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Foreword

Britain needs to plan for more than recovery from the global downturn. We face changes that are
transforming the world in which our businesses and people operate. The move from analogue to
digital technology is one of those revolutionary changes. It will define the competitiveness of our
economy and change dramatically the way we lead our lives.

As we made clear in our industrial stratedweBuil
believe Britain needs an active industrial policy if we are to maximise the benefits from the digital
revolution. Doing nothing or leaving everything to the market would leave Britain behind. We need a

clear and effective approach which is consistent, ensures full access, provides regulatory certainty,
smarter public procurement and shows a readiness to intervene where necessary.

The Digital Britain Report does this. It offers a strategic view of the sector, backed by a programme of
action:

e to complement and assist the private sector in delivering the effective modern
communications infrastructure we need, built on new digital technologies;

e to enable Britain to be a global centre for the creative industries in the digital age,
delivering an ever wider range of quality content, including public service content, within a
clear and fair legal framework;

e to ensure that people have the capabilities and skills to flourish in the digital economy, and
that all can participate in digital society; and

e for government to continue to modernise and improve its service to the taxpayer through
digital procurement and the digital delivery of public services.

The proposals in this report will enhance Britai
technologies to provide a fairer and more prosperous Britain for all.

We would like to thank all those who have worked so hard to produce this report. We are particularly
grateful for the vision and leadership of Stephen Carter, whose experience and knowledge have been
invaluable in producing this report.

Rt Hon Lord Mandelson Rt Hon Ben Bradshaw MP



Introduction

On 26 August 1768, when Captain James Cook set sail for Australia, it took 2 years and 320 days
before he returned to describe what he found there.

Yesterday, on 15 June 2009, 20 hours of new content were posted on YouTube every minute, 494
exabytes of information were transferred seamlessly across the globe, over 2.6 billion mobile minutes
were exchanged across Europe, and millions of enquiries were made using a Google algorithm.

The Digital World is a reality in all of our lives. In this report we underscore the importance of
understanding, appreciating and planning for this reality and we seek to achieve the following:

1. An analysis of the levels of digital participation, skills and access needed for the digital future,
with a plan for increasing participation, and more coherent public structures to deal with it.

2. An analysis of our communications infrastructure capabilities, an identification of the gaps and
recommendations on how to fill them.

3. A statement of ambition for the future growth of our creative industries, proposals for a legal
and regulatory framework for intellectual property in a digital world, proposals on skills and a
recognition of the need for investment support and innovation.

4, A restatement of the need for specific market intervention in the UK content market, and what
that will demand of the BBC and its role in Digital Britain. What that means for the future of the
C4 Corporation. An analysis of the importance of other forms of independent and suitably
funded news, and what clarification and changes are needed to the existing framework.

5. An analysis of the skills, research and training markets, and what supply side issues need
addressing for a fully functioning digital economy.

6. A framework for digital security and digital safety at international and national levels and
recognition that in a world of high speed connectivity we need a digital framework not an
analogue one.

7. A review of what all of this means for the Government and how digital governance in the
information age demands new structures, new safeguards, and new data management, access
and transparency rules.

The level of engagement with this programme has been impressive, both in its scale and quality.

The compilation of this Report also coincided with a severe global downturn in the media and
communication industries. Submissions from numerous industry participants and other stakeholders
were influenced by a cyclical contraction in advertising spending, newspaper circulation, volatile
audience ratings and technology price erosion. That volatility has been compounded by a structural
change in communication habits as we all gravitate to new digital devices, multi-media platforms and
different forms of content.

Short term economic pressures have exposed areas of policy and regulation that need to be

addressed, however, Digital Britain primarily seeks to position the UK as a long-term leader in
communications, creating an industrial frameworkth at wi | | fully harness Dig
digital dividend will transform the way business operates, enhance the delivery of public services,

stimulate communications infrastructure ready fornext-g e ner at i on di stri buti on
status as a global hub for media and entertainment. Most importantly of all this approach seeks to

maximise the digital opportunities for all of us, as citizens, where access to 21st Century technologies



will be a key competitive advantage for generations to come.
These are therefore exciting prospects for further growth and success.

This is a sector where we have internationally recognised strengths and, if the right decisions are
taken now, Britain can continue to be at the forefront of the digital revolution.

In the private sector, whilst we need to invest and build our next generation communications
infrastructure, the money and the value in these markets is clearly moving from infrastructure to
service and applications development. And whilst we need the wireless and fixed access networks of
tomorrow, we must also ensure we have the necessary network security, network resilience, and
network disaster recovery programmes.

If, as expected, the volume of digital content will increase 10x to 100x over the next 3 to 5 years then
we are on the verge of a fibig bango in the commu
enormous economic and industrial opportunities.

For the public sector, these capabilities and trends are an integral part of the financial solution for the
public finances. An ambitious and clear programme of The Digital Switchover of Public Services,
to primarily electronic and online delivery, will unlock significant cost savings, whilst at the same time
serving to increase levels of satisfaction. As a matter of urgency we need to develop a
comprehensive model, accounting for the cost of deployment, as well as the revenues and savings
that will result from the infrastructure that is being deployed.

