Roinn Cumarsiide, Gniomhaithe
ar son na hAerdide & Comhshaoil
Department of Communications,
Climate Action & Environment

13 March 2019

Ms. Eilis Fallon

Secretariat

Committee of Public Accounts
Leinster House

Dublin 2

D02 A272

PAC32-R-2058(i) B Meeting 28/03/2019

Department of Communications, Climate Action & Environment {Vote 29)
Ref: PAC32--1324 and PAC-I-1330

Dear Ms Fallon,

| refer to your letters dated 22 and 25 February 2019, relating to discussions on the National
Broadband Plan and Metropolitan Area Networks at Public Accounts Committee meetings in

February 2019.

| now attach material in respect of the issues raised in the afore-mentioned letters, along with copies
of documents requested by way of Appendices attached to this letter.

Should you require any clarification or additional information, please do not hesitate to contact Ms.
Catherine McGinty in my Department, by email at Catherine.McGinty@dccae.gov.ie or by phone at

(01) 6782423.

Yours sincerely,

G

Mark Griffin
e
Secretary General

29-31 Béthar Adelaide, Baile Atha Cliath, D02 X285
29-31 Adelaide Road, Dublin, D02 X285

T+353 1678 2000 | 1890 44 99 00
www.dccae.gov.ie
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PAC32-1-1324 (Letter dated 22 February 2019)

1. A copy of the correspondence between the Department and BT where BT expressed an
interest in relation to the extension of the MANs network.

Correspondence from BT to the Department, dated 15 June 2017 (which was released under FOIl on 2
November 2018) and the Department’s response is attached out at Appendix 1.

2. A note on the decision of the Department not to issue the Analysys Mason report in July
2018 until February 2019

Following completion in March, 2018 of the Analysys Mason report, “Review of pricing and access
arrangements for the MANs”, the Department commenced an engagement with enet on
implementation of all of the recommendations set out in the report. The reply to Parliamentary
Question No. 760 on 10 July 2018 noted that the Department’s consideration of the findings of the
Review was ongoing and that the Department was engaging with enet as the Management Services
Entity in relation to the Review’s recommendations; the reply also noted the intention to publish the
Review.

The engagement with enet continued for longer than expected during the course of 2018, with enet
providing updates and clarifications on progress in implementing the recommendations. The process
concluded in December 2018.

The Minister received the Analysys Mason report in January 2019, as stated at the Private Members
motion on 22 January 2019, and authorised its publication shortly thereafter on 13 February 2019. In
light of the findings of the Report, the Minister requested ComReg to:

e establish whether enet complied with its obligation under the Code of Practice to offer
managed services on the MANSs, in the context of national end-to-end services, at non-
discriminatory prices;

e confirm enet’s revised intercompany transfer pricing arrangements in place are in
compliance with the Code of Practice;

e confirm that the Analysys Mason recommendations are being implemented, and

e based on the findings of its review, make any further recommendations to the Minister.

29-31 Béthar Adelaide, Baile Atha Cliath, D02 X285
29-31 Adelaide Road, Dublin, D02 X285
T+353 16782000 | 1890 44 99 00

www.dccae.gov.ie



3. A note on the decision to extend the Metropolitan Area Networks contract to enet
without retendering

Enet was awarded the first Concession Agreement for the management of Phase 1 MANs in July 2004
for an initial term of 15 years, with the Concession Agreement providing for an option to extend for a
further 10 years. In July 2009, a second 15 year Concession Agreement was awarded to enet for
Phase 2 MANs, which also contained a 10 year extension provision.

In 2016, the Department concluded its internal review of the MANs Programme, the purpose of
which was to inform the Department’s decision on the future of the MANs and whether to extend
the existing agreements at the end of the initial term of the Concession Agreements or retender for a
new Concessionaire.

The internal review established that the MANs Programme has proven itself to be an effective and
appropriate way of delivering telecommunications infrastructure. The technology solution chosen
(fibre) was appropriate, and has made a significant contribution to inducing competition and greater
availability of services within the sector. The review stated that removal of the MANs from the
regional market would be detrimental to both service providers and customers, and by extension the
State. The review also stated that the Concessionaire (Management Services Entity (MSE)) model is
the most appropriate vehicle to enable access to the MANs and should be continued in the medium
to longer term.

The review exercise also undertook a detailed analysis of the options to:
A. Extend the existing Agreements; or
B. Retender for a new MSE contract.

As part of this analysis, the Department assessed both options and their potential implications,
benefits and risks in terms of 6 key considerations - policy, market relevance, legal, State Aid and
financial, along with administrative issues, with a view to determining the direction to be pursued.

External financial and on the two options was sought from Norcontel in April 2016. Norcontel’s
analysis, using three scenarios to check the sensitivity of the outcome, concluded that extending
both Concession Agreements to 2030 presented the more beneficial option for the State. The
indicative financial projections demonstrated that, under a modest growth scenario, the State stood
to benefit by an increased total Concession Fee (investment in MANs increased footprint and
revenue share) of some 23%, with an overall net benefit of some 38% by extending the Concession
Agreements rather than retendering. Significant additional financial benefits were expected to
accrue as a result of successfully agreeing modified commercial terms under an extension scenario.




Having regard to the analysis conducted by the Department and informed by the Norcontel report,
the preferred option and recommendation was to extend the current Concession Agreements to
provide that they expire on the same date in 2030, viz. a 10 year extension to the MSE | Agreement
and 6 year extension to the MSE Il Agreement.

Extending the Concession Agreements offered more assurances and certainty to the telecoms
market, as to the future availability and viability of the infrastructure during a dynamic time in the
wider telecommunications market. It also offered greater guarantees on continued levels of
infrastructure investment, in turn ensuring that the MANs remain relevant in the regional telecoms
market.

The benefits of granting an extension to the MANs Agreements (which was achievable through the
existing contractual provisions and change control mechanism) to make them co-terminus in 2030
included:

e Telecoms operators would have certainty of the availability of the MANs infrastructure for
the foreseeable future in drafting their own investment plans in regional Ireland. This was
important at a time of dynamic change in the market

e It was crucial to the continued success of the MANs that the MSE was in a position to
respond to the developments that were expected over the next 10 years if the MANs were to
remain competitive and relevant. Norcontel advised that if both contracts were re-tendered
together it should be in 2030 so that there would be no reduction in investment and
diversion of focus of the MSE during the critical period of expansion of fibre networks

e On the contrary, there would be limited incentive by the MSE to invest in the absence of an
extension to 2030 and this would have a negative, knock-on effect in any retender/sale
process as the current and future value of the asset to prospective bidders would be
negatively impacted.

Prior to finalising the contract extension, the Department re-negotiated the terms and conditions to
further improve the financial terms of the contract for the State. The modified commercial terms are
estimated to result in €21.4m improvement in the State’s net financial position over the period of the
contract to 2030, when compared against the existing terms of the contracts.

The current Agreements cannot be extended beyond March 2030 and a decision will be taken in
advance of this date on the State’s future role in the MANSs.



4. A copy of the Norcontel Report referred to on page 42 of the transcript

The Department, in its letter to the Committee dated 16 January 2019 (Ref PAC32-1-1219), included a
link to a redacted version of the Norcontel report which was released under FOI, and is available on
the Department’s website (at pages 83-127: https://www.dccae.gov.ie/documents/FOI12018141.pdf.)

For convenience, a copy of the redacted report is attached at Appendix 2.

PAC32-1-1330 (Letter dated 25 February 2019)

5. Consent to publish the PWC ‘National Broadband Plan — State aid compliance update
on the mapping of eir’s rural extension plan’

The Department consents to the publication of the redacted version of the PriceWaterhouseCooper
report “National Broadband Plan- State aid compliance update on the mapping of eir’s rural
extension”, as previously provided to the Committee.

6. A note on what was included in the mapping project including State and private
networks covered

High Speed Broadband Map
The High Speed Broadband Map identifies locations and premises as either being served by the
commercial sector or requiring State intervention under the NBP. It is therefore linked to the
availability of a high speed broadband product from a commercial operator rather than the existence
of infrastructure in the area.

The existence of infrastructure at a location does not automatically mean that high speed broadband
is available to premises in the area as it requires an operator being willing to connect the premises to
the infrastructure and offer a service. Therefore the mapping process which has led to the
publication of the High Speed Broadband Map involves the identification of existing or planned
provision of high speed broadband by commercial operators and not the existence of infrastructure
which could be used to deploy broadband in the future.

Reuse of Existing Infrastructure and the avoidance of duplication
The re-use of existing infrastructure and therefore the avoidance where possible of duplication, is a
key aspect of the NBP Intervention Strategy and the State Aid Guidelines in relation to broadband.

The NBP Bidder is free to enter into infrastructure access agreements with any infrastructure owner
(public or private networks) with a view to using its infrastructure as part of the NBP network.


https://www.dccae.gov.ie/documents/FOI2018141.pdf

While the selection of what infrastructure to reuse as part of its proposed build is a matter for the
Bidder, it is understood that the vast majority of infrastructure that it proposes to use to rollout the
NBP network is existing infrastructure. This includes the rental of existing physical infrastructure such
as poles and ducts and entering into agreements with other service providers to access backhaul
services where available.

Further information on the High Speed Broadband Map and the mapping process
In order to identify the areas where a State Intervention is required, the Department engaged in a
mapping process which began in 2013.

This mapping exercise identifies those areas of the country where high speed broadband is not
available and not expected to be made available on a commercial basis in the near future. This was
developed in consultation with industry to ensure that all potential commercial investment meeting
the required criteria is captured. The result of this mapping process is the Department’s colour coded
high speed broadband map.

In March 2015, the Department sought further information from operators in relation to their plans
up to and including 2020.

An updated Map was published in October 2015 which identified approximately 757,000 premises as
being in the Amber (Intervention) Area.

In April 2017, the Department published an updated High Speed Broadband Map. This took account
of commercial operator plans which had not materialised and new developments since the Map was
last published. The net result of this assessment was that there are now approximately 540,000
premises in the updated Amber area.

The High Speed Broadband Map identifies locations and premises as being Amber, Dark Blue or Light
Blue and it is updated on a quarterly basis.
e Amber areas are the target areas for the State Intervention of the National Broadband Plan.

e Dark Blue areas are those where commercial operators are delivering or have indicated plans
to deliver high speed broadband services.

e Light Blue areas are areas where eir has committed to rollout high speed broadband
to 300,000 premises under its commercial rural deployment plan.

Further information on the interactive High Speed Broadband Map is available on the Department’s
website at the following link.


https://www.dccae.gov.ie/en-ie/communications/topics/Broadband/national-broadband-plan/high-speed-broadband-map/Pages/Interactive-Map.aspx
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BT’

Finola Rossi,

Principal Officer

National Digital Strategy & Telecommunlcatlons Market Contracts
Department of Communications,

Climate Action and Environment,

29-31 Adelaide Road,

Dublin 2,

D02 X285

Ireland.

