditions if companies are to be encouraged to
commit to the significant investment in next generation access that is needed.

13. We have already announced that we will invest £1.5 billion in rolling out super-fast broadband to
around 40% of the homes and businesses in the UK by 2012. This does not represent the limit of our
ambitions in this area, but it does show the extent to which there is a major gap to be bridged between our
aspiration to go further and commercial realities. Whilst we would expect to see the gap close over time and
more investment made, experience elsewhere suggests that significant public funding can be a helpful and
in some areas a necessary stimulus to infrastructure investment and associated economic development and
growth. We cannot be sure that the Government’s plans will be 100% eVective in delivering the outcomes
being sought but they are surely worth pursuing given the UK’s strong established position on broadband
investment and take-up.

14. NGA infrastructure requires significant investment and the returns are as yet uncertain. Some have
suggested that there should be a requirement to provide so-called “passive” services, whereby the wholesale
service takes the form of access to a network element such as duct, or dark fibre ie without any enabling
electronics attached. A requirement to provide “passive” services would make it more diYcult for any
existing network operator to justify the investment case. This could jeopardise the Government’s hopes for
Digital Britain. Instead, we believe that whoever deploys an NGA infrastructure should make available
from it appropriately priced wholesale active line access services on a non-discriminatory basis, using
industry standard interfaces. In this way the Government can ensure the continuation of the competitive
landscape that has made the UK a world leader in broadband availability today.

Question 4: Are companies providing the speed of access which they promise to consumers?

15. Ofcom has recently published a report on its research into broadband speeds for the six months to
April 2009. This shows that on average customers are receiving 4.1Mbs as against an average headline speed
of 7.1Mbs. BT’s standard oVering currently is of up to 8Mbs and we are making even higher speed
broadband available over copper using ADSL2! technology. This new service, which will increase average
speeds by up to three times what is possible now over copper, is currently available to 40% of the UK. By
the spring of 2010, this availability will rise to 55% and, subject to market demand, to around 75% of the
UK by the spring of 2011.



Processed: 16-02-2010 21:41:44 Page Layout: COENEW [E] PPSysB Job: 441268 Unit: PAG1

Ev 74 Business, Innovation and Skills Committee: Evidence

16. BT believes that customers should know what they are getting when they sign up for broadband. We
believe in total transparency for the customer and, therefore, provide a customised speed estimate on their
lines to consumer customers before they sign up for broadband from us. It is, of course, impossible for BT
or any other ISP to guarantee speeds since these will depend on a number of factors, including home wiring,
the number of customers accessing broadband at the same time, etc. All networks operate on the basis of
shared resource amongst customers and at peak times speeds will be slower than at quieter periods. A simple
analogy is that the average speeds possible to achieve when driving on motorways reduces during “rush
hour” as the motorway lanes become congested.

17. It is also important to remember that speed using DSL technology is a function of line length and line
quality. BT has been at the forefront of technological improvements over many years that have seen
broadband extended to ever greater distances from exchanges, bearing in mind also that the key
measurement is line length and not distance from the exchange as the crow flies. The new trials of BET (see
para 6 above) are but the latest manifestation of this technical evolution.

Question 5: To what extent does current regulation strike the right balance between ensuring fair competition
and encouraging investment in next generation networks?

18. A regulatory regime to reflect the dynamic competitive market we have in the UK, to provide the right
framework for that competition to flourish, and to encourage the level of investment needed to keep the UK
as a leading digital economy, should embrace some basic principles:-

— wholesale access to enduring bottleneck facilities, focussing on the deepest levels of network
infrastructure where competition is economic and sustainable

— a level playing field between market participants

— technological neutrality

— rates of return that reflect the investment risk involved

19. Regulation must be forward-looking and should reflect the reality of the wider converged
communications market rather than a narrower focus on traditional telecommunications. To do anything
else would be to misunderstand the way that technology and markets have changed and will continue to
evolve. The UK has led the way in developing competition between service providers, who vie with each
other to oVer consumers innovative, value for money packages. But we have reached the stage now where
this needs to embrace the convergence of fixed, mobile and broadcasting markets, rather than treating each
of them individually. Technology now allows, and customers demand, a new way of consuming services that
does not recognise these outdated market distinctions, and the regulatory environment needs to keep pace
with this fundamental change.

20. As an example, we are, therefore, encouraged that Ofcom’s long drawn-out investigation into the pay
TV market has concluded that competition and innovation have suVered as a result of Sky’s monopoly and
has published its proposed remedies for this distortion, requiring Sky to oVer its premium channels in the
wholesale market. The outcome of this consultation will impact on every consumer who would like a choice
of suppliers, lower prices and access to premium sports or movie channels.

21. However, it is very important that Ofcom stands by its plan to make a full set of channels available
and to set clear prices for them: competition will not be enabled if only a few channels are made available.
A successful conclusion to this consultation will send a very clear message to the industry and to users about
the way in which the markets have changed and about how things will develop in the future. In doing so,
they would provide a stimulus to innovation in applications and services and help to support the vision for
next generation access investment. In other countries, pay TV and access to attractive content have been
important drivers to facilitate investment in next generation access. At the moment, the UK is
disadvantaged in this respect by Sky’s continuing monopoly of such content. For example, Verizon in the
US deploy their FiOS fibre to the home service primarily to deliver their vertically integrated TV channels,
with 80% of the bandwidth on the resulting fibre service reserved for this video distribution service. Similarly
in Norway, the deployment of FTTH by local/regional electricity companies is largely funded by additional
revenues from the premium TV content packages oVered over the resulting service.

Question 6: Are there any other views stakeholders think the Committee should be aware of?

22. In all the talk about broadband speed and where the UK lies in comparison with other countries, the
underlying truth is that modern communications networks are vital to the economic and social well-being
of nations in the 21st century. They provide the conditions for countries to be competitive in the global
economy and they provide the framework within which competition and innovation can provide customers,
both businesses and consumers, with real benefit in terms of new services and value for money. This is not,
therefore, an academic issue for the UK and it is important for the current debate to focus on the facts about
the current situation as well as considering the more uncertain issues around how the future might unfold.

23. Operators around the world are investing in “super-fast broadband”—usually fibre—to provide
speeds in tens or even hundreds of Megabits per second. As mentioned earlier, BT plans to invest £1.5 billion
in fibre-based, super-fast broadband to as many as 10 million homes and businesses by 2012, and this will
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deliver services with top speeds ranging from 40-100Mbs with the potential for even higher speeds in the
future. BT wants to extend this coverage as far and as fast as possible, but the commercial case for doing so
at present is diYcult to make.

24. Identifying the services that will drive demand for super-fast broadband is, therefore, important and
as these develop then the commercial case will become easier. People have, for some time, talked about and
been searching for, the “killer application”—so far without success. But we can summarise some important
principles:-

— super-fast broadband and the increasing number of network-connected devices will move the
internet beyond the bedroom or study and into the main living spaces;

— modern communications are vital for economic and social reasons;

— video, in particular HD video, is a key application, requiring increased bandwidth for multiple,
concurrent users in the home to simultaneously see, hear, and share high quality content;

— community and social networking will become quicker, richer and more inclusive;

— there is already good social acceptance of new media and communications;

— IPTV (streaming and on-demand) will also be a primary application driver.

29 September 2009

Memorandum submitted by CBI

The CBI believes that Britain’s future competitiveness will depend on its ability to develop a world-class
digital infrastructure that promotes the fast and easy flow of ideas and information. We have strongly
supported the creation of a government vision to facilitate the move to an advanced digital economy.

In this response we argue that:

— It is vital that Britain has a strategy for the deployment of advanced digital communications.

— Broadband deployment should be market-led, with government acting as an enabler.

— To achieve a fully digital Britain, focusing on supply only is not suYcient. The Government has a
vital role to play in stimulating greater demand for ICT services, and must be ambitious about it.

Question 1: Whether the target for universal access for broadband at speed of 2MB/s by 2012 is ambitious
enough?

1. The Government’s Digital Britain (DB) proposals set out a vision of how the UK can move to a fully
digital economy. The Government’s ambition is for every household in the UK to have broadband access
at speeds of at least 2Mbps by 2012, provided through a mixture of fixed, wireless and satellite technologies.
Government is also looking to achieve a greater roll-out of high speed broadband (25Mbps or more) to cover
90% of the UK population by 2017.

2. The rollout of broadband in the UK over the last decade has been a success with the market delivering
services of at least 2Mbps to between 85 and 90% of premises. Moreover around 99% of premises can
currently receive some level of internet connection even if it does not reach a speed of 2Mbs.

3. The average speed currently experienced by consumers in the UK is 4.1Mbs per second 40 which makes
the USC speed of at least 2Mbps below the average at which most of the UK households operate, but still
among the most ambitious commitments in Europe. France is pursuing a similar goal but at a significantly
lower speed (512Kbps) and Germany is focusing on next generation broadband and targeting a more
selective group of users (50Mbps to 75% of the population by 2014), but has not committed to universal
coverage of broadband services. A relatively small number of countries have proposed more ambitious
universal commitments such as Finland which has proposed 100Mbps by 2014 as part of a long-term
strategy started in 2004. 41

4. The extensive roll out of current generation broadband in the UK means that the business case for
further deployment to the 10%–15% (approximately) of premises that do not currently receive 2Mbs is weak.
There is therefore a genuine issue about how to ensure those that do not receive any broadband, or have a
connection speed of below 2Mbs, have the ability to be part of a digital Britain.

5. Given the current state of the public finances, the CBI believes that government should not allocate
significant new public money for broadband delivery. Using a combination of funds released from the digital
switchover and some of the already announced Strategic Investment Fund enables the Government to
extend digital inclusion without committing significant new public funds. The Government should now act

40 “UK broadband speeds 2009: Consumers’ experience of fixed-line broadband performance” http://www.ofcom.org.uk/
research/telecoms/reports/broadband speeds/broadband speeds/broadbandspeeds.pdf

41 Finland’s National Broadband Strategy: http://www.laajakaistainfo.fi/english/index.php
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quickly to clarify the rules for the universal service commitment and to agree the release the funds from the
digital switchover programme with the BBC so that providers can begin delivering this commitment.
Importantly the Government should set out a service objective on a technology neutral basis to enable the
private sector to determine the optimal technology to meet the Government’s ambition. This is likely to vary
depending on the geography of the area in question.

6. The USC is designed to ensure that everyone has the ability to participate in a digital Britain. Therefore
it is necessary to address issues of take-up of internet services as well as access. The Government is placing
a great emphasis on infrastructure roll-out for approximately 10–15% of premises and an equal level of focus
must be given to the 25% (approximately) of households that can receive already receive internet access of
at least 2Mbs but choose not to take it up. The work of the Digital Inclusion Champion, the focus on ICT
skills, and improving the confidence of internet users will be very important to making this agenda a success.

Question 2: Is the Government right to propose a levy on copper lines to fund next generation access?

7. The majority of funding for next generation access should be provided by the private sector. It is
important to recognise that significant private sector investment plans for next generation broadband that
would cover about 50% of the UK population have already been announced. By July 2009 Virgin Media had
deployed fibre-based broadband of up to 50Mbs to 12.5 million homes and is piloting speeds of 200Mbit/s.
BT has announced a £1.5 billion investment to make super-fast broadband available to 40% of the UK by
2012. Research from the Broadband Stakeholder Group (BSG) shows that the market could, over time,
extend these services to cover approximately 60% of UK households. The primary role of government and
regulators must be to promote this private sector investment through an appropriate regulatory framework.

8. However, the remainder of the UK population, above the 60% population threshold, is the hardest to
reach and will prove the most costly. The cost of extending high speed broadband to cover all UK premises is
estimated to be around £5 billion for Fibre-To-The-Cabinet (FTTC), or £29 billion for Fibre-To-The-Home
(FTTH).42 Based on this analysis of the significant capital expenditure required together with the
uncertainty about the level of demand for high speed broadband makes purely private sector rollout to 90%
of premises look challenging in the medium term.

9. The Government proposes to bridge this gap through the creation of a Next Generation Fund financed
by a 50p levy on each copper line. It is estimated that this could generate around £150 million per year or
around £1billion over seven years43 to support wider roll-out of high speed broadband beyond what the
market is expected to provide. 44

10. Given the condition of the public finances, the CBI believes that this not the right time to invest
significant new public monies in high speed broadband so the Government was right to not make an
unfunded commitment in the Digital Britain report.

11. If the Government decides that some intervention is necessary to extend the roll-out of high speed
broadband further and/or faster than the market would deliver on its own, then it is right to look for creative
solutions as to how this could be funded.

12. It is not possible at the current time to conclude whether or not the 50p per month levy is the right
solution as there is insuYcient detail as to how it will operate in practice. Issues such the impact on business
consumers of telecoms, and how the proceeds of any levy would be used to support private investment in a
way that avoids market distortions, have not yet been fully articulated.

13. Finally, the Government must be careful to only intervene in areas where commercial investment is
unlikely in the foreseeable future. This is particularly diYcult as it is currently unclear how the market and
technologies will develop up to 2017. The Government should take every necessary step to ensure that it
does not intervene in areas where investment could be led by the private sector, or that it does not benefit
one type of technology over another, hence distorting the market artificially. In this context the Government
has a diYcult choice to make about which households to start rolling out to first. The hardest to reach
premises are the most unlikely to be served by the market but will also be the most expensive and will
therefore consume more of the fund per household. Alternatively starting with the households that it is most
cost eVective to serve could cover areas which the market could be more likely to reach over time. Full
consultation with industry in order to understand the economics of their investment decisions will be
necessary to judge where intervention is most appropriate.

Question 3: Will the Government’s plans for Next Generation Access plans work?

14. Having a world-class digital infrastructure is essential for the future of UK competitiveness. But there
are key uncertainties about the future of high speed broadband; for instance, doubts remain about the levels
of demand, and how the supply side will evolve in the future. But even in these circumstances NGA is starting
to become a reality with significant private sector investment plans as outlined above.

42 BSG report (2008) The costs of deploying fibre-based next-generation broadband infrastructure http://www.broadbanduk.org/
component/option,com docman/task,doc view/gid,1036/Itemid,63/

43 http://www.broadbanduk.org/content/view/370/7/
44 BSG comments on Next Generation Fund in Digital Britain : http://www.broadbanduk.org/content/view/370/7/



Processed: 16-02-2010 21:41:44 Page Layout: COENEW [O] PPSysB Job: 441268 Unit: PAG1

Business, Innovation and Skills Committee: Evidence Ev 77

15. The primary role of government is to create the right environment to encourage this private sector
investment through a certain and supportive regulatory framework for next generation broadband. The
market for superfast broadband is still in its infancy, and there is a real danger that investment will be delayed
or stagnated if regulation is inappropriate. In particular regulation must be technology neutral. Favouring
certain technologies would be to the detriment of long-term benefits for consumers, so we believe that it
should be left to the market to determine how best to deliver the services that consumers demand.

16. In addition to focusing on the supply side the Government can contribute to making the plans for
high speed broadband a success by setting out an ambitious vision for the way this technology will be used.
Ultimately, the success of the DB initiative will hinge on how advanced ICT infrastructure is used by
businesses and consumers. NGA deployment will enable a range of applications, from flexible working to
telemedicine, which rely on consistent levels of high quality service provision. Yet uncertainty over the level
of demand for these services has been one of the key restraints holding back investment in NGA.

17. The CBI believes that the Government has a key role in stimulating demand for high speed
broadband. Firstly, it can use its significant buying power as the largest single UK customer to stimulate
demand for NGA. By committing to purchase high speed broadband from the private sector, government
can help to make the economics of these substantial infrastructure investments work. Advanced ICT
infrastructure can increase eYciency and quality in public service delivery and make available new services
and applications to citizens.

18. We were pleased to see the role of ICT in public service provision recognised in the DB proposals
through a Digital Switchover of Public Services Programme. This is a positive step forward and the
Government should build on it by being ambitious about how both current and next generation broadband
technologies can be used in a range of areas.

19. With high speed broadband the health service can, for example, provide online GP consultations, and
there could be a greater role for remote monitoring of oVenders and the establishment of virtual courts in
the criminal justice system. All of this would help deliver greater value for the taxpayer.

20. Advanced ICT infrastructure can also be an important part of the solution to major public policy
challenges. It will play a big part in the shift to a low carbon economy, for instance through developments
in smart metering, or by reducing the demands on our crowded transport networks by enabling people to
work at home.

21. Secondly, the Government can provide thought leadership and profile for some of the innovative
products and services that businesses can oVer with high speed broadband. Finally, addressing deficiencies
in digital skills and building confidence in the online environment should be of paramount importance for
a government concerned with making digital Britain accessible for all.

Question 4: Are companies providing the speed of access which they promise to consumers?

22. Ofcom’s recent analysis of actual broadband speeds experienced by consumers was the first large-
scale study of its kind that we are aware of anywhere in the world. The findings show that the mismatch
between maximum advertised speeds and those experienced by customers is an issue in the broadband
market. This has gained relevance in recent years as demand grows for increasingly higher speeds and is a
potential indicator of the attractiveness of high speed broadband for consumers. Industry has taken steps
to address these issues by signing up to a code of practice on the advertising of broadband speeds and by
making higher speeds available at decreasing relative prices.

23. The availability of fast and reliable broadband provision is also very important for business users and
it is crucial that they have full information about the speeds they can expect. Research from Ofcom shows
that business spent nearly £14 billion on telecoms services in 2008.45 This expenditure is growing as
businesses increase their reliance on telecommunications to engage with consumers, gain eYciencies, and
improve productivity. We are disappointed that Ofcom’s study on broadband speeds overlooked businesses
users and would encourage further research on business’ experience of broadband speeds.

24. As the importance of high speed communications grows, cross-country broadband speed
comparisons become commonplace. The UK average speed of 4.1Mbs is often compared unfavourably with
other jurisdictions such as Japan and South Korea given the relatively high headline speeds of around
100Mbs per second advertised by ISPs in those countries. However, it is important that the data used in these
studies is comparable. The UK study performed by Ofcom was the first major study to measure experienced
speeds and Ofcom has made a significant step by publicly advertising these real speeds and establishing a
code for broadband speed advertising. We now urge other countries to follow the example. Within this
context, we welcome the European Commission’s plans to test the quality of broadband speeds across
Europe and believe that future cross country broadband speed analysis should be based on comparable
indicators.

45 Ofcom (2009) Communications Market Report, p. 236: http://www.ofcom.org.uk/research/cm/cmr09/cmr09.pdf
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Question 5: To what extent does current regulation strike the right balance between ensuring fair competition
and encouraging investment in next generation networks?

25. The DB review includes proposals to extend Ofcom’s duties to include a requirement to promote
investments (where feasible) alongside the existing duty to promote competition in the telecoms market. This
recommendation is designed to reflect concerns that the regulator in the UK has focused exclusively on
promoting competition rather than encouraging investment in communications infrastructure in the UK.

26. In the context of Next Generation Access, the balance between promoting investment and
maintaining competition is particularly delicate given the high level of investment needed and the
uncertainty about the levels of demand. But the tensions between investment and competition are not
pertinent solely to the broadband market. The need to secure long-term investment is an issue faced by all
regulators, particularly in sectors where there has been a recent move towards more competitive models of
service delivery, such as energy markets.

27. The CBI believes that companies should be allowed to make a fair return on risky investments, and
it is clear that the economics around NGA are far from certain. But this objective should not be to the
detriment of promoting open access and a competitive broadband market. The UK broadband market is
currently one of the most competitive and dynamic in the world and this competition has resulted in
significant benefits to consumers. It provides a great spur to innovation and investment in telecoms as
companies seek to oVer the best deals and cutting edge services for consumers. It is therefore important to
safeguard a competitive communications market through a technology neutral regulatory framework that
supports investment whilst maintaining competition.

28. In order to achieve this, regulators should think more creatively about innovative forms of risk-
sharing. Previous CBI papers have suggested46 that vertical investment partnerships in NGA between
service providers and operators are often preferable to horizontal ones between operators, because they
allow a much broader range of investors to enter the market. For instance, in higher density areas joint
venture partners might consist of a network operator and a media provider, in a medium density area
between a network operator and a large retail outlet, and in a low density area between a network operator
and a highway provider. This would facilitate the transition to a fully competitive broadband market.

29. In its role as a promoter of investment and gatekeeper of competition in the broadband market,47 it
is now more important than ever that Ofcom gives consideration to how risk-sharing partnerships might
emerge and how the regulatory principles may need to adapt to encourage innovation in this area.

Question 6: Any other views stakeholders think the Committee should be aware of?

30. The CBI believes that if the UK is to build future competitiveness as a global leader, it will require a
world class digital infrastructure. Prompt investment in digital infrastructures, the right regulatory
framework and government action to stimulate demand will be key steps for reaching this ambition. Meeting
all of these objectives simultaneously will require commitment and vision from government.

31. The CBI has supported the publication of the Digital Britain report as a significant first step. It is vital
for industry that government delivers a vision for digital economy, and provides the certainty that is
necessary for private investment to thrive. In addition, government has an important role to play in fostering
the demand that will encourage market-led investment in digital infrastructures. Next generation broadband
can play a major role in transforming the delivery of public services, enabling the shift to a low carbon
economy and promoting a more inclusive society. But in order to achieve these goals, the government must
work to build confidence and understanding of the digital environment.

32. These goals are intrinsically medium to long term. It is therefore important that politicians from
across the political spectrum have a clearly articulated vision that they are committed to in order to give the
private sector the confidence to plan ahead and to make the necessary investments to make Digital Britain
a reality.

September 2009

46 CBI submission to Ofcom consultation on Next Generation Access, December 2008: http://www.cbi.org.uk/ndbs/
positiondoc.nsf/1f08ec61711f29768025672a0055f7a8/904B9471CD435A61802575210035A54C/$file/20081201-CBI-Ofcom-
Next-Generation-Access.pdf

47 http://digitalbritainforum.org.uk/report/executive-summary/ofcom/
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Memorandum submitted by the Commission for Rural Communities (CRC)

The CRC was established in April 2005 and became an independent body on 1 October 2006, following
the enactment of the Natural Environment and Rural Communities (NERC) Act. Our role is to provide
well-informed, independent advice to government and ensure that policies reflect the real needs of people
living and working in rural England,48 with a particular focus on tackling disadvantage. We have three key
functions:

— Rural advocate: the voice for rural people, businesses and communities.

— Expert adviser: giving evidence-based, objective advice to government and others.

— Independent watchdog: monitoring and reporting on the delivery of policies nationally, regionally
and locally.

The CRC exists to speak up for rural people and communities, especially those experiencing
disadvantage, and ensure that policies take full account of rural needs and circumstances, holding
government and others to account for their delivery.

Background to our Evidence

During February and March 2009, the CRC undertook a “rural proofing” analysis of the Digital Britain
interim report including research and consultation. More than 50 documents were submitted to CRC for
consideration through partners and the Rural Services Network. We also commissioned independent
analysis of rural connectivity from a technical viewpoint; the first time this has been done for Next
Generation Access on a consistent basis across England.

In June 2009, we brought together this technical statistical analysis and “on the ground” consultation to
produce our report: Mind the Gap: Digital England—a rural perspective. This definitive report provides our
findings on the potential impact of and opportunities for England’s rural economies and communities
presented by the Digital Britain report.

In this submission, we focus on the technical barriers to faster broadband speeds. However, these barriers
are compounded by a number of social factors unique to rural areas. For example, 44% of the 17 million
people at risk of digital exclusion are over the age of 55. In rural areas the median age of the population is
six years higher than in urban areas and increasing by three months every year, placing them at greater risk
of digital exclusion.49 In short, lack of access to digital technology, inadequate broadband and mobile
telephone coverage combined with lack of engagement with digital technology all contribute to a complex
set of issues for rural communities and lead to disadvantages including:

— limited access to online government services;

— limited job search opportunities and options such as online training;

— lack of high-speed broadband coverage stifling business innovation; and

— lack of access to educational and social opportunities delivered by digital technology.

1. Overall rural findings

1.1 The true extent of broadband availability has never been made publicly available. Only BT is in a
position to do this; they have previously said this is commercially sensitive data.

1.2 The CRC therefore commissioned SamKnows, the broadband information service, to research the
likely ability of existing landline broadband services, with a particular focus on rural areas, to provide the
speed required to achieve the Universal Service Commitment (USC) of 2 Mbps.50 The research showed that:

— 12% of households in rural towns and 30% of households in villages and hamlets currently receive
speeds of under 2Mbps.

— 7% of households in rural towns and 17% of households in villages and hamlets currently receive
speeds of under 0.5Mbps.

48 Rural is defined by the ONS as any settlement with a population under 10,000.
49 Median age in urban areas; 38.5 years. Median age in rural areas; 44.4 years.
50 SamKnows estimated ADSL broadband speeds using their line-checking service for the population centre for each of the

32,000! ONS “lower super output areas” (LSOAs) in England. Whilst not perfect, the LSOA model does lead to a good
understanding of the main cause of slow speeds and not-spots, namely telephone line length.
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The following map shows the areas where ADSL broadband services are likely to fall short of the
proposed 2Mbps USC, and where there is no mainstream alternative such as Virgin Media cable services.51

This represents 813,000 rural homes:

1.3 The broadband speeds available in rural areas are comparatively low, but despite this handicap, rural
households are still more likely to have broadband connections than those who live in urban areas:

— 59% of rural households have broadband, compared with 57% in urban areas.

— Take-up of broadband services in rural areas as a proportion of the population, exceeded that in
urban areas in 2007–08.

1.4 However, based on Ofcom research,52 rural users are also more likely than their urban counterparts
to be dissatisfied with their overall broadband services and with the speed of their service:

— Among consumers on 8Mbit/s packages, the average speed for urban users is 15% higher than for
rural users.

— 42% of rural broadband users state speed as their main reason for dissatisfaction, compared with
22% of urban users.

1.5 Recent investment by BT should enable 99.8% of lines that are connected to a broadband exchange
to receive a 512kb/sec service. However, this merely gives rural communities improved access to basic
broadband, not the most competitive bandwidth speeds. A number of factors influence the availability of
faster ADSL speeds in Rural areas:

1.5.1 Cable services are almost exclusively an urban oVering:

— Almost 60% of urban areas are able to receive a cable-based broadband service of up to
50Mbps, compared to 1.5% of villages and hamlets.

51 Derived from Samknows Data, produced for Community Broadband Network.
52 Ofcom, Nations and Regions Communications Market Report 2008.
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1.5.2 The same is true of competitive ADSL services from Local Loop Unbundling (LLU)
operators.53

— Urban residents might typically expect to choose from five competitors to BT, many of
whom will be oVering the faster ADSL2! technology.

— In most of rural England, BT remains the sole broadband provider.

1.5.3 The existence of line sharing devices, known as Digital Access Carrier System (DACS), may
further increase the numbers of those unable to get broadband services.

— The number of copper phone lines laid between an exchange and a rural village was
calculated many years ago and in many cases hasn’t increased since.

— Rather than build new connections, BT and its predecessor used line-sharing technology
to meet the additional demand.

— Communities that evolve and grow, developing a more diversified economy, typically
demand more phone lines as the number of homes and businesses grow.

— Ironically, line-sharing technology is therefore more likely to exist in communities with a
higher than average demand for broadband services. The precise scale of this problem is
unknown and while it is considered less of a problem than line-length, it is a significant
problem in some rural areas.

— We recommend that up to date data is obtained from telecommunications providers to
identify the true extent of line-sharing.

2. 2Mb/s USC by 2012—ambitious enough?

2.1 Current rural demand:

2.1.1 In May 2008, Ofcom published a report which assessed television, radio, internet and
communications habits across the regions and nations.54 The report found that rural
households are now more likely to have broadband connections and that take-up of
broadband services in rural areas, as a proportion of the population, exceeded that in urban
areas in 2007–08.

2.1.2 Ofcom suggested much of the demand in rural areas was driven by the need for online
shopping, banking and communication:

— Buying goods online is more popular in rural areas; about three-quarters of rural internet
users say they use the internet for transactions, higher than the UK average of 69%.

2.2 Future rural demand:

2.2.1 Numerous reports have been produced over the past three years examining the future needs
of users for bandwidth, all of which talk about the “inexorable rise” of demand for
bandwidth;55 eg the capacity to use an internet connection for several purposes at once, such
as videoconferencing while updating a large database of customer requests.

2.2.2 New services and innovations which change the way we live and work are constantly emerging
eg BBC iPlayer, YouTube and online banking. New services will require more capacity, and
that will put greater strain on the existing broadband network in rural areas. The UK also has
the highest number of public services available online, some 89%, compared to around 70% in
France and Germany, which will continue to expand:

— Tele-health oVers the potential to allow home-monitoring of conditions for the most
remote, and potentially most costly, patients to reach.

— Highlights of the Olympics will be accessed via the BBC’s iPlayer.

2.2.3 Therefore, while we accept that 2 Mbps may be suYcient to access public services on a
“standalone” basis, the reality of internet use is that standalone access is not the norm and
speeds in excess of the proposed USC would therefore be required.

53 “Local Loop Unbundling” is the process by which the incumbent operator (generally BT) makes its local network (the copper
cables that run from customers premises to the telephone exchange) available to other companies, to provide competition
and/or faster services.

54 Ofcom, Nations and Regions Communications Market Report 2008.
55 See “Predicting Future UK Residential Bandwidth Requirements”, Broadband Stakeholders Group, 2006; or “Quantifying

the Broadband Access Bandwidth Demands of Typical Home Users”, Harrop W and Armitage G, Australian
Telecommunication Networks & Applications Conference (ATNAC), Australia, December 2006, ISBN/ISSN 0977586103.
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2.3 The potential for greater inequality:

2.3.1 Without intervention, polarisation of service access and quality of delivery for people living in
rural areas will continue. This will therefore impact upon the lives of 20% of the population
as a whole.

2.3.2 The CRC wants everyone living in rural areas to be able to access services at the same level as
their urban counterparts.56

2.3.3 The CRC believes that rural communities need and deserve broadband speeds which will
support them now and equip them for the future. Rural communities do not deserve a stop
gap solution. See section 4.3 for further details of potential inequality if NGA provision in
rural areas is left to the market.

3. Is the government right to propose a levy on copper lines to fund next generation access?

3.1 For full discussion of NGA funding and delivery, please see section 4, below.

3.2 The CRC would expect to see a significant (and, at a minimum, proportionate) share of funding
generated from the proposed levy re-invested in rural areas.

4. Will the government’s plans for next generation work?

4.1 CRC fully supports the case for Next Generation Access but we also recognise, particularly in this
time of economic challenge, that the equitable roll-out of NGA across all areas, both urban and rural is
potentially a colossal financial undertaking.

4.2 As with the history of roll-out of other essential utilities we recognise that NGA roll-out will be more
complex and will take longer in more remote areas.

4.3 Rural homes will not be connected by market solutions alone.

4.4 The models described in section 1.2 indicate that 813,000 rural homes may not currently be able to
receive a 2Mbps service. BT and Virgin Media are aiming to deliver enhanced services in urban areas but
the investment case for rural areas is made against a backdrop of purely market and commercial drivers. It
therefore seems unlikely that a conventional “market” solution will deliver for these customers.

4.5 Despite the potential of rural areas, they are overlooked by service providers because their geography
creates a perceived barrier to investment. Understandably, existing commercial investment models do not
take into account the social impacts and benefits alongside the economic ones.

4.6 CRC has employed Community Broadband Network’s modelling tools to estimate the “mean
distance between neighbours” as a proxy for the cost of deploying NGA broadband—the greater the
distance between neighbours, the greater the cost of the civil engineering works to install fibre-optic cables,
for example.

4.6.1 Unsurprisingly, when this data is mapped it highlights that the 60% of the areas most likely to
see next generation broadband investments are almost exclusively urban; geographically
tightly focused and densely populated areas.

4.6.2 We estimate that on average “rural” homes as defined by the ONS are 30% farther apart than
“urban” homes, and therefore at least 30% more expensive to reach with true NGA services.

56 An increase in service users with access to good quality internet-based services can shift the balance towards more online
transactions with subsequent savings for the taxpayer. Rural areas potentially have the most to gain as some rural residents
currently have to travel long distances to meet with council oYcers and other public sector organisations or service providers.
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4.7 The Digital Britain interim report states it does not wish to “chill” private sector investment, but the
lack of Local Loop Unbundling in rural areas and absence of cable alternatives in sparser areas shows that
the investment climate in rural areas is mainly “cold” for access to NGA, despite increasing demand for
broadband in rural areas. The risk is that as rural residents and businesses demand more, the market will fail
to meet this demand and instead invest in a “digital cities” strategy meaning that those living and working in
rural areas may not maximise their life chances or that businesses will fail to reach their full potential.

4.7.1 This is borne out by the following map, which shows the Openreach NGA pilot areas
announced to date. Virtually all are situated in areas with more than two operators:

4.8 The cost of providing NGA services to rural communities via fibre-optic networks has been estimated
at over £1.5 billion.57 We therefore concur with the assertion of the Digital Britain report that using some
elements of the existing mobile phone infrastructure and wireless spectrum to help achieve the USC is worthy
of detailed consideration. In considering this, the CRC highlight four which require further research:

4.8.1 Spectrum: Issues surrounding so-called 4G services.

4.8.2 Coverage in rural areas: eg In many rural areas, especially forestry and farming areas, mobile
services are patchier and data rates considerably lower, if indeed they exist.

4.8.3 Backhaul from mobile base stations: It would be necessary to understand how the connection
from the base station to the network can be scaled-up to deliver acceptable service quality.

4.8.4 Costs to users and download limits: If mobile broadband is to become a practical solution for
rural communities then packages with similar transfer allowances to ADSL and cable
broadband packages will be essential.

4.9 There will also be the need to coordinate a common set of standards for public services to be available
over mobile devices.

57 Broadband Stakeholder Group estimates the cost of providing NGA to all of the UK at £30 billion. This indicates a working
cost of approximately £1.6 billion to provide NGA services to rural communities who cannot benefit from the USC.
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4.10 Satellite-based broadband was the mainstay of many early community broadband services; almost
any location, which can see the southern sky, is likely to be able to receive a satellite service. However, there
are significant issues to resolve:

4.10.1 The cost of installation is still much higher than terrestrial broadband options with costs often
in excess of £600.

4.10.2 Technical issues exist: eg Satellite broadband users experience around a ° second delay (or
“latency”) in sending and receiving signals, leading to problems with certain internet
applications.

4.11 A further issue is that applications which involve exchanging information in real-time, such as secure
connections to e-commerce sites and VPN tunnels, and two-way multimedia applications like telephony,
video-conferencing or online gaming are also not well supported by satellite technology. For these reasons,
satellite-based broadband can at best be considered an inconsistent “stop-gap” solution.

5. Rural vs Advertised Speeds

5.1 Based on Ofcom’s research, we know that rural users are both more likely than their urban
counterparts to be dissatisfied with their overall broadband services and with the speed of their service. They
typically receive slower speeds than urban users (among consumers on 8Mbps packages, the average speed
for urban users is 15% higher than for rural users).

5.2 Rural dwellers must also pay a premium for faster services—Sky Broadband is available in urban
areas but rural residents typically pay £12 more for the service per month.58

6. Regulatory Issues

6.1 The CRC recommends that existing and future business incentives apply to digital technology and
infrastructure development ie installing fibre optic cable should be an approved business expense and
therefore tax deductable.

6.2 The CRC wants to see rural communities have greater access to the broadband opportunities which
schools can oVer, particularly the broadband infrastructure available to schools.

6.2.1 The CRC has been informed by the English RDAs and others that Competition and State Aid
regulations in support of public sector procurement create a barrier to the shared use of
infrastructure; for example, a school’s ICT infrastructure being shared by local healthcare
providers. The CRC has suggested to Ministers that a framework contract between public
sector departments should therefore be developed in order to enable shared infrastructure
development.

6.3 CRC welcomes Planning Policy Statement 4 and would like to see, where appropriate, a significant
proportion of all new rural housing being designed and equipped to enable home working through the
accommodation of broadband accessibility.

September 2009

Supplementary memorandum submitted by Commission for Rural Communities

There are two facets to the issue of shared/community use of public services infrastructure and the
associated procurement issues:

1. Use of Schools and other Public Services Infrastructure to Stimulate Demand

One of the major barriers to further private sector investment in rural areas is an alleged lack of demand
from local businesses and communities. Our research shows that this demand exists and indeed outstrips
that in urban areas, but requires encouragement in order to support the commercial case for investment. We
think that the provision of broadband “hubs”, for example a school or hospital with the right broadband
connectivity, could both fuel and demonstrate demand by increasing access to readily available ICT
infrastructure; whether this be through oVering a local wireless network or out-of-hours use of facilities.

These “hubs” would therefore address short-term under-provision of broadband in certain areas. We
recognise that this solution would not address longer term investment needs, but would create a short-term
stimulus to demand.

58 http://packages.sky.com/surf—Sky Broadband Connect costs £17/month in non Sky Broadband areas but £5/month for Sky
Broadband Base in areas covered by their network.
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The CRC discussed this point with Rt Hon Jim Knight MP in his former role as Schools Minister, who was
supportiveof the ideaandknowsofasimilarmodel inAtlanta.Schools couldprovidemoreoutofhoursaccess
to their broadband facilities for pupils, family and older people without adequate broadband access. If this
were to be linked with community broadband initiatives which support training and awareness of users, this
could provide a highly cost eVective and speedy response to urgent local needs.

2. Regulatory Barriers to Shared Use of Infrastructure and Investment

Competition and StateAid regulations in support of public sector procurement are creating abarrier to this
shared use of infrastructure. For example, a school’s ICT infrastructure being shared by local healthcare
providers.

Following discussions between the CRC and RDA Chairs, an agreement was reached that the way forward
is the development of a framework contract between public sector departments in order to enable shared
infrastructure development. Clearly this would need to be delivered through the cooperation of all
governmentdepartments.We see this as apriorityof theDigital InclusionActionPlan team,andwill continue
to work with them and the RDA ICT leads to achieve this.

The CRC is also grateful to the Community Broadband Network59 for adding its technical expertise to the
following background clarification on access to JANET and other educational facilities’ networks:

Local educationauthorities typicallyprocure special networks specifically for educationandschools. In the
past thishas oftenbeenaproduct called“learning stream” from BT,whichcarried contractual obligationsnot
to use the service for anything other than education, and more recently they have increasingly used the
academic network SuperJanet—which again has constraints on what they are allowed to do.

With a requirement to install at least a 10mbps symmetrical service into every primary school in England,
this feels like a golden opportunity to ensure capacity is delivered which can be used by disconnected
communities. But it needs very careful procurement.

In the next generation world, the UK is developing an agreed standard called “Active Line Access”. CBN is
workingwith thestandardsbodies toshapehowthis evolves, andoneof thechangeswhich theyhaveproposed
is to supportmultiple VLAN’s60 to the customer. Essentially thismeans that a singlephysical cablewill beable
to carry more than one separate service. This is a key feature for unlocking schools, where one virtual network
couldbeused for the schoolsnetwork,while a secondcouldbe set-up foramoregeneral internet service for the
community—and the two a secured from each other so there is no additional risk for the children. Similar
models could work for cottage hospitals.

Whilst in the future, this will be a tool to support schools and communities together, the landscape today
isn’t so easy. Manyof the existing contracts preventusesother thaneducation, so there is little that canbedone
other than to wait until they expire, and ensure replacements are more flexible.