This report is the result of the invaluable contributions of a number of people.

| am deeply grateful to The Digital Britain Steering Board, to the many people outside Government
who have given their time and their experience, often voluntarily, for the constructive engagement of
the industry regulator, Ofcom, and for the welcome and open manner in which countries around the
world have shared their expertise and experience.

| would also like to record my particular thanks to Dominic Morris, David Mahoney, Sam Sharps, Nick
French, the Policy Teams in both my departments, the expert advisers and my Private Office team,
who have helped deliver this project over the last year.

Finally, for the support of officials and ministerial colleagues in DCMS and BIS and most importantly
for the political leadership of the Prime Minister, whose recognition of the importance of this sector
and the need for a coherent strategy are what has made this work possible.

Lord Carter CBE



Chapter 1
Executive Summary

AOnly a Digital Britai n c a iviytha Wilbsedire forrugand owralgldrena t i
the highly skilled jobs of the future. Only a Digital Britain will secure the wonders of an information
revolution that could transform every part of our lives. Only a Digital Britain will enable us to

demonstr at e the vision and dynamism that we have to
Rt Hon. Gordon Brown MP, Prime Minister

AMBITION: TOSECURETHE UK®S P OSONEIOPTHEA S
WORLDOS L EADTAN&NOWLEDGE ECONOMIES

1 The communications sector underpins everything we do as an economy and society, to a
degree few could have imagined even a quarter of a century ago. Electronic systems and new
technology have transformed core elements of UK industry, our media and our public services.

2 In the City, digital technologies are vital to the billions of transactions carried out each day by
the stock exchange and financial institutions. For the designers, researchers and engineers in
our advanced industries, computer generation and simulation and reliable large-scale file
transfer are essential tools of the trade as they are now for any knowledge-based company. In
the high street, stock ordering, inventory control and the cash tills are all completely dependent
on electronic communications.

3 As consumers, some 90% of our high street purchases are transacted by plastic which
depends on wired and wireless communications to work. That is in addition to the £50bn of
consumer purchases and sales through e-commerce that takes place wholly online.

4 In transport, the phasing of street traffic lights, the operation of railway signals and points and
the wireless systems that allow aircraft to take off and land safely all need communications; as
does the national energy grid that heats, powers and lights our homes and businesses. In the
public sector, our universities, schools and libraries increasingly rely on electronic content and
the richness of the Internet. Our National Health Service has one of the largest data and
communications systems in Europe.

5 For individuals a quiet revolution has delivered seamless connectivity almost everywhere. That
revolution ranges from personal pocket libraries of music, audiovisual content and increasingly
electronic literature on a scale inconceivable ten years ago; inexpensive broadband which
allows efficient and family-friendly working patterns in the knowledge sector of the economy i
and broadband at increasing speeds i the next generation of which, already available to nearly
half Britainds homes, all ows us tivemieuikes dneptire r e
Star Wars DVD in 3 minutes and the total digitised works of Charles Dickens in less than 10
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minutes. It has given us access to a wide range of social networks, allowing us to share
experiences and swap and create content. The digital revolution has also led to a huge
expansion in the creation and availability of professional content. Today, the typical British
consumer spends nearly half of their waking hours engaged in one form or another with the
products and services of the communications sector.

The UK is already a digitally enabled and to a significant degree digitally dependent economy
and society. The Digital Britain Report aims to be a guide-path for how Britain can sustain its
position as a leading digital economy and society.

A sector that underpins so much of our collective and individual lives is a significant industry in
its own right. Its precise scale is evolving continually. The pace of change, the blurring of
boundaries between what national statisticians classified as separate activities and the creation
of whole new areas of activity make measurement problematic. But on current definitions the
Digital Britain sectors account for nearly £1 in every £10 that the whole economy produces
each year.

Digital Britainisa | eadi ng exempl ar of the new model of
Building Britainds Futarett Nesw d6nedustriyhe Nemavj
which our economy increasingly depends. It is a sector in which we have many relative

strengths. Key themesfromBui | di ng B r i modarnnnfrastruéture, upgraded skills
capabilities, converting research and innovation into market-beating products and services, and
smarter more joined-up Government i are all themes that feature through The Digital Britain
Report.

Industrial Activism is at the centre of The Digital Britain Report. It is about the considered
application of Government resources and policy-making across the areas where public policy
and the market meet. There are many activities within the sector where public policy and the
market do not impinge on one another: the market is working well and without any wider social
policy consequences. Although the Digital Britain Report does not address them all, many are,
nonetheless, significant creators of added value and consumer satisfaction. The simple
position is that these sectors are working well and do not need commentary, intervention or
unnecessary interference.

We published the Interim Digital Britain Report at the end of January. That set out a view of the
sector and an agenda for Industrial Activism in the large number of areas where the markets
meet public policy. We identified five objectives:

i. Modernising and upgrading our wired, wireless and broadcasting infrastructure to sustain
Britainds position as a | eading digital e C (

il. Providing a favourable climate for investment and innovation in digital content,
applications and services;

iii. Securing a range of high quality public service content, particularly in news;
(2 Devel oping the nationés digital skills at

ol

V. Securing universal access to broadband, increasing its take-up and using broadband to

Copycats? Digital Consumers in the Online Age i SABIP
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deliver more public services more effectively and more efficiently.