CC: Ciaran O hObéin, Assistant Secretai'y - Communications
CC: Gerry Fahy — Chairperson of ComReg

15" June 2017
In Confidence

Dear Finola,

RE: MSE contract for the Metropolitan Area Networks (MANS) Phase | and Engagement
with consultants performing an independent evaluation of the operation of the MANs

Following Minister Naughten’s finalising of his decision to provide that the concession
agreements co-terminate in 2030, as expressed in Minister Naughten’s response to Danl
questions 604 and 607 on May 23" 2017, | am writing to formally express BT’s interest in
participating in the bid process for the Managed Service Entity (MSE) for the MANs (Phases 1
and 2) to 2030. BT Ireland is a long established operator within the Irish communications
market with the expertise, experience and financial position to be the MSE for the MANS.
We therefore request the Department of Communications, Climate Action and Environment
to formally register our interest in entering this bid process and request that you provide us
with an outline timetable of the details of the process.

In addltlon, Minister Naughten also stated in his response to the Dail questions 604 and 607
on May 23" 2017 that consultants are performing an independent evaluation of the .
operation of the MANs. | am writing to formally express BT’s interest in participating in this
evaluation in order to provide insight into the market effects of the current MSE commercial °

BT Ireland is certified to International . Directors: BT Communications Ireland Limited

Standards: Quality Standard ISO 9001:2008 Colm O’Neill, CEO is a wholly owned subsidiary of BT Group plc
and Environmental Standard EN 14001:2004 Shay Walsh . Registered in Ireland, Registration No, 141524
Peter Evans , No. 2 Grand Canal Plaza
Aaron Carroll ~ ~ Upper Grand Canal Street

Dublin 4, Ireland

tel (+353) 14325000
fax (+353) 1 4324590

www.btireland.ie
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arrangements including pricing of products and services which has been stated is part of this
evaluation. BT is a long established operator in the Irish communications market and we are
well informed of the value and pricing of the MAN service and could bring such expertise to
your review.

Yours sincerely

— DA~ DD

John O'BDwyer

Head of Regulatory Affairs - BT Ireland
Contact Number: 086 8375 742

E-mail: john.odwyer@bt.com

BT Ireland is certified to International Directors: BT Communications [reland Limited
~ Standards: Quality Standard ISO 9001:2008 Colm O’Neill, CEO is a wholly owned subsidiary of BT Group ple
and Environmental Standard EN 14001:2004 Shay Walsh Registered in Ireland, Registration No. 141524
Peter Evans No. 2 Grand Canal Plaza
Aaron Carroll Upper Grand Canal Street
Dublin 4, Ireland

tel (+353) 14325000
fax (+353) 1 4324590

www.btireland.ie




Roinn Cumarsdide, Gniomhaithe
ar son na hAerdide & Comhshaoil
Department of Communications,
Climate Action & Environment

4 August, 2017

Mr John O’ Dwyer

Head of Regulatory Affairs

BT Communications {reland Ltd
Grand Canal Plaza

Dublin 4

D04 V586

Dear John

| refer to your letter of 15" June 2017 concerning the Management Services Entity
(MSE) contracts for the operation and management of the Metropolitan Area
Networks (MANs) and engagement with the consultants undertaking an independent
review of the operation of the MANs.

Following two public procurement processes, enet was first appointed for a 15 year
term to manage the 28 Phase | Metropolitan Area Networks (MANSs) in July 2004, and
was subsequently appointed for a 1S year term to manage the 60 Phase Il MANS in
July 2009. Each Concession Agreement cantains specific provisions providing for an
extension of up to a maximum period of 10 years. The Concession Agreements,
which were due to expire in March 2020 and July 2024 respectively, have been
extended to co-terminate in March 2030,

The independent censultants undertaking the review of the operation of the MANs
have, with BTs agreement, been provided with correspondence received by the
Department from BT which set out BT's views an the operation of the MANSs.

Yours sincerely

(. L\W

Brendan Whelan

Principal Officer

Failtitear roimh comhthreagras i nGaeilge

23-31 Béthar Adelalde / Balle Atha Cllath / D02 X285 / Eire 28-31 Adelalde Road / Dublin / D02 X285 / Iraland W @Dept CCAE
Fén <353 1 678 2070/ (0 3h 20 1890 44 99 DO Te) +353 1 678 2000/ LaCa’ 1890 44 99 00 www dccae.gov.ie



- ~ LR
. o . \T‘
.
"
F v - S oagny A o=
ie H B 's L. i I
s " . 'S 1 =
“y . . = B
B 3
1 -y . T -l F
“un L] II -
.
.
B
P | - - L= o B

T Y L N T T
TR e TS, FUL S N

ok w T DL RN CTYL ML)
- |H1-_|l_l -_-'I-'_ -

L o

r-,|‘-||. [ -
' L s L om om =

1. i ‘d --L. " _<.- n

- ) S T s TR an e LEpRS
* . I oo
, " 9 - ' B - s
. . i = Il
' P I_
- ' 8 e - D .
' . ' -
. - . -.'I‘__, = -
- . e
. . . ] Toag 8 o
1e s . N
.
l L - . ll
) r =, o - t
. T o o
.
" .
<.;
N L]
_.L Nmw " B
e A - e e -
a » o
..
1 B
. .
° . - LI -
- LN l "



PAC32-R-2058(iii) B Meeting 28/03/2019

Department of Communications,
Energy & MNatural Resourcas

Report

On extending/retendering the MSE
for tha MANS

all information provided in this document Is Commercially Sensitive and
Confidential. Rs contents are intended for uge by the Department of
Communicatlons, Energy and Natural Resources and may not e disclosed ta

any ather party withoul the written consent of torcantel (ireland) id.

(\‘ NORCONTEL (Ireland) Ltd,
% o 4 Westland Square,
~ ? Pearse Sireat,

2y Dublin 2.

NORCONTEL

Telephone:  01-670 8888
3075005 Mobile: 087 6867917
23" june 2016 emall: pcasey®norcontelie
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Frouliien of Censultancy te DCERA for casendive fretamdering the 4132

1. INTRODUCTION
1.1 GENERAL INTRODUCTIONTO REPORT

Following the jssue by the Department of Communication, Energy & Natural Rescurces
(DCENR} on 14™ March 2015 of a Request for Tenders (RFT) for the provision of consultancy
services ta review the finantial aspects of extending or retandaring the Management Service
Entity {MSE) for the Metropalitan Area Netwarks {MANs) and evaluation of tha proposals
received, DCENR selectad and awarded a contract for this assignment to Narcontel.

Marcontel has addressed the scope of wark specified in the RFT in accordance with the
proposal submitted to and accepted by DCENR.

This Repart, follawing a brief introduction and soma background on developments, presents
the analysis undertaken in the review and the conclusion arrived at following the axamination
and consideration of the issuas,

This Report is structured as follows:

Section 1: This introduction;

Section 2: A brief description of the status of FTTB/FTTH davelopments in Europe;
Sectlon 3; Analysis of the extend/retender optians for the M5E;

Section 4: Comments on ‘Analysis of the Optians of Retendering/Extending the MANS
Concession Agreements”;

Section 5; Recommendations on Negotiation/Retander Positions;
Section §: Conclusions and Recommendations
\%,3 Conlihential
e € 2016 Nareontel {Treband) Lad
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Peavision of Consultancy te DLENE Jar ealendingfretapdaring the M3E

2, FTTB/FTTH DEVELOPMENTS

The MANs have been in place and providing services since 2004/2009 delivering services
mainly to large businesses, SMEs, public bodles and educational institutions but also
supporting wirelass service providers to dellver broadband to residential customers. The take
up of sarvices was slow initially prabably influenced In many cases by the cost of the drop
connection and, for many SMEs, by the fact that the available broadband services delivered
over the local access copper loop, FTTC/VOSL, was sufficlent for their nesds at an affordable
price. (t has not always been the case that adequate broadband services were generally
avaflable and it has taken many years for speeds of up to 100Mbps to be offered and made
avatlable evenin large towns.

Demand for higher spead services cantinues to grow because consumers have higher
expectations. For example, as business customers migrate to cloud based servicas and
require more symmaetrical, high bandwidth, high availability and resilient services, and as
residential customers demand services such as video, audia, and other services such as the
uploading of phatos and videos, access to Netflix and Spotify, service providers are ohliged
to offer high-quality, state-of-the-art, and reliable broadband services in order to retsin
existing customers and to gain market share. Moblle Network Qperators are incraasingly
laoking for 4G hackhaul, G and the Internet of Things with all the demands this will place on
the networks are on the horizon. Network Operatars and service providers are now facing
the reality that these demands can no longer be met over the copper access natwork and
globally and in Europe, the rollout of fibre netwarks, particularly the final access portion, is
being put in place to respond to the demands.

There has been high growth in the peneiration of FTTH/FTTB in some European countries aver
the past few years where the leading countries have raached penetration rates of over 30%
of households/bulldings. For example, Lithuania with 36%, Latvia with 36% and Sweden with
35% are leading the way. The FTTH Council reported that the number of FTTH and FTTB
subscribers in Europe Increased by 19% over the first nine months of 2015 confirming the
trend established [n 2014, it is forecast that leading countries will be raaching close 1o S0%
household penetration by the end of 2019. Some countries, however, are well behind and
are net ranked in the reported Figures for and of Sept 2015, These include Austria, Belgium,
UK and Ireland. Garmany has also been slow to get started and has only in late 2015 passed
the 1% threshold to be includad in the rankings.

\;\:’; Conlidential
o= 2016 Noeconted (freland) Lid
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Apart from tha leading Northern European countries, France and Spain now have made

significant progress in maving up the rankings and are stiil leading countrias in tarms of new
subscribers from year to year.

Incumbent operator Telefonica is deploying FITH throughout Spain at rollout rates faster than
any of its European counterparis, passing 5.1 million new homes in 2014 to reach over 10.2
millian homes passed. In 2015, Telefénica reached 13.8 million comparead ta its competitars
Vadafone's 8.4 million and Orange's 6.8 milion. For this year 2016, Telafdnica will pass
around 2.4 million hames at a pace of 200,000 units a month ending 2016 with 16.2 million
passed homaes, It plans to extend its FTTH netwark to all munlicipalities with a population of
over 1,000 by 2020.

in France, the incumbent Orange which Is deploying a similarly ambitious FTTH rallout plan,
has passed 1.1 million rew FTTH homes in 2014 ta reach a total of 3.8 million homes passed.
By 2019, France is gxpettad to become the second largest market for FTTH after Russia, as
Drange plans to caver 15 mitlion households by 2020,

The FTTH Council Europa has identlfied three key characteristics of the countries that have
achieved very widespread FTTH network deployments, such as Sweden, Spain and France.
* Firstly, they have put a strong emphasis on FTTH as an objective. Those
administrations have a clear target and seek to achieve it;
*» Secondly, appropriate Incentives have been created to encourage all operators to
invest in the technology;
* Finally each country mentioned above has ensured that the cost of deployment Is
minimised through the sharing of expensive passive infrastructure components and
avoided duplication of those passive network elements,

Why is the growth and development in FTTB/FTTH relevant to this review and the praspects
for the MANS? '

Qe Canlidentia
E © 2Mé Norcontel (lnthind) Ll
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In Ireland, we are well behind in terms of deployment of fibve in the access netwark.
However, that is about to change with rollout programmes announced and in progress by
SIRQ, eir and others. As stated above, one of the factors identifled in countries where there
are widespread FTTB/FTTH deployments is the cost of deployment. This can be minimised
through the sharing of expensive passive infrastructure components and avoiding duplication
of those passive network elements. These companents include duct and fibre cable. The
MANSs were designed and deployed to pravide these components but within the context of
operation as a carrier's carrier. The MANS witl either participate and benefit from the rolfout
of FTTB/FTTH in the areas where they are deployed or they will be bypassed and in time
become redundant

The rate of progress in other European cauntries wauld indicata that once the conditions and
snvironment are in place and the rollout is started, deployment can proceed quickly. With
the programmes already started here in Ireland, the next § -7 years will see major FYTB/FTTH
deployment reaching a large portlon of the population starting with extensive coverage in
cities and towns.

