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Conclusions and Recommendations

1.  When the Government published its response to our September 2013 report on the
rural broadband programme, we were disappointed to see that the Department for
Culture, Media and Sport (the Department) had failed to engage constructively with
our conclusions and recommendations. We therefore recalled the Department and
BT to give further evidence in January 2014 and our resulting conclusions are set out
below. In its response we expect to hear the Department is making significant
progress on the areas covered, or we will require a further hearing to assess why the
Department is not improving its approach to protecting public funds.

2. There is still not enough consistently good information published by local bodies
about planned rural broadband coverage and speed. Despite our recommendation
last September, many of the maps currently available do not give sufficiently detailed
information about BT’s coverage to be of use to other potential suppliers seeking to
plug the gaps. After we challenged the Department further in January, it issued
guidance clarifying that it expects local bodies to publish detailed coverage plans. If
the Department’s guidance is followed this time, these should set out where and
when superfast broadband will be rolled out, and do so at 7-digit postcode level. But
it is still not good enough that, despite £1.2 billion of public money being spent, it is
taking so long to get this information out there. Any lack of clear and easily
accessible public information will only make it harder for other potential suppliers to
prepare bids for the next round of funding.

Recommendation: The Department should work urgently with all local authorities
to publish detailed mapping of their implementation plans, enabling searches down
to full (7-digit) postcode level. The information should include speed of service, as
soon as that is available.

3.  The Department failed to act on our recommendation to secure a higher standard
of cost transparency before the remaining contracts were signed. Improved cost
transparency should have been an important safeguard to protect the taxpayers’
interest and ensure that individual contracts were competitively priced and that BT
was not taking advantage of its position as monopoly supplier. But the Department
rejected our recommendation and all remaining contracts under the current
programme have since been awarded to BT. The Department has at least now agreed
to review the non-disclosure agreements, which prevent local authorities from
discussing and comparing BT’s costs directly between themselves. The Department
also told us that it will soon have better information on actual costs of deployment.

Recommendation: The Department should collect, analyse and publish costs data
on deployment costs in the current programme, to inform its consideration of bids
from suppliers under the next round of funding.

4.  We reiterate our previous conclusion that the Department’s procurement
approach failed to deliver meaningful competition. Since our hearing in July last
year, when 26 of the 44 contracts to be awarded by local bodies had gone to BT, all
remaining contracts have now also gone to BT. In our view, the lack of competitive



tension from other bidders put BT in a strong position and restricted the
Department’s ability to insist on value for money safeguards such as unfettered cost
transparency. We will be seeking assurance that the Department has taken full
account of our concerns in delivering its next programme, in seeking to maximise
competition, in promoting value for money and in ensuring that the supplier
contributes fairly to the capital cost.

Recommendation: Before the next round of funding is released, the Department
should work with local authorities to identify opportunities to promote competition
and value for money; including considering alternative solutions, joint working
and fair capital contributions from suppliers.



1 Introduction

1. The Department for Culture, Media and Sport’s (the Department’s) rural broadband
programme is designed to help get broadband to areas, predominantly rural, where
commercial broadband infrastructure providers currently have no plans to invest. Under
the programme the Department is providing a total of £490 million in grant funding to 44
local bodies (local authorities or groups of authorities) by 2015 to subsidise them to
procure superfast broadband services for their areas. This subsidy is matched by public
funding from local authorities and capital investment from the supplier, BT. The
Department has also committed another £250 million after 2015 to extend the programme.

2. In July 2013 we held a hearing on the basis of an NAO report, with representatives from
the Department, Ofcom, BT and three other key industry stakeholders attending.! Our
report, published in September 2013, highlighted our concerns over the Department’s
procurement - which did not deliver meaningful competition, did not secure transparency
over costs and rollout plans, and obtained a lower than anticipated capital contribution to
the programme from the sole supplier, BT and led to a real risk that the programme will
fail to secure value for money.

3. The Government responded to the recommendations in our report in November 2013.2
Its response failed to address properly our concerns, most notably over: improving cost
transparency, facilitating the publication of detailed broadband rollout plans, and ensuring
that supplier contributions reflect the long term value of the asset it is receiving. We
therefore recalled the Department and BT to another hearing on 27 January this year. After
the hearing the Department provided a further note on its actions to promote the release of
detailed broadband rollout plans, and on cost transparency.’