The aim of publishing an Interim Report was to test whether the programme we had outlined
was correct and sufficiently comprehensive, and to gauge the level of support for our focus on
this sector. The Interim Report drew a substantial and substantive response from a very wide
range of stakeholders, from the general public to global corporations. We received more than
250 formal written responses. Those responses have been supplemented by online
engagement through the Digital Britain Forum and other social networking/blog sites,
structured engagements in each of the Nations and the Digital Britain Summit at the British
Library on 17 April. There have also been in total more than 500 bilateral engagements
between stakeholders and Ministers or the core Digital Britain Team.

Digital Britain Unconferences

The Digital Britain Unconferences were a set of UK-wide, volunteer-
organised events quickly set up following the Digital Britain Summit on 17
April 2009. Their aim was to produ
and gather a set of positive, realistic contributions for the report. In the
week after the Summit, and with a nod from the Digital Britain team that
they were listening, a website was launched with these simple

instructions:
AAnyone can attend or tbiowitkDigtal Brimm e n
Unconferences, youdll just need to

by13thMay 2009! Yes, time is very tic

<

By the 13th May, twelve unconferences had taken place from Glasgow in
the North to Truro in the South West. All attendees were encouraged to
read the Interim Report and the level of engagement and serious thinking
across each event was exemplary. The events included a virtual
discussion focusing on rural issues related to Digital Britain and a family
unconference held in Tutbury, Derbyshire, as well as large events of more
than 50 people in London and Manchester.

Such a speedy reaction was made possible by the free social media tools
such as Yahoo Groups, Twitter, Wikis, blogs and instant messaging. Few
phone calls were made by the organizers. The process demonstrates
what is possible for Digital Britain when these tools are combined with
channelling existing loosely connected networks and motivations.

The responses to the Interim Report provided a wide range of commentary and new ideas.
Many argued that there needed to be an even broader focus on the sector than we had applied
in the Interim Report. The responses were also clear that we needed to give more explicit
recognition of the transformational power of the Internet and the impact of its cheap scalability
and interactive nature on how, as a society and economy, we think and organise ourselves.

There was widespread agreement with our analysis of the importance of Digital Britain for the
wider economy and society and support for industrial activism in this key sector. But there were
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also warnings that an excessive focus on the sector could chill operational negotiations and
decisions while the participants in the market wait to see whether and how new Government
proposals might affect their position. Recognition of that concern has informed the timetable we
have adopted in moving from Interim to Final Report: long enough to have a strategic overview
of the sector but swift enough that any chilling effect on market activity is minimised.

Developments around the globe over recent months show that the focus on the digital
communications sector is by no means confined to Britain. The Internet is a global

phenomenon. As the Internet expands and touches more people, many from emerging

markets, challenges are emerging in governance, jurisdiction and security. Our challenge is to
enabl e the management of this transition in
ambitions of freedom, entrepreneurialism and innovation.

The global scale of the digital communications sector is aptly illustrated by the ranking of the
sector among global brands: six of the top 10 global brands by value this year are in the digital
sector, one Chinese, one British and four American. That scale and importance is reflected in
the focus that governments are giving to it: Australia is creating a entirely new nation-wide
high-speed communications network. Other countries around the Pacific Rim from Japan and
Korea to Singapore and New Zealand are all adopting next generation networks. High speed

broadbandand smart-gr i d technol ogy formed an i mportant

recent stimulus programme. Elsewhere in Europe, Germany, Finland and France have all
adopted national broadband or wider digital strategies.

We are at an inflection point in technology, in capability and in demand. Those countries and
governments that strategically push forward their digital communications sector will gain
substantial and long-lasting competitive advantage. We have sought in The Digital Britain
Report to set out a breadth of analysis and proposals for action that will enable the UK to keep
pace with and exceed international developments in this sector.

We have set out above the importance and centrality of digital communications to our economy

and our lives. Throughout this Report we provi

sections of society are affected. But if we are to realise the potential that Digital Britain has to
offer, both for economic and social reasons, we need to ensure that all who want to participate
in Digital Britain are enabled and have the capabilities to do so.

We are at a tipping point in relation to the online world. It is moving from conferring advantage
on those who are in it to conferring active disadvantage on those who are without, whether in
childrends homework access to keep up with
bills, access to information and access to public services. Despite that increasing disadvantage
there are several obstacles facing those that are off-line: availability, affordability, capability
and relevance.

Affordability is addressed in part throughtherolllout of t he Government ds

Access scheme for low income families. In part the market will increasingly address this issue
through the wide availability of new lower cost devices, new schemes for recycling PCs to low-
income households or new pre-pay mobile broadband.

Capability and relevance are addressed through three routes: firstly, the recommendations of
Baroness Morrisdés independent report on | CT
Inclusion Programme: we are pleased to announce the appointment of Martha Lane Fox as

the new Champion for Digital Inclusion. Thirdly, the Ofcom-led strategic review of media
literacy and, to implement that, the emerging Consortium of Stakeholders, both public and
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private sector, willing to contribute financially and in kind towards greater digital participation.
The Digital Britain Report brings these strands together, with additional funding for demand-
side measures, in a National Plan for Digital Participation which combines an improved offer
to increase motivation to get online, with social networking and outreach, and with skills
training. The National Plan will be delivered through tailored local and community-based
programmes which build on existing networks. These will draw on the lessons learned in the, to
date successful, Digital Television Switchover programme.