W Conildential
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Provision of Copsullancy to DLERA [ estondmp/rsadaring the MSE

3, ANALYSIS OF THE EXTEND/RETENDER OPTIONS FOR THE MSE
3.1 BASIS FOR ANALYSIS OF THE MSE IN THE MARKET

The starting point for this review of the analysis of the avallable options has heen the reports
and documentation provided by DCENR. The figures which farmed the basis far tha tables
developed by Narcontel in this report were taken from Excel spreadsheets pravided by DCENR
as part of the project documantation,

The lolluwing are the dotuments provided and reviewed:

1. Concassian Agreemneant for Phase | MANS, dated 29" June 2004;
1. Concassion Agreement for Phase i MANS, dated 8™ suly 2009,

These Agreements set out the contract conditions and in particular, provided the revenue

share percentages that apply and the requirements for reimbursement of reinvestmant
originally agread,

3, Copy of Stata Aid Decision by the European Commission;
4, Review of the Metrapolitan Area Netwarks MANS, dated November 2015,

. This Review provides the policy development and objectives in daveloping the MANS, the
current status of the MANSs, an account of interviews with service providers that are
customers of the MANSs to gat their feedback, an economic and financial analysis of the MANS,
an analysis of the options and a3 set of recommendations. Appendices provide additional
relgvant information on the MANs.

5. Analysis of the Options of Retendering/Extending the MANs Concessian Agreements,
dated February 2016.

This document presents DCENR's analysis of the extend and retender optians, lists changes
that have been agreed to the terms of the original concassien agreements and addresses the

extend or retender question under six headings including the financial aspects. The document
ends with a conclusion based on tha analysis undertaken.

This Report presents a review af that analysis in Chapter 4 below,
Also praovided and reviewed in the analysis and in compiling the Report wera the following:

6. A copy of the enet Threr Year Plan for the years ending December 2016 - 2018;

7. Apaper ‘Re-Enhancement Expenditure on the MANS' from Enet, dated 23" August
2010;

8. Excel spreadsheets which provided the histarica) Financial data from anet and

projections developed by DCENR used to produce tables in the Analysis document
listed above as liem 5.

Norcontel based its analysis in this review on the background information provided in the
documents listed, an the financial data provided in the Excel spreadsheets and on other
information and clarifications provided by e-mall and directly In meeting with DCENR.
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Using this data, Norcontel developed scenarios described in tables in the Report to compare
the outcomes from the extend and retender options and to arrive at a preferred option.

3.2 MODEL SOME SCENARIOS FOR MARKET DEVELOPMENT TO 2030

Using the baseline of the existing MSE pasition, Norcontel has developed some projections
far the market to 2030. These projections are based on a number of assumptions and other
assertions.

The MANs were originally conceived and implemented to address a market lailure: the
absence of competition in high speed services and the unavailability of infrastructure 1o
fadilitate service providersin developing and delivering services outside of Dublin. This refars
particularly to the unavailability of dark fibre networks or duct to deplay high speed sarvices.
The State, thraugh the MAN programmes, invested approximately €180M in deploying the
MAN Infrastructure comprised of duct networks, fibre cables and co-lacation centres serving
mainly business areas, businass parks, public bulldings and educationsl Institutions in cities
and towns. The MSE was appointed following an open competition to manage the MANs on
an open aceess basis on behall of the State.

The gurpose of the investment by the State was not principally to get a direct financial return
on the Invesiment although there was a requirement to avold further commitment of public
funds. It is expected in any case that the economic return ta the State in facilitating
competjtive services in the various locations woutd support the expansion of employment
and of new investment in areas served and that these indirect benelits would be a multiple
of any direct financial return. The main purpose was to address the market failure and lack
of compelitive services. However, part of the benefit in effectively managing the
infrastructura is that the State can get 3 financlal retura in accordance with the Concassion
Agraement on the Investment mate. In the context of this study to select the better option
of extending the current Cancession Agreement or retendering to appoint a replacement
MSE, the finandal returns to the State are 3 consideration. These financial retusns are
comprised of cash payments and enhanced MAN networks.

The development of the MANSs has been successful in addressing the market fallure and lack
of competition that was identified as the prime driver for the project. The networks have
heen built, are being managed on an open access basis facilitating service providers to offer
a range of services, are being used by a range of service providers to dellver services to
businesses and residentlal customers, are generating an operating profit and making a
madest cash return to the State. It could ba argued that the fact that the infrastructure has
not been replicatad by other Network Operators is also a measure of its success. However,
this may ba reflective of the long payback period and the still modest damand from service
providers. Also it can be expacted that the difficulty in duplicating duct networks in town
centres and business areas already served with open access networks and perhaps also
served by the incumbent infrastructure would b2 an added barrier to any Network Operator
contemplating a compating Infrastructure, This, however, may be about to change as the
momentum graws behind FTTB/FTTH, The configuratian of thesa networks may be different
from the MAN model and/or they may rely on use of the MAN infeastructure in building the
FTTB/FTTH netwarks,

The model for the MANs was to provide the middle mile infrastructure. There were
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altarnative backbone networks available and the economics ol providing backbone netwerks
and setvices, particularly between the larger citles and towns, was more attractive for
Network Operators although it did take some time befare ail the MANs had access to
backbone netwarks. This left the access portion or drop connaction to the customer to be
provided. As originally envisaged, this would be provided by the service providar or by the
MSE but funded by the service provider. it would appear that the cost of provisian of the
access or drop connection proved ta be a barrier to a greater take up of services. This is
particularly the case with SMEs and residential custamers. (Restdential customers in general
are now very refuctant to pay far coninection. This is reflected in the advertisad offers from
service providers offering bundled services with no connection fees, and 3 or 6-month fren
or reduced rate propositions as part of an 18 or 24 month cantract). Corporate or large
entarprises ara much more likely to accept tha cost of connection and are more concarned
about avallahility, reliability and (lexibility of the service being provided, Although access ar
drop cannections for farge entities and public buildings were provided as part of some
original MAN deploymants, the small number of drop connactions in many of the MANs,
particularly in smaller towns, suggests that the cost of providing the drop connection {s stiil
a barrier to a wider take up of services,

This lack of access connection or the cost of provision has been recognised by enet and It has
addressed this by deploying FTTB, enet ‘fibradirect’, in 4 locations: Kilkenny City, Ardee,
Claremaorris and Loughrea. While the premises served are limited and appear to be those
directly adjoining the route of the MAN duct/fibre natwork, this is 3 positive development i
continued to other locations and if the footprint of the areas served is increased.

f

In developing soma possible scenarios and related models, we will explora the outcome of
increased invastment In the networks. This will be based on the fallowing assumptions:

1. The Concession Agraements will be extended to terminata at the same date, As they
currently exist, Phase | terminatas in 2020 white Phase Il ends in 2024, Differing revenue
shara and investment conditions apply. It would be beneficial from a management and
administration viewpoint If not only both agreements would end on the same date but
that that similar revenue share/investment conditions applied, This will depend on
negotiations with the MSE and it may nat be possible to reach agreemant but in any case,
as a mintmum, it Is assumad that both agreements end an the same date. In the case of
the retender option, having separate tender processes for Phase | and Phase Il would nat
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only be very complicated but is likely to yield a sub-optimal result,

In considering the extension option, the extension period considerad 15 the maximum
while still atlowing both agraements to end on the same date. This means both end in
2030 with a 10 year extenslon for Phase | and 6 years for Phase ) MANs. The provision
of duct networks is a long term investment with a long payback pariod, designed to last
in excess of 30 years, The high cost of provision and the extended period in getting a
raturn Is ona reason why new entrants to the market are reluctant to bulld their own
axtensiva duct networks unless they have commitled customers with a high spend ta
whom they can provide services. The payback on cable is much shorter and the life of
the cable is subjact to developments in cable technology and in the delivery of services.
Uncertainty about the passibility of or the length of an extension to the Concession
Agreement will increase the risk for the M5E, will affect the expacted payback and so will
influence the leval of Investment in enhancing the networks. A short extension to tha
agereament will mean that the horizon for investment is restricted. A full 10/5 year
extenslan Is therefore assumed when considering the extension option.

In erder to remaln relevantin the market, the networks will need to be enhanced to meet
the demands that are emerglng. Up to now, the requirements for broadband services by
mest SMEs and rasidential customers could readlly be met by providing broadband rates
up to 100Mbps. These have baen delivered largely by FTTC/VOSL technology with the
final link delivered over eir's copper loop. Requirements by corporate custamers and
otherlarge entities for greater bandwidth or for mare diverse and available services were
generally meat by specilically designed solutions usually provided on fibre networks. The
environment is now changing. The limit on what can be delivered over the capper loop
has been reached, The emerging services, either "quad play’ In the home or increased
use of cloud delivered services for business, require a fibre infrastructure: £TT8 and FTTH.
Whereas the MSE has provided drop connections on demand to serve business
customers, the market is now changing to a mass markat. Customers both SME
businesses and residential customers that cusrently kave high speed broadband wilt
migrate to a service delivered aver FTTB/FTTH over the next few years. The pace at which
this will happen will depend on the competition in the market and the willingness of the
main stakeholders to invest the necessary resaurces in deploying FTYB/FTTH natworks.

The market in Ireland is in the early stages of deployment of FTTB/FTTH. It Is expectad
that it will take 5-7 years ¢to reach 805 of businesses and househalds. The adoption of
the services by customers, business and residential, wifl follow the usual technology S-
curve for adoption of innavation as was the case with the adoption and expectation for
DSL broadband. Deployment of fibre in the Irish market is at the beginning of the ‘scale’
portion af the curve.
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Paint of Diminishing Returns
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S. M the MSE is ta rermain relevant in this market, then it will have to Increase the scale of
the investment in the access or drop connections, This may also require some redesign
of how the drop connections are deployad.