1 C&AG's Report, The rural broadband programme, Session 2012-13 HC535
2 Treasury Minute Cm 8744, November 2013
3 Ev 28



2 Release of detailed rollout plans

4. Our first report covered how the lack of published rollout plans was hindering other
potential suppliers from making informed decisions about where and how to invest in
broadband provision. At that time the Department had said that it was sympathetic to
releasing rollout plans and BT stated that there was no commercial impediment to rollout
information being made public.* However, following the hearing the Committee received
several letters stating that local authorities were still not releasing sufficiently detailed
information on proposed coverage, with some claiming BT was still unwilling to allow
this.> At the January 2014 hearing, both the Department and BT told us that they were not
blocking the publication of maps; indeed the Secretary of State for Culture, Media and
Sport wrote to local bodies in July 2013, stating her preference for this information to be
published.® While we are hearing that neither BT nor the Department is blocking
publication of detailed coverage plans, correspondents continue to tell us that the data they
require to develop alternative projects are not being released.” Without such information
suppliers and communities will not have the necessary information to design projects and
to bid for any of the additional funding the Department has announced for 2015-2017 to
extend further superfast broadband coverage.®

5. BT told us that 40 out of 44 local bodies have now published some information on
broadband coverage, a significant increase since our last hearing, and that it is currently
helping the last four local bodies to publish some information. Coverage information is
typically presented as maps.” But these maps still vary significantly in the level of detail they
provide and many are inadequate.”” While we saw a few good examples, with witnesses
referring particularly to Dorset and Northamptonshire, many of the maps we have seen
still do not currently provide sufficient information to allow other suppliers to accurately
identify areas remaining without superfast broadband. We are frustrated that we did not
manage to get to the bottom of whether the disparity in the level of information released is
due to conscious choices by local authorities over the level of information they want to
publish, lack of available information, or due to confusion or restrictions over what BT
would allow them to publish."

6. In the case of Cumbria, several correspondents wrote to us to say that BT was still not
allowing the County Council to release sufficiently detailed rollout information. This view
is different to the Department’s understanding which was that the Cumbria County

4  Committee of Public Accounts, 24*" Report of Session 2013-14, The rural broadband programme, HCA474, paragraph
23

Q151
Qq 148-158, Ev 28
Qq 151-152

Qq 148, 150, 152
Q148

10 Qq 150, 178

o 0 N o wun

11 Qq 150-153, 156-158, 165-166, 178, 153



Council was able to publish the data it wanted to."? The Department told us that BT is now
working with Cumbria County Council to prepare a detailed coverage map."

7. BT clarified its policy position on the publication of rollout information. BT told us that
it is for local authorities to decide the level of coverage information they wish to publish."
But BT’s contract with each local authority contains a commercial confidentiality clause
which is preventing local authorities from publishing the contract’s speed and coverage
templates. Despite the £1.2 billion public sector investment in areas where there is no
commercial market for broadband, BT continues to refuse to release these templates as it
considers them highly commercially sensitive (as the templates contain information about
its technical solutions which are also used in its commercial programme).”” However, BT
has committed to allow local authorities to publish coverage information on which
locations will receive superfast broadband at a complete 7-digit postcode level if they
choose to; a greater level of detail than its contract obliges it to or than is contained in the
speed and coverage templates.'s

8. The Department expressed its concern at the correspondence received by the
Committee and has committed to resolve this issue as a priority, although it is not a direct
contract signatory."” After our hearing in July the Department wrote to local authorities to
encourage them to release coverage information. Since our January 2014 hearing it has
now supplemented this with further guidance to all local authorities to clarify and confirm
BT’s agreement to release detailed coverage data. This should represent another step
forward. The Department also told us it is actively considering how to ensure transparency
of deployment plans for its future broadband programme.'®

9. However, coverage is only one part of the picture. Individuals and other potential
suppliers need to know the speed and timing of proposed superfast broadband services.
We highlighted the implications for individuals of not knowing if and when they might
receive a superfast connection, and what speed they can expect.” The Department told us
that speed and coverage templates cannot provide detailed speed estimates for specific
locations. BT told us that it makes speed information public once its surveys are complete
by publishing on its Openreach website which exchanges will be upgraded and which
cabinets will be enabled. However speed cannot be determined prior to this point. As a
result, we are disappointed that limited information remains available on who will receive
superfast services from the rural broadband programme.*
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3 Cost transparency

10. The standard contract used by local authorities in their procurements with BT contains
a non-disclosure agreement clause which prevents local authorities from discussing their
bids and costs with each other. Our September 2013 report recommended that for areas
where procurement was not already complete, the Department should secure BT’s
agreement to improve cost transparency, for example, by omitting the non-disclosure
agreement.”’ Allowing local authorities to share information with each other would have
helped to promote best value from negotiations, particularly given that BT was effectively
in a monopoly position.”> We are disappointed that no such agreements were reached. The
non-disclosure agreements meant that local authorities negotiating with BT—a quasi-
monopoly supplier receiving £1.2 billion pounds of public money—still did not have
sufficient transparency over bids to see what deals other local authorities are getting.”