CBNare also exploring withSuperJanet ways in which theymight beable to re-arrange howthey workwith
schools and the community to unlock their networks. SuperJanet are keen, but it is quite a challenging task,
and one which they may not be able to make progress on in the short term, especially without development
funding.

It should also be pointed out that procurement models vary around the country. For instance in the North
West, the contrast between how the northern and southern halves of the region have approached the problem
has createdaveryuseful contrast;The southhas takenamore traditional approachof leasedcircuits,while the
north has invested in their own network where possible which has given them more flexibility.

There are also some practical implementation points to consider:

— Many councils are also broadly supportive of making use of school-based infrastructure (where
contracts allow), but it can often come down to the attitude of the Head Teacher and the Board of
Governors. Some schools are naturally wary of allowing anyone onto their network. A more unified
approach (ie Districts and Councils agreeing a ‘protocol’ and any security conditions or methods)
might help ease Governing Body’s minds.

— The grants for broadband into schools have traditionally come into the LEA who have then
provisioned most services—this is set to change next year, when schools will receive grants directly.
They may then wish to look at collaborating with other local organisations to share the costs of
leased lines into their villages etc.

— The predicted cutbacks to public sector finance may lead to greater rationalisation of networks and
sharing of infrastructure eg between NHS and Education. Some believe that the massive investment
in these sectors has previously established “fiefdoms” with IT teams that are reluctant to share
resources between departments.

12 November 2009

59 www.broadband-uk.coop
60 Virtual Local Area Network.
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Memorandum submitted by Communications Consumer Panel

1. About the Communications Consumer Panel

The Communications Consumer Panel was established under the Communications Act 2003 as an
independent, evidence-based, advisory body. Its role is to influence Ofcom, Government, the EU, and
service and equipment providers so that the communications interests of consumers and citizens are
protected and promoted.

The Panel is required by the Act to have particular regard to the interests of vulnerable consumers,
including the elderly, people with low incomes, people with a disability or people living in rural areas. The
Panel’s remit also covers the interests of small businesses. Small businesses are defined as businesses with up
to ten employees.

The Consumer Panel is made up of ten part-time members with a balance of expertise in consumer issues
in the communications sector. There are members representing the interests of consumers in Scotland, Wales,
Northern Ireland and England.

Panel members are appointed by Ofcom in accordance with Nolan principles, and subject to approval by
the relevant Secretaries of State. Ofcom also funds the Panel and provides a small support team, equivalent
to four full-time employees. Team members are Ofcom employees, but work for and in the interests of the
Panel.

2. Summary

Evidence from consumers

— Our evidence shows that broadband is highly valued and will soon be essential for everyone.

— There is broad support for government intervention to ensure people can get access to broadband
wherever they live

Universal broadband commitment

— The key test for the success of the universal broadband commitment is whether people everywhere
in the UK will be able to use the online services and carry out the activities that they value in a
reliable and consistent way.

— A speed of 2Mb/s is enough to support the services that people are using and value now: accessing
information, communicating and carrying out transactions, and entertainment services, such as
downloading and streaming TV content.

— There are a number of issues that need to be considered as part of the implementation of the
commitment, including:

— Ensuring consumers know which services they will and will not have access to with a
broadband speed of 2Mb/s

— Ensuring consumers have a right to redress if the Government’s chosen supplier does not
deliver the requisite level of service at a reasonable price

— Placing the interests of citizens and consumer at the centre of the work of the Network Design
and Procurement Group

— It is important that the 2Mb/s universal service does not become outmoded. The service should be
procured and delivered in a way that enables the level of service to be reviewed at a defined point
and increased easily and eYciently should this prove necessary.

— The review should include a consumer test to ensure that the level of service does not become too
far out of line with the average speed and enables everyone to use the services and carry out the
activities that consumers believe are necessary to participate fully in society.

— The universal service commitment and the Final Third project are linked: if progress on the Final
Third project stalls, future-proofing the universal broadband commitment will become even more
important.

61 The report is on the Panel’s website: http://www.broadbanduk.org/component/option,com docman/task,doc view/
gid,1009/Itemid,63/
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Next Generation Broadband

— Next-generation super-fast broadband has the potential to deliver significant economic and social
benefits for UK citizens and consumers, as described in the report published by the Panel last year
in collaboration with the Broadband Stakeholders’ Group and the Department for Business,
Enterprise and Regulatory Reform A framework for evaluating the value of next-generation
broadband.62

— It seems likely that the proposal to subsidise this investment through a 50 pence tax on the monthly
price of fixed line phone rental will go ahead. Given that, we think it is essential that there is a
thorough analysis of the advantages and disadvantages, in order to identify ways in which potential
inequities can be managed. Potential issues include:

— People on very low incomes for whom 50 pence a month could be significant. Steps should be
taken to raise awareness of BT’s social tariV, BT Basic, among this group.

— Older people are more likely to have a fixed line and less likely to have broadband than other
groups so will eVectively be subsidising the rollout of services that they may not use.

— The 50 pence tax may hamper eVorts to get more people connected to current-generation
broadband if it exacerbates the trend towards people giving up their fixed line for mobile.

— One of the potential benefits of next-generation broadband that might justify public subsidy is
better, more interactive public services. But under the Government’s plans, next-generation
broadband would probably be available to only 90% of the population.

— There is also the question of who would own the network. Should the public have a share in the
network they have subsidised?

Broadband Speeds

— Consumers need accurate information about the speeds they can expect. Currently there are
considerable diVerences between the headline speeds advertised by many providers and the actual
speeds consumers receive.

— The Panel originally raised the issue of broadband speeds with Ofcom and industry in 2007.

— Ofcom’s research provided useful evidence of the speeds consumers are actually getting. The
voluntary code developed by industry is a welcome step, but the jury is still out on whether this
will be suYcient.

— When it comes to the implementation of the universal service commitment consumers must be
entitled to minimum speeds of 2Mb/s. Up-to speeds will not be suYcient.

Digital Participation

— Making services available is only part of the challenge. There also needs to be a stronger focus on
promoting digital participation.

— To get online and participate people need to understand the benefits; be able to choose the products
and services that best suit their needs; know how to use and maintain the equipment; and interact
with and evaluate content online.

— The Panel welcomes the Government’s decision to set up a Consortium to promote digital
participation, and the creation of the Digital Inclusion Champion and Taskforce. We need
coordinated action to enable the 15 million people who are not connected to get online.

— The delivery of universal and next generation broadband should be considered in the context of
these wider initiatives.

Conclusions

— As broadband is an increasingly essential part of the way that people live their lives, it is vital that
everyone in the UK is able to use the services and carry out the activities that broadband makes
available, and to do so in a reliable and consistent way.

— To achieve this it is essential to view the initiatives flowing from the Digital Britain report as a
package of measures that are interlinked.

— The commitment to funding investment in next-generation broadband in parallel with market-led
rollout is crucial. If this were to waiver it would make reviewing and upgrading the 2Mb/s become
even more important.

— Similarly, eVorts to make communications services available must be accompanied by work to
encourage digital participation.

62 The report is on the Panel’s website: http://www.broadbanduk.org/component/option,com docman/task,doc view/
gid,1009/Itemid,63/
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3. Introduction

With the Digital Britain final report the Government has made a substantial and welcome commitment
to enabling people throughout the UK to use digital devices and services to extend their participation in
society and so reap the economic and social benefits. The report has the potential to deliver real benefits for
consumers and citizens.

— By 2012 we can expect to see 2MB/s broadband and digital terrestrial TV available throughout
the UK.

— By 2012 we can expect more public services to be available online.

— By 2017 we can expect the rollout of next-generation super-fast broadband to 90% of the UK,
which would be a substantial improvement on what the market alone is likely to deliver.

From the perspective of consumers and citizens, these initiatives add up to a significant package that
includes many of the things that the Panel has been arguing for over the last few years and particularly during
the Digital Britain process. But in many cases, we have yet to hear the Government’s detailed
implementations plans and the Panel will be examining these plans closely to ensure that the interests of
consumers and citizens are protected and promoted.

4. The Importance of Broadband: Evidence from Consumers

In its response to the Digital Britain interim report, the Panel told the Government that the level of the
universal service commitment should be determined by applying a “consumer test”, ie people everywhere
in the UK will be able to use the online services and carry out the activities that they value in a reliable and
consistent way.

A consumer test should be applied only after finding out what consumers think. So the Panel
commissioned research to find out what services and applications people value and, therefore, what speed
of service is needed. We also wanted to test how widespread is the belief that broadband is essential and find
out what role people think Government should play in stimulating broadband availability and take-up.

The research included both qualitative and quantitative components. The qualitative research comprised
of 16 extended focus groups across the UK, while the quantitative research was a face-to-face survey (via a
nationally representative omnibus) of more than 2,000 adults UK-wide. Our report, Not online, not included:
consumers say broadband essential for all, sets out the findings in detail and is available on our website: http://
www.communicationsconsumerpanel.org.uk/smartweb/not-online-not-included/not-online-not-included

Below, we have set out a summary of those findings most relevant to this inquiry.

— Most people with broadband at home feel already that they could not be without it. 73% of such
people described it as essential or important.

— People with broadband at home value it more highly than their mobile phone, land line or
digital TV.

— Most people (regardless of whether they have broadband or not) consider that it is essential for
some groups of people to have broadband at home, notably people with school-age children and
people who are physically isolated.

— Most people consider that in the near future it will be essential for everyone to have broadband at
home. 84% agreed (46 strongly) that it should be possible to have broadband at home, regardless
of where people live. 81% agreed (42% strongly) that it is everyone’s right to be able to have
broadband at home.

— People who do not have it are expected to be at a significant disadvantage. This is because people
expect that more vital services will be delivered solely online in the future, or be provided oZine in
a way that penalises people who access them in this way, perhaps at a higher cost or lower quality.
It is expected that people will miss out in respect of a wide range of services and activities: shopping,
banking, school work, public services, and downloading TV content.

— Of the activities that broadband is used for currently, people place most value on accessing
information, communicating and carrying out transactions. These activities do not require a
particularly fast broadband connection. But, a considerable proportion of people are now using
the internet for relatively new entertainment services, such as downloading and streaming TV
content. Activities such as these require a faster broadband connection of around 2Mb/s.

— There was broad support for the Government’s decision to intervene to ensure that people can get
consistent access to broadband wherever they live, and 80 per cent agreed (32% strongly) that
Government had a role to play in helping people gain the confidence and skills to make full use of
broadband at home.
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5. Universal Broadband Commitment

As set out above, the Panel’s research shows that it will soon be essential for everyone to have broadband
at home. This highlights the importance of making broadband available throughout the UK at an adequate
minimum speed. The Panel therefore welcomes the Government’s universal broadband commitment.

The key test for the success of the universal broadband commitment is whether people everywhere in the
UK will be able to use the online services and carry out the activities that they value in a reliable and
consistent way. The Panel’s research shows that 2Mb/s is enough to support those activities and services that
people value and are using at the moment: accessing information, communicating and carrying out
transactions, and entertainment services, such as downloading and streaming TV content. The key task will
be to ensure that the commitment is implemented eVectively.

There are a number of issues that need to be considered as part of the implementation of the commitment.
Government should make clear to citizens and consumers which services they will and will not have access
to with a broadband speed of 2Mb/s. It should also be the Government’s responsibility to ensure that 2Mb/
s is available to everyone; it should not be up to consumers to show that they cannot get it. The Government
should also ensure that the universal service commitment has legal force and that if its chosen supplier does
not deliver the requisite level of service at a reasonable price, then consumers can get redress.

The Network Design and Procurement Group that will be responsible for implementing the universal
broadband commitment should make the interests of consumers and citizens central to its work, including
setting the service quality requirements that will be placed on the operator or operators that are contracted
to implement the commitment.

It will be important to make sure that the commitment to deliver a 2Mb/s universal service does not
become outmoded. This is particularly important in the context of the Government’s commitment to make
public services available online. For instance, while 2Mb/s is fast enough for those services on which people
currently place most value, it will not support services such as telemedicine that require similar upload and
download speeds.

We appreciate that the Government’s plan to stimulate the rollout of next-generation super-fast
broadband should hopefully mean that the universal service does not become outmoded. But a contingency
plan is needed and the universal 2 Mb/s service should be procured and delivered in a way that enables the
level of service to be reviewed at a defined point and increased easily and eYciently should this prove
necessary. The review should include a consumer test to ensure that the level of service does not become too
far out of line with the average speed and enables everyone to use the services and carry out the activities
that consumers believe are necessary to participate fully in society.

The universal service commitment and the Final Third project are linked: if progress on the Final Third
project stalls, future-proofing the universal broadband commitment will become even more important.

6. Next-generation Broadband

The Panel welcomes the Government’s plans to encourage greater investment in next-generation super-
fast broadband. The Panel believes that this has the potential to deliver significant economic and social
benefits for UK citizens and consumers. These benefits were described in the report published by the Panel
last year in collaboration with the Broadband Stakeholders’ Group and the Department for Business,
Enterprise and Regulatory Reform A framework for evaluating the value of next-generation broadband.63

We believe that the question of how to deliver next generation broadband to the third of the population
likely to be outside private sector investment plans—the Final Third—should not be left until some
indeterminate point in the future. But the fund proposed by Government to stimulate rollout to the Final
Third should not be used as a substitute for, or to subsidise, market-led roll out of next-generation
broadband, and should be deployed only in those areas that commercial companies would not reach
otherwise.

We would have liked to see a comparison of diVerent funding mechanisms. However, it seems likely that
the proposal to subsidise this investment through a 50 pence tax on the monthly price of fixed line phone
rental will go ahead. Given that, we think it is essential that we have a thorough analysis of the advantages
and disadvantages, particularly with regard to the equity of the proposal, in order to identify ways in which
potential inequities can be managed. Potential issues include:

— People on very low incomes for whom 50 pence a month could be significant. Steps should be taken
to raise awareness of BT’s social tariV, BT Basic, among this group.

— Older people are more likely to have a fixed line and less likely to have broadband than other groups
so will eVectively be subsidising the rollout of services that they may not use.

63 The report is on the Panel’s website: http://www.broadbanduk.org/component/option,com docman/task,doc view/
gid,1009/Itemid,63/
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The Panel would also like to understand the likely impact on fixed-mobile substitution. If the trend
towards people giving up their fixed line is exacerbated by the introduction of a tax, this could have an
impact on eVorts to get more people connected to current-generation broadband.

The Panel also notes that one of the potential benefits of next-generation broadband that might justify
public subsidy is better, more interactive public services. But under the Government’s plans, next-generation
broadband would probably be available to only 90% of the population.

Any judgement on the suitability or otherwise of 50 pence tax must take into account all of these issues,
as part of an assessment of the likely impacts and how these could be mitigated.

There is also the question of who would own the network once it had been built with the help of public subsidy.
Although the Government is not proposing to build a new network itself, should the public have a share in the
network they have subsidised?

7. Broadband Speeds

Whether consumers are receiving 2Mb/s or superfast broadband it is also important that they have
accurate information about the speeds they can expect. Currently there are considerable diVerences between
the headline speeds advertised by many providers and the actual speeds consumers receive.

The Panel originally raised the issue of broadband speeds with Ofcom and industry in 2007. Since then,
Ofcom has produced useful evidence of the speeds consumers are actually getting. The most recent research,
published by Ofcom in July this year64 found that:

— The average broadband speed in the UK in April 2009 was 4.1Mb/s. This compares to an average
“up to” headline speed of 7.1Mb/s.

— The actual speeds received varied widely. Fewer than one in ten (9%) of the sample on 8Mb/s
headline packages received actual average speeds of over 6Mb/s and around one in five (19%)
received, on average, less than 2Mb/s.

— Those living in urban areas received significantly faster speeds than those living in rural areas.

— Consumers with all ISPs experienced a slowdown in actual speeds during peak evening hours
(8–10pm), with speeds in this period around 20% slower than over a 24-hour period.

The report shows a variation of as much as 1.8Mb/s from the best to the worst speeds (excluding cable),
almost as much variation as the Government’s proposed universal service commitment (USC) of 2Mb/s. We
believe that this research provides a strong case for providers to use average rather than up-to-speeds when
advertising broadband services.

The voluntary code developed by industry, and which came into force in January this year, is a welcome
step, but the jury is still out on whether this will be suYcient.

The research also makes it clear that when it comes to the implementation of the universal service
commitment consumers must be entitled to minimum speeds of 2Mb/s. Up-to speeds will clearly not be
enough.

8. Digital Participation

Making services available is only part of the challenge of enabling everyone in the UK to use digital
devices and services to participate fully in society, and in the process boosting the economy. We agree that
there needs to be a stronger focus on promoting digital participation, which is defined in the report as:

“Increasing the reach, breadth and depth of digital technology use across all sections of society, to
maximise digital participation and the economic and social benefits it can bring.”

We think this is a useful term that encapsulates the full range of consumers’ and citizens’ needs. To get
online and participate in a digital world people need to understand the benefits; be able to choose the
products and services that best suit their needs; know how to use and maintain the equipment; and interact
with and evaluate content online.

The Panel welcomes the Government’s decision to set up a Consortium to promote digital participation
among the 15 million people who are not online, and the creation of the Digital Inclusion Champion and
Taskforce to focus specifically on the six million who are both digitally and socially excluded. These, and
other groups such as the Consumer Expert Group who have been tasked with reporting on the particular
issues that people with disabilities face in using the internet, are a crucial part of delivering the Universal
Service Commitment, ensuring that people have the skills and confidence to use digital technology once it
is available to them. The delivery of universal and next generation broadband should be considered in the
context of these wider initiatives.

To ensure that these initiatives are eVective, it is important that there is eVective coordination between the
various bodies; that they have clear priorities; and that progress is evaluated against those priorities.

64 Available at: http://www.ofcom.org.uk/research/telecoms/reports/broadband speeds/
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9. Conclusions

As broadband is an increasingly essential part of the way that people live their lives, it is vital that everyone
in the UK is able to use the services and carry out the activities that broadband makes available, and to do
so in a reliable and consistent way.

To achieve this it is essential to view the initiatives flowing from the Digital Britain report as a package of
measures that are interlinked. For example, the Government has committed to funding investment in next-
generation broadband in parallel with market-led rollout. If this commitment were to waiver this would have
significant implications for the commitment to the universal rollout of current-generation broadband with
a downstream speed of 2Mb/s; it would make it more important to make provision for the level of this
commitment to be upgraded when necessary.

Similarly, eVorts to make communications services available must be accompanied by work to encourage
digital participation. This means addressing a very wide range of needs and the Digital Participation
Consortium and Digital Inclusion Taskforce will need to work eVectively with each other, and with the many
diVerent groups involved in delivery at local level.

The Panel will continue to engage with the issues addressed in this paper, and welcomes the opportunity
to participate in this inquiry.

25 September 2009

Memoranda submitted by the Communication Workers Union (CWU)

Background to the BEC Inquiry

The Business and Enterprise Committee announced its inquiry into broadband speed in the UK in June
this year, following the publication of the Government’s “Digital Britain” report. The Committee states that
it will be informed by the conclusions of the Welsh AVairs Committee which recently reported on its inquiry
into Digital Inclusion in Wales. The BEC is seeking written evidence from stakeholders before 25
September 2009.

Communication Workers Union

The Communication Workers Union represents approximately 70,000 members in the
telecommunications industry across a range of companies including BT, Virgin Media, 02, Orange and
Carphone Warehouse. The CWU has been at the forefront of campaigning for the development of
broadband services for many years, beginning with the launch of our “Demand Broadband” campaign in
2002. We have also been a consistent contributor to the broadband debate, having made many
representations to both Ofcom and government calling for a regulatory environment that encourages
investment in and universal access to broadband services.

Summary of key points

— The CWU considers the target for universal broadband access arrival speed of 2Mb/s by 2012 to
be a reasonable starting point, but believes it should be increased gradually over subsequent years
to improve access to high bandwidth services and increase the potential for economic activity.

— Rather than taxing individual consumers, the proposed Next Generation Fund levy should be
placed against all Communication Providers, including mobile companies and Internet Service
Providers as they will ultimately realise the economic benefits of fibre networks created by public
funding.

— The proposal of a universal broadband service “commitment” should be made legally binding
under a Universal Service Obligation to ensure the eVective delivery of universal broadband access.

— The CWU supports the Government’s proposals for Ofcom to have placed upon it a general duty
to encourage investment in telecommunications infrastructure and to provide a full assessment of
UK communications infrastructure every two years.

— The Government remit for the implementation of the Digital Britain report should be placed in the
hands of a single Government Department, and Parliamentary timetabling for the funding plans
should be coordinated with the main body of the Digital Britain plans.
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— Content in the Pay TV market should be made available at the wholesale level between service
providers to ensure fair and eVective competition. Much in the same way that the BT access
network has been opened up. The potential start up and sunk costs for satellite TV is prohibitive
and a barrier to entry as well as eVective competition that benefits the consumer through choice
and lower prices.

— The legal requirement for employers to provide workforce training in the broadcasting industry
should be applied to the telecommunications sector as the two sectors converge, and at a time when
a well trained workforce will be vital to delivering quality networks and services for a successful
Digital Britain.

Is the target for universal access to broadband at a speed of 2Mb/s by 2012 ambitious enough?

The Digital Britain report’s proposed target speed of 2Mb/s as a minimum at the point of arrival is a
reasonable starting point as it is the minimum speed necessary for delivering high bandwidth applications
such as broadband television.

However, the CWU believes that the Government should be looking to increase speeds progressively over
a period of time to improve service standards and to support the development and use of modern high
bandwidth applications. As broadband speeds increase, the quality of the user experience improves as does
the potential for generating economic activity. The Welsh AVairs Committee supports this view when
concluding in its recent report on Digital Inclusion in Wales that “…there is an emerging consensus that
access to next generation broadband will be a key factor in future economic growth.”

Both BT and Virgin Media are investing heavily in their networks to oVer speeds of up to 50Mb/s in
commercially attractive urban areas. In rural areas however, there is currently no incentive for the market
to deliver high speed broadband, and no plans by BT or other telecommunications companies to commit
investment.

This is at a time when broadband services are increasingly seen as a prerequisite for full participation in
society and the economy. The Welsh AVairs Committee supports this view when its states “Broadband access
is no longer merely a desirable service, it has become an essential utility and a basic prerequisite for access
to many services.”

The CWU believes that to avoid exacerbating a digital divide, high speed broadband services must be
available on a universal basis, which is why we support the roll out of next generation access networks right
across the UK.

Is the Government right to propose a levy on copper lines to fund next generation access?

The Government is right in proposing the creation of a fund, because without one it will be impossible
to roll out high speed broadband in areas where the market will not deliver. The Welsh AVairs Committee
acknowledged this when it noted the NGA Fund promises “to subsidise network development in less
commercially economic areas so as to ensure that disadvantaged and rural communities can share the
economic benefits.”

However, rather than taxing individual consumers directly, the CWU proposes that the levy should be
placed on Communications Providers, including mobile companies and Internet Service Providers. We
believe this is a fairer arrangement because it will ultimately mean that costs are distributed amongst both
consumers and shareholders, rather than consumers alone. To place the levy purely on individual copper
lines is to tax people who may not actually benefit from the fund such as low users, whilst the benefits
financially may accrue to non-fixed line communication providers.

Mobile companies and Internet Service Provider (ISP) providers should be included because they will be
able to apply for Government funding to provide broadband and will ultimately realise the economic
benefits of fibre networks created by public funding. To place the burden solely on fixed incumbents would
be perverse when they could lose the tender process to a mobile company or ISP and be left shouldering the
risk and rising costs of an expensive copper network with declining financial benefit. In addition the creation
of new networks will generate economies of scale to mobile and ISP companies through increased network
capacity. The extension of the levy to all communication and internet service providers will also widen the
tax base and help reduce the cost of the overall levy per household.

In this regard the CWU supports the current Government proposals for a new duty to be placed on Ofcom
to encourage investment in infrastructure and to report and to provide a full assessment of UK
communications infrastructure every two years. This should include a report on deficiencies in NGA
coverage, and the capability and resilience of NGA networks across the country.

Will the Government’s plans for next generation access work?

The CWU believes that the Government’s plans for NGA are encouraging, but that they need to be more
robust to fully succeed in their objectives. This is particularly true in regard to the provision for a universal
service commitment rather than what the CWU would prefer—an “obligation”. The proposed commitment
the CWU sees as too weak as it is predicated on a promise of best endeavours rather than a legally binding
requirement to provide an acceptable standard of service across all parts of the UK. As the Welsh AVairs
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Committee stated in its conclusions, “The provision of reliable and high quality broadband access for all is
an essential part of achieving digital inclusion.” The objective of the full inclusion and coverage of all parts
of the UK and all socio-economic groups can only be achieved through a statutory obligation on universal
provision.

The CWU welcomes the appointment of Stephen Timms as the Minister for Digital Britain to direct the
Government’s programme. The CWU believes the new Minister must act quickly so that the momentum
behind the interim report will not lose speed inside Government. There appears to be some ambiguity over
whether the Department of Business, Innovation and Skills (DBIS) or the Department of Culture, Media
and Sport (DCMS) are leading on this matter (which the Welsh AVairs Committee commented upon in its
conclusions in paragraph 26). It appears that DCMS is concerned primarily with content and DBIS with
infrastructure. In essence both run parallel to one another. If the UK economy is to benefit its full potential
from the NGA roll-out and the “Final Third” of homes and businesses reached by 2017 then the decision
to proceed must be made quickly.

Finally the CWU is concerned that problems could arise from the fact that the funding proposals for the
NGA are included within the Finance Bill, whilst the main body of the Digital Britain plans are held within
the Digital Economy Bill. There is a potential that the momentum for NGA could be slowed by hold-ups
between the Parliamentary timetabling of the two Bills.

Are companies providing the speed of access which they promise to consumers?

In a recent Ofcom survey it was found that no broadband service provider was meeting their advertised
speeds and that there were varying levels of quality. Broadband speed is largely dependent on the technology
used to deliver the service and the capacity of each network. For example those ISPs using the Asymmetric
Digital Subscriber Line 2 (ADSL2!) provide a faster service, while cable companies (such as Virgin Media
8.1–8.7Mb/s) provide a significantly faster speed altogether.

Ofcom found that only 9% of customers with headline packages of 8Mb/s received speeds of over
6Mb/s and 19% received less than 2Mb/s. In addition speeds in urban areas were faster with an average of
4.6Mb/s compared to rural areas with 3.3Mb/s. The poorest performers were Tiscali, AOL Broadband
and BT.

Customers are often not aware of the technical limitations of traditional networks in delivering headline
broadband speeds, including the quality of the line and the rate at which speed declines with increasing
distance from the local exchange. This, combined with the raising of customer expectations through the
promise of faster headline speeds, has led to greater customer dissatisfaction and disappointment with
broadband services. The only way to overcome the problem of decreasing line speeds is to introduce fibre
networks, which are not subject to the same limitations.

The extent to which current regulation strikes the right balance between ensuring fair competition and
encouraging investment in next generation networks?

The CWU believes that regulation has generally placed a greater emphasis on the development of
competition than on encouraging investment in broadband and next generation networks.

This is demonstrated by the vast number of broadband service providers and internet service providers
competing in the marketplace, and the pressure placed on broadband networks through lack of suYcient
capacity and reach to meet current demand.

A recent example of a regulatory move that threatens NGN investment, is Ofcom’s decision to set its
pricing framework for BT Openreach whilst excluding BT’s pension deficit in its cost base assumptions. This
will make it far harder for BT to invest at a level it requires in order to improve its network and increase its
service speeds.

However, a level playing field has not been achieved everywhere, and the Pay TV market is a clear example
of a situation where a lack of fair competition exists and is hampering investment in network infrastructure.
Currently Sky holds a monopoly on content in the Pay TV market and has no obligation placed upon it to
make its content available to other service providers. The result is that network providers who seek to enter
or expand in the Pay TV market are struggling to do so and this will have a negative impact on their ability
to upgrade their networks to support high quality broadband television. Furthermore, regulation in the Pay
TV market is not consistent with that of the infrastructure market, where BT is obliged to make its network
available to competitors on a fair and equitable basis.

Any other views the stakeholders think the Committee should be aware of?

The continuing process of technological convergence in the telecommunications and broadcasting sectors,
combined with the possible introduction of a process that enables any number of organisations to bid for
funding to build next generation networks, calls for minimum service standards to guarantee quality and
universal application across the telecommunications industry.

Without such an arrangement, there is a danger of having a patchwork of local networks all operating
under very diVerent service levels, and poor standards if the work is progressively sub-contracted to
untrained operatives. The introduction of minimum standards would need to go hand in hand with adequate
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workforce training and the CWU therefore believes it is vital that the requirement for employers to provide
training in the broadcasting sector is now also applied to the telecommunications sector as the two sectors
converge. This is an argument we have put to Ofcom on a number of occasions, and Ofcom has responded
with the suggestion that whilst it is not something they have express powers to act upon, it may be an issue
the Government and Parliament may wish to consider in future revisions to communications legislation.

Key Recommendations

1. That the proposal of a universal broadband service ‘commitment’ be made legally binding under a
Universal Service Obligation to ensure the eVective delivery of universal broadband access.

2. That the proposed Next Generation Fund levy be placed against all Communication Providers,
including mobile companies and Internet Service Providers to spread the costs more evenly.

3. That content in the Pay TV market be made available at the wholesale level between service providers
to ensure fair and eVective competition.

4. That a legal requirement for employers in the broadcasting industry to provide workforce training be
extended to the telecommunications industry to ensure the successful delivery of a Digital Britain.

16 September 2009

Memorandum submitted by Consumer Focus

1. Whether the target for universal access to broadband at a speed of 2MB/s by 2012 is ambitious enough?

The aspiration for availability of two mega bytes per second (Mbps) is expressed as a target only and
therefore a movement towards a goal rather than an obligation. There have been genuine concerns expressed
as to whether this can be met and how it will be met. If it is not achieved then what are the consequences
and what are the remedies for those who miss out? It is important that when the universal service
commitment (USC) is put out to tender that reaching the goal becomes an enforceable contractual
obligation and that progress is monitored.

The target is for universal access but universal is defined downward as 98.5 per cent. The likelihood is that
the remaining 1.5% will consist of the most disadvantaged and therefore from a social justice point of view
the target is not ambitious enough. Given the geography, distance and access issues in Scotland and Wales,65

it is likely that consumers in the devolved nations are in particular danger of missing out. A similar problem
applies to rural areas in England, particularly in the north, and in Northern Ireland. These are the very
communities that have most to gain from access to high quality, high speed broadband services.

The roll out must be underpinned by mapping and targeting of disadvantaged areas so that the digital
divide does not become more pronounced.66 Other aspirations of the Digital Britain report, such as digital
switchover and online delivery of public services,67 are dependent on genuine universal access, not statistical
universality.

Access can not be assessed on the basis of physical availability alone. For example, UK average
broadband take up is 68% and the Scottish average is 60%, however due to low incomes and low PC
ownership, take up in Glasgow is only 39%.68 Similarly economic change and development is now very
dependent on access to technology and failure to deliver to a reasonable target has implications for flexibility
in working, employment opportunities, education and research, creative partnerships, global
competitiveness of businesses, and the development of new business.

The commitment is defined by way of reference to download speeds, but is this an appropriate measure?
Or should a range of factors be considered to determine a basic essential service? It is clear that access
depends also on upload speeds, a guarantee of a sustained and reliable service, quality of service and
contention rate specifications, aVordability, network maintenance and dispute resolution specifications.
Usability and functionality depend on consideration of a range of criteria to ensure minimum standards and
we would encourage the commitment to a download speed to also incorporate the other elements that have
an impact on access.

65 The “pipes” used for delivery are likely to have a significant impact on quality and speed of service, eg cable or delivery via
fixed line provides the best performing service and proximity to the exchange will aVect speeds. Many remote areas will be
reliant on inferior pipes (or lack of pipes), such as mobile broadband, and are likely to experience inferior quality services as
a result.

66 The Welsh AVairs Committee Report calls on the UK Government and the Welsh AVairs Committee to work together to
start planning how to implement network development in less commercially economic areas at the earliest opportunity.

67 The user-centred approaches advocated by community groups and organisations such as Consumer Focus would not be able
to be supported on headline download speeds of two Mbs, Consumer Focus, Does Directgov deliver? Forthcoming, June
2009.

68 Ofcom, Communications Market Report Scotland 2009. While Ofcom has been working with the Glasgow City Council to
address these issues this is not an isolated instance and needs to be addressed UK wide as part of the USC.
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The speed of two mega bytes per second (Mbps) has been widely criticised as not being ambitious enough.
This is set against a backdrop of comparisons with other countries and the sorts of speeds available via
superfast broadband in some (generally aZuent) areas in the UK. Is there any science in two Mbps? Where
has the figure come from?

The aim should be for minimum speeds necessary to maintain basic multi-purpose usage and in particular
support high definition video and audio sites, video conferencing, voice and data services and proper
interactive use of new generation public services. The Digital Britain Interim report itself sets out the criteria
for the desired level of minimum service, which includes average speeds, usage of services and access to
public services as well as taking account of the likely evolution of technology and the market.69 We believe
that a target broadband speed should be set on the basis of these criteria and then costed with the object of
developing strategies to fund the desirable speed rather than compromising on this.

Current usage indicates that the figure of two Mbps is already inadequate on the basis of the criteria set
out in Digital Britain. Ofcom reports as at July 2009 the current average for broadband speeds is 4.1Mbps.70

It is expected that between now and 2012 demand for average speeds of 20Mbps is likely.71 It is clear that
two Mbps will not support innovation and development nor keep pace with average usage. In order for any
speed to retain relevance and currency it will need to be reviewed against objective criteria on an annual
basis.

We welcome this year’s announcement by Ofcom of the go-ahead for super-fast broadband and we have
already seen significant developments in rolling out this service. It is estimated that this will deliver speeds
up to 10 times faster than current broadband speeds with providers already announcing services of up to
50Mbs.72 Superfast broadband will support a range of simultaneous and high bandwidth services at the
same time. The announcement, however, highlights the increasing likelihood of a digital divide if realistic
and relative minimum broadband speeds are not set as part of a legally binding Universal Service
Obligation (USO).

We believe greater ambition in the areas of;

— obligations versus target,

— actual universality of access with emphasis on roll out to those currently disadvantaged,

— how basic service is defined to deliver to consumers and businesses the service that they need; and

— in level of service commitment to ensure that basic provision does not lose touch with developments
in the rest of the world and also developments in access to faster and more eYcient technology in
the UK,

will lead to greater returns for the UK as a whole both economically and socially.

2. Is the Government right to propose a levy on copper lines to fund next generation access?

We know average speeds in the top four countries are already at more than 20Mbps. Other countries have
sought to boost their creative market involving a substantial injection of funds or levies on industry to
implement higher speeds, notably Australia ($30 billion over eight years—base level of 12Mbps, but 90%
of country should get speeds up to 100Mbps), Malaysia ($2.2 billion), South Korea (US$938 milliion over
five years), Greece ($900 million), Singapore ($700 million), and Finland ($102 million, 100Mbps to 90% by
2016).73 It is clear that the cost of implementing Next Generation Networks will be substantial and all
options need to be considered.

We have advocated for Government to look at universality in next generation access for the reasons
advanced above; the widening digital divide and its implications for consumers and businesses. The target
of 90% next generation access by 2017 is likely to leave behind a greater proportion of those who are
considered the most disadvantaged, in remote areas, or in the lowest socio-economic classifications now.

We are yet to see the Government’s consultation on the proposed levy on copper lines to fund next
generation access but we would be interested as part of that consultation to see the projected cost, the impact
assessments and the other options considered. Attaching a levy to fixed lines is likely to constitute a tax on
a specific demographic, and one that is reducing because of the increasing movement towards mobile phones
and PDAs for communications. Indeed with mobile phone profits continuing to rise it would seem that such
a levy may be able to be absorbed by industry on the basis of their proportion of the mobile phone market.
In any case, the load needs to be distributed fairly across the sector.

In our response to the Digital Britain interim report we proposed a number of alternative funding
mechanisms such as:

“All industry players should be expected to commit to targets under the USO which could include
minimum broadband speeds and penetration and prioritisation of access to some areas, products that
deliver minimum service at limited prices, that supplement media literacy initiatives and enable improved

69 BERR and dcms, Digital Britain, The Interim Report, January 2009, p. 55 –56.
70 UK Broadband Speeds 2009, Consumers’ experience of fixed-line broadband performance, 28 July 2009.
71 Interim report, p.20.
72 http://www.ofcom.org.uk/media/features/ngaonex
73 www.slideshare.net/yankeegroup/broadband-regulation-and-the-global-economy



Processed: 16-02-2010 21:41:44 Page Layout: COENEW [E] PPSysB Job: 441268 Unit: PAG1

Ev 96 Business, Innovation and Skills Committee: Evidence

access by disabled or disadvantaged users. Additional funding could be raised through licensing fees, and
opening up of spectrum. USO goals could be furthered through applying conditions to these grants of licence
and spectrum. Similar roll out obligations were imposed on 2G/GSM operators via licences previously and
we suggest the 3G roll out should do the same.”74

3. Will the Government’s plans for next generation access work?

While the plans are not yet clear the aspiration to look at ways of enabling universal access to new
technology is important. The plans are also dependent on a market roll-out that will reach 60% of
households, which will in part depend on resolution of issues of spectrum and consideration of alternative
delivery methods.

4. If companies are providing the speed of access which they promise to consumers?

The recent report by Ofcom75 shows that companies are not providing the speed of access which they
promise to consumers despite the existing code of practice. This needs to be looked at in terms of delivering
any USC and ensuring consumer get what is on the label. The failure to deliver promised speeds aVects
business eYciency and competitiveness and proposals to deliver public services online.

Consumer Focus is also aware that traYc management by the ISPs goes on in certain circumstances to
provide premium customers with a better service but the circumstances and preferential services criteria are
not always transparent.

Digital Britain places heavy reliance on the market to deliver but if the market is mis-selling now then this
reliance may be ill-placed.

5. The extent to which current regulation strikes the right balance between ensuring fair competition and
encouraging investment in next generation networks?

Current allocation of spectrum has resulted in anti-competitive forces restricting market growth. These
issues need to be resolved and lessons learnt.

Meeting the two Mbps USC target and the Next Generation Final Third project target depends on the
roll-out of next generation mobile networks. Because of the complex picture that currently exists around
both allocated and unallocated spectrum, this roll-out will require what the Government-appointed
Independent Spectrum Broker has described as “a comprehensive approach to resolving the future of mobile
spectrum”.

Two key elements of the Technical Arbitration Process around spectrum modernisation that the
Government is entering into are:

— The alignment of the 2.6GHz paired FDD spectrum and the 800MHz auctions (the “Big Auction”)
at the earliest practicable date—the Government understands this to be mid 2010.

— An exchange of 900MHz spectrum by current holders for any acquisition of spectrum in the
800MHz auction, within a specified time period, at a ratio to be determined.76

Consumer Focus approves of the 2.6GHz and 800 MHz auctions because of the scope they provide for
new market entry and enhanced competition, as well as the development of next generation mobile
networks. The revenues from this auction should be ring-fenced for reinvestment in the USC, next
generation networks and other Digital Britain aims.

We understand the challenges that exist around liberalisation of the 900 MHz spectrum band. The
Government has stated its intention to carry out a process of exchange of 900 MHz for 800 MHz spectrum
holdings with the current incumbents of the 900 MHz band, Vodafone and O2. The final ratio of exchange
has yet to be determined.