Availability of broadband has two components: the right network today and the right network
tomorrow. To ensure all can access and benefit from the network of today, we confirm
our intention to deliver the Universal Service Broadband Commitment at 2Mbps by 2012.
This can be delivered through upgrades to the existing copper and wireless networks. We also
propose public support for the network of tomorrow so that consumers in the Final
Third who will not be reached by the market can enjoy next generation broadband. This
will be a longer project which involves what amounts to installing a new network.

The Universal Service Commitment and the Next Generation Final Third project are separate
projects and need to be addressed in turn.

Firstly, the Universal Service Commitment. More than one in 10 households today cannot
enjoy a 2Mbps connection. We will correct this by providing universal service by 2012. As such,
the UKOGs Commitment | eads Eu-4progireg so tHat as thamsarket
deploys next-generation broadband, we do not immediately face another problem of exclusion.
The USC is also a necessary step if we are to move towards digital switchover in the delivery
of more and more of our public services.

The Universal Service Commitment will be delivered by a mix of technologies: DSL, fibre to the
street cabinet, wireless and possibly satellite infill. It will be funded from £200m from direct
public funding,? enhanced by five other sources: commercial gain through tender contract and
design, contributions in kind from private partners, contributions from other public sector
organisations in the nations and regions who benefit from the increased connectivity, the
consumer directly for in-home upgrading, and the value of wider coverage obligations on
mobile operators arising from the wider mobile spectrum package. The Commitment will be
delivered through the Network Design and Procurement Group, with a CEO appointed in the
Autumn. We will also discuss with the BBC Trust the structure which gives them appropriate
visibility in the delivery process of the use being made of the Digital Switchover Help Scheme
underspend, which will be realised in full by 2012.

The UKO6s overall el ect r oni icformobilerandrixed bmoadband s
and voice, for corporate communications, for digital TV and sound radio i compares favourably
with any in the world. But the first strains are beginning to show: under-investment in backhaul
networks 17 the so-called middle mile T in fixed networks is becoming increasingly apparent. In
mobile, the very success of broadband will increasingly lead to congestion in the existing
spectrum. Other countries are investing heavily in upgrading their networks to take advantage
of technology change. Like our energy and transport infrastructures small variations in

2

We expect this to be in the order of £200m, based on current estimates of the Digital Switch-

over Help Scheme underspend
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performance can have major ripple effects and major costs to the wider economy.

Secondly, the Next Generation Final Third project. Next generation broadband networks

offer not just conventional high definition video entertainment and games (which because of
this countryds successful satellite platform
markets) but also more revolutionary applications. These will include tele-presence, allowing

for much more flexible working patterns, e-healthcare in the home and for small businesses the
increasing benefits of access to cloud computing which substantially cuts costs and allows

much more rapid product and service innovation. Next-generation broadband will enable
innovation and economic benefits we cannot today predict. First generation broadband

provided a boost to GDP of some 0.5%-1.0% a year.

In recent months the UK has seen an energetic, market-led roll-out of next generation fixed
broadband. By this Summer speeds of 50Mbps and above will be available to all households

i

covered by the Virgin Media Ltdodés nati onal c al

decisions by the regulator, Ofcom, which have enhanced regulatory certainty, BT Group plc

has been encouraged by the first year capital allowances measures in Budget 2009 and the

need to respond competitively to accelerate their plans for the mix of fibre to the cabinet and
fibre to the home. BTG®6s thefirdt B09G;080dhonmes it tvedxr nekworkw i |
The £100m Yorkshire Digital Region programme approved in Budget 2009 will also provide a
useful regional test-bed for next generation digital networks.

The Government believes that the case is made for the desirability of such next

generation networks being available to the large majority of the UK population. It is also
persuaded that the economics of network deployment, whether fixed or next-generation mobile,
mean that true superfast broadband will be concentrated in the first two thirds of the market in
the next decade, |l eaving the 6final thirdoé s
would be undesirable. Equally, any subsidy scheme has to be carefully targeted to avoid

distorting competition or subsidising activities which commercial operators would otherwise
undertake.

Unlike all other utilities or, indeed media services, telecommunications prices have fallen
significantly in real terms over a period of years. Today the UK retail telecommunications

market is among the most competitive in Europe. Consumers enjoy either the lowest or among

the lowest prices, depending on their usage patterns of any major European market. The cost-
based basket of whol es alnetworkhas falkersby £8per line pedygar 6 s
in real terms since 2005. Over the same period the retail price for combined voice and

broadband has fallen by around £90 per annum in real terms.

The Government believes the fairest and most efficient means of ensuring that the
overwhelming majority of the country has access to next generation broadband is to

share some of that saving and create an independent Next Generation Fund, based on a
supplement of 50 pence per month on all fixed copper lines. The Fund will be available

on atender basis to any operator to deliver and will provide a part subsidy for the

depl oyment of next generation broadband to t
businesses, bringing the cost of the initial deployment to the same level that operators
face in the commercially economic parts of the market.

(

h ¢
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In our wireless infrastructure, Digital Britain sets out three objectives: firstly, a rapid transition
to next generation high-speed mobile broadband; secondly, progress towards universal
coverage in 3G and Next Generation Mobile, reliable coverage throughout the rail network and
mobile coverage on the London Underground; thirdly, maintaining a highly competitive mobile
market.