6. However, the current MSE will have no certainty that, when any extension to the currant
Concession Agreement ends, that it would be successfulin a retender situation, The MSE

wauld therefore want to maximise its ravenues in the period of the extension, up to
2030,

Three scenarlos are explored as fallows:

Seanarlo 1: This is the optimistic scenario and is characterised by:
= High demand for MAN services;
«  Success by the MSE in gaining market share;
« Increased investment for a perlod by the MSE;
s High growth In revenue.

Scenario 2: This is the modest scenario and is characterised by:
*  Madest demand for MAN servicas;
¢ Some sutcess in gaining market share;
* Same madest increase in investment for a period by the MSE:
* Some growth in revanue during the market expansion period before dacreasing

Scenarlo 3: This Is the least optimistic scenario and is characterised by:
o Little or no demand for additional MAN services;

* Intense competition from other network providers and migration of existing
tustomers to competitors;
¢ Decreasad investment by the MSE;

¢ Revenue peaking and decreasing significantly aver the cancession pariod.

These scenarios are illustrated for the extend option in the remainder of this section by
projections shown in Tables 1, 2 and 3 with commentary, fellowed by a camparison of the
outcomes in Table A.
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Scenario 1

In Scenario No 1, we have assumed that the MSE sdopts tha approach of increased
invastment in the immediate future so as to be In 2 position to be campetitive in the
‘compete’ portion of the curve. An increased rate of investment in tha next $ years once the
question of the extenslon to the Concession Agreement is settled is assumad. There is a
corresponding increase in revenue as, in this optimistic view, the MSE competes for new
business and {s successful in sacuring a portion of the develaping market, Investment will
tail off as end of concession approached in 2030,

Projected MAN performance based on extending Concession Agreements to 2028

Table 1 illustrates the outcome af a high level of growth in investment by the MSE ta avail of
the anticipated incseased demand for fibre infeastructure from service providers to deliver
high speed services to businesses, SMEs and residential customers. It shows anincreased leve)
of MAN investmant over the period 2017 tg 2021, remaining at the increased fevel for 2 years
bafore decreasing significantly by 2029. Asthe end of the Concession Agreement zpproaches,
It is anticipated that the MSE will reduce the annual investment in the networks. The
increased MAN investment shown is In the provisian of drop connactions and MAN axpansion
to eater for an increased demand for sarvicas In this paricd. The increased MAN investment
is anticipated to ba in parallel with significant investment in the sama period in a programme
of FTTB at the MAN towns [as enet has already dane for 4 towns) which is not shown in the
table.

The DCENR costs associated with Phase |l remain as per current contract. The dawback

provision for 10 years applies from 2020 Lo 2029 and, together with the DCENR casts, slightly
exceed the projected revenue share for the period.

The total revenue is projected to grow significantly aver the perigd to 2025, based on the
anticlpated take up of businesses and 5MEs of broadband services delivered on drop
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connections and on FTTB, and on the use of the MANSs by ather service providers to reach
their customers with expanding services using the MAN infrastructure, e.g. Virgin, SIRO in
same araas where It s more cost effective than develoging their own network infrastructure
and possibly eir in some areas where their duct or fibre network is exhausted or insufficient.

Itis anticipated that the total revenue and revenue growth will ba affected by the following
factors as the penetration of FTTB/FTTH reaches a threshold:

s  With the Increasad lavel of competition arising from other Network Operators ralling
out flbre In FTTB/FTTH programmas, the price of the end product will decrease just
as the price of broadband delivered over copper [D5L] has dropped;

=  As the price of the end product decreases, the price paid by the service praviders to
the MSE for the fibre infrastructura will also decrease.

The level af net profit is also anticipated to fall as the length of the drop connection increases
and the MAN Faotprint has to be axpanded to cater for demand. Initially, the businesses and
premises within immediate access of the duct route will ba connected with drop connections.
These are the least costly to connect and revenue generated by providing services to them

can help fund the cost of connecting businesses further away where perhaps duct has ta be
laid,

Scenario 2

Scenario 2 is based on a more cautious approach and a modest increase in investment by the
MBSE. It depicts a marginal annual increase In MAN investiment for the period 2017 to 2020,

maintaining this level for a period befare reducing the investment as the end of the
concession approaches.

Table 2- Projectad performance of the MANS 2016 ~ 2029, modast investment growth

Table 2 illustrates modeast growth in invastment by the MSE over the period 2017 to 2022,
remaining at the increased (evel before decreasing significantly as the end of the Concession
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Agreament approaches., The DCENR costs associated with Phase Il remain 3s per current

contract. The clawback provision for 10 years applies from 2020 ta 2029 and together with
the DCENR costs exceeds the projected revenue share for the periad.

Scenario 3

Scenario 3 is a low growth outlaok with strong competition from other infrastructure
providers. SIRO has begun a programme to roll out fibre to homes and businesses in S0 towns.
These towns in many cases coincide with the towns where MANs have been degloyed. In fact,
all Phase | MAN towns with the exception of Dungarvan, Manarhamilton and Gweedore are
fov the list of SIRO towns. The announced plan Is to have fibre (afrastructure in place in these
towns by end 2018 and reach 500,000 homes and businasses at an estimated cast of €450m.
The network will also ba avallable an a wholasale basis to other service providers.

In addition, eir has begun a FTTH roflout in some rural areas. Currently, =ir delivers broadband
in tawns over e-fibre/VDSL which can support up to 100Mbps depending an distance from
cabinet and condition of copper loop. It is expected that eir will also begin to roll out
FTTB/FYTH In towns in response to market demand for services that can't be delivered over
copper.

it is fikely therefore that in many of the MAN towns, there will ba Intensa competition both
for businesses and residentlal customers. Up to now, the MANs have pravided the only fibre
infrastructure availabla to service providers competing with eir to allow tham to deliver
services, In the near future, the MSE will have to compete with two strong competitors to
gain new custerners and to retain its existing customers. The table below, Table 3, shows a
scenario where the growth In MAN revenue slows and stalls in the face of this competition.
Itis likely that margins will fall and some existing service providers that currently use tha MAN
Infrastructure may migrate to ane of the alternate networks. This will depand on the pricing
policy of the MSE and whether it will compele aggressively with the competitors.

Table 3- Projected performance of the MANs 2016 - 2029, least optimistic outlook
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Table 3 llustrates maintained investiment by the MSE ovar the early years, a gradual decrease
for 5 years before dacreasing significantly as the end pf the Concassion Agreement
approaches. The OCENR cosls associated with Phase Il remain as per current contract. The
clawback provision for 10 years applies from 2020 o 2029.

A summary and comparison of the rasult of tha 3 scanarios above are presented in Tabla A:

3.3 APPLY THE RETENDER OPTION TO THE OEVELOPMENT SCENARIOS

In the previous section, three scenarlos were examined based on the stated assumptions
ahouw investment levels, revenue growth 2nd market development, These scenarips were

applied to the extend option where the current Concession Agreements were extended o
030,

in this section, the option of retendering to select an MSE for the next period Is examined.
The three scenario, optimistic, modest and least optimistic, will be applied and the financial
impact astimated.

Tha current Concession Agraements expire in 2020 for Phase | and in 2024 for Fhase . As
stated abave, thera is benefit in having the concession agreements terminating at the same
date. This would mean less administration and, in arganising a tender compatition, would
mean that a single tender could he lssued far both Phase | and Phase Il. Because the revenues
generated by Phase | MANS are a multiple of thosa generated by Phase §1, combining into ane
lot would make it easier to ensure interest by biddaers. Otherwise there is a risk that Phase §t
MANS would again require a guarantead payment to caver management and casts or that
even there would be {ittle or no interestin Phase I,
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As things currently stand, to combine the two phases inte a single tender would require either
extending the Phase | agreement to 2024 to coincide with the end of Phase Il or arranging a
tender for bath fram 2020. This would mean negotiating a contract termination with the
incumbent enet for the remaining four years of Phase tl and paying compensation as (aid
down in the Concesslon Agreement,

The period from 2016 to 2025 s seen as one when there will ba significant development in
the FTT8 and FTTH deployment in Ireland. Ireland has been behind othar countries in the
deployment of fibre in the access network as described in the intreduction ahove, However,
that Is now sat to change with substantial prograrnmes for fibre deployment announced, It is
cruclal to the continued success of the MANS that the MSE is in a position ta respand to the
developments that are expected over the next 10 years if the MANs are to remain competitive
and relevant. However, if both Concession Agreemants are terminated in 2020, this Is likaly
to have a major impact on the level of investment in the networks over the next 4 years. The
turrent MSE would argue that there is insufficlent incentlve to invest In enhancing the
networks from now to 2020 as there is no opportunity to earn a return. The MSE would
probably limit any investment for the remaining 4 years to the minimum required to maet its
contractuat commitments, if thase have not already been met. Apart feam the likely reduced
Investment In the period, there is ais0 likely to be a migration of some existing customers to
other infrastructure praviders as the current MSE would be unable te provide any guaranteas
about continulty of service at the end of the concession. A possible change of MS5E will add
to the uncertainty and some custamers may prefer an altesnative provider. The loss of
investment during the 4-year wind down periad would put the subsequent MSE at a
significant disadvantage In the market compared to the other Network Operators that will
have had & 4 year head start in network deployment and in establishing 3 market share. This
disadvantage may navar he raversed as the MANS address a specific portion of the market,

i.e. businesses in the MAN towns, and cannat easily refocus on other markets to recaver any
last opportunity,

For these reasons, the preferred start date for a new concesslon agreement in a retender
scenarlo, and for the purposes of fairly addressing the impact of adopting such an approach,
is 2025 rather than 2020. The tables below showing the estimated investment and revenues
are based on extending the Phase | agreement to 2024 to coincide with the expiry of Phase (i,

The following assumptions have been applied:

1 The Phase | Concesslon will be extended to 2024 with existing terms and conditions;

1. The Phase Il Concessian will continue to expiry in 2024 with the current terms and
conditions;

3. The retender option will apply for the pariod 2025 to 2040;

4. Tha investmant fevels and the revenues will begin to diverge from those applied in
the extend option from 2020 onwards hased on tha shortened horizon available to
achieve a return on the investment;

S. There will be a reduction in the investment by the MS€ as the end of the contract
approaches in 2024;

6. Phase ] and Phase Il will be treated as ane (ot for the retender and a single set of
payment candibans wilt be apphed with the revenue shace based on the existing
Phase Il terms. The clawback will apply to the final 3 years.
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Tablas 1, 2 & 3 zbove illustrate the projectad performance of the MANSs under the extend
option for the period 2016 to 2029, In order to be able to rmake a direct comparison between
the returns from the extend and the retender options, the tables below for the retender
option must also begin in 2016. An adjustment will be made later to the comparison 10
account for the years 2030 to 2040 In the extend case.

As in tha case of the extend option, three scanarias for the retender option are explored and
{Hlustrated in Tables 4, 5 and 6: optimistic, madest and least optimistic.