We will be disappointed if the Government settles on a ratio that makes conditions more diYcult for new
market entrants, damages competition or hinders the development of next-generation mobile networks. A
tough stance should be taken with those who are ‘hoarding’ spectrum and blocking competition. The
consumer interest also needs to be protected in relation to digital products and services,77 particularly in
relation to misleading statements about service provision in next generation networks. Pockets of have-nots
among the haves will demonstrate the failure of competition and the need for Government initiatives. The
judgment by other countries has been that such initiatives require significant Government investment from
the outset.

If there is to be limited investment in these projects then the tender for covering the gaps needs to be
handled carefully. The areas left will be those from which the market can’t profit. Contracts let for these gaps
will be costly or bid for on the basis of taking up further opportunities. It is important that the provision of
basic services does not lock in the supplier as the only provider of further or add-on services, impacting on
aVordability and choice for consumers. The recent example of Karoo, as a monopoly service provider,

74 Consumer Focus, March 2009, p.17.
75 UK Broadband Speeds 2009, Consumers’ experience of fixed-line broadband performance, 28 July 2009.
76 Digital Britain Final report, dcms and BIS, June 2009, p.74.
77 Consumer White Paper ‘A Better Deal for Consumers: Delivering Real Help Now and Change for the Future’, BIS, July 2009.
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cutting consumers’ access in Hull without due process, is illustrative of the sort of problems that may result.
Evaluation of current programmes should take place as soon as possible in order to identify potential
benefits and drawbacks of joint investment and to inform future public investment in next generation
networks.

The European Commission has recently published guidelines on state investment into internet networks,
enabling the EU’s member states to subsidise companies willing to develop networks in rural or under-
served regions but preventing private companies from using public money and then shutting out
competitors. Neelie Croes, the European Commissioner for Competition, commented that state aid should
be used to develop “new, neutral and open broadband infrastructures in under-served or unprofitable areas,
where a competitive market for broadband services needs to develop”.78

Consumer Focus recommended the following in our response to the Digital Britain Interim Report:

“The Government should prepare an assessment of the competition eVects of any model it
proposes for the delivery of broadband USO prior to a final decision. This assessment could be
completed with the involvement of the relevant competition authorities. If there is an indication
of a potential loss of competition that could be to the detriment of consumers, then we recommend
that Government should only proceed if it is willing to pursue a formal waiver of competition rules
in a clear and transparent way.”79

As in the area of financial services, a fair market place may not necessarily drive choice and the competitive
pressures that will deliver for consumers. Switching and exercising of choice varies across regions and
products and these factors need to be taken into account in assessing the need for future regulation.80

6. Any other views stakeholders think the Committee should be aware of?

The criteria for supply of broadband provision and next generation access are crucial. Even if reliable and
fast broadband access is physically available to all it might not be utilised. Digital Britain has indicated the
importance of issues of aVordability and usability as key factors in ensuring the aspirations of universal
access to digital technology are met and consideration needs to be given to a social tariV or base subsidy to
supplement physical access.81

“The co-ordination and monitoring of access/digital inclusion work needs to be placed in the hands
of one Government body with the ability to direct resources. In line with the Department for
Communities and Local Government (CLG) report on Delivering Digital Inclusion, baseline
measures need to be adopted to monitor progress towards digital inclusion and the success of
various programmes. Objective means of measuring gaps and obstacles need to be established in
order to target excluded areas as a priority.”82

Roll out of access should address the current priority needs areas first, lest the social exclusion gap drift
further. The New Zealand government’s broadband commitment prioritises schools and hospitals in its first
tranche roll out. Consumer Focus has proposed the following be undertaken before work is contracted:

“A universal service commitment to access should be adopted by Government, with support and
participation of industry, which would include the achievement of measurable and progressive
targets in relation to all of the following to be eVective by 2012:

— Network/broadband access and speed.

— Removal of discriminatory barriers and prioritising of access to those who are currently
disadvantaged in the digital market.

— Competence in, and understanding of, digital products.

— Usability.

—Access to responsive and interactive public services.”83

September 2009

78 http://europa.eu/rapid/pressReleasesAction.do?reference%IP/09/
1332&format%HTML&aged%0&language%EN&guiLanguage%en

79 Consumer Focus, Response to Digital Britain Interim Report, March 2009, 18 -19.
80 See ‘Making Markets Work for Consumers in Scotland’, Scottish Consumer Council, 2008.
81 France Numerique 2012 provides for all French citizens to have access to broadband at a tariV of no more than ƒ35 per month

including equipment.
82 Consumer Focus, Response to Digital Britain Interim Report, March 2009.
83 As above.
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Memorandum submitted by Digital Region

1. Whether the target for universal access to broadband at a speed of 2MB/s by 2012 is ambitious enough?

The challenge of universal access is always diYcult from an economic and deployment prospective, in
practice, the principle of achieving this should be maintained.

We support the proposition to deliver universal broadband. The figure of 2Mb/s does not appear to be
ambitious enough in the light of ongoing international initiatives and the potential impact on British
competitiveness if we do not retain an information technology leadership position on a global basis.

Moving to 2Mb/s leaves alot to be desired in the provision of the additional capabilities of Next
Generation Access (NGA), such as Quality of Service, multiple service providers across a single connection,
guaranteed bandwidth.

By 2012 large parts of the country will have these NGA capabilities, while others will have been introduced
to broadband via the universal obligation of 2Mb/s download. This will further widen the digital divide as
applications development, and business & public sector solutions move to NGA delivery models that are
inconsistent with 2Mb/sec download.

The delivery mechanism should remain technologically neutral.

We strongly believe serious consideration should be given to the uplink channel of the broadband circuit,
this has been required for some time. We believe the uplink is required to stimulate creation of new services
and capability locally. This will allow the UK to remain at the leading edge of innovation on a broader basis.
Furthermore it will also better support recent government initiatives such as proposed in the Glover report
and for the longer term objectives of transformational government.

2. Is the Government right to propose a levy on copper lines to fund next generation access?

We have reservations on the levy’s of this nature. It is recognised that economic timulations may be
required to achieve the overall objectives and such economic instruments would be better based on a more
technologically neutral approach.

2.1 The principle here is a reasonable method of at least part funding the move to 2Mb/s particularly in
strong market areas.

However, we do not believe It is right that everyone should pay, and debate is required to determine which
groups can be excluded, eg:

— Lower income groups—we believe should be excluded

— Those who are already contributing to their own NGA development

— South Yorkshire is a good example here. The sub region is contributing significantly to the
development of the Digital Region NGA network, including end user customers through their
local taxation and normal service charges. We do not believe it is right that the people of South
Yorkshire pay an additional levy to provide NGA in other parts of the UK?

— Essential users—we don’t believe they should pay an additional charge

2.2 Funding alternatives should also be explored, for example—

2.2.1 The Digital Britain report sets out Broadband at a reasonable level, 2Mb/s, is now an essential
requirement of every household, business and public sector organisation. It is highlighted as being
critical as we progress to an information and knowledge economy. This raises the question of how
something so critical can be achieved and aligned with appropriate funding mechanisms.

2.2.2 Who will own this new infrastructure? BT and others have shown concern around the likely
outcome of a “patchwork quilt of networks”, but the alternative is the continuation of their
monopolistic position. It is becoming evident that this “patchwork” is practical through clear
governance, standards and processes. However, if BT are to own large sections of the extended
infrastructure, including taking returns over a very long period, surely they should be encouraged
to channel a significant amount of their profits to make this happen?

2.2.3 The cost of collection must also be considered. Upgrades to what are already relatively complicated
billing systems will be required by each operator, and business processes will have to change to
adapt the new requirements.

The 50p levy is only helpful if as much of it as possible reaches the intended destination—more
NGA for homes, businesses and public sector organisations.

3. Will the Government’s plans for next generation access work?

3.1 A universal obligation is probably the only method of getting 2Mb/s to every
location in the UK in the short/medium term. This does not have to be a single nationally provided
obligation, but could be made available through multiple providers, promoting further competition in the
market place.
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3.2 The “Final Third Project” is vague in its delivery plans at this time so diYcult to consider the
likelihood of success.

3.3 The concern is that it will expand the digital divide further and leave us behind many of our
competitor countries due to the fairly lengthy timescale and relatively unambitious target of 2Mb/s.

3.4 The Digitial Britain report itself sets out the criticality of broad competition. The move to 2Mb/sec
download leaves the UK well behind other parts of the developing global economy.

4. If companies are providing the speed of access which they promise to consumers?

It is widely recognised that the “up to” mentality has left many consumers and citizens dissatisfied with the
service. We believe that more precise service level agreements should be provided to the individual consumer.
Consideration should also be given to both speed and quality of service to meet customer needs.

The recent Ofcom study has now confirmed what the market has always known.

— The average broadband speed in the UK in April 2009 was 4.1Mbit/s. This compares to an average
“up to” headline speed of 7.1Mbit/s.

— The actual speeds received varied widely. Fewer than one in ten (9%) of the sample on 8Mbit/s
headline packages received actual average speeds of over 6Mbit/s and around one in five (19%)
received, on average, less than 2Mbit/s.

The promises provided by ISP’s are based on download bandwidth. More and more applications are being
developed which require a critical upload bandwidth as well. ie more symmetry of bandwidth, to support
streaming and interactive applications. The upload capability is almost always so relatively low that similiar
up to promises are not possible.

The technology is available today to provide much greater upload bandwith, enabling that required
symmetry.

5. The extent to which current regulation strikes the right balance between ensuring fair competition and
encouraging investment in next generation networks?

It is fair to say that the current regulation has historically endeavoured to strike the balance between fair
competition and encouraging investment in next generation networks. In recent times there are areas of
concern developing, the recent Ofcom report outlining BT’s commitment to next generation networks has
increased the uncertainty to the investment community. This could potentially cause more investors to
question next generation investment. It is clear that action needs to be taken to stimulate innovation
alongside next generation network capability and maintain pressure on the transition to a more flexible and
capable next generation infrastructure.

Any industry will struggle where there is a single monopolistic player and telecomms is no diVerent. But
in telecoms it is more complex as the monopolist, BT, dominates the infrastructure aspect, and is also the
largest provider of services.

This leads to two key questions:

(i) How can BT be motivated to extend infrastructure to non commercial areas?

(ii) At what level should competition be encouraged?

The relatively slow pace of progress in Next Generation Access and “super fast” broadband infrastructure
development, coupled with the relatively unambitious targets set, lead you to feel the market is not as
capable as we would like. In such a potentially lucrative market, this suggests the regulation is not balanced
making it diYcult to encourage investment.

A very good recent example has seen BT announce plans to provide NGA to 40% of UK residents. This
is the 40% which are most commercially advantageous to BT, extending the digital divide further.

At the same time BT have been allowed to introduce an additional fee of up to £1,000 per cabinet for any
other operator to connect into their network. There are over 1,800 cabinets in South Yorkshire, potentially
adding £2 million to the Digital Region build cost. This will total something closer to £100 million of
additional cost for operators to do this across the UK.

Is it appropriate to compete at the infrastructure level, particularly when one operator has such a distinctive
first mover advantage, with a certain degree of control over the national network? Or should a railway network
model be adopted with the competitive layer being between those providing services across the network?

While we still have a monopoly situation in the broadband market, the market is progressing and
continues to need focused regulation, requiring intervention where appropriate.

Assuming a shared goal of wanting as many people as possible using online services, the motivation to
go online comes from there being applications/services that the public want to use. Having a particular
infrastructure is not motivational to the end user but is the critical dependency to progressing connectivity.

To support this, regulation and investment, needs to motivate new entrants to build the best possible
infrastructure. Competition will come across each network in the services and applications provided.
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It is also critical that the recommendations of the recent “Glover Report” are implemented to provide
appropriate support to the SME community.

Current initiatives have commenced on a micro scale, with multiple networks being developed, but all
struggling to provide the mass customer base required by the major service providers. This has had the
advantage that multiple networks can work together technically, but still does not provide the required
platform to motivate competition in the services provided.

A “middle ground” of regional (for example) networks takes the monopoly away but provides for
suYcient mass to attract greater competition across the services provided.

25 September 2009

Memoranda submitted by East Midlands Development Agency

This is a joint response on behalf of the nine English Regional Development Agencies (RDAs) prepared
by EMDA in its capacity as lead RDA on Broadband and ICT. In our earlier response to the Digital Britain
(DB) consultation the RDAs argued that we are already living in a DB and that the challenge for the UK
is to facilitate the shift to what we described as a Next Generation Digital Britain characterised as a modern
21st Century Low Carbon Knowledge Economy.

To deliver the Government’s vision the UK needs to ensure appropriate and timely investment in the
economic architecture of a digital economy. This requires investment in both the underlying digital
infrastructure and in our businesses and citizens capacity to exploit these digital opportunities (but also to
mitigate the threats).

The way we respond to these opportunities will have a major role to play in steering Britain out of the
current economic downturn and will play an increasing role in delivering a low carbon economy.

This response seeks to follow the broad questions as set out in the consultation document.

1. Whether the target for universal access to broadband at a speed of 2Mb/s by 2012 is ambitious enough?

The RDAs would commend the Government for its proposal to establish the principle of a Universal
Service Commitment (USC) for broadband. This aspiration sends a powerful and welcome signal to the
market.

However, we would question whether focusing on a specific speed is appropriate and sends the right
investment signal to the market. In a rapidly changing digital economy the Government’s objective should
be to future proof infrastructure investment not peg it to an arbitrary speed. We are concerned that setting
a 2Mb/s [asymmetric] service requirement for the USC sends a specific market signal that economically
rationale organisations will translate into specific technology choices. We drew attention in our DB response
the resounding and continuing silence on the role of symmetrical services which, although not widely utilised
today, we should expect to become significantly more important in the future. Set at 2Mb we can expect to
see a further extension of the UK’s reliance on networks based on elements of the old copper telephone
network as distinct from a market signal that encourages a transition to a dedicated optical fibre network.

Our position is that we already live in a DB having moved, in a very short period of time from zero to
near 100% availability of first generation broadband and where the internet is for many of us woven into
the fabric of our lives as businesses and citizens. We accept entirely that the public sector is generally not
well placed to second-guess what the specific applications or services will drive next generation broadband—
the market will determine these. However, it is reasonable to expect that as the UK economy seeks to
transform itself into a low carbon knowledge economy that the demand for bandwidth will increase
exponentially. A knowledge economy is bandwidth hungry because it is built on the trading of ideas
(regionally, nationally and internationally) and the interplay and exchange of information—where the basic
commodity of exchange is digital data.

Even were these seismic changes to the structure of the economy not to happen it is worth noting that the
entire public sector is driving traYc growth through the adoption of web based channel management
strategies and the pioneering of new service delivery arrangements both of which have implications for
bandwidth. It is a concern that no one public body has responsibility to reflect, in a national broadband plan,
the economic and social implications of the cumulative impacts of the demand for bandwidth arising from
the wider eGovernment agenda let alone the demand arising from these structural changes to the economy.

2. Is the Government right to propose a levy on copper lines to fund next generation access?

In our response to the DB consultation we accepted that there is much disagreement around the timing
of investment in Next Generation Broadband (NGB) infrastructure but we urged the Government should
adopt a precautionary principle and, at a minimum, set out a transition timetable—an approach broadly
accepted in the DB report.

At issue for the RDAs was the fact that transitioning to NGB was, in financial terms, orders of magnitude
bigger than simply “piggy backing” a broadband oVer over an existing telephone network.
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The problem has always been one of funding.

The RDAs do not take a position on the role of the levy we do, however, take the view that any public
sector solution has to: (1) future proof investment; (2) provide regulatory certainty; (3) deliver vfm; (4) be
equitable and; (6) acceptable by the public at large.

3. Will the Government’s plans for next generation access work?

Success will be measured by the country’s capacity to deliver a “fibre rich” next generation broadband
network in a timely manner.

The analysis in DB suggests that the market will deliver to two-thirds of the population, leaving public
intervention to support a Final Third project to deliver “at least 90% coverage”—all of this to be completed
by 2017. The Government identified £200 million to deliver the USC and proposed a Next Generation Fund
with a c.£150 million annual funding stream arising from a proposed supplement on all fixed copper lines
to deliver the Final Third project.

This approach raises three concerns: (1) funding; (2) timing; and (3) commercial confidentiality.
Regards funding—the Broadband Stakeholder Group estimate that the cost to deliver next generation
broadband is in the range of £5 billion–£29 billion84 depending on which technology is chosen. DB identifies
£200 million funding for the USC and (taken up to 2017) c.£1.2–1.4 billion through the Next Generation
Fund. BT for their part have made public plans to spend £1.5 billion on NGB but we note that a recent
article by Analysis Masons suggest that a funding gap is likely to endure .85

Timing—our principle concern in the joint RDA response to the DB consultation was to urge the
Government to commit to a timetable that would see NGB available across the UK. RDAs broadly accept
the DB analysis that much of this investment will rightly be made by the private sector leaving a Final Third
[or maybe more] requiring public sector support. This approach, however, means that NGB will primarily
be delivered to the mass market by decisions taken largely outwith the public sector. It is a concern that
Ofcom’s recent consultation on Next Generation Networks published on 31st July 200986 drew attention
to what amounted to a major strategic review by BT of its plans for 21CN. Ofcom suggested that the eVect
of this change, along with the current diYcult market conditions, appears to have brought considerable
uncertainty into the timing of future investment by the wider market. Whilst the UK market digests what
this means the DB report provided examples of how our international competitors are pushing ahead with
broadband roll-out plans.

Our position remains that it is diYcult to quantify the economic returns [or costs from any delays] from
the timing of the roll-out of NGB across the UK. But—if as we argued—that connectivity is a critical
infrastructure for a 21st Century Knowledge Economy, then timing is an important factor that should not
be left to the vagaries of the market. Given the long lead-in times for civil works there is a case to argue that
the UK should adopt the precautionary principle and create an investment climate that accelerates
investment now rather than wait for the market to discover that competitors have secured commercial
advantage in this new digital economy.

Confidentiality—it remains the case that in its planning for NGB the public sector is frequently
handicapped by confidentiality issues and a general reticence by the telecoms industry to share information.
If the DB analysis is correct and the public sector has a role to play in delivering something like a final third
this can only be achieved with a much more open approach to the sharing of information—if only to comply
with state aids requirements. A much broader exchange of information and openness is required across
industry if private and public bodies are to work eVectively.

4. If companies are providing the speed of access which they promise to consumers?

RDA’s believe that the consumer is sovereign in the broadband debate. The recent report from Ofcom on
broadband speeds confirmed that actual broadband speeds are significantly below the advertised headline
speeds.87 It remains unclear what, if any, impact the voluntary code of practice on broadband speeds
introduced by Ofcom has had on actual service performance.

It remains the case that a customer in a bar would not expect to pay for a pint only to then receive a half.
We see no reason to argue that the market for broadband should be materially diVerent to any other market.
In a nascent market the principle of best endeavour that applied to first generation broadband may have
been acceptable. However, we might expect that in a NGB market with consumers oVered significantly
higher speeds, we should expect consumers to be more discerning about quality of service issues. Indeed QoS
may expect to play a much more important role in diVerentiating (and monetising) NGB services. An
economy in which connectivity is a marginal activity is fundamentally diVerent to an economy where
connectivity is a critical infrastructure.

84 Final report for the Broadband Stakeholder Group, The costs of deploying fibre-based next-generation broadband infrastructure,
(8th Sep 08)

85 Digital Britain: tax shock funds fibre, Analysys Masons (1st Sep 09) http://www.analysysmason.com/About-Us/News/
Newsletter/Digital-Britain-tax-shock-funds-fibre/

86 http://www.ofcom.org.uk/consult/condocs/ngndevelopments/main.pdf
87 UK broadband speeds 2009, Ofcom (28th Jul 2009)
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5. The extent to which current regulation strikes the right balance between ensuring fair competition and
encouraging investment in next generation networks?

The European Commission has made much of Functional Separation as a means to overcome
competition problems and specifically cites the positive impact this structural change has had upon UK
experience, where: “…it triggered a surge in broadband connections”. We would not disagree that functional
separation has accelerated the market and significantly improved competition in the UK but we would
caution that experience in the UK suggests that where competition exists it is typically focused on price and
constrained to specific geographies. We are concerned that, in the absence of countervailing forces, this
structure does little to help accelerate the transition to next generation broadband and, at a practical level,
encourages a climate of secrecy that inhibits the sharing of information between incumbents and public
agencies interested in understanding the economics of transition.

It is also worth noting that the 2003 Communications Act gave Ofcom the specific responsibility of
ensuring that a wide range of electronic communications services—including high speed data services—is
available throughout the UK. Given that the Government’s argued in the DB report that we have a structural
problem with the UK broadband market whereby at least a third of the market is not likely to be served by
NGB it is reasonable to conclude that in some locations the regulatory environment has served the
competition objective rather better than the investment objective and that in these poorly served locations
the right balance has not always been drawn.

6. Any other views stakeholders think the Committee should be aware of.

It is interesting to note that in its eVorts to remain completely technology neutral the DB report does not
articulate the potential benefits of a UK fibre to the home (FTTH) strategy. This is perhaps not surprising
given that this would be the most costly of all the NGB solutions—estimated by the BSG at around c£29bn.
It is unquestionable that taking fibre to every premises in the UK would be costly and that in practice any
NGB solution will utilise a range of technologies. The BSG, however, usefully summarised the advantages
of fibre in their Pipe Dreams report which argued that:

FTTH is regarded as the ultimate next generation broadband solution. FTTH would be a one-oV
investment that could be exploited for many decades to come. Continued innovation in fibre optic
technology means that once an end to-end fibre connection is in place, the local access layer would no
longer be a constraint in the network. FTTH is regarded as more secure than other options as it does
not require active street cabinets and the long-term operating costs would be lower than for other
technology solutions. However, the up front capital costs of deploying fibre would be very
significant .88

The critical factor for policy makers to understand about fibre is that its carrying capacity is virtually
limitless and, in contrast to all other broadband technology solutions, once installed the investment is future
proofed. When the country invests in roads or rail infrastructure these assets are amortised over 30 or even
60 years not three years that are typically applied to assets in the IT industry. It seems clear that, were we
able to apply the same investment logic used in road or rail to a FTTH [or fibre to the premises] investment
there would be a compelling economic case, particularly for a public sector determined to secure both the
competitiveness of Place and value for money in its investments.

On the 17th Nov 2004 BT announced it had connected its first homes in a FTTH trial. In 2007 Steven
Timms observed that: Unlike elsewhere, there are in the UK hardly any fibre to the home connections In fact,
I don’t know of a single one89 Remarkably, two years on, as Japan nears the point where over half its
population is connected by fibre,90 here in the UK we are still piloting FTTH and await a substantive
announcement of any major roll-out programme.

It is widely accepted that c.60% (maybe more) of the cost of fibre is related to the dig. In an area where local
government has significant powers related to building control, planning and the regulation of streetworks it
remains frustrating to note that as yet there is little evidence that they are using their powers through, for
example, the coordination of street works either public or private to facilitate the roll-out of fibre. Equally,
it does not help the nascent FTTH market that, even on green field sites, it cannot be assumed that FTTH
will always be the default connection of choice by the incumbent supplier.

The Government’s Transformational Government agenda assumes that public services will increasingly
be delivered by virtual channels. There appears a powerful logic to this. Indeed, recent research by Socitm
suggests that the cheapest channel is the web at £0.27p per transaction compared with £3.22 for the phone
and £6.56 for face-to-face. However, even in a DB we should not expect to serve our citizens only virtually—
a point well made when the Business and Enterprise Committee examined the future of Post oYces.91 But
to see this simply as either virtual services or traditional misses the point. The whole public sector will have
to innovate to maintain, indeed improve, models of service delivered in what will be a much tighter fiscal
climate and this alongside huge demographic pressures. No doubt some services will shift online but many
will still have a person on the front of them—at the point of contact.

88 Pipe Dreams? Prospects for next generation broadband deployment in the UK, Broadband Stakeholder Group, (2007).
89 Speech to Broadband Stakeholder Group—Next Generation Access, Commonwealth Club, 18th Sep 2007
90 http://www.oecd.org/dataoecd/21/58/39574845.xls
91 HC 371–I., P/1., Post oYces—securing their future (23rd Jun 2009)
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In the future we should increasingly expect to see our public servants needing to rely more and more on
the connections they have to their respective back-oYce networks in order for them to do their job eVectively
and eYciently. Whether these services are delivered in person, at an oYce or in a home, or online, they will all
be underpinned by technology where the role of broadband connectivity becomes more not less important.

21 September 2009

Memorandum submitted by Electromagnetic Compatibility Industry Association (EMCIA)

1. Executive Summary

We very strongly recommend that the Committee specifically excludes the use of PowerLine
Telecommunication (PLT*) technologies as an option for the delivery of broadband Internet.

One mechanism for providing broadband Internet access might be thought to be PLT, and similar digital
communications technologies, that use the electric power lines (the “mains”) to, and within, homes to carry
the high speed data signals used by broadband Internet.

But mains wiring is unsuitable for carrying such signals, and so PLT results in excessive electromagnetic
interference (EMI).

The very high levels of EMI emitted by PLT have serious consequences for radio communications in the
“Short-Wave” band (1–30MHz), including potentially severe safety consequences.

It can also interfere with the delivery of broadband Internet by xDSL technologies using telephone cables,
slowing their data rate.

* PLT

PLT also goes by other names, including PowerLine Communications (PLC) and Broadband over
PowerLine (BPL)

2. The EMCIA—A Brief Introduction

The full name of the EMCIA is the Electromagnetic Compatibility Industry Association.

The EMCIA was formed in March 2002 for the benefit of companies involved in the supply, design, test
or manufacture of EMC* products, or the provision of EMC Services. The EMCIA is a UKTI Accredited
Trade Organisation.

*EMC is short for Electromagnetic Compatibility—the ability of equipment or a system to function
satisfactorily in its electromagnetic environment, when used as intended:

— without causing intolerable electromagnetic interference (EMI) into its environment, and,

— without suVering unacceptable degradation of performance due to EMI present in its operating
environment.

The achievement of EMC is vital for everything that employs electricity and/or electronics, and is
necessary for:

(a) All manufacturers who incorporate electronic devices within their products.

Including: agricultural; consumer; commercial; communications; industrial; education; science;
military; transport (road, rail, air, space, marine, etc.); national infrastructures (electricity and gas
generation and distribution; telecommunications and internet; radio and TV broadcasting; water
supply and sewage treatment, etc.); medical; security; building automation; etc.

Based on figures from ORGALIME, the total value of these manufactured goods in the UK is in
excess of £30 billion per year.

(b) Owners/operators of systems/installations that employ electronic equipment

Including all buildings and vehicles: agricultural; scientific; residential; commercial; industrial;
healthcare; national infrastructure; communications; military (land, sea, air, space); educational;
governmental; etc.

(c) service organisations that employ electronic equipment.

(d) Employers who provide work equipment incorporating electronic devices

Including: agricultural; retail; commercial; entertainment; industrial; government; military;
communications; scientific research; transport; healthcare; education; transport; etc.
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3. Factual Information

3.1 PLT causes unacceptable electromagnetic interference, EMI

The mains power distribution network, both to and within homes, is unsuited to carrying the high
frequencies used by high-speed data signals.

Furthermore the mains network already carries high-frequency interference caused by the operation of
electrical and electronic products—although its magnitude is regulated by international standards.

For these reasons, for PLT to communicate a data rate that is suYcient for broadband internet, over
adequate distances, it must inject such high levels of signals into the mains network that copious levels of
EMI are emitted from the mains wiring.

The emitted levels of EMI are far above those permitted by test standards generally used for ensuring
compliance with the EMC Directive [1].

In fact, a single PLT device in a home creates as much EMI as would over 1,000 barely-EMC Directive-
compliant products all plugged into the same mains socket.

This EMI has a negative eVect on users of radio communications, both nearby and further afield [2], and
could have severe safety consequences (eg for short-wave radiocommunications with aircraft, or in the case
of a national disaster).

It is often implied by proponents of PLT (and by Ofcom, see [3]) that the “Short-Wave” communications
that suVer the greatest EMI from PLT are only used by hobbyists, but in the case of Ethnic Minorities they
may be the only way they keep in touch with news and events in their home countries.

The EMI from PLT also aVects the delivery of broadband signals via telephone wires, for example the
new VDSL2 standard, as shown by [4].

3.2 Ofcom suVers from a conflict of interest over PLT

Ofcom have investigated many complaints of EMI from existing PLT in-home installations.

The last publicly available figure is that 143 such complaints were recorded over a period of 12 months,
making it by far the largest single cause of interference complaints to Ofcom.

Ofcom could take enforcement action against PLT under the 2006 EMC Regulations [1], or under the
Wireless Telegraphy Act 2006 [5], but despite the high rate of interference complaints Ofcom has recently
stated that it will not take enforcement action at this time [3].

Ofcom has two statutory duties that, in the case of PLT, are in conflict. As set out in the UK
Communications Act 2003, these are to ensure:

(a) The radio spectrum (the airwaves used by everyone from taxi firms and boat owners, to mobile-
phone companies and broadcasters) is used in the most eVective way.

(b) The UK has a wide range of electronic communications services, including high-speed information
services (for example, broadband).

n order to satisfy Item b) by permitting PLT to exist, Ofcom has abandoned Item a).

3.3 EMC standards experts have failed to find a solution for PLT

Numerous attempts have been made at the international standards level [6] for the last twelve years to
attempt to find a way in which PLT apparatus could be made to coexist with radio services, without causing
excessive EMI.

UK experts have been actively involved in this work, which has failed so far, due to the unmanageable
technical contortions involved.

3.4 PLT cannot comply with the EMC Directive

Within Europe, the EMC Directive [1] (and corresponding UK EMC Regulations) regulates the placing
on the market of apparatus which could cause EMI.

Serious concerns have been raised regarding the compliance of PLT apparatus with this Directive [7].

As already mentioned, a single PLT device in a home creates as much EMI as would more than
1,000 barely-EMC Directive-compliant productsthat each just about scraped under the emissions limits in
the relevant EMC test standards—all of them plugged into the same mains socket in that house and
operating at the same time.

The European Commission, accepting that “PLC manufacturers have the impression that, even if their
technical file is convincing, they run a serious risk of a sales ban by market surveillance authorities”, have seen
fit to neuter the enforcement of the Directive rather than require the PLT manufacturers to make their
products comply [8].
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3.5 References

[1] The EMC Directive, 2004/108/EC, from: http://eur-lex.europa.eu/LexUriServ/site/en/oj/2004/l 390/
l 39020041231en00240037.pdf
Implemented in the UK as The EMC Regulations 2006; Statutory Instrument 2006 No. 3418, from: http://
www.opsi.gov.uk/si/si2006/uksi 20063418 en.pdf

[2] Why broadband PLT is bad for EMC, Tim Williams, EMC Journal January 2009, Issue 80, pp 25–34,
www.theemcjournal.com

[3] Ofcom statement, 3rd September 09, published at http://www.ofcom.org.uk/radiocomms/ifi/
enforcement/plt/

[4] VDSL2 and in-door PLT Coexistence, ETSI, LAN09AF033 Ed.02, July 16, 2009. ETSI is the
European Telecommunications Standardisation Institute, and it makes this report available as:
PLT52 TD12 VDSL2-PLT Plugtest Report, ETSI, 2009.pdf

[5] The Wireless Telegraphy Act 2006, from:
http://www.opsi.gov.uk/acts/acts2006/ukpga 20060036 en 1

[6] The relevant International Electrotechnical Commission (IEC) committee is CISPR/I, which has a
Project Team on PLT, www.iec.ch/zone/emc/emc cis.htm

[7] RF Emissions of Powerline Ethernet adaptors, Tim Williams, EMC Journal, Issue 82, May 2009, pp
15–18, www.theemcjournal.com

[8] In the OJEU C197/3 of 21st August 09, the Commission delayed by two years the implementation
date of a standard that PLT manufacturers believe would prevent them marketing their products.

3.6 Further Information, Discussions and Demonstrations

We will be pleased to provide a very great deal more information on this issue, either as documents,
discussions, or even practical demonstrations of the generation of EMI from PLT, and its consequences for
short-wave radio reception.

We can provide access to a wide range of recognised UK experts in all of the areas mentioned above,
including those who are not members of the EMCIA.

4. What we would like the Committee to Consider Including in its Report

For the reasons given in section 3 above—we very strongly recommend that the Committee specifically
excludes the use of Power Line Telecommunication (PLT) technologies as an option for the delivery of
broadband Internet.

5 October 2009

Memorandum submitted by Federation of Small Businesses (FSB)

The Federation of Small Businesses (FSB) welcomes the opportunity to respond to the above-named
consultation.

The FSB is the UK’s leading business organisation. It exists to protect and promote the interests of the
self-employed and all those who run their own business. The FSB is non-party political, and with
215,000 members, it is also the largest organisation representing small and medium-sized businesses in the
UK.

Small businesses make up 99.3% of all businesses in the UK, and make a huge contribution to the UK
economy. They contribute 51% of the GDP and employ 58% of the private sector workforce.

Whilst small businesses welcome the Government’s commitment for universal access to broadband speed
of 2Mbps, it does not go far enough. Currently small businesses do not trade very much on-line because of
a lack of reliable, fast, broadband speed and this is severely impacting upon the eYciency and growth of
their businesses. Small businesses call on service providers to deliver the broadband speeds that they promise
and to guarantee upload as well as download speeds. The FSB calls for greater diversification of the market
and the availability of alternatives to BT land lines for use by other operators, improved infrastructure and
technical reliability.

In June 2009, the FSB carried out an online member survey on broadband speed. It received
6,656 responses, which were spread across the UK reflecting the FSB’s membership. The results indicated
that small businesses, especially small, rural businesses did not seem to trade as much on-line as they could
because a lack of reliable, fast, broadband speed and that this was severely impacting upon the eYciency
and growth of their businesses.
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Whilst small businesses welcome the Government’s commitment for universal access to broadband speed
of 2Mbps, it does not go far enough and small businesses call on the Government to ensure a minimum of
8Mbps broadband speed in order to be internationally compatible and competitive. Complementing this,
service providers should oVer guaranteed minimum speeds instead of “up to” maximums of broadband
speed, guaranteed connections on both uploads and downloads, reliability and greater diversification of the
broadband service provider market.

The next-generation of super-fast broadband must remove many of the technological barriers to
broadband that exist and current ‘not-spots’ must be prioritised in the roll-out of the new fibre optic service
to fill the gaps.

The FSB has noted the steps announced in the Digital Britain Report to provide a Universal Commitment
for broadband at a basic speed of 2Mbps by 2012, but does not agree that this goes far enough in meeting
the requirements of today’s small businesses. When asked what Government could do to most eVectively
help businesses with on-line access, 60% indicated that they wanted a minimum speed of 8Mbps for all users.
To be able to operate eVectively, small businesses must ensure that they can have confidence in the speed as
well as the reliability of their broadband connection. Broadband is not an added luxury to today’s small
businesses but an essential service similar to utilities such as gas and electricity.

Responses to the survey showed that 29% of small businesses currently received less than 2Mbps and 27%
between 2–4Mbps.

The survey showed how the lack of broadband speed reduced productivity for a third of businesses, or
31% of respondents.

Other areas of diYculty due to speed highlighted were the use of email (49%) and back-up (23%), the
processing of payments (27%) and on-line marketing (20%) and also seriously impacted upon small
businesses’ use of new technologies, such as video conferencing, web-casts and pod-casts (60%).

The FSB does not support the Government’s proposal to add an additional levy on phone customers to
fund the development of broadband roll-out. Instead, the Government should create the right conditions
for broadband providers so that it becomes in their competitive interest to improve the infrastructure to
enable high speed broadband roll out across the UK.

The FSB survey indicated that 94% of members felt they were being let down by suppliers and that service
providers’ oVerings were failing to match their advertising claims. Members indicated that it was not
uncommon to be promised, and pay for, up to 8Mbps but in reality to receive less than 1Mbps.

One FSB member said: “The real problem is that everyone has a diVerent service level, and it fluctuates
according to the local contention, mine is 0.55 download and 0.38 upload during the day, but evenings and
weekends that significantly decreases when people return home. I should be getting about 6.5 according to
BT and have the “up to 8 meg” package). So, there are two variables, geography and time.”

In addition, whilst some geographical areas oVered 8Mbps download speed and actually achieved it, a
minimum upload speed was not guaranteed. A minimum upload speed is essential for simple
communications such as video conferencing. Therefore whilst guaranteeing a minimum of 8Mbps download
speed is extremely important, guaranteeing a minimum upload speed is equally as important.

Recently the Government has emphasised the important role of mobile phone operators in delivering jobs
and growth in the digital economy. A recent meeting between Government and the Chief Executives of the
UK’s five main mobile network operators discussed usage of the wireless spectrum for internet and next
generation services. There is significant concern from small businesses about the cost to the consumer, the
reliability and eVectiveness of going down this route.

In July 2009 BT, the market leader on infrastructure, announced that they were speeding up their super-
fast fibre plans and that 1.5 million homes would have access to this by early summer 2010.

However, none of the locations ear-marked for this scheme are rural and BT’s longer-term programme
includes making super-fast fibre-optic broadband available to only 40% of the UK by 2012. Small businesses
call on Ofcom, as the regulator of the communications markets to put pressure on service providers to do
more to help struggling rural businesses compete in the digital age.

2Mbps by 2012 falls far short of the needs of our rural businesses and risks perpetuating a digital divide
between urban and rural areas. This means that rural SMEs and micro businesses are losing out to larger
businesses who have invested in high-speed broadband and also to competitors operating from urban areas
with adequate broadband. This is particularly exacerbated during an economic downturn when businesses
need to innovate to survive since use of the internet, via broadband, so often provides a gateway to
innovation.
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The FSB has suggested it its recent Postal Report that there should be Wi-Fi facilities for those businesses
that cannot get connected at home or in their oYce. It is clear that there are a significant number of “not-
spots” in the UK and until the Government’s policy becomes reality, the Post OYce could fill a gap in the
market.

Significantly more must be done to ensure that the UK remains a competitor in the digital age.

FSB Recommends:

— That service providers must deliver the broadband speed that businesses have been promised and
pay for and guarantee upload as well as download speeds. It is simply not good enough to oVer
an “up to” maximum and deliver a fraction of that figure.

— A greater diversification of the market to invite stronger competition and crucially to make
available alternatives to BT land lines for use by other operators.

— Improved lines and wider use of fibre-optic cables. The lack of broadband speed is largely an
infrastructure problem and if the UK wants to be internationally competitive wider use of fibre-
optic cable must be considered.

— Improved technical reliability. A sudden loss of connection poses great problems for small
businesses and leaves them unable to rely on the broadband connection to process payments,
engage in video conferencing and carry out bookings and other transactions on-line.

September 2009

Memorandum submitted by Intel Corporation

Introduction

Intel Corporation (Intel) welcomes the opportunity to comment on the “Business and Enterprise
Committee to inquire into Broadband Speed”.