Progress towards next generation mobile networks and greater coverage had been stymied by
the differing circumstances and incentives of the existing mobile operators. To address these,
the Interim Digital Britain Report proposed a Spectrum Modernisation Programme. The
Government appointed an Independent Spectrum Broker to facilitate a solution. His
independent report was published in May. The Government accepts the essentials of his
report, namely:

etimely clearance of the 800MHz spectrum ©L
Switchover;

e its combination with most of the so-called 3G expansion band in a single auction of
10MHz-width blocks of spectrum; and

o the timely liberalisation of existing 2G mobile spectrum in the hands of the existing
operators, coupled with caps on the amounts of spectrum that existing operators can
acquire and coverage requirements on the 800MHz licences, since that spectrum is
particularly well suited to rural coverage.

But in certain key areas, notably the size and structures of the cap mechanisms that best
promote competition, the Government has come to different conclusions. The Government has
also laid out a process of Guiding Technical Arbitration on the 2G liberalisation.

The aim of these proposals is to ensure that each of the five existing operators and potential
new entrants can bid with a realistic opportunity of acquiring sufficient spectrum to build out a
next generation mobile network capable of broadband speeds of 50Mbps in the main urban
and suburban markets going down to perhaps 4-5Mbps in the more rural areas. At the same
time, we aim to ensure that consumers can enjoy broadly the same degree of intense
competition in the market in next generation mobile from which they have benefited to date.

The Government proposes to make the exi atherng
than term licences (though AIP will be payable to reflect the economic value of the

licence) in order to provide certainty for investment and an incentive towards greater

roll-out towards universality. Before 2012/13 this is likely to provide in-building speeds of

perhaps 1Mbps but could be boosted by an external aerial to make a meaningful contribution

towards the wider Universal Service Commitment. The Government and Ofcom are open to

practical proposals from the operators on network sharing, particularly to achieve near-

universality.

While some details remain to be verified before the Summer, the Government will make a
final decision on whether to direct Ofcom (if so, we intend to consult in September on
the form of a Direction to Ofcom, to give the regulator the greatest possible legal
certainty to effect these proposals).

The centrality of our communications infrastructure to our economy and society has grown
since the Communications Act 2003 was drawn up. We have also moved from a relatively
stable era of copper networks and early deployment of 3G to an accelerating picture of
investment in multiple types of next generation networks. To that end the Government believes
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thatOf comés duti es s h o urdtwowhys. Firsity,dOéconmshauild love an

explicit general duty to encourage investment as a means of furthering the interests of

consumers, alongside its duty to promote competition where appropriate. We also propose to

give Ofcom a duty, which is the communications equivalent of the letter from the Governor of

the Bank of England, to alert the Government to any significant deficiencies in the coverage,
capability and resilience of the UKO6s communi
years on the state of that infrastructure.

One other aspect of our national infrastructure i that of sound radio i requires a clear
direction from Government. The diverse and flexible nature of the medium places it at the
forefront of device and platform convergence. It has many routes to digital, piggy-backing on
other platforms i the Internet, mobile phones, digital broadcast television, satellite and cable.
But as a medium it is more than just another stream of audio. Its appeal to the listener is that it
Is portable, intimate, and ambient as a medium. Those aspects cannot easily be delivered
unless radio has its own dedicated digital medium i DAB 1 for which 9 million sets already
exist in homes and cars.

The Government accepts that analysis and proposes, with the industry, the supply chain
and consumers the process of Digital Upgrade so that all our national broadcast radio
stations are DAB-only from the end of 2015. To that end, the Government is looking to the
BBC to extend national DAB coverage so that it is at least comparable to FM radio coverage,;
and to the supply chain to deliver a range of DAB radios at the key sub-£20 price point that
makes swap-out economic. The Government will also work with the automotive industry,
and with the Commission and other key member states in Europe (one of whom has
already indicated its intention to prohibit analogue-only radios in vehicles from 2013) on
the five point plan set out in this Digital Britain Report to enable the majority of the
vehicle parc to be converted to digital before 2015 and with low-cost converters for the
remainder.

The Interim Digital Britain Report set out criteria that should be met to determine the timing of
Digital Upgrade. The Government will look to Ofcom to monitor progress towards those criteria
on an annual basis but believes that the clarity of a date will itself accelerate progress towards
the criteria. The Government will also conduct a full cost benefit analysis of Digital Upgrade in
radio including analysis of whether there is a case for assistance to specific groups, as there
has been with Digital TV Switchover.

Digital Upgrade could also lead to the flowering of community-based ultra-local radio services
bringing together the smaller of the local commercial stations with the growing community radio
sector on FM radio. The Government accepts the case for some liberalisation for the
community radio sector. By the time of Digital Upgrade, FM as a nationwide mainstream-quality
medium would be coming towards requiring its own analogue rebuild: the infrastructure is 30
years old in places and beginning to degrade. A £200m nationwide rebuild is impractical for a
small sector which is anyway migrating to digital. But much smaller care and maintenance
capital expenditure could sustain the infrastructure for the community and ultra-local tier of
radio for many years to come.