Stenario 1

Vhe first scenario describes a period starting from 2025 where, following expansion of the
fibre networks during the period from 2017 1o 2022, the market has now reached saturation
with little opportusity for further network expansion, particularly In tha urban MAN areas.
This scenario is based on an annual growth of 1% in revenue if the MSE can provide same
additional and innovative sarvices and investment in the networks gaverned by the terms of
the Concession Agreement: 1% of pravious year's revenue,

From 2016 to 2024 the follawing Is expected to oceur:

¢ The investment levels and the revenues will begin to diverge from those applied In
the extend option from 2020 onwards based an the shortened harizon available to
achieve a raturn on the investment;

¢ There will be a significant reduction in the invastment by the MSE as the end of the
contract approaches in 2024;

e HRevenue will peak in 2020 befare declining as some customers are lost to
competitors.

From 2025 with a3 new MSE and a naw Concession Agreement in place, tha following
conditions have been applied;

e Marginal growth in revenue: 1% per annum
New concession terms: Phase | & Phase Il combined in 1 lat, revenue shace as per
current Phase Il agreement with a minimum revenue shara of €950K per annum;

s Tha management fee of €1.2m, which is part of the Phase Il Concession Agreement,
no longer applies;

= MAN invastment dictatad by terms of Concession Agreement: 10% of previous

year's revenue.
This is shown in Table 4 below.
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Scenario 2

The second stenario also describes the perlod 2025 to 2040. This scenario shows an annual
gradual decrease in revenue as the prices for services come under pressure from competition
and the MAN; addrass a limited portion of the markaet. The investment In the networks is
governed by the terms of the Concession Agreement andgradually decreases in line with annual
revenues,
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Fram 2025 the following conditions have been applied;
* Low declinein revenue: reducing by 1% per annum;
® New concession terms: Fhase | & Phase Il combined in 1 lot, revenue share as per
current Phase Il agreement with a minimum revenue shara of €950K per annum;
* The management fee of €1.2m, which is part of the Phase )l Concession Agreement,
no longer applies;
¢  MAN investment dictated by terms of Concession Agreement: 10% of previous year's

revenue.
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Scenario 3

The third scenaria shows an annual decline in revenues as competition causes consolidation
in the market and margins fall. Tha stronger sesrvice providers galn market share at the
expense of the smaller players and this is reilected in falling revenues for the MANSs.

From 2025 the following conditions have been applied:

o Dedline in the revenue year-on-year: declining by 2.5% per annum;

* New concession terms: Phase | & Phase Il combined in 1 fot, revenue
share as per current Phase i agreement with a mlnimum revenue share of
€950K per annum;

s The management fee of €1.2m, which I$ part of the Phase }l Concession
Agreement, no longer applies;

¢ MAN investment dictated by terms of Concession Agreement: 10% of
previous year's revenue.

L9

Table & - Projected performance of the MANS 2016 ~ 2040, retender option, least optimistic
view
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The revenue projections shown in Tables 4, 5 and 6 present a reasonable reflection of the
competitive environment and the position of the MSE In the market. The MSE is expected to
adapt a very cautious approach to MAN investment from 2016 to 2020, This will be followed
by a period coming up to the end of the concessian in 2024 when all unnecassary investmant

will be avoided while new entrants to the FTTB/FTTH business will be ageressively rolling out
infrastructure and marketing thair services.

For all three scenarios, there is expected to be a decling in revenue akier 2020 until the end
of the concession periad In 2024. The fallowing factors will contribute to this declina:

The MSE will limit any investmant for the rematning 4 years to the minimum raquired
to meet jts contractual commitments, if these have not already been met;

The approaching end of the contessian period will alfect major customers where the
MSE will not be able' tw offer contracts beyond 2024 and this uncertainty will cause
customers to migrate ta ather service providers that can offer better deals, e.g. 5-
year terms;

The emphasis of the MSE will shift to reducing costs, for example, reducing advertising
and marketing spending. This will be at a time when competitors will be aggressive
in marketing and In offering better deals for multi annual contracts;

As the revenuesdecline in the 2020 ~2024 period, the focus of the MSE management
will change to other business areas where growth in revenue and better returns are
possibla, compounding the effect of the ather factors.

A summary and comparison of the result of the three scenarios above are presented In Table
B far the periad 2016 to 2040:
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3.4 COMPARE THE EXTEND AND RETENDER QUTCOMES AND CHOOGSE A
PREFERRED OPTIOMN
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Table C: Camparison of the extend and retender positions in 2029 for the 3 scenarios

The Total Revenue, Net Profit and MAN Investment figures for tha yeass 2030 te 2040 would
ba more beneficial in the case of a retender for appointment of an MSE from 2030 than those
projected for those years as shawn in Tables 4, S & 6 (the retender option fram 2025), There
would a consequential benefit to the State with an Increased revanue share and incraased
MAN {nvestment. These benefits arises bacausa the investment enviranment in the sxpacted
growth period {2017 - 2022) Is mora favourable from the perspective of the MSE if the
ratendered pariod is delayed to 2030 rather than 2025, Le, the MSE has a longer peried to get
a return on the investments made. The beneficial effects, higher markat share and higher
revenues, of increased investment in the growth period carries an through to 2040,
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For each of the 3 scenarlas, the total revenus, net profit, investment and concession fee is
more beneficlal in the extend case than in the retender option.

The factars that contribute to the difference batween the extend and retendar optlons and
tha mare beneficlal position far the extend aption are as follaws:

The next 5-7 years are anticipated to be a period of strong growth in FTTB/FTTH
networks. This period will prasent a once-off opportunity to expand the MAN
utilisation, increase MAN coverage, gain market share and increase ravenue;

The figures for revenue for the extend option aver the period 2017 — 2024 {llustrate
the estimated outcomes for three scenarios of the MSE participating aggressively in
the markat and compeating with other netwark operators rolling out FTTB/FTTH
networks;

The anticipated belter position, when compared to the retender option, arise from

" the MSEbeing In a positlon to compete and to lnvest during the growth peried in the

knowledge that there is an opportunity ta gain a return on investment {until 2030);
The MSE is in a better position to retain existing larger customers by offering longer
cantracts {5 — 10 year contracts with better commercial terms) and to markat similar
contracts to potential new large customers;

The MSEis in a better position to offer guaranteed services to other service providers
that are rolling out FTTB/FTTH networks;

The extend option provides the MSE with the opportunity to benefit substantially
from investment made aver the period of high market growth by fully engaging in the
market possibilities while in the retender option, the focus will be on maximising a
return an investments already made before the cancession expires;

The revenue figuras also shaw that the starting market position of a new MSE (for the
retender concassion periad of 2024 - 2040) is significantty lower that for the
corraspanding extend pasitian in 2024. This loss of market shara will never be
recavered as the period of market expansion and high revenue growth is expected to
come to an end about that time.

The DCEMR costs are the same for both options. These are the costs that arise In 2009 = 2024
for the Phase It MANSs under the current Concession Agreement, These casts may be reduced
in negorlation with enet on extending the current contracts. Any reduction will affect both

options

to the same extent.
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Caomparisen nf net benefit to the State

[Note; (n tha retender option shown In Table F, it is proposed that the concesslon start date
is 2025 rather than 2020. As outlined above, the period from 2616 to 2025 Is seen 25 ane
whan there wlill be significant development in the ETT8 and FTTH deployment in Irgland. Itls
cruclal to the cantinued success of the MANS that the MSE Is in a position to respond to the
davelopments that are expected aver the next 10 years If the MANS are ta remain com petitive
and relevant. However, If bath Concession Agreements are terminated in 2020, this is likely
to have a major impact on the level of investment in the networks over the next 4 years. The
current MSE would argue that thera is insufficient incentive to invest in enhancing the
networks from now to 2020 as thare is no opportunity to earn a raturn. The MSE would
probably limit any investment for the remaining 4 years to tha minimum requiced to meet its
contractual commitmenis, if these have not already been mat. Apart from the likely reduced
investment in the period, there is also likely to be a migration of some existing customers to
other infrastructure praviders as the current MSE would be unable ta provide any guarantees
about continuity of service at the end of the concession. A possible change of MSE will add
to the uncertainly and some customers may prefer an altarnative grovider. The loss of
investment during the 4.year wind down period would put the subsequent MSE at &
significant disadvantage in the market compared to the other Network Operators that will
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have had a 4 year haad start in network deployment and in establishing a market share. This
disadvantage may never be reversed as the MANSs addrass a specific portion of the market,
i.e, businesses in the MAN towns, and cannat easily refacus on other markets to recover any
iast opportunity, For these reasons, the preferred start date for a new concessian agreement

in a retender scenario, and for the purposes of fairly addeassing the Imaact of adopting such
an approach, is 2025 rather than 2020).

Summary and conclusfan

To summarise and condude this financial znalysis, thera are two options available in relation
to the Concession Agreements far tha MSE: extend the current agreements as allowed for in
the contracts or retender when tha current agreements expire or are terminated

IF the current agreemants are extendad, then they should be extended ta the maximum so
that there will be no disruption to the existing successful operation of the MANs, no
interruption to the Investment in extenslon of the MANs, no signiflcant reduction in
investment 2s the end of the concassion period approaches and no diversion of focus by the
MSE during the critical period of expansion of FTT8/FTTH, expected to occur over thenext 5

ta 7 years. Extending the current agreements to the maximum give the best prospect of thesa
conditions being mat.

{if the current agreements are extended to 2025 and not ta 2030, then it is likely that the
factors listed above, i.e. Interruption to the Investment in extension af the MANS, significant
reduction in investment as the end of the concession period approaches and diversion of
focus by the MSE during the critical peried of expansion of FTTB/FTTH, will occur from 2020
onwards or even before, This is the time when maximising investment by tha MSE to secure
market share should be taking place, In addition, by not extending 1o the maximum possible,

the State reduces its leverage over the MSE in negotiating revised terms for the extension
period).

If the eptian to retender is chosen, then the preferred start date for a new concession
agrezment Is 2025 rathar than 2020 {as autlined in the Note above),

This Report analyses the two options, extend or retender, using three scenasios: optimistic,
modest and least optimistic and projects the financial cutcomes for each. These outcomes,
showing the net benefit to the State, are presented and compared in Table F,

Table F shows that the net benefit to the State Is projected to be significantly better for the
extend rather than for the retender optlon. The conclusion of the financial analysis of the
options, using three scenarias to check the sensitivity of the outcome, Is that extending the
turrent concession agreemants 5 the more beneficial optian for the State.
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Provision of Consultancy to DCENA for e pfictandeeing sha PMSE

4, COMMENTS ON  ‘ANALYSIS OF THE  OPTIONS  OF

RETEMDERING/EXTENDING THE MANS CONCESSION AGRCEMENTS'
DATED FEBRUARY 2016

4,1 INTRODUCTION

in addition to examining the options of extending and retendering and recemmending a
preferred option, the Terms of Reference also requires » due diligence exercise on the
assumptions made by DEENR. The analysis by DCENR is presented in the document *Analysis

of the Qptians of Retendering/Extending the MANs Concession Agreements’, dated Februasy
2016.

Following the Introduction and a summary of the status and changes which have been agreed
to the Concession Agreements, the document analyses the decision on extend or retender

under 8 number of headings: Pelicy, Relevance and Market Development, State Ald, Legal,
Administrative and Financial.