11. The Department repeated its view that it does not consider that local bodies have been
materially disadvantaged by the non-disclosure agreements.* Although local authorities
did not have access to each other’s bids, the Department reported it had oversight of all
costs, and provided advice to local authorities on reasonableness of its costs compared with
others when negotiating contracts.” Although complete transparency would have been in
the public interest, BT was not willing to enter into contracts under those terms.” BT stated
that its costs are commercially sensitive due to the assurance it gives of consistency between
costs in its publicly funded and commercial programmes. It argues that any information
released about BT’s publicly subsidised programme would allow its commercial
competitors to understand its technical solutions and costs. We are unconvinced that
sharing information privately between local authorities under standard commercial
confidentiality clauses would have led to BT’s commercial position being compromised.
The Department has asked the new Chief Executive of Broadband Delivery UK, a unit
within the Department, to review the contractual arrangements to see if the non-disclosure
agreements signed by local authorities are really necessary to prevent commercial harm.”

12. In a note sent to us after our January hearing, the Department described how its
assurance system was designed to ensure in-life contract costs are well-managed and
controlled. The system includes central checks of costs, such as staff costs, and training for
local bodies in checking invoices.”® BT also reported that it had already passed three post-
expenditure audits in Cornwall. Such controls should, if operated well, ensure that only
actual costs incurred can be invoiced. However we remain concerned that the controls can
identify actual costs charged, but not whether those costs were efficiently priced in the first

21 Committee of Public Accounts, 24t Report of Session 2013-14, The rural broadband programme, HC 474
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place.”” The Department reported that it seems likely that the programme’s actual project
management costs will be about a third lower than those included in the bids though we
questioned whether this merely showed that the bid costs had been too high in the first
place.®

13. We sought some reassurance from the Department that it had been trying to drive
down contract prices to reduce the public subsidy per cabinet despite the lack of
competition. The Department reported that the projection of overall public subsidy
required has remained constant despite the projected reduction in actual project
management costs compared with those included in bids. The Department does not yet
have detailed cost data per cabinet and path but it told us it will soon be able to collect real
deployment costs to gain a better picture on actual costs.”

29 Qq 220-1
30 Qq216-17, 245
31 Qq238-243
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4 Promoting competition

14. At our July 2013 hearing we discussed the failure to secure meaningful competition
between suppliers at some length. The Department rejected our conclusion that its existing
arrangements had not provided enough competition.”” But although nine suppliers had
initially bid to be on the framework most dropped out, and the only other supplier on the
framework was largely inactive. In the end every single contract in the current broadband
programme has gone to BT.*

15. BT’s monopoly position should have been a red flag for the Department as it finalised
its framework contract with BT, placing greater importance on the other value for money
safeguards.’* But we see the lack of cost transparency and BT’s insistence on non-disclosure
agreements as symptomatic of BT s strong negotiating position resulting from the lack of
competition. And BT is still putting in significantly less of its own capital funds than it
originally promised.” In addition we have received correspondence suggesting that BT was
able to change its rollout plans leaving a village not served by either its commercial or
subsidised programme. Correspondents have also suggested that BT was able to delay or
halt potential competitors” plans by changing its rollout plans.** The Department pointed
out that BT is getting to the most premises at the lowest cost; but of course in the end it was
the only active bidder for many of the contracts. So in our view the Department cannot
know if it has got value for money from the contracts.”’

16. We questioned whether the way the Department designed the programme had allowed
sufficient space for smaller suppliers and alternative technologies.”® The Department told
us that in the last few months it has spoken to 57 different suppliers in relation to the
additional £250 million of broadband funding from 2015. It told us that it is very interested
in exploring different technologies as it tries to reach the hardest to reach areas where there
is less existing infrastructure.”® BT also told us that it is actively developing alternative
solutions for ‘not-spots’ (areas with no broadband coverage) including trialling wireless
solutions in areas such as Cornwall and the Scottish Highlands. BT also said it was open to
working in partnership with smaller suppliers and had done so in some of its wireless
experiments.*

32 Treasury Minute Cm 8744, November 2013
33 Qq 198-207, 227-230
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Formal Minutes

Monday 24 March 2014

Members present:

Mrs Margaret Hodge, in the Chair

Mr Richard Bacon Stewart Jackson
Stephen Barclay Austin Mitchell
Chris Heaton-Harris Nick Smith

Meg Hillier Justin Tomlinson

Draft Report (The rural broadband programme), proposed by the Chair, brought up and read.
Ordered, That the draft Report be read a second time, paragraph by paragraph.

Paragraphs 1 to 16 read and agreed to.

Conclusions and recommendations agreed to.

Summary agreed to.

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

Ordered, That the Chair 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.

[Adjourned till Wednesday 26 March at 2.00 pm
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(published in Volume Il on the Committee’s website www.parliament.uk/pac)
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Sue Owen, Permanent Secretary, Department for Culture, Media and
Sport, Sean Williams, Director of Strategy, Policy and Portfolio, BT Group
and Jon Zeff, Director of Programme SRO, Department for Culture, Media
and Sport
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