In our creative content industries Britain has for many years punched above its weight
globally. One in 10 of the top album sales in the US market are by British artists. One third of
television format sales around the world originate with British production companies. The
creative heart of many global CGl, advertising, games, publishing, design or other creative
knowledge-economy businesses beats in Britain rather than anywhere else. The transition to

(
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digital is however overturning old business models much faster than new ones come into their
place.

The increasingly easy and perfect digital replicability of content makes it harder to monetise
creative rights. The growth of Internet aggregators has been good for advertisers, who find
new cheap and direct routes to those they need to reach. It is also good for consumers,
providing them with free s e ar-oninformatioreservices, st or a ¢
access to social networks, to create and enjoy user-generated content and multiple other
applications. But what aggregators do not do in any quantity however is fund the creation of
long-form professional content. The unintended consequence is that a significant part of the
paid-for advertising revenues that used to fund long-form content locally now funds different
sorts of services and applications for consumers or are repatriated to the global Internet
aggregators in the form of returns to the shareholders behind these transformational business
models.

These changes have good features and inadvertent bad features. But they are facts of the
digital age. It is how we deal with them collectively that will determine how well many of our
creative industries make the transition to the fully digital world.

In relation to rights, the Government believes piracy of intellectual property for profit is

theft and will be pursued as such through the criminal law. The civil infringement of taking
someone el seds intell ect uadédrsthpough fileghdriyg withoutgny s s i |
compensating payment is, in plain English, wrong. However, the Government also believes,

and the evidence suggests, that most people, given a reasonable choice would much prefer

not to do wrong or break the law. Theobject i ve of the Governmen-tds
fold. Firstly, to provide a framework that encourages the growth of legal markets for

downloading that are inexpensive, convenient and easily accessible for consumers.

Secondly, through encouraging suitable information and education initiatives, to ensure that
consumers are fully aware of what is and is not lawful. And thirdly we aim to provide for a
graduated response by rights-holders and ISPs so that they can use the civil law to the full to
deter the hard core of users who wilfully continue unlawful activity. The Government intends
to provide initially for Ofcom to have a duty to secure a significant reduction in unlawful
file sharing by imposing two specific obligations: notification of unlawful activity and,
for repeat-infringers, a court-based process of identity release and civil action. The
Government is also providing for intermediate technical measures by ISPs, such as
bandwidth reduction or protocol blocking, if the two main obligations have been
reasonably tried but, against expectations, shown not to have worked within a
reasonable but also reasonably brisk period.

As part of the Governmentds desire to encour a
digital content, we will also make some changes to the legislative framework around copyright
licensing, to tackle problems such as those surrounding the use of so-called orphan works and

thus help digital markets in those works to develop.

Fundamental changes to existing analogue models of rights, monetisation and personal

security capabilities require a total re-thinking of business models. The private sector will be
doing its own resed@dudh.di Byt Bad ttakdn 6Te ¢cFhunt aulraeg y
Board has a major and growing role in addressing collaborative and pre-competitive

research and innovation in key sectors of our economy. Digital Britain is one of the core
programmes for the Technology Strategy Board which has committed £30m to Digital Britain-
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related research and a minimum of £10m to specific innovation programmes. They will use the
next generation broadband networks as test-beds to enable infrastructure providers, content
owners and consumers to come together to trial innovative projects on micropayments and
other methods of monetisation of digital content, new rights models and new methods of
ensuring personal digital security.

Creative content is not restricted to the traditional analogue industries of the performing arts,
film and broadcasting. Other countries such as Canada extend the model of cultural tax relief
beyond the film industry to the interactive and online worlds. CGl, electronic games and
simulation also have a significant role in
competitiveness. Each of these has the same capability as the more traditional sectors, such
as film, to engage us and reflect our cultural particularism. They may in future have a cultural
relevance to rival that of film. The Government has therefore committed to work with the
industry to collect and review the evidence for a tax relief to promote the sustainable
production for online or physical sale of culturally British video games. This work will
balance any potential support with the need for fair competition and ensure value for money for
taxpayers.

The genesis of the UKG6s public policy market

world. We need to address the place for intervention and the transition in the type of
intervention as we move from the analogue to the fully digital world. We believe this poses four
key questions in relation to public intervention: firstly the evolving role of the BBC in this new
environment; secondly, the changing role and remit of Channel 4 Corporation as a multi-media
public service counterpoint to the BBC; thirdly, whether we are getting the most from or
maximising the visibility of our other publicly-funded content brands; and fourthly whether there
are any categories of content beyond news, which this Report validates as a special category,
which might justify public intervention.

The changes to the commercial market make a strong, confident and independent BBC more
vital than ever. The market intervention which sustains the BBC is and should remain the most
significant intervention for public service content. The Government supports multi-annual
settlements for the BBC to enable it to plan ahead and to act independently of day-to-

day political pressures. The BBCO6s role needs

content partner with a wider range of other media organisations and an enabler of
Digital Britain. Its scale and funding means that it has moved successfully into the online, on-
demand and search world. But its scale and impact on the market and the ability of others to
monetise services in the digital environment require careful vigilance by the BBC Trust,
particularly in relation to proposals for new services, or new devices such as the broadcast-
broadband hybrid Project Canvas.