Intel’s response has been developed under our corporate technology neutral position which we have
maintained consistently at National, European (CEPT and EC) and Global (ITU) level and as such we
believe our value to Governments and Decision Makers is as follows:

— Global Reach and Experience: Intel has an understanding of eVective public policy development
gained from helping governments worldwide on digital inclusion, education, health and other
programmes

— Industry Leadership: Intel works with the entire ICT eco-system and has invested significant time
and resources in the development of so called 4G wireless technologies, generating innovation and
value for money for consumers

— Technology Development: Intel is at the leading edge of new technology developments and we
continue to drive and shape the market in provision of ‘more for less’ in PCs and new devices like
netbooks, mobile internet devices and smartphones

Our response is not confidential and may be used by the Business and Enterprise Committee without
restriction.

Background

Intel generally remains supportive of the objectives contained in the “Digital Britain (DB) Report”
published June 2009 which outlined the Government’s plans to “maximise the benefits from the digital
revolution” but we remain concerned that the broadband speeds suggested in this, and other, reports are not
exactly visionary. We are also concerned that the DB report and those from the Independent Spectrum
Broker have an apparent bias towards existing technologies, ie HSPA and its’ “evolution” to LTE, rather
than fully embracing the possibilities enabled through a more technology neutral approach encompassing
more than one technology solution (LTE) which is several years away from initial commercial deployment.
Other innovative solutions exist today and the WiMAX technology is one example.

Intel is pleased to see that the Business and Enterprise Committee are seeking input on the Whether the
target for universal access to broadband at a speed of 2Mb/s by 2012 is ambitious enough?

— Is the Government right to propose a levy on copper lines to fund next generation access?

— Will the Government’s plans for next generation access work?

— If companies are providing the speed of access which they promise to consumers?

— The extent to which current regulation strikes the right balance between ensuring fair competition
and encouraging investment in next generation networks?



Processed: 16-02-2010 21:41:44 Page Layout: COENEW [E] PPSysB Job: 441268 Unit: PAG1

Ev 108 Business, Innovation and Skills Committee: Evidence

In this response Intel proposes to take each point separately to be able to address these important topics
adequately. The headers are as follows—

— Universal Access 2Mb/s Broadband by 2012

— Government Levy on Copper Lines to Fund Next Generation Access (NGA)

— Government’s Plans for Next Generation Access (NGA)

— Broadband Speeds Today; are they meeting Consumers Expectations?

— The Balance between Competition and Encouraging Investment.

Universal Access 2Mb/s Broadband by 2012

A key assumption that is being made is that today’s technologies and their “evolution” are capable of
providing mobile broadband services to a mass-market. Intel does not necessarily agree with this position
and the move to OFDM-based technology (WiMAX or LTE) is essential to quality of service once demand
for these services grows beyond initial market penetration. It is unclear to Intel when LTE will actually be
commercially available and deployed in support of the DB objectives.

It is clear from the litigation action taken by two of the incumbent Mobile Network Operators (MNOs)
that investment in additional spectrum capable of delivering true mobile broadband is not a priority. The
focus for the MNOs is to invest in network infrastructure that maximises voice-centric technology coverage
(through GSM re-farming and acquisition of the Digital Dividend spectrum) to the detriment of capacity.
It is therefore highly unlikely that those UK citizens, who will depend on a wireless solution as part of a
Universal Service Commitment (USC), will enjoy data rates comparable to current ADSL speeds and in
many instances will receive no broadband at all.

In fact the MNO public pronouncements state that their existing 3G networks are more than capable of
providing mobile broadband and associated services. These statements make false assumptions about the
additional load that PCs are placing on their networks. A single 3G cell is incapable of even delivering a
service once there are more than 2–3 PCs trying to access the BBC iPlayer service simultaneously. This
problem will be exacerbated once mobile devices with PC-like capabilities are available from 2010. A recent
comprehensive study92 carried out by Arc Chart which looked into the performance of 268 wireless carriers
in 103 Countries worldwide concluded that the average download speed was just 1Mbit/s. The report also
went on to say that In the UK, networks show poor overall download speed for such an advanced market, while
across the Channel, French networks have 3G download speeds amongst the best in the world.”

There have been a number of events that have further compounded delay to the release of the 2.6 GHz
band via an auction in the UK. Ofcom’s original timetable for the auction of 2.6 GHz spectrum was late
2008 and now is likely to be second half of 2010 at the earliest. The UK has had one of the more progressive
regulatory administrations in the world. The constant delay in the release of spectrum (2.6 GHz) is seriously
endangering the UK’s International reputation and will see the UK losing its status as the leading European
Country capable of delivering new innovative technology and services which would maximise the benefit
for the UK consumer.

Now, more than any time in recent memory, there is an immediate need for economic stimulus as
evidenced by the extraordinary actions taken by Administrations in this regard across the world. The cost
of delay in the release of the 2.6 GHz band could be enormous. Economists Thomas Hazlett and Roberto
Munoz estimate that the net present value to consumer from making additional wireless spectrum available
is 10 to 20 times the revenues generated by auctioning that spectrum.93 Thus, the benefit to consumers from
auctioning the 2.6 GHz band could be billions of dollars.

The cost of delaying these benefits for years, as regrettably has happened in this case, should not be
exacerbated by additional delay.

The UK has one of the highest internet usage rates in the world yet its mobile broadband capabilities fall
well short compared to other comparable countries. The DB vision does not appear to address these
shortcomings.

Government Levy on Copper Lines to Fund Next Generation Access (NGA)

The Next Generation Fund (NGF) for NGA appears to impose higher costs on fixed line operators only.
Intel notes that the existing MNOs claim to oVer mobile broadband services today yet they are not included
as a source for the NGF. According to these MNOs 3G mobile services are expected to play a significant
part in delivering the USC and therefore it would seem right and justified to include 3G mobile connections
in the revenue generation of the NGF. There needs to be balance across the Industry in this eVort to deliver
the USC.

92 The Mobile Broadband Performance of Carrier Networks, September 2009 by Arc Chart.
93 Thomas W. Hazlett and Roberto E. Munoz, “ A Welfare Analysis of Spectrum Allocation Policies,” Manhattan Institute for

Policy Research, June 10, 2004, p. 17.
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Government’s Plans for Next Generation Access (NGA)

A key policy objective of the Independent Spectrum Broker, as stated by the Government in its interim
report had been the “Successful deployment of next generation mobile networks.”94 Throughout the
Independent Spectrum Broker Report it highlighted NGN and next generation mobile technologies. Indeed
in justifying his preferred solutions the Independent Spectrum Broker stated:

“The rationale for an integrated approach derives largely from the fact that NGM technologies
require large blocks of spectrum (either operated by a single party or multiple parties working
collectively with contiguous spectrum) for their potential to be fully realised – blocks of 2 x 10 or
(preferably) 2 x 20MHz – and that truly national high capacity networks require spectrum at both
low and high frequencies. Addressing these requirements in an integrated way, if that can be achieved
quickly, should give operators greater certainty over their future spectrum holdings whilst continuing
to support a competitive market outcome. Consequently UK citizens and consumers could be amongst
the first in Europe to benefit from the services oVered over nationwide NGM networks.”95

Therefore the original Independent Spectrum Broker sought to promote the deployment of NGM
technologies:

“… by imposing regional coverage and access obligations on all three 2 x 10MHz blocks of the
800MHz. Each block would carry a basic national coverage obligation at a specified speed (say
2 Mbps) to be achieved by a specific date. Furthermore, each of the licences would carry greater
coverage obligations, of perhaps 99% population coverage – as well as access obligations – at a
specified speed in a specific geographic area of the UK to achieve near-universal coverage of
NGM.”

However the new draft ISB proposal abandons this push for NGM by adopting the lesser, existing 3G
performance requirements of “downlink speed in excess of 768kbps in outdoor locations in a lightly loaded
cell” and “downlink speed in excess of 1.5Mbps in outdoor locations in a lightly loaded cell” stating “3G
HSDPA services have already brought mobile broadband services to a large part of the country. These
obligations will enhance and extend this coverage.”96

It also ignores any complementarities among bands in the provision of NGM when it fails to impose the
reduced 3G service requirements on the 800 MHz spectrum. As stated in the draft proposal regarding Retail
Service Obligations “The licensee may provide this service using any spectrum band available to them including
arrangements made under spectrum or network share agreements.” Therefore the use of the Digital Dividend
spectrum, heralded as a key component to deliver broadband to the masses, is not even considered as
necessary or relevant in the new proposal in pursuit of this important DB objective.

While we believe the original Independent Spectrum Broker report overstated the complementaries
among bands,97 with this puzzling flip-flop, the new proposal both delays the deployment of current NGM
technologies by delaying the 2.6 GHz auction and abandons its complementarity rationale which provided
its primary justification for the delay. It is hard not to conclude that the one consistent eVect of both the
original Independent Spectrum Broker “preferred solutions” and the still worse new draft proposal is to
simply benefit existing incumbent operators to the detriment of UK consumers.

Intel also notes with interest some recent articles in the press which confirm our view “don’t expect LTE
any time soon”. The following examples of publicly available quotes are contained in the following article
entitle “Ericsson: HSPA Key to LTE Transitions98”.

— HSPA is not only an evolutionary step to LTE; it is also a long-term interim technology that will
allow Telstra to postpone large-scale LTE deployments.

— Thanks to the capabilities of HSPA, Telstra plans to use LTE only in high-traYc zones and plans to
stick with HSPA for the foreseeable future in lower-capacity areas, according to Telstra’s executive
director of wireless engineering and operations, Mike Wright.

— Ultimately, Ericsson finds itself both touting the virtues of 4G mobile broadband while pointing
out that HSPA can allow carriers to take their sweet time transitioning to it.

94 Digital Britain Final Report June 2009.
95 Report from the Independent Spectrum Broker: findings and policy proposals; Final Report 12 May 2009.
96 A proposal from the Independent Spectrum Broker; Draft – 25 August 2009.
97 As Intel charged in its 20 July letter: “However, the complementarities of auctioning these bands simultaneously appear

overstated. The relatively small amount of Digital Dividend spectrum available would not accommodate the larger channel sizes
needed for next generation mobile networks. Indeed, the most important complementarity of the Digital Dividend spectrum with
other bands may come, not from its propagation characteristics, but the additional capacity it could provide existing voice and
low bandwidth data networks with minimal network redesign.”

98 http://www.wirelessweek.com/News/2009/09/Ericsson-HSPA-LTE-Transitions/ 16 September 2009.
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Broadband Speeds Today; are they meeting Consumers’ Expectations?

Intel is aware of an increasing number of press articles complaining about the user experience on today’s
mobile broadband networks where the user expectations are not realised by the apparent promises given by
the MNOs.

The way in which consumers are using more and more date-centric devices which require large broadband
capacities is changing the fundamental dynamics of the network and stretching existing networks
capabilities to the limit. A great example of this is the iPhone where the average iPhone owner can also use
10 times the network capacity used by the average smartphone user. The average smartphone user is using
network capacity already significantly higher than that of a normal voice user. Owners of the iPhone 3GS
(the newest model) “have probably increased their usage by about 100 percent ”.99

AT&T (who have exclusive rights at the moment for iPhone) in the US acknowledge this “It’s been a
challenging year for us, overnight we’re seeing a radical shift in how people are using their phones, there’s just
no parallel for the demand”.100 Intel understands that the majority of the x$18 billion that AT&T will spend
this year on its networks will be diverted into upgrades and expansions to meet the surging demands for
data capacity.

The company has also delayed bandwidth rich features like multimedia messaging, or text messages
containing pictures, audio or video. It is also postponing “tethering,” which allows the iPhone to share its
Internet connection with a computer, a standard feature on many rival smartphones. AT&T says however
it has no intention of capping how much data iPhone owners use.

What is important to realise is that the MNOs receive their greatest revenue stream (the “cash cow” as T-
Mobile put it in a recent article) from voice and this exponential increase in data demand is questioning the
business model and therefore sucking capacity from the network which is needed for high-value voice. The
result is dropped calls, poor irregular service, delayed text and voice messages and glacial download speeds
as cellular networks strain to meet the demand ultimately resulting in outraged customers. See “Customers
Angered as iPhones Overload AT&T”101 in New York Times published 2 September 2009.

Globally, mobile data traYc is expected to double every year through 2013, according to Cisco Systems
“Whether an iPhone, a Storm or a Gphone, the world is changing. We’re just starting to scratch the surface of
these issues that AT&T is facing”.102

The reality to actual broadband speeds is startling as a recent article published this week “Vodafone
rebrands, but UK mobile broadband claims disappoint”103 states –

— A new survey indicates that UK mobile broadband providers are delivering, on average, just 24%
of the speeds they advertise.

— According to comparison site Broadband Expert, which tested 3,342 mobile broadband
connections, the average download speed was 1.1Mbps compared to the average advertised
maximum speed of 4.5Mbps. In fact, Vodafone delivered the fastest actual speed, averaging
1.3Mbps, but was also the most over-confident in its advertising, promising 7.2Mbps.

— The real world speeds did not vary greatly between carriers, although T-Mobile was the lowest at
900Kbps (20% of its advertised speed, also 7.2Mbps, compared to Vodafone’s 18% score). 3UK
achieved the highest percentage of advertised speeds—delivering 1.2Mbps while advertising just
3.6Mbps.

— Rob Webber, Broadband Expert’s commercial director, said in a statement: ”Advertising
unrealistic speeds will not help the long-term growth of mobile broadband or the reputation of the
providers if customers feel they are being misled.”

This is just the “tip of the iceberg” and Governments need to understand the limitations of existing
networks, embrace/enable innovation, and implement a truly visionary broadband digital world (wired and
wireless).

Splitting out the middle of the 2.6 GHz spectrum for a separate auction might be a practical way of
delivering a wireless broadband network to market in time to meet the requirements contained in the Digital
Britain Report but that auction needs to be structured in such a way as to encourage new entrants. One
approach, which we understand has been recommended by the Independent Spectrum Broker, would be for
the available spectrum to be auctioned as a single block. This would encourage a new entrant to the market,
while discouraging blocking by the incumbent mobile operators.

99 Chetan Sharma, Independent Wireless Analyst.
100 John Donovan, CTO AT&T.
101 The New York Times http://www.nytimes.com/2009/09/03/technology/companies/03att.html
102 The New York Times http://www.nytimes.com/2009/09/03/technology/companies/03att.html
103 http://www.rethink-wireless.com/?article id%1927 23 September 2009.
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The Balance between Competition and Encouraging Investment

By assuming a market view driven by incumbent mobile operators (MNOs), the Digital Britain Report
contains proposals which appear anti-competitive since they give the impression that the existing
technologies (3G, HSDPA) deployed plus their “evolution” (“Long Term Evolution”, LTE) will enable
broadband services in the timescales envisioned by the Government (2012) but we believe that this position
will actually delay innovation in the UK market. One opportunity that could be severely aVected are the
London Olympics, where the opportunity for an event to act as a show-case for British innovation and a
visionary worldwide lead could be lost forever if the report’s recommendations are followed which
disadvantage truly innovative broadband technologies, ie WiMAX which is commercially available today
and deployed in US, Russia, Japan and S. Korea to name but a few notable deployments.

The 2012 Olympics provides the UK with a once in a lifetime opportunity to showcase the UK both in
terms of sporting achievements as well as the technology and services we are able to oVer the world. By
2012 devices will be available which will do even more than a PC can do today, combined with location-
awareness to enable many diVerent applications and services for the consumer. These services and devices
will require true mobile broadband (not 3G). The IOC rules state that technical infrastructure must be in
place two years before the actual event, which gives us a deadline of summer 2010 to put a 4G network in
place for 2012. WiMAX is the only guaranteed 4G mobile broadband technology that can deliver against
this timeframe. Spectrum will also need to be auctioned ideally early 2010 in order to have a fighting chance
of having a network in place in time for the IOC deadline. The Russia “Yota” network example below
demonstrates what can be achieved in a short space of time with WiMAX.

LTE is not the only OFDM based (sometimes referred to as 4G) wireless technology. In fact WiMAX,
which is also OFDM based, is deployed already throughout the world. “Clear” (a 2.6 GHz Operator) in the
US is rolling out a WiMAX network at between 1/10th and 1/20th the cost of a similar 2G/3G network. The
subscribers get super fast internet download speeds of up to 4Mbps and plenty of capacity all for a standard
“all you can eat” price. A similar network is being built in Russia by Yota who will have provided full
coverage in the cities of Moscow and St. Petersburg in less than 18 months. The average traYc per user is
10GB per month which is about 100 times higher than an average 3G subscriber.

WiMAX is not only years ahead of LTE it has a lower cost structure (LTE has embedded Intellectual
Property costs) which means that the cost to the consumer will be lower and therefore it fosters faster
adoption of 4G by the population. The Independent Spectrum Broker Report which we expect BIS to
broadly adopt its recommendation appears to take the view that LTE is already the dominant technology.
WiMAX is here today and its absence from the UK is directly attributed to the continued and unnecessary
spectrum auction delays. Based on the litigation, against the Ofcom plan to release 2.6 GHz, initiated in
May 2008 by T-Mobile and subsequently O2 it is evident that the objective is to delay spectrum release and
avoid competition from new technologies that are commercially available today.

Delay in spectrum release should be avoided at all costs and a market-forces approach should continue
to be the key objective of UK policy and spectrum regulations.

25 September 2009

Memorandum submitted by Intellect

Introduction

Intellect is the UK trade association for the technology industry, which comprises the information and
communications technologies (ICT), electronics manufacturing and design and consumer electronics (CE)
sectors, including defence and space-related IT. We are formed by 780 Small to Medium-Sized Enterprises
(SMEs) and multinational member companies with interests in these sectors, and exist solely for their
benefit. The industries that Intellect represents contribute £96 billion to the UK economy, comprising at least
8% of the UK’s GDP and 4% of its total employment.104 The issues considered by this inquiry are central
to our members, who include a number of leading Internet Service Providers (ISPs), as well the majority of
UK’s leading device manufacturers and IT Services & Software Providers. Intellect and its predecessors105

have promoted the use and spread of broadband internet access since its invention. We also were
instrumental in establishing, and currently house, the Government’s leading advisory group on Broadband,
the Broadband Stakeholder Group. As such, we await the report of the Business and Enterprise Committee
on this topic with interest.

104 Digital Britain Report Impact Assessment.
105 Intellect was formed in 2002 as a result of a merger between the Computer Software & Services Association (CSSA) and the

Federation of Electronics Industries (FEI). Our full title is “Information Technology, Telecommunications & Electronics
Association”.
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Executive Summary

— The proposed 2Mb/s Universal Service Commitment (USC) is to be welcomed. However, to realise
the true potential for economic and social benefits that broadband brings it would need to have
been more ambitious. A USC for next generation broadband (40–50Mb/s) could create
280,000 new jobs for a year and truly enhance the UK’s international competitiveness. The current
state of the public finances make such a USC diYcult to realise. Therefore, legislation that
implements the USC should facilitate a future upgrade of this nature.

— The proposed levy on copper lines is the best funding mechanism available to support deployment
of next generation broadband to remote areas. It is transparent to tax-payers, takes pressure oV
the public finances by being oV the Government’s “balance sheet” and the burden on the public is,
in comparison with what citizens are paying for next generation access in other countries, very
light.

— Broadly, the Government’s plans to support next generation access are sensible, proportional and
focused around supporting and incentivising the market’s own deployment plans. The
procurement process used access needs to be transparent. Industry should be engaged with at an
early stage in a neutral environment.

— The current speed oVered by ISPs is aVected by factors outside their control, including poor wiring
in people’s homes and the manner in which telephone exchanges are located. There is also no legal/
regulatory definition of what “broadband” actually is, so ISPs are left to define their own service
which confuses consumers. ISPs should ensure that factors that aVect speed which are within their
control are better publicised. Ofcom has already initiated successful industry lead eVorts to ensure
this happens.

— Ofcom’s current focus on promoting competition disincentivises industry from investing in
communications infrastructure, as they do not see potential for return on investment. Changing
Ofcom’s statutory duties is an appropriate way to address this problem.

[Is] the target for Universal Access to Broadband at 2Mb/s by 2012 ambitious enough?

A clear government commitment to ensure access to broadband is crucial to the future social and
economic development of the UK. Intellect has for some time called for just such a commitment. A
Universal Service Commitment (USC) for broadband access of 2Mb/s is an important step. At the same
time, we believe that the USC will not, in its current form, enable UK businesses and consumers to harness
the full potential that broadband has to promote wealth generation in new and innovative ways. As the
Government is already aware, 89% of UK broadband users already enjoy a 2Mb/s or better broadband
service. Many of these users already find that speeds of 2, 4, 6 or even 8Mb/s speed are not suYcient to
support the applications that they would like to use their broadband connections for. Ensuring access to
2Mb/s does not constitute a step change in terms of the broadband speeds currently enjoyed by the
significant majority of consumers and businesses.

The proposals contained in the Digital Britain report to move towards broader provision of next
Generation access networks106 are particularly timely. It is on this topic that the Government could have
been more ambitious. In particular, Intellect believes that Digital Britain could have considered whether the
introduction of a USC for next generation access might be feasible and/or possible in a shorter timeframe
than is outlined. There is substantial research to suggest that the introduction of a USC for next generation
access networks, and facilitating the £5 billion107 of additional investment needed to realise it, would lead to
the creation of approximately 280,500 new or retained jobs within the UK for a year, as per Table 1 below108.

Job Type Total Jobs Small Business Jobs

Direct 76,500 22,500
Indirect & Induced 134,500 37,000
Network eVect 69,500 34,500
Total Jobs 280,500 94,000

Increasing investment in communications infrastructure in this way would have real and tangible benefits
to the UK as a whole. Inducing the kind of job creation that would reduce unemployment levels at a time
of significant increases will require a more wide-ranging commitment than the USC contained in Digital
Britain. Evidence suggests that the UK’s international competitiveness would be significantly enhanced by
this a more wide-ranging commitment of this nature. In particular a study recently cited by the

106 “Next Generation Access Networks” is a term used to describe the communications infrastructure necessary to deliver
“Super-fast” Broadband, or broadband internet access of a speed of up 40-50 Mb/s.

107 The cost of delivery of a 50 Mb/s service to a significant number of UK homes has been estimated at between £5-30bn,
depending on the technical solution deployed, by the Broadband Stakeholder Group.

108 London School of Economics/ITIF Report: The UKs Digital Road to Recovery (2009).
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Parliamentary OYce for Science and Technology (POST), notes that communications infrastructure is rated
as the third most important factor by senior executives of international corporations when determining
company location109.

As we noted in our submissions to Lord Carter during the drafting of Digital Britain, Intellect’s ideal
scenario, and one which we feel would have produced the greatest economic and social benefit for the UK
would require greater ambition than that displayed. We believe that the Government should have considered
the introduction of a USC for at least 50% of UK homes to be connected to a next generation access network,
within five years, or by 2013, and laid out a policy “roadmap” to connect virtually 100% of homes within
seven years, or by 2015. Successful realisation of such a roadmap would be dependent on adequate incentives
for private sector investment or public sector investment incentives. It is also important that all possible
means for delivery of this access are considered, and the most appropriate chosen objectively and
appropriately. These means would include “fibre”110, wireless and satellite technologies. Without proper
reference to most appropriate delivery method, there is a risk that actually implementing a USC will be more
expensive than it needs to be.111

Whilst the Intellect “vision” of a USC is more ambitious than that expressed in Digital Britain, we do
recognize that, given the current state of the public finances, a USC for next generation access via a mixture
of “fibre” to the home, satellite and other wireless technologies would be diYcult to realize in the short term.
The 2Mb/s USC will provide an important base-line service, and help to ensure that all UK citizens will be
able to receive, for example, an adequate service on the BBC i-player and have access to high quality
“streamed” music and video. Universal broadband access will also provide ISPs and content portals with
greater opportunities to monetize their services, as they will be able to provide more compelling services to
consumers. These improved services will give these consumers a real alternative to accessing the content they
want through the illegal file-sharing services that are currently in widespread use.

In conclusion, the existing USC constitutes a positive step forward. However, there should be scope in
future government policy, and perhaps in the relevant legislation about to go through parliament, for the
terms and specifications of the 2Mb/s USC to be amended to reflect the need to keep pace with emerging
new technologies and platforms, as well as the broadband capabilities of our major economic competitors.
If any specification remains static, the social and economic benefits aVorded by having a USC in the first
place will degrade. Also, as time goes on, the cost of the technology necessary to deploy next generation
access networks will fall, thereby making a successful realization of a USC that encompasses it more likely.
Provision needs to be made to facilitate this in legislative terms.

Is the Government right to propose a levy on copper lines to fund next generation access?

Intellect believes that the proposed levy on copper lines is the best mechanism available to ensure that
virtually all the population will enjoy the benefits of being connected to a next generation access broadband
connection. Broadband has been proven to provide real economic benefits. Government policy should
necessarily seek to ensure that as many citizens as possible have broadband access that is able to support
the applications they wish to use. As noted elsewhere in this submission, there are also definite, but indirect,
economic and social benefits to promoting deployment of such networks in the form of substantial job
creation.

Whilst the introduction of a levy to fund any given measure or infrastructure project, be it the
2012 Olympics or the London Cross Rail project, will always be a matter for public debate, Intellect views
the proposed levy as the best possible means for facilitating what is a laudable goal. The comparison here
to Cross Rail is particularly prescient. There was a prolonged public debate prior to the approval of this
project. Through this approval, the Government has rightly set a precedent that the funding of major
infrastructure projects can be eVectively facilitated through a levy mechanism. As the Committee will be
aware, Cross Rail is mainly funded by a levy on London council tax-payers. Extensive research has shown
that Cross Rail will have particularly marked indirect benefits to the wider economy in terms of expanded
labour market catchments, improved job matching and better facilitation of business to business
interactions112. In a similar way to Cross Rail, expanding access to next generation broadband networks will
improve information flows and open new way s of organising economic activity and collaboration. These
eVects, both the transport and broadband infrastructure sense, are referred to by economists as
“agglomeration”. The evidence used in making a case for Cross Rail to be funded by a levy mechanism is
equally applicable to any similar assessment of whether to fund access to next generation networks through
the same mechanism.

109 Cushman & Wakefield, European Cities Monitor ( 2007).
110 ‘Fibre’ or fibreoptic cable is a glass or plastic fibre that carries light along its length. A fibre optic cable connection inside a

home is necessary in order to provision “super-fast” broadband speeds through Next Generation Access Networks.
111 There are already instances of remote areas of the UK (eg remote islands oV Scotland) connected to the internet via satellite,

as to connect to the interest via terrestrial means would not be cost eVective even if subsidised.
112 The Eddington Transport Study. December 2006. The case for action: Sir Rod Eddington’s advice to Government.
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Secondly, given the current state of the public finances, we would suggest that funding the delivery of
widespread access to Next Generation Broadband through a levy system, rather than general taxation, will
ensure that a significant potential burden to the Government’s “balance sheet” will be removed at a stroke.
Using a levy system, the Government’s commitment to assisting such investment can be realised without
unduly burdening the public purse at time that it is under particular strain.

Thirdly, use of a levy system (and the payment of its proceeds into the “Next Generation Fund” or NGF)
will ensure that spending on next generation access networks is transparent from a taxpayer perspective. In
the long term, contributors to the NGF will be able to directly see the benefits of their paying a levy, and
know for certain exactly what the revenue raised under it is going towards. This kind of direct relationship
between financial contribution and definitive results is attractive to taxpayers, and will ensure that there is
a clear link between taxes raised and direct benefits to UK citizens.

We also believe that the actual burden to consumers of paying the proposed levy is relatively small,
especially in comparison with that proposed elsewhere. Australia, for example, will require a net
contribution of over £1,300 per household to deliver its recently-announced USC commitment113 for next
generation access networks. In comparison, UK households with one copper line will be required to
contribute £6 per year to the proposed next generation fund. This is less than the cost of two pints of beer
bought at a pub, equivalent to a quarter of an average “tank” of petrol, or the cost of six pints of milk. The
burden this places on UK copper line users should then be balanced against fact that the levy would provide
suYcient funds to incentivise investment in Next Generation Access broadband in many areas that would
otherwise face that a wait of indeterminate length, or never receive it. The direct and indirect benefits to
residents of these areas will far outweigh the £6 per year, per line, levy payment that is proposed.

Will the Government’s plans for next generation access work?

The role of government in the broadband market should revolve around optimisation of the market
deployment of next generation access networks in as timely and eYcient manner as possible. As with all
government interventions, it is diYcult to strike the right balance in pursuing this role. Whilst Government
could perhaps have been more ambitious in terms of the characteristics (or features) of its proposed USC
for broadband access, principally by linking it to provision of next generation access networks in the short
term, we believe that the mechanism (via the Next Generation Fund, or NGF) that has actually been
outlined for realising next generation access broadband to the vast majority of UK citizens is balanced, well
proportioned and workable. The analysis in Digital Britain of how a government can eVectively support the
market in this area is sound.

As Digital Britain notes, the market already has well developed plans to deploy next generation access to
approximately 50% of the UK population where clear returns on the necessary investment are evidently
possible. The role for government in this process is, therefore, to incentivise the market to deploy such
services where the business case for doing so is not clear. The establishment of the NGF and the direct link
between it and a levy on copper lines is, as stated above, the most appropriate and proportionate way to
facilitate this.

The proposals for a delivery body, the Network Design & Procurement Group (NDPG), that is at “arms
length” from government but clearly accountable to it, is the best tool for facilitating this kind of
government intervention. The NDPG will be an integral element in delivery both a USC of 2Mb/s and
eVective use of the NGF. However, there is currently considerable ambiguity over the actual processes that
will be followed by the NDPG to procure the capacity, equipment and services to deliver next generation
access to the “final third”. In order to mitigate this ambiguity, immediate eVorts should be made to ensure
as wider community of stakeholders from both the private and public sector are involved in the process of
formulating specifications for the necessary tenders.

Intellect, in partnership with the Cabinet OYce and National Audit OYce, has successfully assisted
28 government departments and non-departmental agencies with similar procurement processes in the past
three years within a technology and commercially neutral environment. We can foresee significant diYculties
with the eVective deployment of next generation access networks to the “final third” if clear and transparent
processes for engagement with industry at pre-tender stage are not used. Ultimately, it will be industry that
will have to develop and marshal the capabilities and resources that will make next generation access a reality
for as many UK citizens as possible. Early industry engagement is therefore key. Harnessing representative
but neutral industry expertise will ensure that next generation access networks can be eVectively delivered
as Digital Britain outlines and that, in the long term, links with the commercial interests that will deliver it
are successfully and eVectively maintained. Whilst we understand that the procurement process that will
follow the establishment of the next generation fund will be for the NDPG, and not government, to
formulate, we do believe that the Government should be considering how to harness best practice in this
area at an early stage.

The Government also envisages that wireless, or mobile, technology will play an important role in terms
of ensuring that UK homes have access to next generation networks. As they correctly state, existing mobile
networks are unlikely to deliver the level of capacity needed to enable homes to use mobile broadband in

113 Broadband Stakeholder Group.
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order to access next generation access. Future technologies such as LTE114 or WiMax115 are practical
alternatives to these networks but potential operators of networks using this technology are currently
constrained by the lack of availability of suitable radio spectrum116 in order to deploy them. Whilst the
Government has committed to ensuring such availability, Digital Britain eVectively envisions that suYcient
spectrum will not be made available until the summer of 2010 at the earliest. In our view, this is too late for
wireless mobile broadband to make a substantial contribution to realising the 2Mb/s USC. We also believe
that such a schedule may aVect the availability of mobile broadband to the consumers in the long term unless
more radio spectrum is released as soon as possible. We note that Government has made eVorts to address
this issue through the Independent Spectrum Broker (ISB) process. If mobile broadband is to make a
substantial contribution towards the delivery of access to next generation networks and universal
broadband, issues around adequate radio spectrum need to be resolved at the earliest opportunity.

[Are] companies providing the speed of access they promise to consumers?

Currently, it is the responsibility of each individual ISP to define what the “broadband” service it oVers
actually consists of. This definition is to a large extent dependent on the service that the ISP is able to provide
and sell to their customers. As a result, the current oVering, the form of speed, provided by most ISPs is
deliberately not very prescriptive. This is not because ISPs market their products in a way that is misleading,
as some media reports appear to insinuate. ISPs openly acknowledge that despite their best eVorts, it is often
diYcult to provide the speed noted in their service description. Hence the common and prominent use of
the term “Up to”. As the Government correctly notes, there are currently 1.9 million UK homes that cannot
possibly receive the broadband speeds that may have been noted in the descriptions of services oVered by
their ISP’s because the wiring in their homes is dysfunctional. There are also at least 500,000 homes that are
too far away from an exchange and using a “copper” wire connection, which in turn leads to it being diYcult
if not impossible to provide a speed that an ISP might wish to. Many of these homes are in rural areas where
telephone exchanges are less numerous than in more densely populated areas. Both of these issues will be
resolved by, respectively, a systematic campaign (including active assistance from government) to re-wire the
homes concerned and more widespread deployment of alternative access platforms to Next Generation
Access Networks and (such as satellite and wireless) in rural areas. The latter of these actions is specifically
addressed by Digital Britain. The former is only alluded to and should be actively considered by Government
as a means of allowing ISPs to provision the level of service they would like to give to their customers.

The situation is further complicated by the fact that there is currently no generally agreed definition of
what the term ‘broadband’ actually means in the UK, certainly not in a legal or regulatory sense. As noted
above, ISPs are generally free to establish their own definitions to match the level of service they are able to
provide. Therefore, the definition used is inherently linked to the “speed” of access that can be delivered. A
number of communications regulators around the world have recognized this problem and are re-opening
the debate over the definition of the term “broadband”, most notably the Federal Communications
Commission in the US.117 It is very diYcult to answer the question of whether ISPs are providing the speeds
that they “promise” to consumers without having a firmer definition to reference. This debate is especially
applicable in the context of the proposed USC for 2Mb/s broadband access. It will be diYcult to know
whether the proposed USC is being realized without a firmer definition of what it actually constitutes. Our
members have anticipated the discussions that might result and are currently formulating an agreed industry
definition of what a 2Mb/s broadband service should mean in a UK context. We will be presenting it to the
Government and the NDPG in an eVort to resolve this issue.

Whilst there are a number of factors that are outside of a given ISPs control, there are of course specific
actions that can be taken to ensure their customers have a better understanding of what speed they should
expect. These actions generally revolve around clear information on factors that aVect broadband speeds
that are within the control of ISPs and influence the speed their customers will receive. Experts generally
agree that there are two such factors: “traYc management”118 and “contention ratio”.119 Potential customers
need to be made aware of a given ISPs policy on these issues. Ofcom have already made significant eVorts
to ensure that consumers can access comprehensive and easily understandable information on them. These

114 LTE (Long Term Evolution) is the last step toward the 4th generation of radio technologies designed to increase the capacity
and speed of mobile telephone networks. Where the current generation of mobile telecommunication networks are
collectively known as 3G (for ”third generation”), LTE is marketed as 4G.

115 A wireless internet technology that provides internet access of up to 3 Mb/s. The range is greater than that aVorded by
standard home wireless connections, which rely on a cable connection in the home to function.

116 Radio spectrum facilities the use of specific radio transmission technologies. Radio Spectrum is a finite resource, typically
Government regulated in most developed countries and in some cases sold or licensed to operators of private radio
transmission systems, eg mobile phone networks.

117 Federal Communications Commission Seeks Targeted Comments on Defining Broadband” Public Notice <1 GN Docket
Nos. 09–47, 09–51, 09–137.

118 One user downloading large amounts of data over a long period aVects broadband speed received by another. ISPs commonly
monitor their networks and occasionally moderate the speed of such users during peak time internet use periods.

119 Once a broadband signal leaves your home it joins a ‘pipe’ connecting neighbours and others to the internet. The greater the
number of people that are using this ‘pipe’, the slower the speed can become. This is often why consumers see their broadband
connection slow down during peak usage times. A higher broadband contention ratio means more users potentially sharing
your connection, thus a slower connection. An ISP is able to determine what contention ratio is used in a given area.
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measures include their “Broadband Speed Code of Best Practice”, launched in December 2008. Intellect
supports these initiatives, and believes that similar industry-led approaches on such issues will be most
eVective in addressing these issues in the long-term.

Current regulation and the balance between fair competition and encouraging investment in next generation
networks

We note that this issue is currently being considered by the Department for Business, Innovation and Skills
and have made our views on this issue known in our response to the appropriate consultation.

Intellect fully recognizes the need to promote competition between telecommunications operators and
ensure that market entry is facilitated. We believe that Ofcom has fulfilled this function particularly well
since its creation in 2003. However, the highly complex regulatory regime that the digital communications
sector is currently subject to poses a significant barrier for investment in next generation access on the part
of existing operators of fixed, mobile and satellite networks. Much of this regulation is rightly focused on
ensuring that consumers enjoy the benefits of low priced services. This kind of regulation has led to the UK
enjoying the second lowest prices for broadband in Western Europe. More broadly, the price of
communication services available in the UK has fallen by 5% since 2004. Household spend on them has also
been slowing for three years consecutively.120 While these trends have undoubtedly been beneficial for
consumers in the short term, they may actively harm their interests in the long term. Put simply, regulation
that forces prices down121 for consumers also disincentivises network operators to invest in next generation
access networks. As with any other business decision, there must be a clear prospect of a return on
investment for operators if they are to take decision to spend. Operators such as BT and Virgin Media
already have plans to roll out Next Generation Access to 48% of UK citizens. Assuming that economic
projections over future fibre deployment122 are accurate, and that eVective use of other platforms such as
satellite and wireless is assured, this level of access will rise to around the “two-thirds” level in the near future.
The need for government intervention to ensure roll-out of NGA to the “final third” is to a certain extent
due to the fact the balance of regulation between fair competition and encouraging investment is currently
tilted towards the former.

There is also a need to ensure that the regulator (as well as the regulated), is clearly focused on creating
the right environment for investment in next generation access networks. It is in this context that Intellect
wholeheartedly endorses the concept proposed within Digital Britain of amending the Communications Act
(2003) and providing Ofcom with an additional principal statutory duty to promote investment in the UK’s
communications infrastructure. We have consistently called for appropriate incentivisation of this kind of
investment, and are pleased to see that such calls have been heeded. There is a direct link between ensuring
that consumers interests are paramount in the provision of communications services, and ensuring that they
have access to as broad a range of innovative and beneficial services as possible. The degree to which UK
citizens can access and benefit from such services is dependent on the level of investment that is aVorded to
communications infrastructure that can support them. Ofcom rightly employs a decision%making process
that is based on the statutory duties aVorded to it, and consistently references these in the publicly available
statements and consultations that it produces. We believe that adding an explicit and additional statutory
duty of this nature will give Ofcom greater latitude to consider the potential impacts of its decisions on both
the interests of consumers and suppliers of communications services. These interests are not mutually
exclusive. Such recognition can only improve the eVectiveness of Ofcom as a regulatory body.

September 2009

Memorandum submitted by the Internet Services Providers’ Association

ISPA

The Internet Services Providers’ Association (ISPA) UK is the trade association for companies involved
in the provision of Internet Services in the UK. ISPA was founded in 1995, and seeks to actively represent
and promote the interests of businesses involved in all aspects of the UK Internet industry.

ISPA membership includes small, medium and large Internet service providers (ISPs), cable companies,
web design and hosting companies and a variety of other organisations. ISPA currently has over
200 members, representing more than 95% of the UK Internet access market by volume.

ISPA was a founding member of EuroISPA, the European Internet Service Providers Association based
in Brussels, which is the largest umbrella organisation of ISPs globally.