The main focus of this review af the analysis is on the financial considerations and on the

assumptions used in the analysls. However, the following brief comments are made on the
other araas.

Policy: Norcontel agraes with the ratianale and the conclusion presented.

Relevance and Market Development: Norcontel agrees with the conclusion presented.
State Ald: Norcontel accepts the analysis and conclusion,

Legal: Narconte! accepts the conclusion presented.

Administrative; Norcantel accepts the analysis presented and the conclusion reathed.

4.2 THE FINANCIAL ANALYSIS

This section of the decument examines the Rnancial aspects, presents soma projections,
compares the financial outcomes from the extend and ratender options and reaches a
condusion based on the analysis,

{Note: All references to tables, e.g. Table 1, in this section of this report refer to the tables in
the DCENR analysis document unless specifically statad otherwlise)

4.2.1 The Extand Option

5 Confidyntial
bl © 2016 Norcanted {fevland) Lid
NWAINIT) DCINR %475 Repor) vo endencng_retendering the MSE for e Pape 28 of 30

MANs s A



Table 2 shows a continuation of the trend In inproving total revenus and a slight annual
decrease in investmant for Phase | up to 2020, The trends are established fram the 3-year
enet plan for 2016 — 2018, As anticipated, as the end of the Phase | concassion approaches,
the level of investment will decrease. The figures shown reflect a stable situation where the
concesslon terms are applied. The impact of changes to the situation are not shown, for
example, anticlpated market changes ar the effact of the approaching contract end. While it
provides a basis for comparing tha current positlon and projections to the end of the
concessions with the original forecasts for ravenues, it may be mare beneficial to examine the
impact of adopting either of the options, extend or retender, and analyse these in detail. This
is done in (ater tables in\he document.

In examining the extend option, the document discusses the options available in extending
the terms of the existing agreements. The goal is to align the two phasesinto a single lot and
the document lists the benefits in so doing. The various options in terms of length of
extensions are explored. The arguments presentad are convincing and all further analysis by
Noarcantel has been done en the basis that the extend option means an extension to the
agreements which align their end date and bring both to the latest date allowed, i.e.
concluding in FY 2029.

The analysis of the retendering option is based on a new concession period of 2020 ta 2040.
The analysis In Tables 9 and 10 present the outcomes from 2 retendering positions for the
pariod 2020 to 2040. Norcantel considers that an alternative perlod from 2025 to 2040 would
be preferable for the raasons presented earlier in this report and repeated here:

“The period from now 2016 to 2025 is seen os one when there wil be significont development in the
FTTE and FTTH deployment In irelond. Irelond has been behind ather couniries in the deplopment of
fibire In the access network as described in the Introduction above, However, thot is now sec to change
with substontiol progrommes for fibre deployment annaunced, It #s crucial to the continued suceess of
the MANS that the MSE Is in ¢ position to respond to the developments thot ere expected over the next
10 yeors if the MANs ore to remain campetitive and relevant. However, if both Concession Agreements
ore terminated in 2020, this Is likely to hove o major impoct on the level of investment in the netwarks
over the next 4 yeors. The current MSE would argue thot there is Insufficient inceative to invest fn
#nhoncing the networks from aow to 2020 os there Is no opportunkty to earn a return. The MSE would
probohly imit any investment for the remaining 4 yeors (o the minimum required to meet its controctual
commitments, if these hove not olready been met, Apart from the likely reduced invesement in the
period, there is also likely to be 0 migrotion of some existing customers to others infrastructure providers
as the current ME would be unable to provide eny guaruntees about continuity of service at the end of
the concession. A possible change of MSE will odd to the uncertainty ond some customers moy prefer
ot olternative provider, The loss of investment during the 4-yeor wind down pariod would put the
subsequent MSE ot a significant disadvantage in the market compared ta the ather Network Operators
that will have had a 4 year heod stast in netwaork degloyment and In estoblishing o market shore. This
disgdvantage moy never be reversed as the MANe oddress o specific portion of the morket, i.e.
businesses in the MAN towns, and connot epsily refocus on other moarkets to recover any lost

opportunity. For these reasons, the preferred start date for e new cancesslon ogreement is 2025 rother
than 2020.”
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Table 4 presents the projected performance under existing contractual obligations for the
period 2021 to 2029, The stated assumptions ace:

a  Phase Il payment terms will cantinue as they are until 2024 and cease thereafter;

= Revenue share conditions which currently anply will continue to 2029;

*  Thenvastment figures increase evenly by « K per annum from 2021 - 2029;

* Theclawback has revarted to the original final 3 years of the concession pericd.

The document states that Table 4 can ba taken as a baseline against which to consider the
{inancial cbjectives of the negatiations an extending the present tarm. The assumptionstisted
on which the calculations are made are reasonable on that basis (although the documeant
presenting the conditions associatad with reverting from the current 10-year to the original
3-year has not been provided to Norcontel),

The need for a baseline against which to judge any changes that can he negotiated Is agreed.
The very steady Increass in investment and incremental increase in revanue reflects a very
stable outlock for the period in question. In our analysis, Norconte! has taken the view that
very significant changes will octur in the market particularly in the period 2017 10 2022 which
will continue to have an impact for the following years. In our analysis, different scenarios
have been developed to assess the impact this may have an the extend or retender cholca.
The figures presented in Tabla 4 and subsequent tables, Tables § & 6, which examine the
impace of 2 differant negotiation positions may be regarded as anather scenario which
describes developmants in the period 2016 - 2022 and which have total revenue, net profit
and revenue share figures in Table 5 clase to what Norconte) has described as the ‘modest’
outlgok. The MAN investment figures and, as a consequence, the concession fee are
conslderable higher in the Narcontel case based on the expectation that thera will be a
tompatitive and expanding market in the 2017 - 2022 period before maturing from 2024
enwards. (Therais a step raductian of 50% in investment between 2020 and 2021 In Table §
that is not explained). The DCENR costs and the inherent lability figures in the Norconta!
tables show the current conditions while in the Tables 5 and 6, the DCENR analysis shaws the
improved negotiatian positions where the €1.2m annual management lee for Phase It has
been negotiated out as part of the agreemant with enet on an extansion to 2029, The
clawback provision has been revised ta the original 3-year term.

There is a clear and quantifiable beneft to the State in negotiating more favourable terms
with enet for agreeing to extend the current agreemants. However the actual benelit will
depend on what can be achieved in negoliations, The negotiatian positions described in

Tables 5 and 6 provide areasonabie tasget for Improving the return to the State the extension
nagotiations.

4.2.2 The Retender Option

The document proceads to analyse the performance of the MANs under tha Retender option.
Tables 7 and B examine the impact an enet of the concassion agreements ending in 2020 for
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Phase ) and in 2024 for Phass I

Table 7 lists the tmpact under 7 headings and provides the enet rationale. The DCENR analysis
under each heading provides the Department’s assessment.

Enethas provided a datalled spreadsheet quantifying the expacted impact lor each year from
2016 to 2024.

Norcantel agrees that there will tre an impact on revenue and investment if the contracts are
not extended. The investment horizan and the opgortunity to gain a return if the congessions
expire In 2020 and in 2024 In accordance with the current contracts is quite different from
ane where beth are extended to 2030, Norcontel also agrees that the factors listed in Table
27 contsibute to the magnitude of tha impact. However estimating the extent of the impactis
very subjective. The following comments are added:;

Customer Strategy: Uncertainty is expactad to have seme impact especlally on major
customers, However, customers may rationalise that, while the MSE may change, that DCENR
will have made the arrangements for a replacement MSE to ensure continued availability of
the MAN infrastructure and services.

Lateral Payback: Accepted that the length of the payback period has a majer bearing on the
willingness toinvest.

Cantracts: This is related to previous point, Emphasis will be more on short term returns
rather than on long term passibilities.

SIRO: This Is related to customer strategy above, SIRO, eir and others will implement their
chosen strategy and decide on use of MAN facllitles in their own interest.

Management refocus: Agreed that maximising returns for the remaining concession pariod
would be the most likely abjective. Management may also consider the passibility of being
suecessful in a ratender competition,

Brand: While enet and the MANs may be synonymaus in the eyes ol the general public ta the
extent that these matiers are of interest, the telecommunications industry, the carriers and
service providers that use the Infrastructure are likely to have a deeper awareness and
understanding of the situation. Any replacement MSE wonld move quickly to establish its
name as the MAN aperator in what Is 3 limited carrier and service provider target market.

FTTB: Accepted that major expansion of investmeant will most likely not occur in final years
of concession contract.

In considering these factars, It is accepied that they will have an impact on investment and
revenue over the perlod approaching the end of the concession, Quantifying the impactis a
subjective exercise,

The lactors histed contribute to the environment in which the MSE operates. However it is
likely that other factors Jike market demand for services, strategy of infrastructure and
sarvice praviders, competition and aggression by existing and new entrants to the market

Q,; Cunfideniial
T © 2016 Korconted (frelond) Lul
WHIEEN D DCENR 9075 Report on extending,_ectondering the MSE foe the Page Wl 50

MaANs VA



will have a much more significant impact on revenue and investment environment. 1n this
case, it may be fruitless to try to estimate the impact of the individual factors with any
precision. A more productive approach may be to apply a figure to cover the overall impact
and perhaps perform some sensitivity analysis on the outcoms.

1t may also be argued that, while these factors have an impact on tha revenue generated by
the MANS as the end of the concession contract approaches, corrasponding factors in tha
follow on concession perind can correct the negative impact. For example, the uncertainty
that customers may lee! as the concesslon end approaches will be replaced by the certainty
when a new concession has been put in place. More Importantly on the attitude of
management aof the replacement MSE, the management will be aware that the concession is
for a defined periad and the MSE must achieve its return on investmant in that perigd. The
MSE may choose then to front load the investment and aggressively putsus the market
appartunities early on in the knowledga that later Invastment deliver a poorar return. So the
management refocus listed by enet and the waning of the aggrassive growth strategy would
be balanced by an intensified growth strategy at the beginning of the new cancessian period
by the newlyappointed MSE. Any FTT8 investment foregone in the later days of a concesslon
may be at least partially compensated for by an increased Investment at the start of the
(ollowing concesslan period. In a stable and unconstrained markat, the lost revenue at the

end of ane puriod would be balancad by the increased revanue at the start of the following
period,

In summary, the factors listed in Table 7 will have an impact on revenue but the extent (s
subjective, They will be balanced, at least to some degree, by compensatory factors at the
start of the subisequent period and, in the cantext of comparing the financial outcomes from
the extension and retender options, a simiiar set of factars will inlluance the ravenue at ths
end aof the retender concession period correcting the balance. itis appropriata therafore ta
apply 3 correction in the projections for the concluding years of the concassion as DCENR has

dane but the extent of the Impact of these factors may be less than other anticipated changes
In the market enviconment.