C4C, much smaller than the BBC and hence more rooted in broadcasting to date, needs
a modernised remit which reinforces the moves it has begun to make into multi-media
content via 4IP. C4C could increase its focus on lower unit-cost online means of delivering
public purposes, and has a key role in partnering with other cultural institutions (in the same
way as it has been a leading partner for the independent sector). The Government has
examined in detail three broad structural options for C4C: a strategic joint venture between
C4C and BBC Worldwide; a merger between C4 and a private sector partner with majority
public ownership; or a stand alone C4, with a new and more online focused remit.

The Government has concluded that minority privatisation, even on terms that provided
additional funding over the short to medium term, could not be assured of delivering the core
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public policy objectives over the long term. The Government ruled out direct Exchequer funding
for C4, given other public spending priorities. A strategic BBC Worldwide/C4 relationship would
require further structural separation of BBC Worldwide, on which further work is needed, and
would possibly require changing the terms on which C4 acquired content rights (which would
have had wider consequences for the UK rights regime and the production sector). However,
this work has uncovered the prospect of purely commercial ventures between C4C and BBC
Worldwide which are currently still under negotiation.

In its Statutory Review, Ofcom identified a range of content where there were gaps in market
provision and where it believed that plurality of provision, beyond the BBC, ranged from

desirable to essential, including material for older children and particularly news in the Nations,
regionally and locally. This is central to democracy and the holding to account of public

i nstitutions. The Government welcomes the thol
partnerships in kind are welcome. But on their own they may well be insufficient to meet the

scale of the challenge facing public service provision, particularly in Nations, regional and local

news where rival news agendas and journalistic inquiry are central to pluralism.

The combination of public policy need and market circumstance means we need to ask if
funding is required. The Television Licence Fee is the existing major intervention for content
and is the most suitable source for this funding. The Government will therefore consult openly
on the option of a Contained Contestable Element of the Television Licence Fee, carrying
forward the current ring-fenced element for the Digital Switchover Help Scheme and Marketing
(c.3.5% of the Licence Fee) after 2013. This would be independent of the level at which the
Licence Fee would be set from 2013. The Government is open to other proposals for funding in
the consultation process.

Any funding needs to be contestable, allocated against clear range, reach and quality criteria

by an -lengtmbody. An early priority is for independently-financed news consortia

providing an independent stream of multi-media and broadcast news using Channel 3
Licenseesd broadcast regional news sl ots as o]
be able to produce news more cost-effectively than existing Channel 3 Licensees using assets
designed for a different era. The result could be a greater investment in journalism, news-

gathering and multi-media distribution and syndication than today, enhancing the quality of

news in the Nations, regionally and locally.

The Government will discuss with the BBC Trust how the remaining part of the
emerging underspend in the Digital Help Scheme, that is not being used to help fund the
Broadband Universal Service Commitment, could be used to fund pilots between now
and 2012.

In respect of the regional and local online and offline press, the Interim Digital Britain Report

invited the OFT, in conjunction with Ofcom to review the operation of the newspaper media
mergers regime. The OFT6s conclusi ons, p utbel i s |
very significant structural and cyclical changes facing local and regional media. The OFT set

out a number of clarifications to the operation of the regime which should be helpful to the

sector and propose to amend its guidance to ensure a new Local Media Assessment,

conducted by Ofcom, takes place in cases relating to local media mergers involving one or

more local or regional newspapers which raise prima facie competition concerns.

For the Channel 3 and Channel 5 Licensees the Government believes there is a strong case
for progressive liberalisation, so that they can move towards becoming fully commercial
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networks, serving the interests of their shareholders, whilst continuing to deliver a focused
sustainable public service commitment centred on original production and news. However, the
Government is not persuaded that, outside any regions covered by pilot news schemes before
2012, there is a sufficient case for removing
regional news. It will review what the position should be from 2013 when the availability and

level of sustainable contestable funding is settled. The Government will, however, enable

Ofcom to advance by a year the revaluation of the Channel 3 and Channel 5 analogue

licences. Beyond regional news, the Government recognises that Ofcom may need to

adjust | TVOs other public service obligations
switchover, in line with the diminishing value of the licences. The Government is willing
toconsiderlegi sl ati ve change i f adjustments beyond

considered necessary.

In relation to independent production, the Quotas and Terms of Trade Framework are working

well. The regime is sufficiently flexible to provide an effective framework for commercial

agreements that address innovative business models and new media developments. The

BBC6s voluntary New Media Rights Framework i s
widely by government and other public bodies who commission online content.

We need to continue to invest in research and innovation to enable Digital Britain to keep
pace with fast moving technical change and to provide the seed-bed for new companies. The
UK has a world-leading research base, funded principally through the Research Councils,
which will invest £120m over three years in a co-ordinated Digital Economy Programme.

The ability of Digital Britain to contribute its full potential to our future economic growth is

critically dependent on having enough people with the right skills in the right place at the right

time to develop and apply the new technologies. We also need more systematically to address
Britainds comparative weakness in | ow and int ¢
for a modern economy. The two sector skills councils, e-skills UK and Skillset, produced an

analysis of the gaps in skills provision. They assessed current provision and made a number of
detailed recommendations to ensure a healthy pipeline of talent into the professional digital

workforce, accelerate the development of the existing workforce and enable companies and

individuals to invest in their own skills capability.