120 The Digital Britain Report.
121 Ofcom directly regulates the prices paid by consumers to access consumer networks as a means of encouraging them to

cut costs.
122 Broadband Stakeholder Group.
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Introduction

ISPA welcomes the opportunity to respond to the Committee’s inquiry into broadband speed. As outlined
in the Digital Britain Report, the Internet is central to the UK economy and society and as more public
services are being delivered online, the importance of broadband cannot be underestimated. ISPA is pleased
that the Government recognises broadband as an essential utility and welcomes Parliament’s continued
interest in the area.

Is the target for universal access to broadband at a speed of 2Mb/s by 2012 ambitious enough?

ISPA believes that any Government action that encourages use of the Internet is a positive step. Whilst
the majority of the UK has access to broadband with speeds above 2Mbps, as recognized in Digital Britain,
more than one in ten households do not. Therefore, Government eVorts to bridge the Digital Divide and
increase the level of broadband use are welcomed. It is worth highlighting that whilst Government action
is welcome to address the minority who do not currently benefit, the UK enjoys high broadband penetration
brought about by a highly competitive broadband market.

The specific target of 2Mbps by 2012 represents a good starting point but there should be a medium to
long-term strategy in place to achieve higher speeds. Without this long-term goal networks will not be built
to support these speeds and the digital divide will widen. The market is already delivering faster speeds to
meet users’ demands. Therefore, along with establishing and reviewing the Commitment, Government
should also ensure regulatory certainty to encourage continued investment in faster networks so ultimately
all can benefit.

There are questions over whether 2Mbps will be suYcient to handle certain applications that are available
now and will become more popular in the future. ISPA would urge Government to ensure that quality
measures relating to reliability and quality, such as ping times, packet loss and jitter, will be put in place.
Whilst the target is a good start and a Universal Service Commitment of 2Mbps a useful one—particularly
as 2Mbps is generally suYcient for most current applications—Government in the longer term must look
at ensuring that speeds are in line with what users expect.

Is the Government right to propose a levy on copper lines to fund next generation access?

ISPA welcomes the use of direct public funding to support next generation access. However, we question
whether the proposed levy is the most appropriate means of doing this.

In the Digital Britain Report, the Government argues that the “communication sector underpins
everything we do as an economy and society” and countries that “push forward their digital
communications sector will gain substantial and long-lasting competitive advantage”.123 Taking into
account these statements, which reinforce the importance of next generation access, ISPA would argue that
general taxation would be a more appropriate means of funding to ensure the final third is able to enjoy the
benefits of NGA. However, until the extent of the market reach is known, it is diYcult to determine how
justifiable a levy is or the extent to which it is needed.

If a levy were introduced, the level of funding would also need to be matched by a similar investment from
Government if the goal of widespread coverage is to be achieved. Following this, individual projects should
then be able to request funding up to their full requirements. Once this is complete, ISPA would also like to
know what would happen to the fund post-universality.

It is important that Government provide clear leadership on its plans for current and next generation
broadband. ISPA would welcome clarity on the uncertainty that has surrounded the Government’s intention
on NGA, including comments on whether the 50p levy will actually be introduced due to parliamentary
procedure.

While the market reach of NGA is still being established, the Government should further focus its
attention on removing supply side barriers to NGA. For instance, the Government should focus on the
encouragement of competition, tax incentives, local NGA projects and infrastructure investment. The
telecoms market is extremely competitive, as stated in the Digital Britain Report, reflected by the continuing
trend in lower prices, along with a rise in broadband take up.

Will the Government’s plans for next generation access work?

ISPA is pleased that the Government recognises NGA as crucial to the UK economy and society and
welcomes the Government’s aim to ensure that the whole of the UK is able to benefit.

The Digital Britain Report has set the foundations for NGA. However, ISPA is keen to see more details
of the Government’s plans, particularly over the Network Design and Procurement Group (NDPG). As the
report is minimal on detail, there are a number of aspects that still need to be defined. For instance, there is
no definition of the final third, which is crucial to understanding the future requirement for state subsidy;
there is little detail surrounding the NDPG, such as the cost of collecting and managing the fund; and
clarification is required about the role of mobile operators who are not included in the fund as they already
pay licenses, as do fixed operators. The Government could also aVord to be more ambitious with its

123 Digital Britain – Final Report, Page 47
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timescale for NGA of 90% coverage by 2017. ISPA is aware that the Government plans to publish a further
consultation document on the final third in the autumn and looks forward to seeing more concrete plans in
due course.

ISPA notes that Ofcom has already undertaken a number of consultations in this area and the
Government itself published the Caio Review which looked at barriers to investment. It is important that
the right regulatory framework is in place to encourage the private sector to develop next generation
networks, with the Government filling in those areas not covered.

Are ISPs providing the speed of access which they promise to consumers?

ISPA is aware that this is an issue which generates a great deal of interest from consumers. In June 2008,
Ofcom, with support from ISPA, launched a Code of Practice on broadband speeds. ISPA recommends that
members sign up to the Code and we are pleased that the vast majority of consumer-facing ISPs have become
signatories. The Code requires adherence to a number of principles, openness and transparency with
consumers, such as providing point of sale information so that potential customers are informed of the likely
speed they will receive prior to purchase.

Ofcom subsequently published research into broadband performance which found that consumers were
overall happy with their broadband service. ISPA is committed to working with all stakeholders to ensure
that users receive clear, transparent information about their broadband speeds.

One of the issues surrounds the advertising of “up to” speeds. Advertisements in the UK fall under the
self-regulatory body, the Advertising Standards Authority (ASA). The ASA has made a number of
adjudications on the issue of advertising broadband speeds and its guidance state that claims such as up to
should not “exaggerate” availability.

It is important to point out that a number of factors outside of an ISP’s control can aVect a users’ speed.
These include the distance from the telephone exchange, condition of the phone line, quality of wiring within
the house, the type of modem or router being used and the speed of the computer which can be addressed
independently of a users’ provider. ISPA believes that transparency is key so that users are given as much
information about the speeds they can expect to achieve and why.

To what extent does the current regulation strike the right balance between ensuring fair competition and
encouraging investment in next generation networks?

The current regulations do not strike the right balance between ensuring fair competition and encouraging
investment in next generation networks. The current framework penalises any organisation that builds a
fibre-based network of the type that is needed (by discounting multiple strands of fibre) to deploy better
coverage. The incumbent(s) have all the fibre and continue to hold onto that asset and not sell or lease it to
third parties. One proposed solution could be to remove current tax liabilities on lit fibre and require
incumbents in areas to sell dark fibre as a regulated product.

ISPA notes that Government, as set out in the 2009 Budget, is to broaden Ofcom’s statutory duties by
amending the Communications Act to include the promotion of investment in communications
infrastructure alongside its competition role. Whilst ISPA sympathises with the desire to encourage
investment, which will be crucial in ensuring that the UK remains at the forefront of the global digital
economy, altering Ofcom’s powers must be conducted carefully. There is a danger that powers to promote
infrastructure over competition could risk unbalancing the regulatory balance to the detriment of the
consumer and other factors, such as content.

Additional points of interest

ISPA is committed to the principal of the end-to-end network where practical, and as such sees the
increasing number of government-led initiatives into placing blockages and restrictions within the network
as being counter productive. The Internet as a commercial enterprise can be traced back to the late 1980s
when the first commercial ISPs were created.

Without the freedom to create new and innovative communications protocols, unhindered by networks
requiring advance understanding of the new protocols, the internet today would be without email
(POP3 added in 1996), websites (HTTP in 1992 and HTTP1.1 in 1999), video streaming (1998) and VoIP
(1996), not to mention all the online gaming, p2p file sharing (both within and without copyright) and other
things that people have developed to run over the open Internet.

Only taking a holistic look at the whole question of Digital Britain and the impact that access to the global
resource has on the population can a question as simple as “Do we have the right broadband speed?” be
answered.

24 September 2009
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Memorandum submitted by IT Support Line Ltd

IT Support Line Ltd provides adhoc IT support to home users and small businesses around the Milton
Keynes area. As part of the role in providing support to users, I have seen many home and small business
users broadband issues and users have expressed their views to me about the quality of services provided by
their ISP.

I would like to express my views to the Committee about what the UK Government should do to improve
the digital state of our Nation.

The state of the broadband coverage and speed in the UK is considered poor compared against other
nations. In Spain broadband speeds can reach 24Mb/s and in Japan approaching 100Mb/s. I know BT will
soon roll out 24Mb broadband in 2011 but this is only catching up to other nations and very few of homes
or businesses will get the full 24Mb.

There are several issues at stake—infrastructure, consumer choice and quality of service.

In terms of infrastructure, BT Openreach control of UK telecommunication lines should be removed and
given independently away from British Telecommunications. British Telecommunications have been very
slow to implement a digital infrastructure, alibi they have shareholders which have diVerent priorities.

I would suggest setting up a new tender of running Britain’s telecommunication lines of a period of 5–10
years and let competing companies bid for the right to improve the service. The intention is to provide fibre
connections to the consumer or business property.

Alongside this a new Government quango should also be created for the aspect of improving the UK
digital status. To help pay for this organisation and infrastructure improvements consumers and businesses
would pay a small tax against downloaded monthly usage. The quango organisation would also collect the
taxes from the ISP’s for the Treasury.

I believe a charge of £1 for every 20Gb downloaded each month would be reasonable. I don’t have
statistics of how much UK consumers and businesses download every month but I’m sure National Statistics
could provide the numbers for you. Faster broadband speeds will mean more internet downloads and thus
more tax to get the UK into the leading digital nation.

Consumer choice is limited to mainly London and areas where cable connections already exist—the rest
of the country is limited by the length of the distance from the BT Exchange. BT put up the prices of the
land line rental because less calls are being made from land line calls and the cost of broadband I feel is still
expensive as you cannot have fixed line broadband without a telephone number.

In the future, I believe that consumers should have a choice of not having a telephone number with their
broadband connection. For example: Fibre line monthly cost £5 ! Broadband ISP monthly cost £10 !

Downloaded monthly usage tax (50Gb) £2.50 % £17.50

The quality of service between ISP’s do vary significantly, in general those ISP’s who have UK support
call centres appear to provide better service than those based abroad in places such as India. It is not clear
what ISP’s provide to consumers but consumers are also not aware of why their broadband is slow because
of limits placed upon them by their ISP. The new quango organisation would ensure that ISP’s deliver what
they said they do and not punish their customers by limiting speeds without notice.

August 2009

Memorandum submitted by the Motion Picture Association

I am writing to you regarding the Business and Enterprise Committee’s current inquiry into broadband
speed and the Government’s target for universal access to broadband at 2MB/s announced as part of the
Digital Britain Report earlier this year.

I understand that during a recent meeting with NBC Universal, one of our members, they raised the issue
of a connection between broadband speed and illicit peer-to-peer (P2P) file-sharing and how this might
impact upon the outcome of your inquiry. As the trade association representing the six major producers and
distributors of film and television programmes, we thought it might be useful to pick up on this issue in a
little more detail.

Digital Britain sets out an ambitious vision for the future of the digital economy in the UK and the film
industry stands ready to play its part in helping Government realise that vision of a thriving market for
digital content. In our view tackling rampant unlawful activity online is essential to that vision becoming
a reality.
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Consumers are now using the internet to download more films, TV shows and music than ever before. A
recent Ofcom report into UK adults’ media literacy found that one in three UK adults who use the internet
now say they are watching online or downloading TV programmes or films.124

However, this increase in traYc on the network slows down access to the internet for all and a lot of this
traYc comes from illegal peer to peer activity. Illegal traYc uses up a significant amount of bandwidth—
more than half in the case of some ISPs.125 This in turn limits the capacity available to others and makes the
delivery of a universal high-speed service less likely.

In other developed digital markets estimates of the proportion of capacity taken up by illegal traYc range
between 50 and 75%,126 meaning that just 25% of internet capacity is available for use by the lawful majority.
This is one of the reasons why most consumers do not have access to the level of broadband speed they are
paying for. A study by Ofcom earlier this year found that fewer than one in 10 (9%) of a sample of 8Mbit/
s headline packages received actual average speeds of over 6Mbit/s and around one in five (19%) received,
on average, less than 2Mbit/s.127

It is clear therefore that reducing illegal P2P file-sharing goes hand-in-hand with improving broadband
speeds for UK consumers. In the current climate, the incentive for ISPs to invest in developing the network
is being undermined by the fact that, as things stand, the new capacity created will simply be taken up by
more unlawful activity.

The unauthorised distribution of content through P2P programmes also increases the spread of viruses
and can cause significant damage to home and business networks. Symantec estimate that 90% of the files
shared through P2P applications contain malicious software (malwares) and in 2008 10% of malware were
propagated via P2P applications.128

Further, as outlined by a recent study by McAfee,129 the number of new file-sharing sites illegally hosting
copyrighted material has increased by over 300% over the last three months. In particular, this has occurred
since a Swedish judge ordered ISP Black Internet to cut oV bandwidth service to BitTorrent tracker site The
Pirate Bay. McAfee predicts the number of these malicious sites will increase during the blockbuster film
seasons. Not only will these websites increase traYc on networks and further facilitate the spread of viruses
and malware software, but McAfee’s research demonstrates the current diYculties in preventing unlawful
file-sharing.

Putting appropriate measures in place to reduce illegal behaviour online means that capacity will be freed
up for legal use, an improved and safer service will be created for consumers and a business environment
which encourages investment and innovation will be delivered.

This will become increasingly important as ISPs seek to develop the next generation of “super fast”
broadband networks. We feel that those developing these new networks should already be considering how
their construction can maximise opportunities for those in the creative industries, particularly content
owners and creators, to promote the delivery of legitimate content. It is imperative that this new
infrastructure does not become merely a system of delivery for unlawful content, which will further detract
value from ISPs, content creators and rights holders.

I hope this information is of interest to your inquiry.

18 November 2009

Memorandum submitted by Ofcom

Section 1

1. Ofcom’s relevant statutory duties

1.1 Ofcom welcomes this opportunity to submit evidence to the House of Commons Business and
Enterprise Committee’s inquiry into broadband speeds in the UK.

1.2 As the United Kingdom’s independent regulator for the communications sector, Ofcom’s principal
duty, set out in section 3(1) of the Communications Act 2003 is:

(a) to further the interests of citizens in relation to communications matters; and

(b) to further the interests of consumers in relevant markets, where appropriate by promoting
competition.

124 UK Adult’s Media Literacy 2009 Ofcom (http://www.ofcom.org.uk/advice/media literacy/medlitpub/medlitpubrss/
uk adults ml/adult ml.pdf)

125 Swedish crackdown on piracy reduces file-sharing The Swedish Wire, 4 August 2009 (http://www.swedishwire.com/general/
648-swedish-crackdown-on-piracy-reduces-file-sharing)

126 Ibid.
127 Fixed-line Broadband Speeds Ofcom (http://www.ofcom.org.uk/media/news/2009/07/nr 20090728)
128 What do P2P Applications do? Symantec 13 October 2009 (http://www.symantec.com/connect/articles/what-do-p2p-

applications-do-and-how-block-peer-peer-applications-p2p-using-symantec-endpoin)
129 McAfee, Threats Report: Third Quarter, 2 November 2009 (http://www.mcafee.com/us/local content/reports/

7315rpt threat 1009.pdf)
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1.3 Our main statutory duties in the area of the Committee’s inquiry are sections 3(2)(b) and 3(4)(b) of
the Act, specifically:

(a) to secure the availability throughout the UK of a wide range of electronic communications
services;130 and

(b) must have regard to:

— the desirability of promoting competition in relevant markets;

— the desirability of encouraging investment and innovation in relevant markets;

— the desirability of encouraging the availability and use of high speed; and

— data transfer services throughout the United Kingdom.131

1.4 The relevant statutory duties under the Communications Act are in part drawn from the EU
Regulatory Framework for Electronic Communications, specifically under Chapter III of the Framework
Directive, Tasks of National Regulatory Authorities, it is stated that National Regulatory Authorities:

“shall promote competition in the provision of electronic communications networks, electronic
communications services and associated facilities and services by inter alia: . . .

(b) ensuring that there is no distortion or restriction of competition in the electronic
communications sector;

(c) encouraging eYcient investment in infrastructure, and promoting innovation;”132

1.5 We are active in a number of areas that touch upon the Committee’s inquiry with respect to the above
duties, as well as seeking to secure competition at the deepest level that is eVective and sustainable,
particularly in the longer term. This ongoing work builds on the strategy outlined in our Super-fast
Broadband statement and our Next Generation New Build statement.133

Section 2

2. Is the target for universal access to broadband at a speed of 2Mb/s by 2012 ambitious enough?

2.1 We note that the Government’s proposal for a Universal Service Commitment of 2 Mbit/s is not
intended as a target for the generality of consumers, but as a threshold which should be available to all. Most
premises in the UK are already capable of receiving bandwidths in excess of 2 Mbit/s.

2.2 The question of whether this minimum threshold is suYcient, and is likely to be for a reasonable
enough duration to justify policy intervention depends, we would suggest, on three critical factors:

— Current and future consumer expectations: what level of bandwidth is likely to be delivered without
the proposed government intervention, and how is this likely to evolve?

— The extent of any market failure: how many consumers are unable to obtain a specific level of
bandwidth commercially, and what impact will this have?

— The cost of remedying this market failure: What would it cost to fill any such gap, at least partially,
and is such expenditure justified by the benefits that will accrue?

2.3 The current position, according to research recently published by Ofcom,134 is that consumers on the
most widely used “up to 8Mbit/s” DSL-based135 packages receive a mean maximum bandwidth of
4.8Mb/s, and a median of 5.6 Mb/s. Other available DSL-packages oVer greater bandwidths, and the entry-
level cable package oVered by Virgin Media provides a mean maximum speed of 9.5Mb/s.

2.4 Setting the proposed Universal Service Commitment at any of these levels would involve intervention
to subsidise the provision of broadband to roughly half of UK households, an obligation that would likely
be very costly, and which could undermine the delivery of services by commercial players. Instead, and as
set out in the Government’s Digital Britain report, the aim should be to set a target below these levels, but
which does not exclude consumers from the benefits which can be provided by broadband internet. The
Government has set out the rationale by which it has arrived at the proposed 2Mb/s threshold in that report.
We note that this proposed threshold is more than suYcient to provide basic internet access to transactional
websites, makes allowance for the fact that in many households there may be multiple simultaneous users
of such services, and is suYcient to support new services based on video content, which are likely to become
increasingly important.136 Judgements about whether the ability to access this range of services fulfils the
policy objection are necessarily diYcult to reach, and may change over time.

130 Section 3(2)(b).
131 Section 3(4) (b), (d) and (e).
132 Article 8 (2), Directive 2002/21/EC of the European Parliament and of the Council of 7 March 2002.
133 See Delivering super-fast broadband in the UK, policy statement, 3 March 2009, (http://www.ofcom.org.uk/consult/condocs/

nga future broadband/statement/statement.pdf) and Next Generation New Build, Policy statement, 23 September 2008,
New build statement, (http://www.ofcom.org.uk/consult/condocs/newbuild/statement/new build statement.pdf)

134 UK Broadband Speeds 2009.
135 Digital subscriber line.
136 The BBC, for example, recommends a minimum speed of 500kbit/s to use its iPlayer.
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Future demand

2.5 If demand for higher connection speeds emerges, it is most likely to be as a result of the increasing
use of live streamed video, either for TV viewing or as part of video-based communication services. Such
services are already a part of many consumers’ internet activity: Ofcom research indicated that one in four
internet-connected households accesses a catch-up TV service, such as by the BBC iPlayer or 4oD. YouTube,
providing access to user-generated video content, has a UK audience of 16 million.

2.6 At present, these services can be delivered using less than the recommended 2Mbit/s; however
expectations of the quality, and hence bandwidth of internet-delivered TV are rising at the same time as
usage of these services. The BBC recently increased the standard iPlayer video stream to 0.8Mbit/s from
0.5Mbit/s; it has also introduced a high quality stream at 1.5Mbit/s and a “high definition” stream which
runs at 3.2Mbit/s.

2.7 Increasing demand for high speed services may also lead to contention within the home: a 2Mbit/s
line would come under pressure when multiple users are accessing higher quality video simultaneously.

2.8 We can expect that the average bandwidths delivered by commercial providers will continue to
increase over the next few years without additional intervention—and as noted above, the majority of UK
homes are already in a position to access higher speed services. Furthermore, the 2Mbit/s recommendation
does provide for access to much of the live video currently available to internet users.

2.9 Nonetheless, the 2Mb/s Universal Service Commitment is perhaps best viewed as an important
milestone in the evolution from a narrowband communications infrastructure to a world in which the norm
is super-fast, or next generation, broadband. In this context, the key challenge is to ensure that whatever
technical solution is delivered for 2012 is capable of further evolution.

Section 3

3. Is the Government right to propose a levy on copper lines to fund next generation access?

3.1 In examining the Government proposals to introduce a general supplementary charge on all fixed
copper lines to create a Next Generation Fund, we suggest there are three key questions to consider, many
of which draw on our previously published and ongoing work137 in relation to super-fast, or next generation,
broadband access:

— is next generation access, and the super-fast broadband services that it promises, of significant
potential value to UK consumers and citizens?

— if so, is the deployment of these networks by commercial interests alone likely to be extensive and
timely enough to maximise the potential benefits for the UK?

— to the extent that there may be shortfalls in commercial deployment, what are the best mechanisms
for addressing these?

3.2 It remains diYcult to quantify the potential benefits of super-fast broadband over and above those
delivered via existing infrastructure. Given the early stage of its development both here and abroad, there
is limited direct historic evidence on which to draw, so any conclusions are inevitably speculative in nature.
Nevertheless, the limited emerging evidence from current generation broadband and early next generation
deployments suggests that there is the prospect of real consumer benefits emerging.138 Included among these
is the ability to receive high bandwidth speeds regardless of distance from the telephone exchange.

3.3 Consumers, citizens and businesses are likely to realise private, social and economic benefits following
the roll-out of super-fast broadband. Many of these will build on the already strong progress made with
today’s broadband services. The new super-fast broadband services supported will provide a range of
diVerent characteristics, such as higher downstream and upstream speeds, that will enable innovative new
applications.

3.4 For residential customers, super-fast broadband may provide a better or more reliable way to do
things they already do today—for example, faster and more reliable connections for web-browsing, file
sharing and e-commerce. In the longer term though, consumers are likely to benefit from new products and
services that can only be delivered over super-fast broadband connections, including bandwidth hungry
content and audio-visual services.

3.5 For citizens these new services and applications may oVer more intuitive and engaging ways to relate
to each other and to physical and virtual communities more broadly. They will enable citizens to participate
in new ways with society and democratic processes, and will influence how citizens access and benefit from
future public services.

137 http://www.ofcom.org.uk/consult/condocs/nga future broadband/
138 http://digitalbritainforum.org.uk/report/category/being-digital/
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3.6 Business customers are more concerned with availability, resilience and quality of service—
particularly given that loss of connections can mean loss of business. There is also scope for businesses to
use super-fast broadband services to improve their productivity, for example making greater use of online
sales and purchasing systems, or more widely adopting cost-saving strategies such as teleworking. Super-
fast broadband may also underpin an online economy where consumers and online businesses can trade,
develop new applications and services and drive the UK’s creative industries.

3.7 To ensure that super-fast broadband really delivers these potential consumer, citizen and business
benefits, it is imperative that there is:

— wide availability of super-fast broadband in the home, in the oYce and, potentially, on the move,
at aVordable prices and available to many;

— eVective choice of super-fast broadband services and the applications oVered over the new
networks;

— high take-up of super-fast broadband by a broad range of diVerent consumer groups, citizens and
businesses;

— service innovation—a range of new services available that improves the lives of consumers.

And that there are:

— competitive prices—consumers must benefit from competitive prices and eYcient delivery of
services, but with prices at levels that give incentives to investment;

— empowered consumers—who understand what these new services oVer them compared to today’s
broadband. They must also be able to easily migrate between services and competing suppliers,
while being protected against potential abuse.

3.8 Ofcom believes that there are significant potential benefits in the deployment of next generation access
and that these are likely to be maximised if it is deployed as widely as possible while still maintaining
aVordability and eVective competition.

3.9 The costs of deploying next generation access are important in considering the second question—how
far and how fast will commercially-led deployment progress? Because of the need to upgrade more of the
physical infrastructure comprising the access network for next generation broadband than was the case for
current generation access, the deployment costs are significantly higher. As discussed elsewhere in this
document in relation to universal access to broadband, there are areas of the UK in which even an upgrade to
current generation broadband is not commercially viable. Unless the revenues generated by next generation
services are much higher than currently achieved, it seems certain that areas beyond commercial deployment
will be more extensive for next generation access than for today’s broadband.

3.10 The accuracy of any assessment of the areas likely to remain “unserved” will improve over time as
currently uncertain aspects of the commercial case become clearer, for example:

— How much will consumers be willing to pay for the new higher speed access?

— How many consumers will be interested in upgrading from their current broadband products?

— What new services will emerge to take advantage of the higher speed access and what revenue will
they attract?

— What are the real world deployment costs of next generation access in the UK?

— How quickly will deployment in the UK and abroad lead to reduced equipment and operational
costs?

3.11 Super-fast broadband is already available to around 50% of UK premises via Virgin Media’s
network, and BT intend to deploy next generation access in its network to around the same proportion of
households and businesses. Private sector investment to deliver super-fast broadband is therefore very much
a reality for large parts of the UK, and infrastructure-based competition will develop in these areas in the
coming months and years. It is possible that as the market develops we will see deployment costs fall and/
or revenues increase to the point that these and other companies significantly increase the proportion of the
UK that is served. At the same time, there may be cases where the expected costs rise above current
expectations, for example as a result of practical diYculties, or as a result of using more expensive
technologies to deliver higher quality services.
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3.12 However, most cost estimates139 suggest that per customer deployment costs increase very rapidly
as coverage progresses beyond around two thirds of the country. Scenarios in which the entire country is
served solely on the basis of commercial deployment therefore seem unlikely. While market developments
may see next generation coverage being extended over time, there also remains the question of whether this
will happen quickly enough to maximise the potential benefits to the UK.

3.13 It is likely therefore that super-fast broadband will deliver significant benefits to the UK, but may
not be commercially available to up to a third of premises. Ofcom has considered the role regulation plays
in detail in its previous consultations and most recently our statement on super-fast broadband.140 The
principles we have outlined in those publications are designed to ensure that our regulation does nothing to
artificially limit commercial investment in, and therefore coverage of, next generation access, while at the
same time ensuring the full range of consumer interests are protected.

3.14 While inappropriate regulation can harm otherwise viable deployment business cases, it is not as
clear that regulation can or should be used to underpin investments that are not eYcient or commercially
viable. Regardless of the regulatory approach, the challenging underlying economics of next generation
access in the less densely populated areas of the UK are likely to remain. Therefore opportunities to
accelerate super-fast broadband deployment, and/or see it deployed more widely using other forms of
intervention such as the proposed levy will remain a matter for public policy.

3.15 To the extent that any form of public intervention is used to address the remaining unserved areas,
it will be important to ensure this is done as eVectively as possible. Issues that will need to be considered
include:

— minimising the overlap of publicly-funded deployment areas with those which would otherwise
have been served via eYcient commercial investment. This will involve careful and ongoing
assessment of market development and commercial deployment plans;

— ensuring that access to funds is subject to a competitive process, and open all entities capable of
delivering an eYcient solution;

— ensuring that the assessment criteria for those contesting the fund are appropriately specified.
These should cover issues such as required coverage, timescales, service specifications, pricing,
competitive access, use of standards, future network upgrades; and

— ensuring that there are opportunities for eVective competition to emerge. In the areas which require
public intervention, this is more likely to be based on products that make greater use of existing
infrastructure (so-called “active” products) than seek to duplication cabling and other equipment
already installed (so-called “passive” products).

Section 4

4. Will the Government’s plans for next generation access work?

4.1 In our super-fast broadband statement published in March 2009, we stated that investment in next
generation access networks will improve users’ broadband experiences through higher bandwidths, a better
balance between downloading and uploading speeds and more reliable, higher quality services. These
improvements have the potential to support innovative new broadband services and applications, bringing
real social and economic benefits for consumers and citizens.

4.2 However, given the nature and scale of the investment associated with next generation access
networks, it is widely accepted that universal coverage is unlikely to be achieved without public intervention.
We recognise that Government has a responsibility not only to address issues around social inclusion but
also to create the right conditions for business to succeed in highly competitive global markets.

4.3 A publicly-funded scheme has the potential to deliver the benefits of super-fast broadband to areas
which would otherwise be disadvantaged, increase business competitiveness and improve consumers’ access
to new online services.

4.4 The Government announced in its Digital Britain report that it will seek to support investment in less
commercially attractive parts of the country. The Government proposed to do this by introducing a levy of
50p/month on all fixed telephone lines. The money generated, estimated to be £150 million to £175 million
per annum, will be collected over a number of years and used to fund super-fast broadband roll-out in the
“final third” of the country.

4.5 The experience to date of broadband delivery and adoption appears to demonstrate that the
competitive provision of services delivers wider choice, greater innovation in services and keener prices to
businesses and individual consumers alike. So while the precise details of these high-level plans have yet to be
finalised, we consider that it is important that the Government’s final scheme should be designed to increase
competition among communications providers as far as possible and encourage privately-funded provision
to the greatest extent possible.

139 For example, http://www.broadbanduk.org/index.php?option%com content&task%view&id%303&Itemid%7
140 http://www.ofcom.org.uk/consult/condocs/nga future broadband/statement/
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4.6 This will require the final scheme to be well targeted and well structured to avoid distorting
competition or expending avoidable use of public funds. Specifically there are two particular areas that we
would like to draw the Committee’s and Government’s attention to:

— targeting will require careful analysis of market failure to identify where the costs of supplying
network coverage would not be economically eYcient and/or would be such to make private sector
investment highly unlikely.

— those companies receiving funding should ensure that third party access is required to ensure the
greatest choice to business and individual consumers.

4.7 In terms of successful plans for super-fast broadband, it is very easy to place too much emphasis on
the importance of activities to increase availability of these networks to end-users. The Government’s plans
for a levy (see section 3) are one example of such activities. However, for super-fast broadband to be truly
successful and make a diVerence to consumers, businesses and the UK more generally, the services these new
networks oVer will need to be taken up and used. Without high levels of take-up, these new networks will
not deliver material benefits.

4.8 So while it is right to consider the question of availability now, issues of demand and take-up are likely
to emerge just as they have for current generation broadband. This is especially true where consumers’
willingness to pay and demand for very high bandwidth services remains unclear, both in the UK and in
other countries. It is probably too early to consider actions to help drive take-up: the private sector is
considering this now, and is well placed to develop new applications and services that can drive take-up. But
it could well be a future issue for consideration.

Section 5

5. Are companies providing the speed of access which they promise to consumers?

5.1 Broadband speeds are clearly a vital component of the consumer experience of broadband services,
and for the market to operate eYciently, consumers must have accurate information about the comparative
speed of broadband services in order to inform their purchase decisions. The absence of such information
has the potential to lead to market failure and consumer detriment as consumers make sub-optimal choices
and operators have reduced incentives to invest in delivering higher actual speeds.

5.2 However, broadband speeds are not straightforward to define or communicate as they vary by
location and by time of day. For example, the maximum speeds available to customers of DSL broadband
(the most common type of broadband, delivered via the copper telephone line, which accounts for around
75% of UK fixed-line broadband connections) are defined by the length of the wire from their local exchange
to their home; and speeds will typically slow down below these “maximum” speeds during peak times due
to contention (shared bandwidth by multiple users) in both their provider’s network and in the broader
internet. Therefore although DSL packages will have a “headline or “advertised ‘up to’” speed, most
customers will not, in practice, be able to achieve this speed.

5.3 Ofcom has been active in ensuring that consumers have the information they require in order to make
informed choices about their broadband service. We have sought to ensure that:

— advertised speeds enable consumers to identify the diVerences between diVerent types of services. It
is important that providers diVerentiate between packages oVering diVerent speeds. For example,
current mobile broadband deployment in the UK can either deliver maximum speeds of
3.6Mbit/s or 7.2Mbit/s, services delivered via ADSL1 can deliver maximum speeds of 8Mbit/s,
those delivered via ADSL2! can deliver maximum speeds of 24Mbit/s and fibre-based services can
deliver higher maximum speeds. These advertised speeds are always referred to as “up to” as speeds
will vary between consumers and by time of day, and it is important that it is always clear to
consumers that the actual speeds they receive will vary and will typically be lower than the “up to”
speed. The Advertising Standards Authority (ASA) is responsible for advertising and Ofcom has
discussed how broadband is advertised with the ASA.

— consumers are given accurate information at point of purchase on the speeds their line is capable of
delivering (the estimated access line speed), and a clear explanation that actual throughput speeds
are likely to typically be less than the access line speed. In order to increase consumer understanding
of broadband speeds and to ensure that consumers are advised in advance of purchase of the speeds
available to their specific location, Ofcom introduced in June 2008 a voluntary Code of Practice
for broadband speeds141 (“the Code”), which 50 broadband suppliers have signed up to
(representing over 95% of UK broadband connections). The Code came into force in December
2008 and requires ISPs to tell consumers the maximum speed they can expect and to explain why
actual speeds vary. Ofcom is working both to increase consumer understanding of the Code and
to monitor that ISPs are complying with the code.

141 http://www.ofcom.org.uk/telecoms/ioi/copbb/copbb/
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— consumers have access to reliable data which compares the performance of ISPs. Information about
the actual speeds that consumers receive should be in the public domain to help consumers
understand more about the factors which determine broadband performance. In turn, if consumers
have access to this information, operators will have greater incentive to compete on actual
performance and invest in newer technologies. Ofcom’s research into actual broadband speeds
(published in July 2009)142 was a major step towards this, although it only looked at “up to
8Mbit/s” and “up to 10Mbit/s” packages from the largest nine providers. We are currently
reviewing how we will repeat the research and discussing with stakeholders (ISPs, consumer groups
and industry monitoring experts) how to ensure that this information is available to consumers on
an ongoing basis.

DiVerent measures of broadband speed

5.4 There are a number of diVerent definitions, or types, of broadband speed:

— Headline or advertised speed. This is the speed that ISPs use to describe the packages that they oVer
to consumers. They are typically described as “up to” speeds, and refer to the maximum speed at
which any customer’s line will synchronise to the Digital Subscriber Line Access Multiplexer
(DSLAM) at the exchange.

— Modem synchronisation speed or access line speed. This refers to the maximum speed of the data
connection between the broadband modem and the local exchange or cable head end. It constitutes
the maximum speed that an individual line is capable of receiving.

— Download throughput speed. This is the rate of data transmission from a network operator’s access
node to a customer. This figure is often dependent on factors such as the ISP’s network, its traYc
shaping and management policy143 and the number of subscribers sharing the network at the same
time. Because speeds typically vary throughout the day, average download throughput speed is a
more useful measure.

— Upload speeds. Broadband connections do of course work both ways—they have an upstream as
well as a downstream. Virtually all broadband connections in the UK are asynchronous, with
upload speeds typically much slower than download speeds.

5.5 There are other speed-related measures which also impact on the consumer experience of broadband.
These include:

— Latency. The time it takes a single packet of data to travel from a user’s PC to a third-party server
and back again. Connection with low latency will feel more responsive for simple tasks like web
browsing and latency is particularly important for some applications such as online gaming (these
are also known as Ping times)

— Jitter. A measure of the stability of a connection (it can also be defined as the rate of change of
latency). The lower the measure of jitter, the more stable a connection is. Jitter is a major
contributor to the quality of a VoIP (Voice over IP) phone call and is also valued by online gamers.

— DNS resolution time. The DNS (domain name service) protocol translates domain names (such as
google.com) into the IP addresses that are actually used to route traYc. Every ISP maintains its
own DNS servers through which customers’ computers issue queries to translate names into IP
addresses. When these servers fail or operate slowly, web browsing and other online activities suVer.
A slow DNS time does not aVect download speed, but can severely aVect the responsiveness of the
internet while browsing.

How broadband speed is advertised

5.6 Broadband services are typically advertised as oVering speeds of “up to XMbit/s”, where this speed
represents the maximum possible modem synchronisation speed in the downlink.

5.7 This is in accordance with Advertising Standards Agency (ASA) guidelines which recognise that it is
important for providers to be able to diVerentiate between diVerent products, and the variation in actual
speeds means it is not practical for providers to advertise on the basis of actual speeds.

5.8 This “up to” speed is important in enabling providers to diVerentiate between diVerent types of
services. Figure 1 details the distribution of these packages by headline speed based on data provided by the
nine largest ISPs in the UK by retail market share (who have a combined market share of over 90%). It
indicates some shift in the market towards higher headline speeds between November 2008 and April 2009,
with much of the change attributable to Virgin Media upgrading all its 4Mbit/s cable customers and many
of its 2Mbit/s cable customers to an “up to” 10Mbit/s package.

142 http://www.ofcom.org.uk/research/telecoms/reports/broadband speeds/
143 TraYc shaping is used by ISPs to manage bandwidth according to diVerent policies. For example to optimise bandwidth so

that more users can get higher speeds or reduce heavy use during peak hours.
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Figure 1

UK RESIDENTIAL BROADBAND CONNECTIONS BY HEADLINE SPEED
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Source: Ofcom, based on data provided by the UK’s nine largest ISPs by retail market share (representing
over 90% of the total market)

Why broadband speeds diVer from the advertised speeds

5.9 However, these “up to” speeds do not represent the actual speeds which consumers receive. The
following constraints all mean that the actual speeds delivered to consumers are typically considerably less
than the advertised “up to” speeds.

— Advertised “up to” speeds typically detail the maximum speed at which a line can synchronise to
the Digital Subscriber Line Access Multiplexer (DSLAM) at the exchange. However, the actual
speeds available to the end user are typically less than this because some of the available capacity
is used by critical communications protocols which are required for the connection to operate. ISPs
typically limit the bandwidth available for end users’ data in order that there is suYcient capacity
for this other “overhead” data.

— For DSL broadband, the maximum line speed available is constrained by the length of the copper
wire connection between the premises and the local telephone exchange, with speeds slowing down
as the length of the line increases.

— For all broadband connections, speeds are constrained by contention in the ISP’s own network;
this is a particular problem during peak periods as multiple users put demand on backhaul
networks.

— Poor wiring and interference within the home can severely impact performance. In June 2009, BT
launched an initiative to address this by oVering the BT Broadband Accelerator (a filter which
consumers install into their phone socket in order to reduce electrical interference from telephone-
extension wiring) free of charge (save postage and packing) to all customers where BT believes
performance can be improved.

— Congestion on the wider internet causes individual websites and applications to slow down.

— Consumer equipment performance, in particular computers and routers, can aVect speeds
received.

5.10 As DSL broadband is currently the only broadband technology which is available nationwide, the
maximum speeds available to many consumers are defined by the length of the copper wire between their
home and the local telephone exchange. Figure 2 depicts the theoretical degradation of the maximum speeds
achievable by DSL broadband as the length of line from local telephone exchange to premises increases. It
shows that although second-generation DSL services (ADSL2!) oVer significantly faster speeds than first-
generation ADSL speeds to customers with a short line length, beyond a distance of 3 kilometres from the
exchange there is little diVerence between the two technologies.
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Figure 2

THEORETICAL MAXIMUM DSL SPEEDS BY LENGTH OF LINE FROM EXCHANGE TO
PREMISES
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Ofcom’s voluntary code of practice on broadband speeds

5.11 In order to address potential consumer confusion caused by the variance between advertised “up to”
broadband speeds and the actual speeds delivered, and to ensure that consumers are better informed about
the choices of broadband products available to them, Ofcom introduced the Voluntary Code of Practice on
Broadband Speeds144 on 5 June 2008. This came into force on 5 December 2008 at which point 50 internet
service providers, collectively representing over 95% of UK broadband subscriptions, had committed to
adhering to the Code.

