BROADBAND BRIEFING NOTE 
1. Summary of the Issue
1.1. With the development of Next Generation Access (NGA) broadband, we are on the cusp of a market led revolution in broadband infrastructure which will impact on economic prospects.  This technology has the potential to

(i) support increased economic activity in the areas it serves.

(ii) improve the economic and social viability of rural communities.

(iii) enable improved public sector services for residents via digital channels.

1.2. Infrastructure of this type supports both business and has a critical role to play in supporting the sustainability of rural communities.  It is widely acknowledged that market sector 3, the “Final Third”, will not receive superfast broadband without some form of support from the public sector.  The Final Third in Hampshire is represented mainly by rural communities, areas of low housing density or areas of low consumer demand.  

1.3. Interventions to address this market failure can be ranked as follows:

· Increasing demand

· Lowering deployment costs

· Influencing policy and regulation to increase competition

· Supporting independent local service providers

· Investing in new networks where the private sector will not do this alone
1.4. Action to improve broadband speeds in Final Third areas will be more cost effective if it is part of a county-wide strategy.  There is also scope to utilise public sector networks in addition to commercial networks where this is cost-effective.

1.5. Solutions should be technology neutral and be selected on the basis of best value for the particular area being served, which will reflect existing infrastructure, the density and spatial distribution of customers and other local factors.  In looking at a county wide strategy, it is likely that a mix of technologies will be utilised.
1.6. It will be important to select solutions that are future proofed (eg FTTC should be capable of conversion to FTTP at a future date when required) but (like buying computer) the time horizon should be commensurate with the scale of investment.

2. The Hampshire Approach
2.1. There are 2 strategic approaches to extending provision into the Final Third being pursued concurrently.  Our focus has been on those areas who currently receive less than 2Mbps – generally those furthest from the market, but we are interested in all those areas receiving less than 10Mbps.

2.2. The first (preferred) strategic option involves providing some kind of financial and in kind support to a commercial provider, selected through tendering to address state aid issues.  
2.3. The second option, to be proceeded with if working with the commercial market appears unlikely to deliver an affordable solution, envisages the direct planning and procurement of infrastructure provision and the sale of wholesale broadband products to Internet Service Providers (ISPs) for onward sale to customers.  While inherently more complex and risky for local funding providers, the Local Authorities can use their community networks, assets, regulatory approach and their financial powers to increase demand (and income), reduce delivery costs and reduce the cost of finance by using their own borrowing powers.  It is envisaged these actions would enable the funding gap to be significantly reduced,.
2.4. It may make sense to pursue both models for the different market segments – near market and far from market. 
2.5. Our approach, taking account of the Council’s constrained resources and financial risks, seeks to mobilise a funding model which is light on the public purse and shares financial risk through
· A council partnership approach to raising capital to finance the infrastructure.  This may also include raising local private finance – perhaps through issuing a bond.

· Mobilising gap funding – direct from consumers or through parish councils raising a precept and also looking at ways of spreading the cost for consumers.

2.6. We have worked with a number of commercial providers to understand current and planned provision and  the opportunities and also to develop our cost modelling.  We have also pursued some pilot areas to consolidate our theoretical analysis with real information.  These local projects are giving us a much better understanding of the market and prospects.
3.  Where we Are
Financial modelling

3.1. Our preliminary financial modelling has provided us with an indicative investment figure to deploy superfast broadband within all of the currently poorly served parts of Hampshire (< 2Mbps).  This utilises our public service network which is being substantially upgraded, where this is available.  Initial estimates suggest this option may be viable with a payback of 6-8 years.  It helps the business case if services are sold to areas outside the target, poorly served areas which are passed by the new network.
Funding approach

3.2. We are engaged in preliminary dialogue with relevant District Councils their potential role in sharing the fundraising, mobilising demand and helping drive down costs.
3.3. We are exploring the options for raising private capital finance to supplement this, and meeting the funding shortfall.
Organisational construct
3.4. We are exploring what the organisational construct should be for a not-for-profit telecoms co. should we end up pursuing this option.
4. Next steps 
4.1. Undertake more detailed financial modelling with some sensitivity testing, risk analysis and different deployment strategies.

4.2. Undertake structured market testing of the retail offer with business and residents.  This will test sensitivity to monthly charges and to a one-off connection fee We will seek to identify the characteristics which determine different responses with a view to predicting market take up under different financial scenarios
4.3. Seek further advice on organisational constructs and the best balance between externalising and internalising risk from a financial and delivery perspective (external commission).  
4.4. Exploring the possibility of a Phase 1 test procurement (which might operate outside the full business model) and would allow the interested local authorities to test the construct for real without committing to the whole Hampshire rollout and investment plan.  
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