The BCENR document gaes on Lo present the projected financial performance in the retender
context for the period 2020 - 2040,

Table 8 is based on the listed assumptions an growth rate applied, cost base, raturn based on

current terms, no management fee for Phase 1| MANs and en the original 3-year clawback
provisions,

It is stated later in the document that the basis for the analysis is the current MSE's
projections. Tha growth rate assumed and applied for the period 2025 — 2040 is 5% par
annum with the revenue doubling In that period. In our analysis, Norcontel has assumed that
by 2025 the market for FTTB/FTTH will have reached maturity and will have stabilised. On
that basis, the likelihood of consistent growth of 5% aver a 15 year period is considered low.
However we accept it as one possible scenario and review the cutcome accordingly. The net
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{In Table 9, thara is a 50% step increase shown in the revenue batween 2023 and 2024 which
is nat explained. If this is the result of same defined factors, then it would be helpful to include
an explanatian as a footnote to the table).

The revised revenue share, based an the current Phase 1 terms being applied, is shown in
Table 11 and the corresponding overall net benefit 1 higher than that for Table 9 at
about !

Although not presented in tabular farm, the financial benefits to the State are compared in
discussion in the document for the extend and retender options as follows:
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The DCENR analysis cancludes that in retendering OCENR will not achieve the same level of
benefits as covld beachieved through negotiated extensian of the current agraements. Based
on the assurpticns applied and on analysis presentad, Norcontal agrees with the conclusion
reached although Norcontel has taken an alternative view on the likely development of tha
market and the competitive environment especially over the period 2017 - 2025 and beyand,

Q._-. Cuonfidential
%_.-’ Q2086 Norcontel (Treland) Ll
NMCO TR GCLEMR HI73 lepon oa extending_rebendering e MSE fur Ve Page Mool 30

MANs_¥A



In chaosing ta extend the turrent concession agreements or lo retender, DCENR has an
opgortunity to modify the terms and conditions which apply ta tha agreements or, in the case
of the render aption, to set new ones,



5.2 RETENDER OPTION

If a retendar option is the preferred choice, DCENR propose the period from 2020 - 204G,
Norcontel has praposed that a retender from 2025 to 2040 would be preferable, However, in
either case, the concession contract may have revised or new terms. In this event, Phases §
and Il would be combined in one lot and a single set of terms and conditions applied.

in this case, many of the same arguments which apply for the extension optien akove would
apply here. Unlike the original MSE tender, operating and managing the MANS is now an
established business with a track record, a market profile, a market shara and sets of
accounts. These should assist both the bidders and DCENR is setting the terms unlike the

original case where only projections and estimates without any estabiished basis were
availabla.

The terms and conditions agreed with enet reflected the risk conditions in taking on this
contract, The demand risks are now more clearly defined and ara related to the outfook for
the market and competition in the market. Whereas the original terms were designed 1o
encourage investment and to get 3 revenue share for the Stats in what was seen as a
patentially expanding market, DCENR may also now have to consider how to deal with a
market that is expacted to reach maturity and possibly begin to decline in the period of a naw
concession 2020 - 2040,
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to avoid any terms that result in a liability that would be payable on expiry aven if bidders
insist that this is need to encourage continued investment.

On the other hand, there may be reasons to be concerned that the market canditions and
general environment, and the terms and conditions of the tender including the constraint to
operate exclusively as a carrier's carries, may result In 2 very limited number of bidders, This
will be viewed as a special niche area with limited appeal in a limited and perhaps declining
market at the time when a retender process is being adjudicated.

it Is unlikely that existing Network or infrastructure Praviders in the market here In Ireland
would be intarested in bidding because of the constraints of transparently providing open
access and of belng a carrier’s carrier assaciated with the MANs. Netwark Providers with
significant market pawer may be pracluded to prevent the perception of favouring dominant
players and falling foul of competition rules. There may also be a parception that such
providers may not be campletely unbiased and transparant in their dealings with alf service
providers. Smaller players that alreatdy have fibre network assets may express an interest,
e.g. Magner Telecom, and would not be perceived as having a dominant position in the
market. Aurara Telecom, which a division of Ervia, operates as a carrier's carvier spedalising
in dark fibre services would already have the necessary structures in place to operate and
manage the MANs infrastructure. Similarly €SB Telecoms already offer a range of services
similar to thase being provided by the current MSE.

It is possible that some private campanies, for example uility or property management
campanies, that have or could assemble the skills required to operate and manage the
networks, would see the tender as an opportunity to expand. However, sich companies

would have o he of a scale ts satisfy any financial prequalification conditions which the
tender may include.

Property management companias already active in the telecommunications sector are the
most likely to show interest. For example, campanies that acquire and manage radio mast
sites, developed high sites and manage rooftop hase statian city sites may see an oppartunity
1a expand their scope, particularly in the light of increasing demand for fibre connectivity at
mobile base stations (4G and the emerging 5G), Thare are a number of companies cpearating
in this area in Ireland, some of whom have acquired the high sitas and provide services to
mobile and fixed Network Operators and athers that manage assets an behalf of proparty
owners. They wauld see merk in combining bath the fibre network and tower portfolio into
a single bundle which they could offer ta Mobile Network Operators,

Anothar trend which is emerging in the UK is for smaller players in the fibre network scene to
enter arrangemants with established internet sesvicas praviders and offer broadband services
up to 1Gbps over FTTB/FTTH infrastructure. Under pressure from Ofcom, BT has now
cammitted to roll out FTTB/FTTH to twa miflion premises by 2020. It plans to focus on new
housing developments, city and town centres and under-served business parks. Up to now
BT has been cancentrated on extracting the maximum from its copper access network using
fibre to the cabinet (FTTC) and G.fast to deliver high speed broadband services, In April 2016,
Virgin Media also announced that they plan to reach ane million premises, businesses and
homes, by 2020 using FYTB/FTTH. While these large players are announcing their major fibra
rollout plans, a smaller player, CityFibre, has acquired a national fibre and duct network which
now serves 36 citigs. It has declared that its maln target is to address 7,000 mobile base
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station sites, over 20,000 public sector sites and more than 200,000 business offering
wholesale dark fibre services. CityFibre has also formed a relationship with Sky and TalkTalk
to run a trial of ultrafast broadband services for residential customers in the City of York. This
Is similar to what enet has done in conjunction with Ripplacom and Airspeed with enat
employing the MANs infrastructure ta support services belng provided by the service
providers to SMEs and residential custamers, Others with fibre netwark infrastructures in
Iretand may use this madel, tendar for the pasition of MSE and establish a relationship with a
service pravider that will roll out a FTT8/FTTH Infrastructura to reach its customers. Up to
now, network providers with fibre networks have focused on serving enterprise customers
and, to a lesser extent, SMEs and many have confinad their offer of services to Dublin City
areas served by the T-50 and other fibre ring structures. Howaver, this may change as the
demand for high speed broadband and Internet services becomes a mass market.

in canclusion, in a retender situation, companies like €58 Telecoms and Aurora that already
pravide carrier services may have an Interast in bidding to become the MSE but property and
assels management companies in the telecommunications sector, or other service companies
like network contractars In conjunction with established Internet servica providers, are the
mare likely interestad parties.

5.3 ALTERNATIVE MODELS FOR MANAGING MAN INFRASTRUCTURE

There are limited options when choosing a model for operating and managing an
infrastructure of this typein a telecommunications markeL A review of the fiterature suggests
some Public Private Partnarships {PPP) have been used in a number of countsies in praviding
and operating public infrastructure.

Under a PPP arrangement, the Government contracts with a private company to design,
finance, construct, operate and maintain [or any subset of thesa activities) an infrastructure
asset on behalf of the State or a State body. There have been sevaral examples of PPP projects
in Ireland, indluding motorways and bridges, schools and court houses, which involved design,
construction and operation of the assets for a defined concession period. The ratianale for
these projects Is that, when the private sector takes on risks that it can manage more cost
effectively, the PPP may be able to save money for the State and deiiver higher quality or a
mora reliable service.

The nature of the risk taking and the compensation payments for bearing and managing the
risk varies from project to project. Historically there wera two basic models: a basic user fee
maodel and an availability paymants model which allocated all demand risk, and consequently
all revenue risk, to either the private company or to the State. in the basic user fee model, the
private company coliects and retains al fees from the customers or users of the services, e.g.
toll payments or usage bills, and bears all the risk of uncertain demand for the service. In the
availabllity payments model, the State receives all revenues from the customers or users and
makes fixed, recurring payments ta the private company operating and managing the service,
provided the contracted sarvice and quality standards are met. In this case, payments do not
vary with Infrastructure use and so the State bears alt the demand and ravanue risk.

In the W.S,, thera has_ baen a move away from the basic user fae mode! after several PPP
arrangements ran into financlal difficulties. These were mostly road or expréssway
construction projects where the actual demand was much lower than was projected. The
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trend In recent projecis have been toward a revenue sharing madel, In the revenus sharing
model, the revenues are shared in agreed proportions and the private company does not carry
either all the damand risk or all the revenue risk, These projects include electricity, natural
gns and water servicas as well as regulated telecommunications projects.

The choice of madel will depend on the specifics of a project and the risk preference of the
project sponsors and project investors, 1n a kst of 20 U.S. PPP projacts reviewed (3 water
sector, the rest in transport) which were concluded betweaen April 2012 and Apell 2015, only
one followed the basic user fee model while 11 were avallability payments and 8 were
revenue sharing.

The revenue sharing model has been developed in Innovative ways to make it more attractive
to the privata companies. After the failure of the road projects, privata investors tended to
prefer the avallability payments model to reduce tha risk of ravenue shortfall. In order to
fimit or mitigate the risks that the private invastors no longer found acceptable, praject
owners developed the revenue sharing model range. These developments are based on
models used in setting prices in regulated industries like electricity, oil and gas, and
telecammunications. These modets include the rate of return madel, the price cap madel and
sharing model with limits.

The rate of return maodel is regularly used to protact cansumers by setting a regulated price
in a monopoly or near maonopoly market. The price is calculated by the sactor regulator ta
allow the private company to recover jts casts and earn a return on its rate base which is the
value of assets used ta provide the regulated service. The State and a private company can
agree to adopt 3 rate of retum model by incorporating its features into 2 PPP contract, {The
rate of return model was, for instance, incorporated into the payment terms of the ECAS
project). The rate of retum can be used to provide the private company an apportunity to
earn a return on investment and can ba adjusted at agreed intarvals to take into account
deviations in demand and revenue from the projected baseling.

The price cap model s also used entensively In protecting consumers in the
telacommuntcations industry by limiting grice Increases. It does this by setting limits on the
prica of an infeastructure service and not on the rate of return. Price cap regulation Is applied
to the privatised network utilities in the UX, extensively ia the US and throughaut the world
including Irefand. In the price cap model, the operating company has an incentive to minimise
casts as the price Is controlled but not the grofit. By making productivity impravements, the
private company ¢an Increase its profit potential. As in the basic user fee model in PPP
contracts, the demand risk is entirely carried by the private company. if the demand is less
than ar exceeds projections, the total revenue will fall or rise proportionately, In PPP
contracts, the featuras of the price cap model may make the arrangement mere attractive for
the project sponsar and encourages the operator to be more effident.