Signatories to the Code also agree to comply with the following:

— Provide all consumers within the sales process, with information on their estimated access line
speed (regardless of whether the sale is conducted over the phone, in a retail shop or through the
ISP’s website).

— Provide a facility on their website so that consumers can find out, in a clear and easily accessible
manner, what their estimated access line speed is, ie the maximum speed that the customer is going
to receive as opposed to the advertised headline speed.

— Provide the customer with a durable record of the estimated access line speed given at point of sale.

— Explain to the consumer in a clear and meaningful way that the actual throughput speed that a
consumer receives is likely to be lower than the estimated access line speed and headline speed. ISPs
should explain that the actual throughput speed experienced by a consumer will be influenced by
a number of factors including the ISP’s network capacity, the ISP’s traYc shaping and
management policy, the number of subscribers online at any one time, by time of day etc. ISPs
should also indicate to consumers the times of day when the network is likely to be most congested.

— Use their best endeavours to set out clearly, and in a prominent place on their websites (eg within
help or FAQs sections), information relating to their respective policies on fair usage; traYc
management and traYc shaping to cover, at a minimum, the matters set out below.

Therefore, if ISPs are compliant, the Code will ensure that broadband is sold on the basis of the access
line speed rather than just the advertised headline speed so that customers have a better expectation of what
they will receive. The Code also includes measures that should be taken if, after appropriate diagnostics, the
customer continues to receive an access line speed significantly lower than the estimate provided at point
of sale.

Consumer perceptions of broadband speeds

5.12 In Q1 2009, more than eight out of ten consumers were satisfied with the speed of their fixed-line
broadband connection. However this was significantly lower than satisfaction with the overall service (90%),
or with value for money (84%) (see Figure 3). Satisfaction with the speed of the service has also fallen from
90% in Q1 2006. However, this is likely to be due to changing expectations—in 2006 many consumers may
have been comparing broadband services against narrowband (dial up) access, while in 2009 broadband has
become widespread as have online applications which require faster downstream speeds, such as the BBC
iPlayer.

144 http://www.ofcom.org.uk/telecoms/ioi/copbb/copbb/
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Figure 3

RESIDENTIAL CUSTOMER SATISFACTION WITH ASPECTS OF BROADBAND SERVICE
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5.13 Satisfaction levels with mobile broadband services were lower than for fixed-line broadband services
(Figure 4). This is likely to be a reflection of greater variation in mobile broadband performance than in
fixed-line broadband performance as well as much lower actual average speeds.

Figure 4

RESIDENTIAL CUSTOMER SATISFACTION WITH ASPECTS OF MOBILE
BROADBAND SERVICE
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5.14 After price, speed of connection was the second most commonly cited service aspect, which
consumers said they compared when selecting their broadband supplier, with 45% comparing speeds
(Figure 5).

Figure 5

BROADBAND FEATURES COMPARED BY CONSUMERS
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Q15. Which if any of the following internet service features have you tried to compare from diVerent broadband
suppliers?

Base: All respondents (2,128)

Source: GfK broadband speeds survey among 2,128 online panel respondents who are broadband decision
makers, September-October 2008

5.15 Among those who sought to compare speeds, 32% found it “extremely easy” or “very easy”, with a
further 30% finding it “fairly easy”. A quarter (25%) of consumers found it diYcult to compare speeds with
10% finding it “very diYcult” or “extremely diYcult”. Note, however, that this research was undertaken in
September and October 2008, before the Code came into force.

Figure 6

EASE OF COMPARING BROADBAND FEATURES
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5.16 More than a quarter (26%) of consumers thought that their actual connection speed was not what
they expected when they signed up. This compares with 17% whose expectations on reliability were not met,
and 9% who thought they would receive a higher download limit.

Figure 7

AGREEMENT THAT SERVICE MATCHES INITIAL EXPECTATIONS

63%
73% 75%

Speed (2,128) Reliability

(2,128)

Dow nload limit

(457)

Agree

26%
17% 9% Disagree

Q12A/B/C: To what extent do you agree or disagree that your [speed/reliability/download limit] is as you
expected it to be at the time of signing up?

Base: All UK broadband decision makers (2,128) / All with a download limit (457)

Source: GfK broadband speeds survey among 2,128 online panel respondents who are broadband decision
makers, September-October 2008

Ofcom research into actual broadband speeds

5.17 Ofcom undertook a major research project between November 2008 and April 2009 into the actual
broadband speeds received by consumers. The research involved assembling a representative panel of over
1,500 UK broadband users and monitoring the broadband performance delivered via a hardware unit
connected to panellists’ routers. The final research report was published on 28 July 2009.145

145 http://www.ofcom.org.uk/research/telecoms/reports/broadband speeds/
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5.18 Overall, we found that average actual download throughput broadband speeds delivered were
4.1Mbit/s. This represented 57% of the average advertised “up to” speed (7.1Mbit/s), and 83% of the average
maximum speed delivered (7.1Mbit/s). (Note that as we were not able to run specific access line tests for our
panellists, we use the highest download throughput speed test recorded during the month as the maximum
line speed). (Figure 8)

Figure 8

AVERAGE UK BROADBAND SPEEDS, APRIL 2009
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Source: SamKnows measurement data for all panel members with a connection in April 2009

Notes: (1) Data have been weighted by demographics, ISP and headline speed in order to ensure that they
are representative of UK broadband consumers as a whole; (2) Data are not comparable to that published in
the January 2009 broadband speeds report as one operator has re-stated its package split (while the average
headline speed of connections over 8Mbit/s has fallen significantly as a result of Virgin Media upgrading
many of its 2Mbit/s and 4Mbit/s connections to 10Mbit/s)

5.19 Focusing in particular on the “up to” 8Mbit/s packages (which in April 2009 accounted for 57% of
residential UK broadband connections), we found that fewer than one in 10 of our sample on 8Mbit/s
headline packages received actual speeds of over 6Mbit/s and one in five received less than 2Mbit/s
(Figure 9).

Figure 9

AVERAGE DOWNLOAD SPEEDS FOR PANELLISTS ON “UP TO” 8MBIT/S PACKAGES
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Source: SamKnows measurement data for all panel members with a connection in April 2009

Note: Data have been weighted by demographics, ISP and headline speed in order to ensure that they are
representative of UK broadband consumers as a whole
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5.20 As detailed above, the length of the line from premises to exchange constrains the speeds that are
available via DSL broadband (all “up to” 8 Mbit/s packages in the UK are delivered via DSL). Figure 10
indicates that there is a strong relationship between the average speeds delivered and the distance from the
exchange. (Note that the distance is the straight-line distance calculated from the six-digit postcodes of
premises and exchanges).

Figure 10

DISTANCE FROM EXCHANGE AND AVERAGE DOWNLOAD SPEEDS ACHIEVED BY
PANELLISTS ON PACKAGES OF “UP TO” 8MBIT/S
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Source: SamKnows measurement data for all panel members with a connection in April 2009.
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5.21 The relationship is a little stronger when the maximum speeds received are plotted against distance
from exchange (Figure 11). This chart also highlights that hardly any customers on packages of “up to”
8Mbit/s ever receive speeds higher than 7Mbit/s, indicating that even those customers living very close to an
exchange do not experience the headline speed when downloading files. This is because the advertised speed
refers to the modem synchronisation speeds (see 5.1), but some of the available capacity is reserved by ISPs
for use by critical communications protocols which are required for the connection to operate. ISPs typically
limit the bandwidth available for end users data in order that there is suYcient capacity for this other
“overhead” data. For example, if a line synchronises (connects to the DSLAM at the exchange) at 8128kbit/
s (̃8Mbit/s), systems such as the BT broadband Remote Access Server (BRAS) system limit user traYc to
7.15Mbit/s.

Figure 11

DISTANCE FROM EXCHANGE AND MAXIMUM DOWNLOAD SPEEDS ACHIEVED BY
PANELLISTS ON PACKAGES OF “UP TO” 8MBIT/S
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Source: SamKnows measurement data for all panel members with a connection in April 2009.
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5.22 Overall, we found that average actual download throughput broadband speeds delivered were
4.1Mbit/s. This represented 57% of the average advertised “up to” speed (7.1Mbit/s), and 83% of the average
maximum speed delivered (7.1Mbit/s). (Note that as we were not able to run specific access line tests for our
panellists, we use the highest download throughput speed test recorded during the month as the maximum
line speed). (Figure 12)

5.23 Broadband speeds are also constrained by contention in the network, which aVects all types of
broadband (including DSL, cable and mobile broadband). Figure 12 shows how speeds during the peak
evening period of 8-10pm are on average across all panellists only around 77% of the maximum speed ever
recorded (typically during an oV-peak hour when there is very little contention in the network). Average
speeds in this peak evening period are around 90% of the average speeds recorded throughout the day. Speeds
in the “working” hours of 9am-5pm Monday to Friday are marginally faster than overall average speeds.

Figure 12

VARIATIONS IN DOWNLOAD THROUGHPUT SPEEDS BY TIME OF DAY
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representative of UK broadband consumers as a whole
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5.24 We had suYcient sample sizes to be able to compare the speeds delivered to consumers on “up to”
8Mbit/s DSL services with those delivered to customers of Virgin Media’s “up to” 10Mbit/s cable service.
Figure 13 summarises the speeds achieved by ISPs in diVerent time periods to a 95% confidence interval
around the mean.

5.25 Our research found that the average actual speeds received by Virgin Media cable customers on “up
to” 10Mbit/s (8.1 to 8.7Mbit/s) are significantly higher than those delivered by any of the largest eight DSL
operators’ “up to” 8Mbit/s packages. Among the DSL operators, average download throughput speeds sit
in a range of 3.2—5.1Mbit/s, with significantly faster average speeds delivered by O2,146 Orange, Plusnet,
Sky and TalkTalk than by AOL Broadband and Tiscali.

Figure 13

AVERAGE DOWNLOAD SPEEDS, APRIL 2009

Average download throughput speed during period (Mbit/s)

24 hours 8-10pm 3-11pm

9am-5pm 

Mon-Fri

AOL ’up to’ 8Mbit/s 3.3 - 3.9 2.8 - 3.4 3.1 - 3.6 3.4 - 4.0

BT ‘up to’ 8Mbit/s 3.8 - 4.2 3.1 - 3.5 3.4 - 3.8 3.8 - 4.3

O2 ‘up to’ 8Mbit/s* 4.1 - 5.1 4.1 - 5.1 4.1 - 5.1 4.2 - 5.2

Orange ‘up to’ 8Mbit/s 3.8 - 4.5 3.3 - 3.9 3.6 - 4.2 3.9 - 4.6

Plusnet ‘up to’ 8Mbit/s* 3.8 – 4.9 3.7 - 4.7 3.7 - 4.7 3.9 - 5.0

Sky ‘up to’ 8Mbit/s 4.0 – 4.7 3.7 - 4.4 3.8 - 4.5 4.1 - 4.8

TalkTalk ‘up to’ 8Mbit/s 3.8 – 4.6 3.7 - 4.5 3.8 - 4.5 3.8 - 4.5

Tiscali ‘up to’ 8Mbit/s 3.2 – 3.7 2.5 - 3.0 2.8 - 3.3 3.4 - 4.0

Virgin Media ‘up to’ 10Mbit/s 8.1 – 8.7 7.5 - 8.2 7.8 - 8.5 8.4 - 9.0

Other ‘up to’ 8Mbit/s* 3.3 – 4.6 3.2 - 4.5 3.1 - 4.4 3.2 - 4.5

Source: SamKnows measurement data for all panel members with a connection in April 2009

*Caution: small sample size ('50)

Note: The range shown represents a 95% confidence interval around the mean.

146 We have considered O2 and Be customers together.
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5.26 The access technology used is a significant driver of variation in broadband speeds delivered.
Services delivered via cable oVer higher speeds on average than comparable DSL services because, unlike
DSL broadband, there is no significant degradation of performance over the length of the line to a
consumer’s premises. Second generation DSL broadband (ADSL2!) can deliver faster speeds than first
generation DSL broadband (ADSL1).

Figure 14

AVERAGE DOWNLOAD THROUGHPUT SPEEDS BY TECHNOLOGY AND
HEADLINE PACKAGE, APRIL 2009
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*Caution: small sample size ('50)

Notes: (1) Data for ADSL1 up to 2Mbit/s and ADSL1 and ADSL2! up to 8Mbit/s have been weighted by
distance from exchange; data for ADSL2! services up to 16Mbit/s and all cable services have been weighted
by region and rural/urban; (2) The error margin; shown represents a 95% confidence interval

5.27 Mobile broadband (ie broadband services delivered via cellular networks typically to a USB modem
or “dongle”) was outside the scope of our own research. Data published by Eptiro in June 2009 suggest that
mobile broadband at headline speeds of “up to” 3.6Mbit/s or “up to” 7.2Mbit/s typically deliver average
actual speeds of less than 1Mbit/s, significantly slower than any DSL or cable packages.147

147 www.epitiro.com/news/epitiro-publishes-uk-mobile-broadband-research.html http://www.ofcom.org.uk/advice/guides/
bbchoice.pdf
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5.28 Another driver of variation between ISP performance is the backhaul capacity available (which
determines the level of contention in the network. Figure 15 below shows the impact of contention in the
network by examining the average speeds delivered against the maximum line speeds (defined as the
maximum speed a customer ever received) for DSL and cable services of “up to” 8Mbit/s or 10Mbit/s.

5.29 This is useful because it highlights the areas over which the ISP theoretically has control (as
maximum speed is defined by the physical constraints of the connection into a home, the average speed as
a proportion of the maximum speed reflects performance within these constraints). The maximum line speed
is also important to the way in which broadband is sold, since under Ofcom’s Code of Practice for
Broadband Speeds, suppliers who have signed the Code have committed to advise customers of the
maximum line speed (also known as the access line speed) at the time of purchase.

5.30 The analysis shows that there are some diVerences between operators, indicating that contention in
the network is a bigger issue for some ISPs than for others. Average speeds delivered by Plusnet, Sky and
Virgin Media are significantly closer to maximum line speeds than for any other operator, meaning it is likely
that their customers will typically receive more consistent speeds throughout the day.

Figure 15

AVERAGE SPEEDS (24 HOURS) AS A PROPORTION OF MAXIMUM SPEEDS, APRIl 2009
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*Caution: small sample size ('50)

Notes: (1) Includes combined LLU and non-LLU customers, data have been weighted to splits provided by
ISPs; (2) Data have not been normalised by distance from exchange as it indicates average speed as a
proportion of maximum speed and should not therefore be aVected by diVerences in line length caused by
diVerences in customer profile.

Ofcom’s next steps

5.31 Broadband speeds vary as a result of a number of factors and ensuring that consumers are informed
of the speeds available in a way which is accurate and easily understandable is not straightforward.
Considerable progress has been made within the last year in improving the information which consumers
have to inform their purchase decision. Specifically, Ofcom has taken a number of measures to ensure that
consumers are properly informed about broadband speeds:

— Access line speeds and variations in broadband speed. All providers who have signed up to Ofcom’s
voluntary code of practice on broadband speeds are required to advise of the access line speed and
how actual speeds may be lower.

— Comparative actual speed data. Given the complex factors which combine to determine the actual
speeds delivered, it is unrealistic for broadband to be sold by the average actual download speed
which consumers will receive. Nevertheless, it is important that consumers have access to
comparable data on actual speeds delivered by ISPs. Ofcom’s recent research into actual
broadband speeds has identified that there is significant variation in performance between
operators oVering services at the same advertised speed, and that there is also variation between
maximum speeds and average speeds.
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— Consumer information. Ofcom has also published consumer guides148 on broadband speeds and
choosing a broadband provider which have helped to inform and empower consumers.

— Advertised speeds. Broadband packages are advertised as delivering “up to” speeds. This is in
accordance with Advertising Standards Authority (ASA) guidelines which recognise that it is
important for providers to be able to diVerentiate between diVerent products, and the variation in
actual speeds means it is not practical for providers to advertise on the basis of actual speeds.

5.32 However, consumer research and research into actual speeds has identified that ISPs need to do more
to ensure that they are giving their customers enough information about the services they provide and the
types of factors that may impact on the actual speed they receive.

— Consumer research in September 2008 (before the Code came into force) found that speed of
connection was a key cause of dissatisfaction with broadband services and that over a quarter of
consumers (26%) thought that their actual connection speed was not what they expected when they
signed up.

— Research into actual speeds finds that on average actual speeds are only 83% of maximum speeds
and are slower still in the peak evening periods. There is also variation between operators.

5.33 Ofcom is committed to monitoring the market and intervening as appropriate to ensure that the
broadband market operates eYciently and that consumers have access to the information they need to make
optimal choices of broadband supplier. Our work within the next six months will include the following:

— Ongoing research to assess consumer satisfaction with aspects of broadband services, including
speed of connection.

— Working with industry and consumer stakeholders to determine how best to ensure that consumers
have access to accurate and comparable actual speed data on an ongoing basis.

— Mystery shopping research to assess compliance with the voluntary code of practice on broadband
speeds and remedial action if required.

— Defining scope and timing of future research into actual broadband speeds

— Ongoing monitoring of consumer complaints regarding broadband speeds and the miss-selling of
broadband.

— Continuing engagement with the ASA on the guidelines for the advertising of broadband

— Considering revisions to the Code of practice in the light of the above, including whether it should
be made mandatory and whether a requirement to advise of actual speeds should be incorporated.

Section 6

6. To what extent does current regulation strike the right balance between ensuring fair competition and
encouraging investment in next generation networks?

6.1 As part of its recommendations in the Digital Britain Report, the government proposed to amend the
Communications Act 2003 to make the promotion of investment in communications infrastructure one of
Ofcom’s principal duties alongside the promotion of competition, to meet our overarching duties of securing
the interests of citizens and consumers in the provision of communications services.

6.2 It is worth noting that our duties already attach a great deal of importance to incentivising investment,
particularly in relation to electronic communications networks. Specifically, under Article 8 of the Access
and Interconnection Directive, 2002, and transposed under Section 3 of the Communications Act 2003,
Ofcom is already duty bound to promote competition in the provision of electronic communications
networks and services by, inter alia, “encouraging eYcient investment in infrastructure, and promoting
innovation.”

6.3 Ofcom does not consider that competition and investment are necessarily mutually exclusive. Our
duties to consumers and citizens can be best met through both securing competition and promoting
investment. Our regulatory framework promotes investment by ensuring contestability, recognising risk and
giving certainty. We have given specific consideration to investment in new build next generation networks
in our guidance notes published in May, which draw on our previous statements, aiming to provide further
assurance by setting out expectations in advance of the market developing.

148 http://www.ofcom.org.uk/advice/guides/bbspeeds.pdf
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6.4 Moreover, Ofcom adheres to defined procedures in regulating markets to ensure that we act
proportionately and eVectively,149 in line with our regulatory principles. These are outlined below.

Regulation and investment—the UK experience

6.5 Shortly after Ofcom came into being, we initiated a Strategic Review of Telecommunications in 2004.
This recognised the need for investment in emerging technology and new platforms by competing scale
operators alongside BT in order for the UK economy to remain competitive and to therefore promote
competition at the deepest, economically viable, level possible.

6.6 Our Review’s conclusions led to elements of BT’s assets identified as economic bottlenecks being
placed into a separate business unit, Openreach, which in combination with agreed price reductions in
provision of essential wholesale services and the improvement of ordering and fault processes under the
auspices of the OYce of the Telecommunications Adjudicator; this facilitated BT’s competitors to oVer retail
broadband services over BT’s copper wires via local loop unbundling. This has created greater certainty for
BT’s competitors, allowing them to make significant investment in new infrastructure. And we have seen a
wave of new investment by well-resourced competitors like Sky, O2, and Carphone Warehouse to deliver
LLU-based services. In fact, the number of operators investing increasing threefold between 2005 and 2008.

6.7 By the end of August 2009, there were 6.06 million unbundled lines, compared to just 200,000 when
Ofcom published its Statement accepting BT’s undertakings in September 2005. There was a twofold
increase in the number of LLU enabled exchanges between the end of 2005 and September 2008, at which
point some 1,902 exchanges had been LLU enabled. Over the same period the percentage of households with
access to at least one LLU operator increased from 40% to 83%. Ofcom’s initiatives to promote competition
have also resulted in greater scope to deregulate the associated wholesale broadband access market in almost
70% of country where competitive investment in LLU has taken place with four or more operators present.

Figure 16
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6.8 At the same time, BT has been investing in its next generation core network 21CN. The focus of this
investment programme has recently shifted away from moving its legacy voice telephony customers onto a
new platform, but BT continues to invest in its next generation network, or NGN. BTs NGN-based
broadband services were launched in mid 2008 and are currently available in 548 exchanges which equates
to coverage of approximately 40% of the population. By April 2010 BT expects these services to reach 55%
of the population.

6.9 These new networks have the potential to deliver significant benefits to consumers, competitive
communication providers and BT. Equally, Ofcom is sensitive to the fact that the investment climate for
NGNs will be aVected by regulatory risks, including uncertainty about the level and nature of future
regulation. The areas where we are seeking to reduce this risk are set out below.

6.10 A holistic approach to next generation voice interconnect. Clarity and predictability about the
regulation of narrowband voice interconnection charges is particularly important for all communication
providers making NGN investments. Our proposed approach for next generation narrowband voice

149 The European Competitive Telecommunications Association (ECTA), commissions a regulatory scorecard that compares
the regulatory environment in 18 EU Member States, as well as Norway and Turkey, in the electronic communications sector
and its eVectiveness in promoting the objectives of the EU Regulatory Framework. In the latest scorecard for 2008, as in
previous years the UK came as the overall leader.
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interconnect is that where Significant Market Power (SMP)—ie market dominance—is found, reasonable
charges should take account of the need to avoid creating artificial arbitrage opportunities by taking a
holistic approach to cost recovery that avoids distorting incentives, and the need to allow an appropriate
return on BT’s investment in NGNs. We believe that this can be implemented using our existing powers.

6.11 The cost of capital. Ofcom acknowledges that there may be specific demand and technology risks
associated with BT’s 21CN investment. Ofcom’s consultations on risk and the cost of capital consider how
Ofcom could take into account such risks in setting an appropriate investment return.150

6.12 Reducing uncertainty for alternative providers. A key purpose of our approach to NGN is to help
reduce uncertainty for alternative providers about the impact that NGN migration, specifically 21CN, will
have on the current SMP access and interconnect arrangements.

6.13 However, the issues raised by the migration to next generation access networks, ie the migration
from copper to fibre-based access, are distinct from the issues raised by the migration to NGNs outlined
above and we have taken extensive steps in this separate area as well.

6.14 BT also announced in July 2008 that it intended to invest £1.5 billion deploying next generation
super-fast broadband services which will deliver up to 40Mbit/s to 40% of UK homes by the end of 2012,
and in May 2009 BT announced that it was examining doubling the pace of this deployment. In the interim,
BT also announced that it will increase the number of homes that can receive its ADSL2! network, which
oVers speeds of up to 24Mbps, to cover 75% of Britain by spring 2011 and 55% by spring 2010.

6.15 Virgin Media has also launched a 50Mbit/s product, now available across its network and the
company has also announced it is planning to invest in extending its network beyond the 45% of the country
it covers today.

6.16 There are also a wide range of other smaller scale investments in NGA, including H2Os use of sewers
to build high performance new access networks in Bournemouth and Dundee. A selection of super-fast
broadband implementations and trials are highlighted in Figure 18 below.

Figure 17
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6.17 We recognise that building such networks involves very substantial investment, and potentially long
payback periods. Prospective investors therefore seek certainty over the regulatory landscape, particularly
with respect to regulation of charges. Ofcom is keen to ensure that prospective investors are not inhibited
from investing in super-fast broadband because of the regulatory regime and consumers gain maximum
benefit from the delivery of new high-speed services now and in the longer-term.

6.18 On this basis, we have published statements with a view of setting out the regulatory principles in
relation to next generation access deployments, in order to provide regulatory certainty. These principles
have already been published in a number of documents.151

6.19 As indicated above, we believe that our duties with respect to consumers and citizens can be best
met by both promoting investment to support early deployment and widespread availability of super-fast
broadband and by securing competition at the deepest level that is eVective and sustainable, particularly in
the longer term.

150 See www.ofcom.org.uk/consult/condocs/cost capital2/
151 Delivering super-fast broadband in the UK, Policy statement, March 2009; and New Build Guidance, May 2009.
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6.20 In practice these translate into five principles. These are based on the original regulatory principles
outlined in our 2005 Strategic Review of Telecommunications but are expanded to reflect the diVering
characteristics of next generation fibre based networks compared to current generation copper networks,
specifically:

— Contestability: creating conditions that allow any player who sees a case for deploying next
generation access infrastructure to invest, as soon as they wish.

— Maximising potential for innovation: scope for innovation and diVerentiation is essential for
competition in next generation access.

— Equivalence: in order to deliver eVective competition, we must ensure all players have equal
opportunities to access wholesale services at the levels where competition can be eVective and
sustainable.

— Reflecting risk in returns: investors in next generation access must have the opportunity to earn
returns on investment that reflect the level of risk incurred.

— Regulatory certainty: the regulatory regime must be clear and in place for a reasonable period of
time. This will give investors the clarity that they need to invest with confidence.

Each one of these five principles are important to promote competitive investment and it is worth
considering how each principle is being addressed practically by Ofcom at the present time.

6.21 Contestability. The principle of contestability seeks to secure eVective and sustainable competition
for consumers in the future. In practice Ofcom must consider the appropriateness of options for new
regulatory remedies which are based both on physical access to ducts and well as electronic-based wholesale
services. This also means ensuring the retaining of options for future competition that make future market
entry possible on the most cost-eVective basis possible and that Ofcom will promote inter-platform
competition eg through spectrum release.

6.22 Maximising the scope for innovation and diVerentiation. We expect that electronic-based products
will develop further in the future and oVer scope for competitive diVerentiation and innovation that are not
possible with existing wholesale “bitstream” products. To support this objective, we have been working
closely with industry to develop a good understanding of the technical requirements for active products. We
believe it is important for active products to reflect many of these requirements. The feedback from our
stakeholders suggested that this can be best delivered through industry’s existing approaches to new product
development and we have made significant progress in standardisation of such products with standards
bodies in the UK and internationally including, the Broadband Forum, MEF, ITU, and NICC.

6.23 Equivalence. In practice this means a requirement to meet reasonable demand for deployment of next
generation access at the same time as BT. This may include the provision of inputs using the same
components, processes and systems BT uses itself where reasonably practicable, or otherwise to the same
specifications, functionality and performance. This work has already been taken forward in relation to
variations to the BT undertakings covering fibre-based services.

6.24 Reflecting risk in returns. We believe that pricing flexibility on wholesale electronic-based services is
appropriate and that for physically-based products—such as duct access—cost-based pricing that reflects
the level of risk incurred is appropriate and will support investment and competition. In either case, the
pricing of products must allow opportunities to recover costs and earn a reasonable rate of return on
investments. However, while companies may have freedom to set specific price levels, we will continue to
monitor pricing for behaviour that suggests anti-competitive motives or eVects. This will include the relative
levels of prices or other activities that may be undertaken to undermine fair competition.

6.25 In summary, Ofcom believes that its duties to consumers and citizens can be best met through both
promoting investment and securing competition. Our regulatory framework promotes investment by
ensuring contestability, recognising and allowing reward for risk and providing longer-term regulatory
certainty wherever possible. We have given specific consideration to investment in recent statements and
guidance, setting out expectations in advance of the market developing to provide further assurance. Finally,
Ofcom adheres to defined procedures in regulating the market to ensure that we act proportionately and
eVectively, in line with our regulatory principles.

25 September 2009

Memorandum submitted by the Radio Society of Great Britain

(1) Key Point Summary

The RSGB supports the ideal of broadband availability to all households, however, the membership of
the RSGB and Radio Users in general are concerned with aspects of some particular technologies which are
being used to implement broadband provisions in the United Kingdom.

Our submission will highlight the inappropriate use of particular technology, such as PLT, which impinges
on the High Frequency spectrum between 1-30MHz.
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(2) Our Status

The Radio Society of Great Britain represents Radio Amateurs, and Shortwave Listeners in the United
Kingdom. With a membership of over 25,000, it is the voice of nearly half of the licensed radio transmitting
stations in the UK.

The RSGB is well represented within the International Amateur Radio Union (IARU), and our President
is a key Committee Chairman within the International Telecommunication Union (ITU).

The Society attends and contributes to the Committee working of BSI, CISPR, ITU and ETSI.

(3) Use of the HF Radio Spectrum

Contrary to common belief the use of the HF spectrum is as full and busy as ever. The Broadcasters, the
Military, Commercial Users and Radio Amateurs fight for primary use of segments of the spectrum at the
World Administrative Radio Conference held every four years. The committee should be aware of the
renewed interest from the broadcasters wishing to promote Digital Radio Mondiale Services.

The importance of Amateur Radio as a back-up emergency service was especially highlighted by the
catastrophic eVects of the Asian tsunami and earthquakes. Many countries in the Pacific region
acknowledge the importance of well-trained HF radio enthusiasts in emergency situations. Even with a
highly developed infrastructure such as existed in New York, Amateur Radio was highly praise by President
Bush for its contribution following the World Trade Centre disaster. In that case almost all Wire-Line and
Cellular communication failed for several days. Amateur Radio was as ever ready, it was identified as the
emergency response service that worked most eVectively.

Commercial radio users are returning to the HF spectrum because it oVers a cost eVective alternative to
the digital satellite services oVered by organisations like INMARSAT. HF radio is used by ships at sea, when
out of range of VHF Coast Stations, and airline operators for aircraft flying in the mid-Atlantic, and the
very long trans-Pacific routes.

There are strong and compelling arguments for the preservation of a low ambient noise floor in the HF
Spectrum.

There are many pseudo-Government users, Civil Aviation Authority, Maritime Communications Agency,
and even direct Government users, who express concerns regarding the pollution of the spectrum. They do
not express these concerns publicly for fear of causing public alarm. The committee should have no doubts
about the concerns however. There exist many technical papers expressing these concerns for such quarters
as NATO (see note 2), and broadcasters.

We would urge the committee not to overlook the social impact of Short Wave listening in our multi-
cultural society. Many SW listeners are tuned-in on a regular basis to the radio stations abroad for news
from their “home” countries. This has become particularly important with the enlargement of the EU, and
whilst the internet provides a link for the more aZuent, as this inquiry make clear, broadband is not yet
available for all.

(4) Our Concern

The HF spectrum up to 30MHz is a precious resource which needs to be protected.

The ITU recognised this important tenent in the early years of radio, and put in place measures intended
to protect the spectrum for use in Broadcasting, and worldwide radio communication. The Comité
international spécial des perturbations radioélectriques (CISPR) was formed in 1934 to establish standards
for the control of emissions to and from electrical apparatus, which might impact the radio spectrum.

The work of CISPR continues, with much of its work now being focused on the impact of digital
technology.

Digital Revolution has had a positive impact on communication with improvements in signal quality,
more choice for the consumer, and in the near future a considerable reduction in power usage at the
transmitter sites. Most of the applications of technology have had a welcomed and desirable eVect.

However, an inappropriate use of technology can be cited for Power Line Communication (also known
as Power Line Telecommunications) PLC/PLT.

CISPR has not been able to agree revision of the existing standards, which would accommodate PLT, and
maintain the protection to radio services.

(5) Power Line Communications

This technology is available in two forms, Access PLT providing communication to and from the home,
and in-Home PLT for communications entirely within the home. Fortunately all trials of Access PLT in the
United Kingdom have been closed, and except for some specialised applications in tower-block apartments,
there does not appear to be an appetite for roll-out of this technology at present.
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In-Home PLT has however become a consumer product, with many manufacturers oVering Power Line
Adapter, which provide communication between computers, TV receivers and potentially any other PLA
equipped electrical appliances within a household.

Both of these technologies cause interference to Radio Users in the HF Spectrum.

See note 1

The ITU has stated its position, quite clearly. It regards the technology as an unintentional radiator, and
has placed a requirement on international standards makers, “that existing standards should not be changed
or modified in order to permit PLT, except that any change shall provide the same level of protection for
radio services”.

(6) The Standards Background

We wish to ensure that the committee understand that all existing PLT devices, whether they be for
“access” or “in-Home” usage do not meet the internationally agreed emissions standards. In fact most
exceed the limits set by 30dB (1,000 times).

In order to placate the Radio Amateurs worldwide, mitigation measures have been put in place, and to
try to placate Short Wave listeners some additional mitigation techniques have been proposed.

The fact remains however, that the established limits will be exceeded where the mitigation measures do
not apply. Furthermore, the Society, and many other Radio Users doubt the value of the proposed
mitigation measures.

Interference and its impact

Any egress of signal energy for PLT systems may be undesirable to a nearby listener, and the aggregation
of signals from many millions of these devices will raise the ambient noise floor on a worldwide scale.

Various reports from authorative sources have shown that the noise floor will rise by between 10dB to
15dB. See note 2 and 3.

Since a radio user may be operating on very weak signals, this could mean the diVerence between
successful communication, and none at all. The same applies to a short wave listener. See note 4.

We draw to the attention of the committee, that whilst radio users accept a signal to noise margin of 10DB
as being acceptable, PLT systems are set-up to have a massive headroom margin of 30dB.

In the United Kingdom over 190 cases of interference have been reported to the Regulator (Ofcom) and
of those over 120 have been remedied by removal of the interference source, a PLT modem.

We would like the committee to make note of the fact that radio communications is the subject of an
11 year sun-spot-cycle. At the present (2009), we are just beginning to emerge from a period of extremely
poor propagation of signal around the world. By 2014 communication will have recovered, and it will be
possible to communicate with a very minimum of transmitted signal power. It is at this stage that the severity
of egress from PLT systems into the HF spectrum will become evident.

Immunity Issues

PLT can provide point to point communication on a sound but not altogether reliable basis. Whilst it is
a cause of interference it is not particularly immune from interference to its operation. It is adversely aVected
by noise present on the mains network wiring.

In-home PLT, which may be installed by the consumer, is particularly vulnerable to house wiring
configuration. The sources of interference that adversely aVect this technology are numerous. Nearby radio
transmissions in the HF spectrum will frequently cause “blocking” of PLT signals.

The committee should take the seriousness of diminution of throughput into account, as a factor in favour
of alternative technology.

Recommendation to the Committee

The RSGB strongly urge the Committee to consider and recommend the use of Fibre Optic and Wireless
(Wi-Fi) systems in preference to PLT technology.

The promise of Fibre to the Curb-side within the foreseeable future has already been made. The last hurdle
(no longer the last mile); will be distribution into the home. It is our belief that this will be best accomplished
by continuing the fibre, or by providing localised Wi-Fi access for user communities.

BERR should work with and encourage Ofcom to release spectrum above 500MHz for this purpose, as
part of the Digital Dividend.



Processed: 16-02-2010 21:41:44 Page Layout: COENEW [O] PPSysB Job: 441268 Unit: PAG1

Business, Innovation and Skills Committee: Evidence Ev 145

The RSGB recognise that the implementation of “Smart Grid” may require each and every household to
be connected- although not necessarily on a broadband service. However the prospect of every one of 15
million households, each with an individual IP address raises the issue of aggregation of interference to a
new height. We hope that the Committee will consider this.

We urge the Committee to ensure that the undertaking given by Ofcom to investigate interference
complaints is maintained. See Note 5.

References

(1) ITU, Doc. 1/101-E and 1/102-E, and Doc. 1A/117-E, 1A/118-E

(2) NATO Doc. RTO-TR-IST-050, AC/323(IST-050)TP/44, (ISBN 978-92-837-0069-2)

(3) ITU, Doc. 1A/35-E

(4) ECC Recommendation (05)04, Criteria for the Assessment of Radio Interference caused by Radiated
Disturbance from Wire-Line Telecommunications Networks

(5) Wire-Line Event 09 PowerPoint presentation, hosted by DTI/Ofcom. See slide 20

October 2009

Memorandum submitted by Scottish & Southern Energy

Scottish and Southern Energy plc (SSE) is a major energy company with interests throughout the supply
chain of activity from power stations; through ownership of regulated network infrastructure in electricity
and gas; to the retail supply of energy-related products to a customer base of around nine million. SSE also
has interests in the communications markets as discussed below.

In the last few years, SSE has developed retail product oVerings in fixed-line telephony and in broadband,
using the wholesale products available in the market. For these products, SSE owns no technical
infrastructure used in delivering the product and is in a similar position to that of a “supplier” in energy
markets, who uses regulated network use-of-system products to deliver a service to customers. However,
SSE also has a subsidiary (Neos Networks Ltd) that does own communications network and equipment and
is actively involved in the provision of capacity and bandwidth services to large business customers and on
a wholesale basis to other communications operators. It is also worth noting that communications services
support the energy industry—the communications services SSE uses support our own contribution to
“critical national infrastructure”.

SSE is therefore interested in the development of the UK’s communications markets and has contributed
views to the Government’s Digital Britain project. SSE has views on some of the questions raised by the
Committee in June and these are set out in the attached memorandum.

In essence, SSE believes that there is a clear and urgent need for appropriate regulation and governance
of the UK’s telecoms market in order to achieve the Digital Britain goals in a fair and competitive manner.
Without a “step-change” in this area, the current structure will not deliver, competition will be inhibited and
companies with existing market power will dictate the evolution of the market.

SSE would be keen to discuss these views in more detail with the Committee and requests the opportunity
to give oral evidence.

Summary

1. SSE’s role as a utility spans electricity, gas, telecoms and water. Looking across these components of
the “critical national infrastructure of 21st Century Britain”, SSE believes that there is a clear and urgent
need for appropriate regulation and governance of the UK’s telecoms market in order to achieve the Digital
Britain goals in a fair and competitive manner. Without a “step-change” in this area, the current structure
will not deliver, competition will be inhibited and companies with existing market power will dictate the
evolution of the market.

2. SSE believes that the forthcoming Digital Britain Bill should go further than it currently does in terms
of examining market structure. SSE would urge the Committee to press the Government for reforms to
ensure that the telecoms market has the following characteristics:

— A co-regulatory governance of market processes. Current market processes are piece-meal,
confusing and therefore ineYcient. Ofcom and industry need to work together to deliver
governance arrangements that set out simple requirements for market participants’ behaviour,
clear technical and commercial standards, fair and standardised customer migration processes, and
the means with which to enforce market behaviour.

— A truly competitive market for retailers and network operators. Retail package providers (suppliers)
must be allowed fair access to mass-market communications infrastructure to encourage retail
competition. The newly created Network Design and Procurement Group must ensure that there
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is proper contestability in the roll out of infrastructure provision. The “new deal” for telecoms
cannot allow existing operators to dominate the future provision of infrastructure and services, or
else a significant opportunity would be lost.