The sharing model can make PPP projects attractive te hoth project sponsars and private
companies where either the baslc user fee or availability payment arrangements are not. Risks
are shared rather than allocated to one party or the other. In the simplast fosm, the project
spansor or the State and the private company share the revenue in the same praportion for
all lavels of revenue. Alternatively, as in the tase of the MANs praject, the proportions vary
depending on the levels of revenue achieved. Variations would also intlude Incorporating
the rate af return into the payment terms. For example, a contract could be agreed where
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the privale company retains all the revenue within a certain rate of return range, say 5% to

10%, and the State and the private company share the shortfall below 5% and the excess
above 10% on a 50:50 basis.

Another variation could be a PPP contract that grovides a minimum guarantee and a
maximum cap. In this case, when revenue falls below the minimum rate of return, say 5% as
in the case ahove, the State compensates the operator. (f the revenue exceeds the maximum
limit, say 10% as in the case abave, the State wauld benefit to the full extent and the operator

will recelve a constant retusn of 20%, Between the 5% and 10% (imits, the cperator retains all
the revenue.

These are just some examples of how revenue sharing madels can be varied by applying the
rate of retum factar into the payment terms of a PPP contract, The revenue sharing models
provide the financial incentive ta increase revenue while fulfilling the project objectives and
can protect the State against underestimatlon of demand. Demand Is likely to be the source
of mast uncartainty affecting the finandal viability of an infrastructure project, particulasly in
the case of a new build or greenfiald project where na demand history exists,

In the pacticular case of the MANSs project and its operation and management by the current
MSE, it can be viewed as a PPP arrangement albeit limited to the operaticnal phase. The
current Concession Agreement Implements a revenue sharing model with defined
proportions varying with the lave! of revenue achieved, The question to ba addrassed Is
whether there any other financial arrangements or models which wauld be bettar suited than
the current revenue share model with its attendant conditions.

Ona alternative, described above as the basic user fee modal, (s where all the revenus Is
collected and retained by the private company, in this case the MSE. This model is generally
applied where the PPP involves multiple phases: design, financing, construction, operation
and management, as for example in toll road projects. This would not be an appropriate
madal for the MANS project as the State has already made the capltal investment in designing,
financing and constructing the MANs and what is now atissue is the oparational phase anly.
A pure basic user modal would provide no revenue return an investment to the State.

The other basic model is the availabllity payment model as described above, where all
revenua generated goes directly to the State and tha MSE receives recurring payments to
cover all casts plus a management fee. in this case all the demand risk is earried by the State.
{This is similar ta what applies for the Luas, which Is described as a gross costs, management
contract, Revenue risk is borne by the transpart authority Til. There Is a performance bonus
and penalty structure in place based an a numbar of KPls.)

This model is bast suited whera the State agrees to ratain all the demand risk, whara the
Infrastructure is completed, whare there are no investment requiraments by an MSE type
entity and where the MSE chooses not to bear any demand risk or share in any potential
upside in demand and revenue growth, In this case all revenue risks and investment decisions
revert to the State. This model in its pure form is not considered appropriate where part of
the normal aperation of the service Is to invest to cannect customers, either by extending the
MAN footprint or by instatling drop connections. It may become appropriate at some time in
the future when, for example, the market for fibre infrastructure has reached saturation,
where there are no new customers being cennected and what is required is managemeant of
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the existing static infrastructure to maintain the services only for existing customers. The
ravenue generated wauld have (o be at least sufficient to cover the cost of the MSE contract.

A sharing made! seems to be the most appropriate of the PPP models described. The curremt
Concession Agreements incorparate a revenue sharing model as described above with some
additional conditions including 3 minimum ravenue share and, in the case of fhase |,
payments simifar ta the availabifity payment model.

Another alternative approach would be for the State to manage the MANS infrastructure
directly rather than In a public private arrangement. Perhaps the best known, successful
example of an open access fibre network is Stokab, owned by the city of Stockhalm, which
has baen running a dark fibre network since 1994. This has been replicated by many
municipallties in Sweden and in other countries. The networks are owned and operated by
municipality owned companies. in the case of Stokab, the network is owned by a holding
company, Stadhus AB, which has around 30 business-orlented public service companies
(infrastructure companies, housing companies, etc. that is 100% owned by the City of
Stockholm. There 1s no corresponding municipally owned company strutture here and
certainly none in many aof the smaller towns where thera are MANs. The only option that may
be feasitia in ireland Is the transfer of all responsibility for awnership and aperation of the
MANS to an existing State owned utility company. In this case, all demand and othar risks
associated with the MANs project would revert totally to the State.

Because of the scale of the MANs enterprisa and the uncertainty of the market and
envirgnment in which the MANs aparate and because of how this may affect their long term
future, migrating from the current ownership and oparation madel to a Stte utiity company,
with its attendant costs and overheads, is not considered a sensibta option.

In conclusian, there is a limited range of options when chaosing a madel far operating and
managing the MANSs [nfrastructure. This Includes the PPP model, whera the Stata selects a
private partner following a competitive tender to operate the infrastructure on its behalf in
accordance with agreed contract conditions, and the diract operation by a State utility
company. Of these options, the current Concassion Agreement between the MSE and the
State with revenus share terms is an implementation of a PPP arrangement which shares the
risks, particularly the demand and revenue ricks, and is considered the mast appropriate
choice far continued management of the MANs, Some variation of the revenue sharing terms
would be appropriate (or an extended concession perind to reflact the environment where
the demand and revenua risks are much better defined now than when the original
agreement was negotiated and agreed.
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6. CONCLUSIONS AND RECOMMENDATIONS

6.1 MAIM CONCLIISIONS

Following a review af the documentation provided, consideration of developments in access
netwerks and in the market for services, and of the role of the MANS sinca their deployment,

and based an the analysis outlined in this Report, the following conclusions bave been
reached:

1

The MANs have fulfilled the role for which they ware conceived and designed: to
provide open access Infrastructura to support service providers to deliver broadband
connectivity and access in the selacled tawns whare the market had failed to provide
competitiva services;

The MANS have been successfully operated and managad by the MSE appointed and
following a slow start inltially, have now reached a commercially prafitable stage and
cantinue to make a financial return to the State as specified In the Cancassion
Agreements;

The role and position of the MSE in providing open and transparent access and
connectivity is acknowledged and accepted by the service providers that avail of the
MAN services and by other major telecommunications Infrastructure providers;

Up to now, the MANS hava provided a unique product set of colocation facilities, duct
and-fibre netwark and managed services where the maximum prices were mandated
and published. Discontinuation of MAN services naw or in the immediate future
would be a major disruption of telecommunications services In Iretang:

Inline with developments in FTTB/FTTH globally and In Europe, the roll out of fibra in
the accessnetworks in the form of FTTB/FTTH programmes has started in Ireland and
Is set to have a major impact over the next 5 - 7 years. These devatopment prasent
an apportunity as well as a threat to the growth and commercial future success of the
MANS;

As the expiry of the existing concession for the MANs approaches, 3 decision on the
options of extending the current agreements or opting ta retender for the
appointment of an MSE is now required. Based on the analysis performed where 3
number of scenarfos reftecting different jevels of success in the changing market were
described and reviawed, the preferred option [rom a financial perspective s to extend
the existing agreements to the maximum permitted. This conclusion is supported by
both the Norcantel analysis and that presented by DCENR in its document;
Extending the current agreements will require negotiation with tha current MSE who
has requested an extenslan. This presents an opportunity to negaotiate some changes
to the terms of the agreements and to improve the averall return to the State;

The model of the MSE for operating and managing the MANs on behaif of the State
on a revenue share basis has proved successful to date, This view i shared and
endorsed by the service providers during stakeholder engagement with DCENR. Na
other model presents itself whick would better suit the current requirements far
managing the MANs.
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5.2 RECOMMEMDATIONS

The following recommendations arae proposed:

1. The preferred option, based on the analysis, is ta extend the currant concessian
agreements. 1t is recommended that DCENR pursues this in negotiations with the
currant MSE;

2. it 1s agreed that changing the agreemanis to terminate on the same date will be
beneficial, whichever aption is finally implemented, it Is recommended that this
position is adopted and that in any future concession Phase § and Phase 1l are
combined intp a single concession agreement;

3. Itis recommended that tha negotiations include discussions on changes to the terms
and conditions with the aim of impraving the net benefit to the State as follows:

a. The revenue share terms of Phase ! are applied;

b. The DCENR costs are minimised by reducing or eliminating the annual
Management Fee which applies to Phase I;

€. The lishility to repay percentages of the MAN investment are reduced 1o a
minimum, from the 10-year clawback to the criginal 3 years, or if possibla,

eliminated totally;
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Appendix 1: Retender timescale

Retender concession period

In the analysis presented in Its document, DCENR has selected the period 2020 - 2040 as the
concession period and has compated the financial cutcomaes of an extension fram 2030 -
2040 with the 2020 -2040 period.

Norcontel, on the other hand, has presented an amument that, because of market
davelopment and because of competition from other FTTB/FTTH programmes, it would be
preferable to have aretender period of 2025 - 2040. (n other words, delay the retender start
as far as possible.

In the context of choosing between the extend and retender options, which is the principal
question in this review, would selecting a cancession period from 2020 - 2040 change the
outcome?

The question of extend ar retender hinges on the financial outcomes and this is presented in
the analysis as the net benefit to the State for the different options. The net benefit, based
on Norcontel’s analysis, Is shown in Tatile F (P.26) In this Report.

The net benefit is expected to be higherif the retender pariod is 2025 - 2040, To chack this,

the financlal outcomes for the two periods were calculated and tha result for the 'modest’
scenario Is presented in Table 6 here:

The same result is expected for the other two scenarios,

The choice of starc date for the retender would not change the answer to the axtend or
retender quastion. In fact, choosing 2020 -2040 would reinforce the argument to extend.
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Appendix 2: Alternative payment tarms

MILUNTE

Cenfidential
% 2016 Narcontel (Iretand) Ltd
PLTNR YIS Report o estending_ retenderiog the MST for the
MANS vA

Payy 43 of 310






	PAC32-R-2058(i) B - DCCAE re NBP and MANs
	PAC32.pdf
	The Minister received the Analysys Mason report in January 2019, as stated at the Private Members motion on 22 January 2019, and authorised its publication shortly thereafter on 13 February 2019. In light of the findings of the Report, the Minister re...
	 establish whether enet complied with its obligation under the Code of Practice to offer managed services on the MANs, in the context of national end-to-end services, at non-discriminatory prices;
	 confirm enet’s revised intercompany transfer pricing arrangements in place are in compliance with the Code of Practice;
	 confirm that the Analysys Mason recommendations are being implemented, and
	 based on the findings of its review, make any further recommendations to the Minister.


	PAC32-R-2058(ii) B - Appendix 1 Correspondence with BT
	PAC32-R-2058(iii) B - Appendix 2 Redacted Norcontel Report