3. As we move forward over the next decade, there are bound to be further technological developments
in the fast-moving communications markets. SSE believes that if the market is set up as proposed in this
response, the market would be in a stronger position to react to new developments than it has been with the
introduction of NGA technology.

Introduction

4. Scottish and Southern Energy plc (SSE) is a major energy company with interests throughout the
supply chain of activity from power stations; through ownership of regulated network infrastructure in
electricity and gas; to the retail supply of energy-related products to a customer base of around 9 million.
SSE is also active in the communications markets, oVering retail telephony and broadband products to
residential customers as well as capacity and bandwidth services using our own communications network
to other communications providers and to large business customers.

5. SSE agrees with the view emerging from the Digital Britain work, that the communications sector can
increasingly be regarded as providing a vital range of services which necessarily underpin everyday life in
the UK—in other words, it is a critical “utility” sector, like energy and water services. This leads us to the
view that there is a significant need for greater coordination of the underlying communications
infrastructure platforms in order to achieve eYcient investment, together with market governance
arrangements to allow coordinated maintenance and development of normal utility market processes such
as those which allow customers to change supplier.

6. Our response to the third of the Committee’s questions, in particular, provides further details of our
views on this point.

Response To Specific Questions

1. Whether the target for universal access to broadband at a speed of 2Mb/s by 2012 is ambitious enough?

7. SSE will leave the Committee to judge the level of ambition outlined by this target. SSE would support
an approach of “service competition as far as possible”, where a mix of technologies is contemplated in
achieving the aim.

2. Is the Government right to propose a levy on copper lines to fund next generation access?

8. SSE supports the Government’s intention to raise funds to assist with the extension of a next
generation access (NGA) roll-out to reach the significant majority (around 90%) of households in the UK.

9. SSE understands that the aspiration of the proposed Next Generation Fund is to enable a certain level
of “fast” connectivity and quality for most of the UK households that are not likely to be served by the
commercial roll-out of NGA infrastructure. Rather than concentrate on a particular method of delivering
this—fixed line fibre—and establishing a fixed line tax base to support this, SSE would recommend that the
levy also be applied to mobile telephony services. This would appear more equitable and “technology
neutral”, while avoiding introducing a distortion into the retail market for fixed and mobile telephony
services by increasing the tendency for householders to give up their fixed line link in favour of mobile
telephony.

3. Will the Government’s plans for next generation access work?

10. SSE is not optimistic that the Government’s plans for NGA will “work smoothly” without greater
attention within the developing framework for NGA to the provision of the following matters:

— A greater degree of coordination, both to support the smooth running of the underlying
communications infrastructures and to allow market developments to be implemented in a
coordinated manner;

— Transparent, non-discriminatory wholesale access arrangements to allow suppliers of NGA services
to reach customers in a fair and economic manner, no matter what NGA infrastructure network
they are connected to; and

— A market framework that supports contestability of NGA infrastructure provision, so that NGA
infrastructure can be built up in the most economic manner, drawing on the skills and innovation
of new infrastructure providers, where these provide the most eYcient solution in a particular
location.
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11. SSE discusses each of these in turn below.

Coordination

12. SSE believes it is evident that coordination between infrastructure providers in the areas of technical
standards and interconnection arrangements is necessary in order to allow communications traYc to flow
between diVerent networks. To some extent, this is happening in the NGA context with the establishment
of the NICC to deal with the evolution of standards in these areas. This is a welcome development but still,
in our view, lacks two features which would make it more eVective and sustainable.

13. The first of these is a governance mechanism to establish and enforce the initial standards and to
develop and subsequently enforce a consensus way forward on necessary amendments to them as the market
evolves—there is currently no statutory or regulatory requirement on any party to abide by NICC standards
for NGA. Transparent governance arrangements form the authority and means by which changes to the
standards can be proposed, debated, implemented and enforced—a framework that SSE believes will
support competition and innovation in infrastructure provision.

14. In practical terms, governance within a market usually involves setting up a market body,
independent of market participants but answerable to them, in order to administer the documented
standards of the market. The second feature that SSE believes is necessary is that there should be regulatory
involvement, at a high level, in setting the objectives and direction for the market body that looks after the
standards such that they evolve in a manner compatible with consumer and citizen interests.

15. In order to support the commercial working of the market, SSE also strongly believes that there needs
to be coordination and governance of commercial standards and market processes that support service level
competition. A key example of such a market process is that of the arrangements to allow customers to
switch between diVerent suppliers of NGA services, which are a vital component of a vibrant telecoms
service market. Particularly as communications technology evolves, migration arrangements between retail
products using diVerent underlying technologies need to be transparently coordinated to protect the end
customer experience.

16. As outlined above, this “market governance” must be mandatory for relevant market participants
and have regulatory oversight for the ultimate benefit of end customers. SSE therefore believes that the
overall framework for governance should be “co-regulatory”, in the sense that it is a regulatory obligation
for relevant parties to “belong” to the arrangements; the regulator is involved at a high-level; and the
industry is self-governing as far as possible within this framework.

17. The benefit of self-governing market processes is that they are able to deal with more detailed issues
and can be adapted more quickly to cater for developments in the market. They can also develop proactively,
when problems are anticipated, whereas regulatory intervention is often “after the event” once a problem
has become evident. Activities such as house move processes and requirements for network termination
equipment in customer premises require input and agreement from both suppliers and infrastructure
providers, so both must be involved in and subject to the governance arrangements in order for the activities
to be properly coordinated.

Non-discriminatory Wholesale Access Arrangements

18. SSE supports open access for suppliers of NGA services to the various NGA infrastructures that may
evolve. This supports the entry into the market of a wide variety of suppliers, leading to increased customer
choice and innovation in the services provided. SSE believes that every care should be taken to ensure that
end customers do not become locked in to the retail oVerings of the infrastructure provider to which they
happen, due to their location, to be connected. The best means of achieving this objective, in our view, is a
combination of regulatory requirements on NGA infrastructure providers and supplier involvement in the
market governance arrangements described above.

19. By analogy with the open network access arrangements that exist in energy markets, SSE believes the
formal regulatory requirements to protect suppliers would need to include the following obligations on
NGA infrastructure providers:

— Clear rights for any person to seek to “use” the NGA network infrastructures in order to
provide services;

— Transparent charging methodologies which are appropriately set in relation to the cost of the “use
of system”;

— Clear regulatory timeframes for the provision of terms for “use of system”; and

— Appropriate rights for any party to refer a dispute over “use of system” terms to the regulator, who
could then determine those terms.
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Contestability

20. Just as there is benefit in the ready ability of suppliers to enter the market for NGA services through
the provision of open access to infrastructure, there is similarly benefit in ensuring that new infrastructure
providers can readily provide new NGA infrastructure. In this case, the benefits arise from the eYciencies,
innovation and downward pressure on prices that the new entrants could bring to the whole market.
Furthermore, where public funds are to be made available, SSE believes it is imperative that Government
ensure that all potential providers have an equal chance of securing funding.

21. SSE therefore welcomes the proposed establishment of the Network Design and Procurement Group
(NDPG) and would hope to see this body develop a transparent process for determining which projects will
be supported by the funds available. SSE believes there would be merit in considering the awarding of local
franchises, so that an operator winning a tender process for providing NGA roll-out in an area has exclusive
rights to provide that infrastructure – on an “open access basis” as discussed above.

22. A framework for contestability would also entail, in our view, a clear set of technical standards for
inter-operability between the new NGA network and the nearest suitable existing infrastructure, together
with clear commercial terms and conditions for new NGA infrastructure to “plug in” to existing network
infrastructure. In communication networks, interconnection can take place at diVerent levels of network
capability from “low level” connection of, for example, dark fibre extending the reach of an existing
network’s capability to more sophisticated “high level” styles of interconnection at more intelligent network
layers, including traYc management arrangements between two physically separate networks. SSE would
suggest that for all these levels, it has to be clear to a new network provider what standards they need to
abide by and what terms they would reasonably face for such interconnection. In eVect, SSE believes that
all the regulatory protections set out in paragraph19 above for the benefit of suppliers should also be
replicated with “interconnection” substituted for “use of system” for the benefit of new infrastructure
providers.

23. Finally, it is important for there to be a level playing field for all interested parties in assessing the
economics of diVerent projects. In this regard, SSE is aware of one significant anomaly in the imposition
of rates for making optical fibre ready for communications use (“lighting” the fibre). Currently, BT pay a
significantly reduced fibre taxable rate compared with other operators, which would naturally aVect the
economics of any fibre-based schemes tendered for NGA roll-out funds. SSE recently looked at the
acquisition of a communications network with a significant fibre component of around 1000km. However,
a business case could not be made once the significant cost of fibre rates was included.

Way Forward

24. SSE believes that the above areas could be addressed through a combination of legislation, regulatory
action and careful design of the role of the NDPG, which SSE considers will be of fundamental importance
in establishing, in a cost-eVective and pro-competitive manner, the underlying infrastructure on which
current and future generations of broadband (and other future) products will depend. In our view, there may
also be an ongoing role for the NDPG in maintaining an overview of infrastructure matters throughout the
whole communications infrastructure as this develops over time.

25. There are bound to be further technological developments in the fast-moving communications
markets. SSE believes that if, in particular, the arrangements for technical and market governance are set
up as SSE has proposed, the market would be in a stronger position to react to these developments than
it has been with the introduction of NGA technology. With the industry itself (under high level regulatory
supervision) owning the detailed processes necessary to make the market work, SSE believes that subsequent
technological changes, service innovations and other developments could be addressed far more quickly and
eVectively than at present without needing the regulator—or indeed the Government—to intervene to
establish the necessary coordination. Importantly, once the framework for customer migrations is
coordinated and governed as suggested, one of the key consumer protection concerns about an end
customer’s experience in seeking to switch between diVerent product oVerings will be addressed on an
ongoing basis.

4. If companies are providing the speed of access which they promise to consumers?

26. No comment.

5. The extent to which current regulation strikes the right balance between ensuring fair competition and
encouraging investment in next generation networks?

27. SSE believes that encouraging investment and fair competition do not need to be set against each
other as competing objectives. For a utility market, SSE believes that the key enabler of both market
investment and the protection of fair competition is appropriate coordination mechanisms within a high
level co-regulatory framework, as SSE has discussed above. If these are established, SSE thinks it follows
that: obligations on diVerent market participants are clear; market processes develop flexibly under industry
control; and market participants have the confidence to invest and innovate. SSE is therefore of the view
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that all the proposals SSE has put forward for allowing next generation access plans to work smoothly
should also be applied to the current regulatory framework. In particular, SSE notes that there is not yet a
coordinated and comprehensive framework for customer migrations across all products and all networks.

6. Any other views stakeholders think the Committee should be aware of.

28. Although the current emphasis in the communications market is on the roll-out of broadband, SSE
believes that a “broadband” product, at whatever speed and quality, is just one example of the sort of use
that can be made of the underlying connectivity of communications networks. SSE is aware of other
applications and products such as utility “smart metering” requirements and remote healthcare monitoring
that are likely to seek to use available communication networks in the future.

29. SSE therefore believes that it is the underlying connectivity of the communications infrastructure that
should be governed both technically and from a market process perspective. In particular, SSE does not
believe that the capacity of the communications channel into a customer’s premises should be “owned” by
one retail supplier. Instead, it will be necessary in our view, for this channel to be managed independently
of suppliers, at the infrastructure level, as an open-access “portal to the home”. SSE believes this will provide
the greatest flexibility for suppliers to develop a variety of diVerent future NGA products and for customers
in seeking to use them in a manner which best suits their lifestyles and interests.

30. Finally, in tune with our other comments from a “utility” perspective, SSE suggests that consideration
is given to measures to protect continuity of service in the event of failure of market participants. By analogy
with measures taken in energy and other utility sectors, provision could usefully be made for both an
equitable “supplier of last resort” arrangement and special network administration in order to protect the
position of customers and the continuity of the services on which they may depend.

25 September 2009

Memorandum submitted by TalkTalk Group

Introduction

This is TalkTalk Group’s (TTG) response to the Business and Enterprise Select Committee inquiry
regarding broadband speeds and NGA.

TalkTalk Group provides about 25% of the UK’s broadband connections—we serve over 4 million
residential and business broadband customers under the TalkTalk, AOL, Tiscali, Opal and Pipex brands.
We are the UK’s biggest local loop unbundler and operate the UK’s largest next generation network (NGN).
TalkTalk Group is owned by Carphone Warehouse plc.

The questions that the Select Committee are considering will have a profound eVect on our customers and
our business.

The main issue we raise in our response is the serious flaws in the 50p levy proposal. It will delay NGA
roll-out, crowd out private investment, waste public money on something that is a ‘luxury’ and be funded
by a regressive and grossly unfair tax which will deter broadband uptake.

If there are any questions regarding this submission please contact Andrew Heaney (HeaneyAwcpwplc.com
or 07979 657965)

1. Is the target for universal access to Broadband at a speed of 22MB/S by 2012 ambitious enough?

The nub of this question is whether spending £200 million of public funds (to increase speeds further than
the market will go unaided) is a good use of this money—is it proportionate, is it worth it, is it good value
for money? Further, should the speed target be higher? Should more be spent?

Although the government hasn’t provided much evidence to support its position in the Digital Britain
report (DBR) we believe that it is a good use of public funds. The main reasons for this view are below

— For some customers this universal access initiative will allow them to upgrade from no broadband
availability or just a few hundred kbps to 2Mbps or more. This will make a material diVerence to
consumers’ experience and allow them to enjoy “basic” services such as iPlayer and public e-
services that they would not have been able to benefit from otherwise.

— It appears likely to be at a reasonable/proportionate cost of around £100 per home connected152.

— It is quite clear that the market will not deliver this speed improvement without public funds/
subsidy. The roll-out of broadband has plateaued and further roll-out is unlikely .153 Therefore,
there is little risk that this money will “crowd out” private sector investment or be wasted by being
spent on something the private sector would have done itself.

152 Assuming that the £200 million fund upgrades 10% or 2 million broadband homes (based on 20 million total broadband).
153 There will be other initiatives to improve speed such as use of iPlate and improvement in line quality (use of 6dB rule and

SIN5xx) that will happen without public funding. It is important that these are not deterred/delayed by the introduction of
this new public funding.
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— It acts to level the experience in diVerent areas of the country thus addressing certain social
equity issues.

— Since the cost is not levied on existing customers it will not distort competition, discourage
broadband take-up or be a regressive and unfair tax (unlike the 50 pence tax, see below).

The proposal has had its critics who claim it is not ambitious enough. In fact what they are implying is
that more money should be spent to achieve higher speeds. These critics have not presented any argument
or evidence to suggest that additional spend will deliver additional net benefits. We think that extra public
funds are likely to deliver diminishing benefits since additional speed upgrades are (today) unnecessary and
will increase the risk that the public funds will crowd out private investment and/or be wasted.

It is also important to recognise that this 2Mbps target is a world-leading standard. No other major
economy has either such extensive coverage today let alone a commitment to deliver 2Mbps universally.
Other countries may have more NGA in some areas but lack the extensive coverage we enjoy.

Therefore, we see 2Mbps a sensible first step .154 We also see a need to review the target in future to ensure
it remain appropriate.

2. Is the Government right to propose a levy on copper lines to fund next generation access?

The answer to this question is in our view a very clear no.

The £40 per household tax to create a £1billion! fund155 is an ill-conceived idea. It was, we understand,
a last minute addition to the DBR added when it became apparent that the Treasury was unwilling to provide
any funding and against a backdrop of a Government keen to announce a big new idea.

The DBR report contains almost no justification or reasoning for the tax. We think that was because none
was done. If the Government had properly assessed the proposal it would have come to the conclusion that
such a scheme has no place in a modern Western economy. Equally concerning is the approach of the
Government which has eVectively suppressed any proper public scrutiny of the tax (by classifying the levy
as a tax-raising).

Therefore, the 50 pence tax is in our view a very poor policy both in terms of process and proposal. There
are a number of basic but very serious flaws in its plan.

First, by committing to a subsidy at this early and premature stage (before it is known how far the private
sector will reach) the fund will deter private sector investment. There will be two negative eVects:

— Firstly, some private investment will be postponed with operators delaying the network roll-out so
that they tap into public funding.

— Secondly, as a result much of the public money will not create new investment but be simply wasted
funding projects that were going to happen anyway.

The proposals are also inconsistent with the European Commission’s guidelines for state aid for NGA
roll-out156 which clearly highlight the need to ensure that public funds are only used in areas where the
private sector will not go.

Second, there is no evidence provided (we think there is none) to demonstrate that ploughing £1 billion
of public money to modestly upgrade speeds from fast to superfast157 for about 1 million relatively rich rural
customers is a good use of public money.

We believe that it will be a poor use of public funds. Yes, it will allow better services for the lucky few since
they will be able to may be enjoy HD versions of IPTV channels in their kitchen and drawing room at the
same time. But is it right for public money to be spent on such “luxuries” at a cost of about £1,000158 per
home using this publicly funded superfast broadband?

Third, even if this were shown to not crowd out private investment and be a good use of public money
(which it clearly has not been shown), there remains the question of whether taxing customers of fixed copper
lines is the right mechanism to raise the funds. The answer to that question is almost certainly no—it is
grossly unfair and makes economic non-sense:

— This taxation approach is regressive since it takes no account of ability to pay 159.

— Fixed lines are disproportionately relied upon by the poor and elderly who are the least likely to
want broadband or superfast broadband services.

154 There are of course issues in implementation such as how to ensure eYciency and maximum value for money, reasonable
future–proofing and open access/competition. We are confident that these can be successfully designed into the approach by
the NDPG.

155 50p per month over about 7 years (%£42 per home) across 27 million households.
156 http://ec.europa.eu/competition/state aid/legislation/guidelines broadband en.pdf
157 The likely uplift is from an average of about 4Mbps to about 20Mbps on FTTC.
158 £1 billion will improve speeds for about 25% of country (funds will not cover whole of “final third”). This equates to about

1 million customers – 20 million homes x 25% x 25% uptake (which is what BT is predicting).
159 About 700,000 customers on social telephony schemes will be exempt (see DBR H57). The 700,000 is estimated based on 60%

of the 1.1 million customers on BT’s Light User Scheme are eligible (see Ofcom’s Review of the Universal Service Obligation:
Statement HH4.3 and 4.4).
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— It will eVectively result in the urban poor subsidising the rural rich (the rural rich who will be the
ones most likely to be able to pay the premium for the superfast broadband).

— It will increase phone prices driving over 100,000 homes160 oV fixed lines and broadband services
(working against the Government’s aim to encourage broadband uptake).

— It will distort competition—since the proposal is that mobile networks/customers will not
contribute to the tax.

Fourth, we believe the Government’s reasoning that historically low telecoms prices make the tax “fair”
is fallacious. In the Digital Britain report they said:

Against that background [of low prices], the Government believes that it is right to share a small part
of that saving … (DBR H57)

This is wrong from moral, economic and factual perspectives.

— It is, we believe, morally unacceptable to tax a citizen since they have enjoyed low prices in the past.
It is the Government’s job to promote competition and low prices not claw back the gains
consumers enjoy.

— Economically the assessment of whether a policy is proportionate should depend not on historic
prices but what prices would have been in the future (ie the right counterfactual).

— Factually, since this tax is imposed on phone lines the relevant price to look at is line rental and in
fact the line rental price has been consistently rising.

The last area where we have concern with the plan is the way the Government has not allowed any proper
public scrutiny of its plans (by including the tax measure in the Finance Bill which is not consulted on). Given
the unfairness and serious flaws with this tax the lack of consultation is extremely worrying.161 This Business
and Enterprise Select Committee inquiry is perhaps the closest formal route available to influence
Government policy. We sincerely hope that the Committee clearly feeds back its view on the Government
proposal.

We should point out that since the tax will be passed on directly in higher prices this has relatively limited
commercial impact on us.162 The reason for our strong aversion to this approach is the damage it will do to
our customers and UK citizens more broadly. Given the lack of consultation on this tax, over the coming
months we will be encouraging our customers to raise their views of this tax with the Government and MPs.

3. Will the Government’s plans for next generation access work?

The DBR includes a range of initiatives across broadband including universal access, the 50p tax,
Spectrum, passive infrastructure audit and coordination of local schemes.

As we outlined above there are some good aspects (universal access) and some seriously flawed ones (the
50p levy). There is though two other implicit aspects of the plan that are worthy of comment.

The first is the sensible exclusion of any “sweetheart” deal with BT to try and get BT to roll-out NGA
further or faster in return for reduced regulation (and by implication reduced competition). A “sweetheart”
deal was done in the UK in the early days of broadband and local loop unbundling in 2000 where BT was
eVectively protected from competition in return for committing to rolling out broadband. The consequence
of this was very little eVective competition for years and a relatively low take-up of broadband. It is an
approach used in other countries in Europe and Asia. We applaud the Government for not caving into
pressure for this type of approach.

The second was the lack of a coherent implementation plan for enabling private investment by BT and
others through tackling some of the barriers to eYcient roll-out. There are a number of these such as:

— the business rates system which creates competitive distortions and uncertainty/risk (given the
likely rates cost is so unclear). It may also result in a large and excessive additional cost burden thus
deterring roll-out;

— the lack of a wholesale bitstream product from Openreach that allows other operators to innovate
and diVerentiate their service. Without this there will not be the investment needed to drive out
these new services; and

— a clearer plan to ensure access to “passive infrastructure” such as ducts and dark fibre which would
lower overall costs and increase eYcient investment.

The Government needs a plan to ensure that these issues are tackled.

160 50 pence price rise on voice/broadband package costing x£15 per month represents a 3% price rise. Assuming a –0.2 elasticity
(which is at the low end of estimates) this will result in a 0.6% fall in demand which is 120,000 homes (20 million voice/
broadband customers).

161 The lack of consultation is even more odd in light of the substantial public consultation on other (and relatively smaller)
aspects of Digital Britain.

162 Since the cost rise will apply equally to all operators it is almost certain the tax will be passed through in higher prices. If the
tax was ever introduced to ensure full transparency we would show the tax as a separate line item on each bill.
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4. Does current regulation strike the right balance between ensuring fair competition and encouraging
investment in next generation networks?

The idea that investment can only be achieved by reducing competition is, we believe, a fallacy.

EYcient investment can be achieved without compromising competition. In fact more investment can be
achieved with more competition. For instance, the support of local loop unbundling (LLU) through various
Ofcom regulation in 2004–05, led to a huge increase in investment and far greater competition.

In the NGA world eYcient investment and competition can be simultaneously ensured by allowing BT
price flexibility on its wholesale product as well as ensuring that there are opportunities for others to invest
through ensuring passive infrastructure is fairly available. Ofcom has done the first of these (thereby
ensuring that there is no disincentive for BT to invest) though and is still working through the second.

However, there are forms of “bad” regulation that might be aimed at encouraging investment and do so
to the detriment of competition. The “sweetheart” deal described above is one example.

Though the Government’s main proposals do not include these forms of “bad” regulation, we are
concerned that one of their proposals might provide a “loophole” for these types of bad regulation to be
introduced. We explain below.

The Government has proposed to amend the Communications Act to “make the promotion of investment
in communications infrastructure one of Ofcom’s principal duties”.163 Previously BIS oYcials and others have
suggested a regulatory change that could result from this new duty was a scheme to allow BT to raise the
price of its copper lines164 to fund/accelerate its NGA plans—indeed BT itself pushed for such a scheme.165

Such a scheme would be a disaster for UK telecoms and customers. In many respect this would be similar
to the tax proposals taxing existing customers to pay for roll-out. However, this would be much more
damaging since it would gift the tax revenue to BT only resulting in a re-monopolisation of much of the
telecoms sector.166

Subsequently, BIS have rolled back from this position saying that the new duty is simply there to provide
Ofcom more ‘confidence’ to promote investment alongside the needs of competition. Yet they have not been
able to provide any tangible example of where Ofcom have taken a poor decision in the past (Ofcom have
to ensure investment to ensure the consumer interest duty is met).

Whilst we are comforted by the more recent clarification, we remain concerned that this new duty, in the
wrong hands, could be used to unnecessarily compromise competition in the fallacious pursuit of more
investment.

5. Are Companies providing the speed of access which they promise to consumers?

At a simple level the answer to this question is yes, in a strictly technical sense ISPs do provide the speeds
they promise. ISPs typically promise speeds of “up to” 8 Mbps and they deliver that. However, what ISPs
deliver clearly does not meet customer expectations in some cases and results in dissatisfaction.

TalkTalk, along with other ISPs has and will continue to work with Ofcom and other groups to ensure
that expectations are better met. In fact, TalkTalk were the first ISP to provide speed estimates at point-of-
sale long before Ofcom voluntary code resulted in other ISPs doing the same.

The reality of the situation is that predicting speeds is diYcult and we cannot give accurate predictions
due to a range of factors outside our control or knowledge such as the physical characteristics of the line
(length, capacitance), home wiring and several other technical factors. However, we remain wholly
committed to better meeting consumers expectations.

September 2009

163 DBR H67.
164 Through raising the local loop unbundling and WLR prices.
165 A BT spokesman said to Telegraph: ”If we are prevented from making a fair return on our copper network, it may force us to

reconsider whether to go ahead with the roll-out of fibre broadband.”
166 Such a scheme would also, in reality, increase the incentive to remain on copper (where returns were high) and it is likely that

BT would use the extra funds to pay additional dividends or pay oV its pension fund deficit rather than invest in NGA (unless
the NGA investment was anyway worth investing in, in which case they would have invested in it.
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Memorandum submitted by Thinkbroadband

Introduction

1. We would like to thank the Committee for giving us the opportunity to present a written submission
to its inquiry. We are very pleased to note that both the Government and the Committee consider broadband
access very important in today’s society.

About thinkbroadband

2. Thinkbroadband is an independent broadband information resource for consumers to read about
broadband related developments, obtain advice about broadband services, identify and resolve problems
relating to their broadband connections and help other users in an online forum community. It was set up
in 2000 under the name ADSLguide.org.uk when the initial ADSL broadband trials were under way and was
re-named thinkbroadband in 2006 to encompass other broadband technologies such as cable and mobile
broadband.

3. We operate one of the most popular free web-based “speed test” tools and have handled over 27 million
speed tests.

4. In May 2009, we launched broadband-notspot.org.uk, a website to track the UK notspots (areas of
no broadband service) and slow-spots (areas where only broadband services running at less than 2Mbps
downstream are available). We have had over 8,000 reports from users around the country. The data is
publicly available on the site for users, policy makers and service providers to use to help improve broadband
coverage.

Response To Issues Raised By The Committee

Whether the target for universal access to broadband at a speed of 2Mb/s by 2012 is ambitious enough?

5. BT started trialling ADSL services on a wide scale in 2000 oVering services at 0.5Mbps (for consumers
and businesses) as well as 1Mbps and 2Mbps (for businesses only). In 2006, they launched the rate adaptive
service that could allow many lines to receive faster service, in some cases up to 8Mbps. In autumn 2005,
several “local loop unbundled” operators (competitors to BT) launched ADSL2! services with speed of up
to 24Mbps with BT following suit with a large scale rollout in 2009. In the first half of 2009, Virgin Media
rolled out its “up to 50Mbps” service. Today, we are seeing small-scale trials of services up to 100Mbps.
80%167 of households in the country is now covered by ADSL2! services.

6. Both our own research and Ofcom’s broadband survey have found download speeds across the UK
averaged at between 3.2 and 3.6Mbps in 2009.

7. The current high definition stream on BBC iPlayer consumes up to 3.5 Mbps.

8. The Digital Britain Report proposes a Universal Service Commitment (USC) of 2Mbps by 2012.

9. Whilst we appreciate that delivering 2Mbps to those currently unable to receive any broadband service
is a huge step, we feel that the level at which this commitment was set is too low, taking into consideration
it will only become eVective in 2012. As broadband speeds increase we will see new services develop and those
with slow connections will become more and more disconnected from the digital society as they cannot
access the same range of interactive services. We must not allow the slowest parts of the country, the digitally
disadvantaged, to fall so far behind.

10. We do note the Digital Britain Report suggests that “next generation-compatible solutions” will be
considered where possible, however we are concerned that funding limitations and the separation of the
projects relating to the Universal Service Commitment and delivering next generation access for the “final
third” may discourage a long term strategy. Our overriding concern with setting a 2Mbps rate without firm
commitments beyond 2012 is that the technology used may not be future proof, and thus may not be an eYcient
use of taxpayers’ money in the longer-term.

11. We are also concerned that the USC does not address metrics other than download speed. In particular,
we would suggest that upload speeds are likely to become increasingly important given the way in which the
web is changing to be more interactive. Other metrics including latency, packet loss and jitter should also
be taken into consideration as these may aVect the experience of users of some real-time applications.

12. The USC does not specify whether a user should be able to receive a 2Mbps service throughput the
day, or simply at oV peak times.

167 Based on ADSL2! coverage by TalkTalk’s LLU network; BT currently have 40% coverage and expect to increase this to
55% by spring 2010 and 75% by spring 2011.
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Is the Government right to propose a levy on copper lines to fund next generation access?

13. It is a matter for policy makers to determine whether general taxation or a specific levy similar to the
TV licence (as eVectively proposed) is most suitable to fund the development of next generation broadband.
We would point out however, that the benefits of universal broadband reach the UK economy as a whole,
and focusing the funding on those who have copper phone lines might unfairly impact those with no interest
in next generation broadband services who simply want a phone line for security and as a lifeline.

14. We have some concerns that the levy applying to copper telephone lines may have the following
unintended side eVects:

(a) Giving a competitive advantage to mobile operators over fixed line networks in providing of low
cost telephony and/or broadband services.

(b) Giving a competitive advantage to cable operators to provide broadband services (possibly with a
VoIP service over the Internet as a replacement of a fixed telephone line) and thus not providing a
copper phone line liable to the levy.

Will the Government’s plans for next generation access work?

15. We are pleased to note the Government’s intervention to deliver next generation access to the “final
third”. We do not have the expertise to comment on the financial aspects of the arrangements in any detail.

16. We would refer you to our comments below regarding non-domestic rates applicable to fibre, which
we believe still discourage adoption of the underlying technology which can deliver next generation
networks and beyond.

If companies are providing the speed of access which they promise to consumers?

17. The problem of understanding how broadband speeds are aVected by various technical conditions is
quite complex and users are often confused as marketing material does not, and generally cannot, give them
a realistic indication of the speed they can achieve on a particular line at a particular time and to a particular
destination.

18. ADSL broadband, delivered over telephone lines is available to over 99% of the country, and is in
many cases, the only viable option. BT Wholesale and Openreach provide wholesale services to service
providers, so a consumer can purchase a service from one of hundreds of companies. With ADSL, an
estimate can be made when the service provider has the line details of the user and the approximate length
of the line can be compared against data to give an indication of the likely speeds the household should be
able to get.

19. Broadband services are generally marketed using headline speeds, such as up to 8 meg. This is the
maximum achievable line speed in optimum conditions. In ADSL broadband, the speed of the service is
primarily dependent on the distance of the premises from the telephone exchange; the further away you live,
the slower the speed you will be able to achieve. This is because the ADSL signal weakens over distance.
Other electrical interference can also slow the connection, including faulty household appliances such as
boilers, incorrect wiring of home telephone extensions, missing microfilters on Sky satellite receivers or
alarm systems and even some Christmas tree lights.

20. Cable broadband services are not aVected by line distance in the same way as it uses a diVerent
technology, although cable broadband users are nevertheless still aVected by many other factors both within
a user’s control and on the service provider’s network. Cable broadband is available to around 40–50% of
households, and not generally in less densely populated areas which suVer most from next generation
coverage issues.

21. The speeds achieved by a user at a particular time will depend on the following:

(a) Matters under the user’s control or influence:

(i) The user’s choice of broadband package (or awareness of faster services);

(ii) The specification of and current activity on their computer. Older computers can slow down
when busy. Computers with unnecessary software installed over years can also begin to
struggle;

(iii) The activity of any other members of the household who may be sharing the same Internet
connection;

(iv) The speed and stability of the connection from the computer to a wireless access point/router.
Interference from other wireless networks can slow down connections. Also, the speeds
advertised for wireless routers are optimum speeds; most users won’t get the maximum speed.
The user may be able to change settings to optimise this;
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(v) The speed and capabilities of the router itself. Compatibility issues between ADSL equipment
in an exchange and the consumer’s choice of router. [This may be under the service provider’s
influence if they supply the router];

(vi) Quality/wiring of any telephone extension wiring inside the house/flat;

(vii) Electromagnetic interference caused by faulty household appliances;

(b) Technical limitations (some under control of wholesale operator)

(i) The length and quality of the telephone line itself (ADSL);

(ii) Any electromagnetic interference outside the house or neighbourhood; including some
weather conditions (ADSL);

(iii) The congestion on the trunk links between the aggregation point (eg telephone exchange) and
the core telecommunications networks (and depending on technology, how much bandwidth
your neighbours, village or town are using) [in some cases Service Providers may have some
control over this];

(iv) Compatibility issues between ADSL equipment in an exchange and the consumer’s choice
of router;

(c) Matters under service providers’ control

(i) Congestion between the core network nodes (wholesalers) and the service providers;

(ii) Congestion inside a service provider’s network and their various “Internet” links. It is worth
noting that this eVect can mean that traYc to one website will be fine, whilst another website
may be slow if one part of the service provider’s network is congested;

(d) Matters out of the control of anyone involved in providing the broadband service

(i) Problems of various kinds “on the Internet” outside the control of the broadband service
provider or at the destination web server.

22. Whilst many of the above factors aVecting speeds are not under the Broadband Service Providers’
direct control, they can for example help users identify what is possibly causing speed problems. For
example, if home wiring is the likely cause, there is a small device costing less than £15 which can be fitted
in some cases, which can double the speed by filtering some of the interference.

23. Advertising—It is inevitable that service providers will seek to use the fastest possible headline speed
in advertising. If you consider two providers using the same underlying network, but one oVered a speed of
“up to 7Mbps” (which is closer to the actual maximum possible IP throughput a user would see on an “up
to 8Mbps” ADSL line) and another oVered “up to 8Mbps”, it is likely that more users would be drawn to
the “faster” service even though in practice both may be exactly the same. This is complicated by the fact
that some service providers will contend their networks more, ie they have less capacity per user than other
networks, so traYc jams can occur, particularly a peak times. This is no diVerent to having diYculty finding
a seat on a peak time train. The key here is user education and informed choice. Some may prefer a reserved
seat (ie guaranteed connectivity) whilst others are more price sensitive.

24. The Advertising Standards Authority must be clear on what is acceptable when it comes to
advertising of headline speeds, and over the years, we feel they have not provided a clear enough signal to
service providers.

25. We are concerned by the use of the term “fibre-optic broadband” in advertising for services which
are based on fibre-coax or fibre-twisted pair hybrid fibre-to-the-cabinet solutions. It is important that this
marketing activity does not detract from the need to expand fibre optic coverage and in particular eventual
“fibre-to-the-home” (FTTH) rollout. We would stress this point to ensure that FTTH remains firmly on the
agenda rather than as a criticism of the companies using this terminology.

26. Consumer expectations of speed—Broadband is still often sold on an “all you can eat” basis quite
similar to how water is charged for to households without a water meter. Some people believe that they “pay
for 8 meg” (or whatever headline speed they purchase) and thus should be able to use this full capacity
24x7x365 without hindrance. This type of use is quite similar to leaving all the taps running on an unmetered
water supply. In order to be able to receive faster “on demand” speeds, consumers will need to accept that
they cannot have an uncontrolled, “unlimited” package with no constraints at all.

27. In summary, ADSL service providers who supply consumers with broadband services will find that
the costs of delivering a 7Mbps and 3Mbps service is more or less the same (assuming the usage profiles are
identical) as the line rental fees charged by Openreach are not dependent on the quality of the phone line
and thus the maximum speed they can achieve. This can make it diYcult for a consumer to understand why
they have to pay the same charge for a slower service.
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The extent to which current regulation strikes the right balance between ensuring fair competition and
encouraging investment in next generation networks?

28. “The Internet” is a virtual environment which is only possible due to the interconnection of all the
tens of thousands of network operators around the world. The degree of interconnection will vary by
network with some being connected to only one “upstream” network, and others being connected to
thousands of other networks.

29. In the UK, the network operators have congregated around London’s Docklands area, where most
public interchange of UK Internet traYc happens, traversing from one network operator to another.

30. Fibre optic cables are capable of delivering multiple 10Gbps (10,000Mbps) connections and the
100Gbps standard has just been ratified. In the longer term, it is likely that fibre optic cables will become
the most eYcient way to deliver high speed telecommunications services to homes and businesses.

31. We take the view that it is in the UK national interest, for the benefit of the economy, redundancy to
cope with unforeseen localised events and in the interests of promoting competition, that better
interconnection should be achieved between data centres, the large scale computer rooms hosting websites,
around the country. We also believe that fibre optic cables are going to be key in long-term broadband
solutions.

33. To this end, we believe the non-domestic rates applicable to fibre optic cabling are a tax on eYcient
interconnectivity, and should be abolished to encourage faster and more reliable connectivity. There is a case
for government considering further ways to encourage building of next generation networks.

Any other views stakeholders think the Committee should be aware of.

33. The Internet operates using the Internet Protocol (or “IP” for short), which identifies each computer
uniquely using a number sequence, a bit like a phone number. We currently use IPv4 (IP version 4) which
has approximately 4,300,000,000 addresses and which is projected to run out in 2012. A new version,
IPv6 has been in existence since 1998168 but only a few niche service providers have adopted IPv6 and whilst
the main operating systems now support it quite well, consumer broadband routers do not. This should be
a matter of concern to government when developing strategy for next generation broadband and in
particular a universal service commitment.

Recommendations

34. Universal Service Commitment—The Government should require solutions funded by the Network
Design and Procurement Group to be future proof where possible. It should also set targets going beyond
2012 and consider funding projects to deliver beyond 2Mbps in areas where this is economically eYcient in
the longer-term.

35. Public Funding—We would suggest that where public funding is provided to assist in broadband
projects, these are provided either to co-operatives or not-for-profit organisations working for the benefit
of communities, or to a company willing to provide its services on a wholesale basis to other service providers
(in addition to any retail operations it wishes to oVer itself).

36. Public Funding—We would recommend that publicly-funded projects should be required to support
IPv6.

37. Fibre Future—The Government should focus incentives to encourage building of fibre optic networks
which can be used to deliver next generation broadband services. Where significant government support is
provided (in the form of subsidies, direct funding or tax benefits), these networks should be open on
wholesale terms for other ISPs to use in delivering services to end users. The Government should exclude
fibre optic cabling from nom-domestic rates to remove a tax barrier to encourage better interconnectivity.

September 2009

Memorandum submitted by UK Competitive Telecommunications Association (UKCTA)

Introduction

The UK Competitive Telecommunications Association (UKCTA) welcomes the opportunity to engage
with the Select Committee’s inquiry and hopes that the following comments will be of assistance to the
Committee.

UKCTA’s overall aim is to foster a more competitive fixed telecommunications market in the UK, based
on a regulatory framework that treats all competitors in this field equally and fairly. Our mission is to
advocate industry regulation that is pro-competition and does not favour the nation’s largest monopoly
fixed-line incumbent. UKCTA’s membership is made up of the vast majority of the UK’s alternative fixed-
line network operators.

Should the Committee wish to explore any of the issues raised in this submission, UKCTA would be
happy to discuss these with the Committee.

168 http://www.ietf.org/rfc/rfc2460.txt
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Executive Summary

— The universal service commitment is bold, but we caution against an undue focus on headline
speeds alone

— Any funds raised by a levy or other method should not simply be channelled to BT as a default, it
should be open to all providers to bid for such funding

— If the Government’s NGA plans are to work, more needs to be done to safeguard existing and
promote further competition

— Ofcom has recently published research on the actual broadband speeds being experienced by
consumers

— There is a continued mismatch between economic aspirations for broadband and a neglect of the
needs of business customers

The Committee’s Questions

1. Whether the target for universal access to broadband at a speed of 2Mb/s by 2012 is ambitious enough?

While the target speed may be regarded by some as low in the context of speeds already widely available
in the UK, it should be recognised that the proposal is for a minimum universally available speed. We do
not believe any other country has committed to a Broadband USO so the move is bold and innovative
(compare against the current USO which mandates the provision of “functional internet access” at a speed
of 28.8kbit/s).

However we would caution against an undue focus on headline speeds alone. This can be very misleading.
The customer experience is influenced to a significant degree not only by the headline speed of the local
connection but also by the throughput and usability which are both harder to quantify in absolute terms.
Issues such as contention in the network and demand on the web site being viewed can seriously degrade
experience notwithstanding the headline speed of connection. Such issues might be blamed (wrongly) on the
connection speed by customers.

As a base level for the harder to reach areas of the UK it is probably ambitious enough given that the bulk
of population will have better speeds available.

2. Is the Government right to propose a levy on copper lines to fund next generation access?

It is diYcult for UKCTA, as an association representing communications providers, to reach a view on
a taxation matter. We do question whether telephone users are the right target for such a levy since the
beneficiaries of an extension of broadband availability will be the content providers. Many telephone users
will see no benefit at all since they will either (a) be perfectly happy with the services they currently receive
or (b) have no interest in or need for broadband. We are also concerned that the funds might simply be
diverted to BT and result in a distortion of the competitive market. Our experience of incumbents
throughout Europe is that they are currently lobbying hard to argue that they and they alone can invest the
sums required to deliver faster broadband, but public subsidies will be required for those areas that are not
commercially viable. They also argue that in return for investing their own money, the regulatory constraints
which typify the telecoms industry ought to be relaxed. We believe that if such calls are granted in the UK
then consumers will suVer as competition is damaged. The Committee will know that Virgin Media has
invested (and continues to invest) in high speed broadband without any state funding or special favours from
the regulator, and many UKCTA members have invested in the business market. We believe it is vital that
the competitive market which has served the UK so well over the last twenty years is not distorted by any
well intentioned proposals to ensure that NGA investment takes place.

3. Will the Government’s plans for next generation access work?

The success of NGA is entirely contingent on a vibrant competitive landscape and, as such, it is vital that
any government intervention and regulatory initiatives allow communications providers to continue to
compete at the right point in the value chain. What this means in practice is that the successful roll out and
adoption of NGA-based services will require improved supply conditions for fibre-to-the-premise (as
opposed to the Fibre-to-the-cabinet) and viable wholesale products to be made available to allow competing
service provision (whether so called active or passive remedies).

Furthermore, the allocation of any public funding can and should be devoted to supporting infrastructure
which maximises customer benefit and competitive benefits. Consequently, tenders for funding should take
into account not just the short term installation cost, but also the service provided, openness of the network
to competition (eg point to point fibre) and future implications such as ease of upgrading the infrastructure
and expected lifespan of the investment. The principle of “best economic oVers“ should be not be interpreted
so as to support incumbents who may benefit from legacy assets and favourable financing conditions and
thereby exclude competitors from being able to bid eVectively.

Additionally, much more could be done to encourage fibre rollout for example by reducing the tax burden
which BT’s rivals face when they light fibre optic cables. The Government promised to investigate and
reform this area as long ago as 2003, yet despite Ministerial promises, nothing has been done. Operators
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other than BT face regulatory uncertainty as to the tax treatment of any NGA investment since the way in
which business rates will be assessed will be decided only after the investments are made. BT of course is
rated in an entirely diVerent way and is therefore able to make investment decisions, secure in the knowledge
that they will not impact in any way on their total rates bill. This anomaly is bound to have an impact on
the ability of BT’s rivals to compete in the NGA market.

4. Are companies providing the speed of access which they promise to consumers?

The regulator has only recently introduced a broadband speed code of practice so too soon to judge
whether it has had an impact. In July Ofcom published further research into this area which highlighted the
diYculties in forecasting a customer’s connection speed. Rather than attempt a detailed explanation
ourselves, we would refer the Committee to that research.169

5. The extent to which current regulation strikes the right balance between ensuring fair competition and
encouraging investment in next generation networks?

UKCTA is concerned that any moves to relax regulation in order to encourage investment should not be
at the expense of the conditions which have led to the development of the competitive market which
currently exists in the UK. Linked to this, it is important that any funding is accessible to all (ie all providers
can bid for public funding) and that the provision of any public funding is examined carefully to ensure that
the Government does not inadvertently crowd out viable private investment and that there are no external
distortions such as the regulatory uncertainty created by the business rates regime in relation to all operators
other than BT. Any use of public funding must also be fully compliant with state aid rules in order to ensure
that the potential for competition is maximised.

6. Any other views stakeholders think the Committee should be aware of.

UKCTA is concerned that the current debate and the recent Digital Britain paper focus unduly on
consumer broadband and the needs of British businesses are rarely taken into account. UK businesses will
be critical in delivering the hoped-for economic benefits—they will not be delivered solely by consumers
using home broadband no matter how fast it is. By failing to consider the distinct needs of businesses, there
is a risk that the Government’s initiatives neglected those needs in favour of delivering IPTV and a universal
2 Mb service to consumers.

A number of recent studies have emphasised the need for a separate consideration of business needs to
drive the right network build infrastructure: UKCTAi, INTUGii and CMAiii.

The telecoms requirements of business users are diVerent—guaranteed bandwidth, higher upstream
speeds, geographically dispersed sites, better SLAs. Multi-site requirements in particular drive the need for
consistent services nationwide. Medium to large enterprises already depend on fibre based products rather
than copper. The demand for higher speed business services from SMEs is pushing the case for new lower
cost Fibre-To-The-Premise (FTTP) infrastructure to be deployed.

The implications for competition are serious: the current “NGA” initiatives in the press are focussed
primarily on next generation consumer Broadband and are in the majority of cases based around Fibre-To-
The-Cabinet (FTTC). The discussion on how to fund the FTTP requirement for UK businesses hasn’t
even begun.

Current dissatisfaction with consumer Broadband products centring on issues such as true link speeds,
high contention ratios, bandwidth capping and application blocking are all perfect examples of why even
the next generation of copper based Consumer products should not be seen as fit for purpose for 21st
Century UK businesses.

This is much more than a missed opportunity, there is already clear evidence that the Government believes
that Digital Britain is the definitive industrial policy for the telecoms sector and will deliver great economic
benefits to the UK. The industry fears that the policy reforms needed to meet the telecoms needs of UK
businesses will not now happen as the Digital Britain “roadmap” focuses almost exclusively on next
generation consumer products.

Rather than grabbing headlines, the government and regulator should focus attention on where the
problems are—in the network areas where competition will not solve the problem, where BT’s significant
market power remains at its strongest. It is competition that drives network investment, not regulatory
holidays.

Government should ensure that it is directed at Openreach rather than the wider BT group since
Openreach will be involved in delivering service to circa 90% (est) of business customers at some stage
regardless of who provides their service. Openreach, as the custodian of the vast majority of the nation’s
fibre and copper assets will be a key player in the delivery of Digital Britain initiatives and must allow the
benefits to be shared among all CPs and their customers rather than being confined to BT customers.

169 http://www.ofc
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References
i Communications—Life-blood of Enterprise, UKCTA (the UK Competitive Telecoms Association). Paper
highlighted the problems that a lack of business focus gives rise too. It made nine key recommendations,
none of which, a year later, have been addressed. The only gesture Ofcom has so far made to considering
business needs in distinction from consumer ones is a commitment to undertaking a survey as part of this
year’s Annual Plan. This is thoroughly inadequate.
ii http://www.intug.org/download/algemeen/Barrett%20Final.pdf. provides further clear evidence of the
importance of developing networks and services fit for the business community to country economies. It
shows how the current European bias towards a focus on consumer needs fails to result in the right design,
regulation and implementation of networks for electronic communications
iii Improving business communications in the UK—27 March 2008. The lack of business focus was picked
up recently in a paper compiled by the CMAiii. The document presents a clear vision as to how the
government should be working to improve people’s economic and social well-being by addressing the needs
of enterprise customers to help generate growth, provide jobs and provide wealth creation. The paper points
out how the UK’s electronic communications sector contributes around 2.3% of GDP with an industry
turnover of £38.8 billion in 2007. The contribution of multi-national enterprises and their supply chains
which rely on these facilities approximates to 35% of GDP. “About two-thirds of the revenues received by the
telecoms industry come from public and private enterprise. The disparity in contribution is in inverse ratio to
the political and regulatory focus which embraces protection of the “citizen-consumer” rather than supporting,
or even recognising the needs of the business user”

September 2009

Memorandum submitted by Vtesse Networks Limited

Overview

— A nationwide broadband infrastructure, or Next Generation Networks as it is referred to, is at the
heart of delivering increased competitiveness and eYciency to the UK economy. It is also crucial
to enabling the transition to e-Government and the increased eYciencies and cost savings that are
associated with it.

— One such example of “Connected Government” and the associated eYciencies is the DVLA, where
web access and connecting to VOSA, for MOT data, and insurance companies has seen Vehicle
Excise Duty avoidance fall from 4% to 1% in four years, as well as improved service levels leading
to good public feedback.

— Vtesse Networks has been designing and operating next generation networks for corporate
customers since 2000; longer than any other operator in the UK. It has been studying options for
next generation networks for consumer customers for the last two years.

— As a result of its experience Vtesse has acquired a unique insight into the economics and feasibility
of serving the “Final Third” of the UK population which is the most diYcult segment of the market
to address.

— As a member of a consortium led by Babcock International Group bidding for European Regional
Funding to “rewire Cornwall”, Vtesse is currently running next generation trials in Hatt and
Saltash, respectively a small settlement and small town in Cornwall. It is clear that current barriers
are restricting the options available.

— Failing to address the issues around “the Final Third” will inevitably lead to the emergence of a
“digital divide”. There will be those parts of the country where broadband infrastructure delivers
good service and those where services are inadequate. As well as undermining economic growth in
precisely the areas where it is desirable, the benefits of e-Government will be undermined by the
requirement to run parallel services for citizens with poor or no access to the internet.

Questions Raised by the Committee

Is the target for universal access to broadband at a speed of 2Mb/s by 2012 ambitious enough?

— We do not believe that this target is ambitious; indeed it falls well short of the norm in other
countries. Furthermore only competition and additional investment will lead to improved speeds
to the “Final Third” of citizens outside the cable TV areas.

— Vtesse’s experiences have identified that there are significant regulatory, administrative and fiscal
barriers which need to be removed to ensure that improved speeds are available across the whole
network and therefore available consistently to the Final Third too.
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Regulatory barriers

— Vtesse’s experience of conducting trials of next generation networks in Cornwall, detailed below
on page 6, has shown that the main barrier to providing an economic service to small settlements
such as Hatt is the cost of connection from the settlement to the nearest larger town served by BT
or another operator. The analysis reveals that Hatt is not unique, and may represent up to 25% of
BT’s existing connections, and up to 14 million people.

— The only method that ensures economic viability of settlements such as Hatt is the use of BT ducts
into which Vtesse’s own fibre could be installed, or use made of spare BT fibre if available. Our
knowledge of the BT network indicates that, for most settlements in the “Final Third”, the BT duct
could take an additional small cable. This is consistent with the recent findings of Ofcom.170 For
those settlements that are fed from poles, access to these with the installation of an overhead cable
would also result in an economic solution. Failing that, the next best option is a short-haul
microwave radio link. However, the charges currently made for using existing masts put up for
mobile telephony are too expensive.

— We have also discovered that BT has determined that its own regulated products supplied to itself
and other Communications Providers are too expensive for NGA. To solve this, it uses fibre
directly in its own Fibre to the Cabinet products. It has refused to supply this fibre or access to
duct to install other Communications Providers (“CPs”) fibre; Ofcom has already agreed to this
concession without allowing other CPs access to the same components.

— We recommend that third party access to BT fibre or BT duct is mandated in those areas outside the
existing cable TV footprint on the same terms and conditions as BT supplies itself.

— Our investigations reveal that BT’s charges for connecting a cabinet to a customer are up to 3 times
the equivalent cost in the Netherlands, Italy and Spain, at some £120 per shared sub-loop. There
is no evident reason why a copper loop in the UK should be more expensive by that order than one
in the Netherlands or Italy.

We suggest that a substantial reduction in BT’s sub-loop charges is imposed for 10 years in those areas
similar to Hatt in order to stimulate investment in Fibre to the Cabinet Next Generation Networks.

BT also benefits from sharing infrastructure in villages where power is delivered overhead. Vtesse
has been refused access to these facilities owned by the distribution companies, despite the fact that
they are already used by BT.

We suggest that electricity companies are required to share overhead plant with other communications
providers subject to the same terms and conditions as are already applied to BT.

Administrative barriers

— New investment translates into new civil construction of ducts, cabinets and chambers. Operators
use “code powers”171 to eVect installation and construction of new facilities on public land, but
are dependent upon the public authority administrative processes connected with this. The TraYc
Management Act 2004 Section 9 substantially increased the notice period for certain work to up
six months rather than seven days or one month under the previous regime. This is a significant
obstacle to implementing new networks.

— Telecommunications construction across the UK is well down from its peak in 2000. A large
amount of works in, say, London, is related to water or the Olympics, which is no reason to hamper
telecoms construction in say, Wiltshire.

— We suggest telecoms construction be exempt from S 9 and the procedures returned to the regime that
prevailed prior to 2004.

— Local authorities and their administrative processes can have a disproportionate impact on new
construction and the terms under which it is done. In one extreme case, North Lincs Council
refused to allow Vtesse to install on public land and then charged an excessive amount for
permission to install duct on private land owned by it adjacent to a public right of way.

— The use of two important networks controlled by Government—the railways and the canals—can
be made uneconomic in several ways. For example National Rail charges are such that in many
cases it is cheaper to use the roads with substantially higher environmental impact and costs.
Furthermore approval times for installation on the railways have lengthened to the point of being
of little practical use. This issue is quite unrelated to the proper regulations covering track
possessions.

— We therefore suggest that telecoms wayleave charges levied by state controlled bodies, including
National Rail and the other bodies should be limited by statute to the recovery of administrative costs.
Public bodies and agencies should be under an obligation to grant wayleaves within 28 days, and there
should be a standardised form for this to reduce legal and administrative costs.

170 Statutory powers for construction of apparatus http://www.ofcom.org.uk/telecoms/ioi/e c c/ecc faq/<5
171 http://www.ofcom.org.uk/telecoms/discussnga/duct/ductreport.pdf
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— Vtesse has been using a new construction technique relying on small-bore cable or ducting which
has several benefits. It substantially reduces the spoilage compared with normal construction from
approx. 360 cubic metres to less than 3 cubic metres per kilometre of new construction, thus
reducing significantly the amount of spoilage which has to be removed to a landfill. In addition, it
takes approx. a third of the time to install microduct systems with the consequent reduction in
impact on traYc and other disruptions. As a result, it costs up to a third of conventional
construction. Despite the benefits and compliance with the HAUC172 regulations, Vtesse
frequently is frequently refused permission without justification.

— Councils should be encouraged to permit these new construction techniques.

— We have discovered that a number of local authorities have used public money to built duct
networks for traYc light, CCTV and internal use. Many of the ducts are not full.

— Councils should be required to make such networks “open access” to lower cost and reduce civils works
with next generation networks.

Fiscal barriers

— Fibre based services, whether Fibre to the Home, Fibre to the Cabinet or for the “middle mile”,
also termed backhaul, are essential to improving speed and coverage. The application of Business
Rates to the use of fibre disproportionately taxes new entrants and discourages investment.

— For example, the impact of the tax on Vtesse’s design for Cornwall could increase operating costs
by up to 20%, rendering the investment uneconomic notwithstanding substantial subsidies for
capital expenditure. Business Rates and its impact on the use of fibre, particularly “open access”
fibre is considered in more detail on page 7.

— We recommend the de-rating of fibre in line with the Government Report commissioned in 2004173 .
Any potential revenue loss can be made up from returning buildings used for telecommunications to
being treated like any other building and listed separately, which was the case prior to the statutory
change in 1994174 .

We also believe that there should be tax incentives for community fibre construction, as in
Holland175 . In addition, or alternatively, consideration should be given to Government support
for loans for community fibre builds.

Is the Government right to propose a levy on copper lines to fund next generation access?

— There may be a case for introducing a levy to fund Next Generation Access (“NGA”), but this is
at odds with the introduction by Government of a new tax on NGA through the application of
business rates.176

— The new tax on NGA has been set at a rateable value of £7.5 per home passed, equivalent to
£3.64 in 2009/10..177. To illustrate the point: if we take the position of a house connected to a next
generation network and a penetration of say 30%, that householder will have paid £6 in levy, but
the operator will have been taxed over £12 each year to provide the service. The actual numbers
will depend upon the implementation of the grant of the levy, which are yet to be finalised, but the
principle remains the same.

— We believe it would be more eYcient simply to remove the Business Rates on NGA rather than create
additional administration to collect and then dispense the Broadband Levy.

Will the Government’s plans for next generation access work?

— Next generation networks will require substantial investment. BT does not have suYcient resources
to deploy these in an estimated half of the country. Furthermore, as referred to above, significant
fiscal, administrative and regulatory barriers undermine an already weak investment case for other
companies.

— We recommend that in order to ensure next generation services and the economic benefits they bring
are available across the entirety of the UK, an environment be created that will attract more investors.

172 http://www.hauc-uk.org.uk/ Highways and Utilities Committee
173 Pursuant to commitment made by Rt Hon Stephen Timms, the then Minister of State for Energy, E-Commerce and Postal

Services, 5th April 2004
174 The 1988 Statutory Instrument SI2263/1989 excluded BT’s buildings from its “hereditament”. BT buildings were rated

separately by local authorities See Kennet District Council v British Telecommunications, House of Lords, [1983] RA 43.
Statutory Instrument SI 3123/1994 added BT buildings to its “hereditament”, and thereby applying a huge discount for
quantity inherent in the rating system.

175 Onsnet in Nuenen http://www.rogerdarlington.co.uk/Nuenen.html
176 See Rating Manual Volume 5 Section 871 para 12
177 See multipliers at http://www.voa.gov.uk/business rates/rating-multipliers.htm
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Are companies providing the speed of access which they promise to consumers?

— There are a range of issues aVecting the actual speed which consumers receive.

— They include an imbalance between managing content and delivery. Currently network operators
are expected to invest in order to carry high levels of traYc which are the consequence of content
providers increasing the quantity of, and demand for, information substantially. From the
operators point of view there is no prospect of a short term return on the investment.

— The impact of the BBC iPlayer is a good example where some networks were designed before the
iPlayer was deployed. The consequence is that related content generates substantial traYc which
results in networks being swamped at peak times.

— At lease part of the solution is the creation of a better division between wholesale and retail provision
of content, as Ofcom is already implementing for commercial content.

To what extent does current regulation strike the right balance between ensuring fair competition and
encouraging investment in next generation networks?

— We do not believe it does.

— It is a diYcult balance to strike and the creation of Openreach has demonstrated this point. The
intention was to address a bottleneck on the supply side and the consequence has been to largely
halt third party investment in access networks.

— We suggest that in order to redress this imbalance and encourage investment, access to BT ducts and
fibre is mandated in areas outside the Cable TV footprint. This would have the eVect of stimulating
investment and encourage the building of Fibre to the Cabinet services, the basis ultimately for fibre
to the home. In order to protect this investment, we suggest that in turn any new Fibre to the Cabinet
investment should receive a 10 year statutory protection, provided services are made available on non-
discriminatory terms.

— This approach provides a degree of certainty and protection, which have been enjoyed by each
entrant in each phase of telecommunications development since 1846.178

Are there other views that stakeholders think the Committee should be aware of?

More detailed comments follow on three key areas:

1. Vtesse Networks trial of fibre to the cabinet in Cornwall

2. Rates

3. BT’s fibre growth and rates bill

1. Vtesse Networks Trial of Fibre to the Cabinet in Cornwall

Vtesse Networks is part of a consortium led by Babcock Networks, a subsidiary of Babcock International
Group, together with Motorola, Surf Telecom, South West Communications and Digital Peninsula
shortlisted for a European Regional Development grant to implement a Next Generation” network in
Cornwall.179

In support of this, Vtesse Networks is currently undertaking trials of so-called Fibre to the Cabinet
(“FTTC”) also termed sub-loop or “D-Side” unbundling180 in two small areas in Cornwall—Higher Pill, a
small un-cabled area in Saltash, just over the estuary from Plymouth, and Hatt, a small community of
around 200 houses 3km by road to the north west of Saltash. The intention of the trials is to test the viability
of delivering a full cable-TV equivalent service over FTTC in cooperation with Virgin Media, who are
responsible for content delivery.

Hatt belongs to a group of small settlements that get poor broadband as it is too far from the serving
exchange in Saltash to get broadband speeds of much above 2Mbps. This will only improve with further
investment. Our analysis reveals that there are up to 18,000 UK settlements similar to Hatt, with between
200 and 1,600 inhabitants. This group represents up to 14 million people and over 6 million phone lines:- 25%
of BT’s installed base of 24 million lines. The majority of these settlements are served from a BT exchange in
another urban area, and so line lengths tend to be too long to get ADSL2 broadband at any improvement
over the original version of ADSL, which itself does not perform well at these distances.

In both Saltash and Hatt we are installing a cabinet and active equipment next to a BT “green cabinet”
and connecting so-called VDSL2181 equipment to the last length of BT’s copper loop from the cabinet to
the premises. VDSL2 can deliver up to 40Mbps182 and is therefore considerably faster than the likely 2Mbps

178 The 1846 Electric Telegraph Company Act granted the company the “sole Privilege” of exploiting the Cooke and Wheatstone
Telegraph Patents and granted the company Code Powers to build a telegraph system on public land in exchange for a flat
pricing structure.

179 Contract Notice 74907-2009-EN, OYcial Journal of the European Union, 17 March 2009
180 Digital Britain Final Report page 62 para 48 and

http://www.ofcom.org.uk/static/archive/oftel/publications/broadband/dsl facts/LLUbackground.htm
181 http://en.wikipedia.org/wiki/Very high speed digital subscriber line 2
182 Our analysis reveals that over 25Mbps should be available to all 210 buildings in Hatt
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or less currently available in Hatt. The main challenge with Hatt is the cost of what is termed the “middle
mile” or “backhaul”—the connections from the green cabinet back to other parts of Vtesse Networks
network. Most of Saltash is cabled, and as part of the trial will be connected to Virgin Media’s existing fibre.
This makes Higher Pill economic. However, connectivity to Hatt is problematic. The options for Hatt are
summarised below:

Method Payback/Feasibilty Comment

Conventional digging 75 years Not practical
Microduct 25 years Better, but still not feasible
Microwave using existing Marginal due to rental costs Prices set by mobile
towers on existing towers economics, not NGA

economics
Microwave on new towers Feasible Limit on capacity for TV over

broadband
BT regulated product (WES) Not feasible Rental costs too high
Rental of third party fibre Feasible, but business rates None available between Hatt

increases costs by 50% and Saltash
BT fibre or duct access Good economic case BT has fibre, the ducts to Hatt

have space, but BT refuses to
supply

This analysis provides a strong case, in circumstances in which the BT infrastructure is the only economic
option, for requiring third party access to BT duct, overhead poles or fibre.

2. Rates

Below are key points covered in Vtesse Networks’ submission to the Caio report which can be found at:

http://www.computerweekly.com/DowntimePDF/pdf/Caiopaper.doc

Rating dates back to the Poor Relief Act of Elizabeth 1 in 1601. Today fibre is rated pursuant to two
principal cases. R v Chelsea Waterworks (1833) 5 B & Ad 156 established in law that pipes buried under the
ground constituted a separate “hereditament” (the unit of rateability) from the “herbage” rated above the
ground. Electric Telegraph Co v Overseers of Salford (1855) 11 Ex 181 established that Telegraph poles and
wires could be rated, even if the railway company on whose land they were installed, had the right to require
them to be moved. The Electric Telegraph Company was one of the companies later nationalised to form
what became BT.

Three diVerent systems are applied to UK operators:

1. The Receipts and Expenditure method applied to BT, adjusted by market share up to 2005, and
based on a settlement reached with BT prior to 2000. It is adjusted by a mechanism which is not
public.

2. A formula of £7.50 per home passed applied to Cable TV companies fixed by negotiation. This
charge is irrespective of the amount of fibre installed within a franchise area, the largest of which
now includes the whole of Greater London.

3. A “tone of lists” established at the top of the “dot.com” boom and agreed by the ratings advisers
to several operators, a number of which subsequently went into receivership.

Tone RV for each fibre <3k
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This table shows the “Tone of lists” charges for the period April 2005 to March 2010—referred to as the
2005 List.183 A new entrant has a rateable value of £500 applied to the first pair of fibres used, but this rapidly
falls to under £50 a fibre after 6 fibres (3 pairs) used on the same route. After 48 fibres no further charge is
levied. This is highly regressive. For an owner of fibre, the highest RV per km applied is £1,920 pre route
km, but 48 separate users using a pair each from the same duct would be charged in total £24,000, 12.5 times
as much. This follows no known market behaviour, and is a substantial barrier to an open market in fibre,
such as exists in Stockholm and other cities in Europe, and also in Korea and Japan.

There are a large number of anomalies. The charge per fibre initially falls, but rises again for the 12th,
14th, 17th, 23rd fibres etc. The charge for 44 fibres is lower than 43 fibres, so the marginal charge for the
44th fibre is negative.

3. BT’s fibre growth and rates bill

According to its statutory accounts, BT has been installing optical fibre at a very high rate.

BT Fibre kilometres

0

2

4

6

8

10

12

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

M
iil

lio
ns

 o
f k

m

Its fibre estate has grown by a factor of four between 1995 and the present day. It continues to add around
1 million fibre kilometres every year. This is a huge amount. A small national fibre network consists of some
2,500 kilometres of fibre pairs, and the larger ones are around 10,000 km pairs.

Information from BT’s regulatory accounts reveal that its access services based on this fibre have been
growing at a correspondingly fast rate—over 600% since the start of records in 2004

183 As submitted to the Lands Tribunal by the Valuation OYce in conjoined cases RA 50 & 63 2004
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BT Fibre Access Revenues
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However, its business rates bill has actually declined. Since 1995–96 it has decreased by 13%, and has
decreased substantially by 27% since 2006. This latest decrease represents a loss to the Exchequer of around
£90 million per year.

This discount is in stark contrast to BT’s accounts for Openreach, BT Retails, and BT Wholesale, the
principal “occupiers”, which shows no reduction in profitability over the same period.

BT Rateable Value (England)

£0

£100

£200

£300

£400

£500

£600

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

The VO maintains that the Rateable Value of BT tracks its profitability, through the Receipts and
Expenditure method. However it would be impossible for any other operator in the UK rated on the “tone”
to quadruple its fibre base, but at the same time decrease its rates bill to such an extent.

This raises significant competitive issues for a new entrant which bears a tax charge which increases with
increased fibre use, whereas its main competitor does not.

It would appear that whilst telecoms is an extreme example, the rating system in general favours larger
companies over smaller ones through “quantum discounts”. Given the importance of Small and Medium sized
companies to the economy, it raises the question of whether the current rating system operates counter to other
national and regional economic objectives.

September 2009
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Memorandum submitted by Welsh Assembly Government

1. The Welsh Assembly Government recognises that widespread access to aVordable, secure broadband
is important to businesses and citizens across Wales. The challenge is to ensure that the communications
infrastructure enables access to the services required by both businesses and citizens wherever they are. It is
vital therefore that government, regulator and industry address this challenge and thus build a thriving and
prosperous Welsh economy.

2. To this end, the Assembly Government has a history of working with the telecommunications industry
and the communications regulator, Ofcom to share information on communications infrastructure issues,
understand barriers to investment, including regulatory, planning and economic issues, and inform future
policy making in this area.

3. The Assembly Government launched a programme of activities in 2002 to transform broadband
availability and take up across Wales. The programme covered a mix of supply and demand activities based
on European Commission rules and best practice. The underlying principle was that Government would
only intervene where necessary and appropriate, in a technology neutral manner.

4. By July 2007 the Assembly Government had taken action to ensure that all telephone exchanges in
Wales had been DSL-enabled for broadband services; making broadband available to an additional
7,500 premises. The impact of these activities has been positive and has been reflected in a sharp rise in
consumer take-up figures for broadband since this date.

5. Despite these eVorts there are still some premises that continue to face diYculties accessing a
broadband service. The Regional Innovative Broadband Support (RIBS) scheme is focussed on bringing a
broadband solution to these locations. In December 2008 it was announced that the project would address
several known notspot clusters in Pembrokeshire, Ceredigion, Carmarthenshire and Conwy. This work was
completed in August 2009 and work is now underway to identify the next areas for investment.

6. The Assembly Government has also taken steps to stimulate economic growth and encourage
enterprise in North Wales by improving access to competitive communications infrastructure in the region
through the FibreSpeed project. This joint venture between the Assembly Government, European Regional
Development Funds and Geo Networks Ltd constitutes £30 million of investment over 15 years. The new
network is creating a competitive retail market for service providers who are now able to sell a diverse range
of aVordable (benchmarked against London & the south east of England) voice and data services in the
region. The open access approach to the project has been recognised by both Ofcom and UK Government
as an exemplary approach to public funded broadband intervention. The project was also referenced by the
European Commission recent consultation on the application of state aid rules in publicly funded
broadband networks.

7. In addition, action is underway to transform broadband access across the public sector in Wales via
the Public Sector Broadband Aggregation (PSBA) project. Public sector sites are connected to the network
using either fibre or copper circuits at a range of bandwidths involving diVerent security profiles dependent
on the business requirements of each site. There are currently in excess of 850 connected sites, with new sites
added to the network daily. As a result of PSBA, public sector employees from participating organisations
will be able to exploit advanced voice, video and data services according to the business requirements of their
organisation more cost eVectively and securely than in the past.

8. Alongside these actions, the Assembly Government has been an active participant in the UK debate
on next generation broadband deployment. Through responses to Ofcom consultations and through
dialogue with other devolved administrations, UK government and the communications industry, the
Assembly Government has called for an open debate on the introduction of a universal service obligation
for broadband. The Assembly Government is of the view that the introduction and implementation of an
universal service commitment for broadband should be conducted in such a way as to incentivise and
leverage investment in faster broadband services beyond the natural market-led footprint traditionally
associated with communications services roll out.

9. As a result of Digital Britain, a new body, the UK National Design and Procurement Group (NDPG),
will be established in October 2009 to oversee the procurement of a supplier(s) to deliver the Universal
Service Commitment (USC) of 2Mbps across the UK by 2012. The Assembly Government will directly
contribute to the governance of this new body and will ensure that the wealth of knowledge and experience
amassed since 2002 in addressing broadband issues in Wales is used to facilitate the widespread availability
of faster broadband services across the UK. It is envisaged that this knowledge and experience will allow
Wales to benefit early from the USC.

Cyfraniad Llywodraeth Cynulliad Cymru at Ymchwiliad y Pwyllgor Busnes a Menter i gyflymder band eang

1. Mae Llywodraeth Cynulliad Cymru’n cydnabod ei bod yn bwysig i fusnesau a dinasyddion ledled
Cymru fod modd iddynt gael gwasanaethau band eang Vorddiadwy a diogel. Yr her yw sicrhau bod y
seilwaith cyfathrebu’n galluogi i fusnesau a dinasyddion gael y gwasanaethau angenrheidiol ble bynnag y
maent. Mae’n hanfodol felly bod y llywodraeth, y rheolydd a’r diwydiant yn mynd i’r afael â’r her hon ac
felly’n meithrin economi Vyniannus yng Nghymru.
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2. I’r perwyl hwn, mae Llywodraeth y Cynulliad yn y gorVennol wedi cydweithio â’r diwydiant telathrebu
a’r rheolydd cyfathrebu, Ofcom, i rannu gwybodaeth am faterion sy’n ymwneud â’r seilwaith cyfathrebu,
deall y rhwystrau rhag buddsoddi, gan gynnwys materion rheoleiddio, cynllunio, ac economaidd, a llywio
polisı̈au yn y maes hwn yn y dyfodol.

3. Yn 2002, lansiodd Llywodraeth y Cynulliad raglen o weithgareddau i drawsnewid y gwasanaethau
band eang sydd ar gael ledled Cymru a’r niferoedd sydd mewn sefyllfa i fanteisio ar y gwasanaethau hynny.
Roedd cymysgedd o weithgareddau’n ymwneud â chyflenwi a galw yn seiliedig ar reolau ac arfer gorau’r
Comisiwn Ewropeaidd yn rhan o’r rhaglen hon. Yr egwyddor y tu ôl i hyn oedd na fyddai’r Llywodraeth ond
yn ymyrryd pan yr oedd yn angenrheidiol neu’n briodol, ac y byddai’n gwneud hyn o safbwynt technoleg ac
mewn modd diduedd.

4. Erbyn mis GorVennaf 2007, roedd Llywodraeth y Cynulliad wedi cymryd camau i sicrhau bod pob
cyfnewidfa ffôn yng Nghymru yn addas ar gyfer gwasanaethau band eang DSL; gan ei gwneud yn bosibl i
7,500 o safleoedd eraill gael defnyddio band eang. Mae’r camau hyn wedi bod yn gadarnhaol iawn ac mae
wedi arwain at gynnydd sylweddol yn nifer y cwsmeriaid sydd wedi ymuno â gwasanaeth band eang ers y
dyddiad hwn.

5. Er gwaethaf yr ymdrechion hyn, mae rhai safleoedd yn parhau i’w chael yn anodd cael gwasanaethau
band eang. Mae’r cynllun Cymorth Band Eang Arloesol Rhanbarthol yn canolbwyntio ar ddod o hyd i ateb
i’r ardaloedd hyn o ran cael gwasanaethau band eang. Cyhoeddwyd ym mis Rhagfyr 2008 y byddai’r
prosiect yn mynd i’r afael â sawl clwstwr yn Sir Benfro, Ceredigion, Sir Gaerfyrddin a Chonwy sy’n fannau
gwan ar gyfer derbyn band eang. Cwblhawyd y gwaith hwn ym mis Awst 2009, ac mae gwaith wedi dechrau
i bennu’r ardaloedd nesaf i fuddsoddi ynddynt.

6. Mae Llywodraeth y Cynulliad hefyd wedi cymryd camau i annog twf economaidd a mentergarwch yn y
Gogledd drwy ei gwneud yn haws i ddefnyddio seilwaith cyfathrebu cystadleuol y rhanbarth drwy’r prosiect
FibreSpeed. Mae’r fenter hon ar y cyd rhwng Llywodraeth y Cynulliad, Cronfeydd Datblygu Rhanbarthol
Ewrop a Geo Networks Ltd yn cynrychioli buddsoddiad o £30 miliwn dros 15 mlynedd. Mae’r rhwydwaith
newydd yn creu marchnad fanwerthu gystadleuol i ddarparwyr gwasanaeth sydd bellach yn gallu gwerthu
ystod amrywiol o wasanaethau llais a data (sydd wedi’u meincnodi yn erbyn Llundain a de-ddwyrain
Lloegr), yn y rhanbarth. Mae’r dull agored hwn o gyflawni’r prosiect wedi’i gydnabod gan Ofcom a
Llywodraeth y DU fel dull i’w efelychu wrth ariannu ymyraethau band eang drwy gyllid cyhoeddus.
Cyfeiriodd y Comisiwn Ewropeaidd at y prosiect mewn ymgynghoriad diweddar ar ddefnyddio rheolau
cymorth gwladwriaethol yng nghyd-destun rhwydweithiau band eang sy’n derbyn arian cyhoeddus.

7. Yn ogystal â hynny, mae camau’n cael eu cymryd ar hyn o bryd i drawsnewid mynediad at
wasanaethau band eang ar draws y sector cyhoeddus yng Nghymru drwy brosiect Rhwydwaith Prosiect
Cydgasglu Band Eang y Sector Cyhoeddus (PSBA). Mae safleoedd y sector cyhoeddus yn cysylltu â’r
rhwydwaith drwy gylchedau Ybr neu gopr o wahanol led band sy’n cynnwys gwahanol broYliau diogelwch
gan ddibynnu ar ofynion busnes pob safle. Mae dros 850 o safleoedd ar y rhwydwaith ar hyn o bryd, a chaiV
safleoedd newydd eu hychwanegu bob dydd. O ganlyniad i PSBA, gall gweithwyr yn y sector cyhoeddus o
sefydliadau sy’n cymryd rhan fanteisio, yn unol â gofynion busnes eu sefydliad, ar wasanaethau llais, fideo
a data yn rhatach ac yn ddiogelach nag oedd yn bosibl yn y gorVennol.

8. Ochr yn ochr â’r camau hyn, mae Llywodraeth y Cynulliad wedi chwarae rhan weithredol yn
nhrafodaeth y DU ynghylch defnyddio band eang y genhedlaeth nesaf. Drwy atebion i ymgynghoriadau
Ofcom a thrwy drafodaethau gyda gweinyddiaethau datganoledig eraill, Llywodraeth y DU a’r diwydiant
cyfathrebu, mae Llywodraeth y Cynulliad wedi gofyn am drafodaeth agored ynghylch cyflwyno
rhwymedigaeth gwasanaeth gyVredinol sy’n ymwneud â band eang. Ym marn Llywodraeth y Cynulliad,
dylid cyflwyno a rhoi’r rhwymedigaeth gwasanaeth gyVredinol ar gyfer band eang ar waith mewn modd a
fydd yn annog ac yn ysgogi buddsoddiad mewn gwasanaethau band eang cyflymach y tu hwnt i’r ôl troed
naturiol a arweinir gan y farchnad sy’n gysylltiedig yn draddodiadol â chyflwyno gwasanaethau cyfathrebu.

9. O ganlyniad i Brydain Ddigidol, caiV corV newydd, Gr?p Dylunio a ChaVael Cenedlaethol y DU, ei
sefydlu ym mis Hydref 2009, i gadw llygad ar y broses o gaVael cyflenwyr er mwyn sicrhau gwireddu’r
Rhwymedigaeth Gwasanaeth GyVredinol o 2Mbps ar draws y DU erbyn 2012. Bydd Llywodraeth y
Cynulliad yn cyfrannu’n uniongyrchol at lywodraethu’r corV newydd hwn ac yn sicrhau y caiV yr
wybodaeth a’r profiad helaeth sydd wedi cael eu meithrin ers 2002 o ran mynd i’r afael â materion band eang
yng Nghymru eu defnyddio i hwyluso’r broses o ddarparu gwasanaethau band eang cyflymach ar draws y
DU. Rhagwelir y bydd yr wybodaeth a’r profiad hyn yn galluogi Cymru i fod ymhlith y cyntaf i elwa ar y
Rhwymedigaeth Gwasanaeth GyVredinol.

22 September 2009
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