Ensuring the healthy pipeline of talent starts in the education system, from primary school right

tr ough to Higher Education. The Department f or
Plan aims to make this country the best place in the world for children and young people to

grow up. The Digital Britain report highlights many ways in which the digital agenda can help to

realise better outcomes for children and young people, including through the Home Access
Programme, by ensuring parents have the digit:
safe, effective and balanced use of the Internet, by ensuring good quality, plural and relevant

multi platform content for children and young people and by giving our children and young

people the skills to make the most of new technology.

At primary level, the Government endorses the Rose Review of the curriculum which upgrades
digital (ICT) competence to a core competence alongside English, mathematics and personal
development. We are also piloting a new creative entitlement of five hours a week delivered by
professionals in the creative and cultural sector. At secondary level the Government is rolling
out a major programme of reforms to the 14-19 curriculum including an emphasis on applying
digital knowledge real life contexts. New GCSEs in English, Maths and Information and
Communications Technology, incorporating functional skills will come on stream from next
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year. The new Diplomas for 14-19 year olds in IT and Creative and Media will help swell the
numbers of those entering the professional digital workforce with the desired mix of practical
and transferable skills, industry knowledge and business awareness.

In Higher Education we will shortly publish a new HE Framework which will set out how
industrial activism and a sectoral focus will be applied in HE, which will be particularly
significant for Digital Britain both as a very significant and growing sector in its own right and as
vital underpinning for the wider economy. It will set out how Government will establish clear
signals and incentives to universities so that new programmes are established in priority areas
and existing programmes re-focused. It will also include the creation of the Skills Funding
Agency to ensure that the skills system is prioritising the things that sectors such as digital
technology and digital media need.

One advantage of independently-funded news consortia investing in developing company and
individual capabilities is that they will provide regional and local hubs for the development of
multi-media skills. More widely the Government has announced a new approach to embedding
skills and training in procurement of major IT projects and programmes, with successful
contractors required to put in place a formal training plan for the development of the digital
project workforce.

The change from analogue to global digital networks requires us to adapt our policy and legal
frameworks for security and safety. Most of the risks of the offline world T short of physical
harm 1 are replicated in the online world. What is illegal offline is illegal online. But online if the
criminal is digital the protector or enforcer is too often analogue or at least the framework within
which they have to operate is. We need to catch up, particularly as we move to a world of
ubiquitous broadband.

The Internet is a truly global network connecting almost two billion users worldwide. It is a
participative generative network promoting interactivity, collaboration and conversation. It
enables us to transact and share globally, one of its greatest strengths. But because it is not
confined to national borders it is not subject to clear national jurisdiction. The Digital Britain
Report sets out how the UK Government intends to work to strengthen international
collaborative institutions to address that question.

There remains a significant role at national level for measures to shape a safe online world. At
network level there is high-level Cyber Security responding to threats from serious and
organised crime and terrorism, often international. The Government has been developing and
will shortly publish its Cyber Security Strategy. Our networks must be resilient to attack. Industry
agreed voluntary adoption of minimum standards is the first step to prepare the UK for the
increased legal requirement on security standards that will flow from the new European
framework. The Government will carry out a major exercise later this year to test our national
ability to respond to a telecommunications emergency.

At the individual level consumers must be able to communicate, trade and work online with
confidence and assurance that their personal data is secure from misuse or fraud. The market
is evolving an increasing range of user-friendly personal security applications and after sales
support. But giving basic advice about avoiding known problems online is a cornerstone of any
personal security approach. The joint industry-Government Get Safe Online campaign provides
a reliable one-stop shop for information on online security. The Government is committed to
working with industry to maximise the effectiveness of the campaign.

The existing mechanisms for online consumer protection need reform. Agencies overlap and
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there needs to be greater specialised capability to deal with the different challenges of

consumer behaviour in the online world. The Office of Fair Trading has proposed to take a

stronger role in online consumer protection. Its five point plan will be addressed in the
Government 6s forthcoming Consumer White Paper,
business can work better together, enhance intelligence gathering and tackle online fraud.

Personal data is the new currency of the digital world. Privacy and security of that data is an
increasingly critical issue. The Information Commissioner is developing a new Code of Practice
APer sonmat ilonnf oOn | i n e daterftlosryeap Thb Prime Blinister has

appointed Sir Tim Berners-Lee to form a panel of experts to deliver better use of public

data. Effectiveself r egul ati on i s also vital. The I ntern
principles for providers who collect and use data for behavioural advertising mirror best
practice in the USA adapted for the E.U. O0s dal

In terms of online content safeguards, again effective and adequately resourced self-regulation

and clarification systems are important. For electronic games the Government is adopting the

Pan European Game Information System for boxed games and believes the system can adapt

well to the online world. But additional action beyond self-regulation is needed against criminal
material and to secure online child safety. TI
take downdé system on | nt er n didnallgast malel.Bsitneeds el y
a secure resource base. The Government is challenging the industry to ensure that it has one

and will also explore with the IWF and the European Commission the scope for a Pan-

European model with commensurate funding.

Apart from its influence on the overall economic and legislative framework, Government

impacts on the Digital Economy in four ways: In delivery of public services, as a major

purchaser of digital systems, as commissioner and holder of data and content and as a
strategic hub for the devel opment of Britaino:
sets out the next steps in the journey towards truly Digital Government i Government of the

web not just on the web.

The UK is further ahead thanmany ot her countries in that jour
are rising. Th e-engimeerimgeotite business practicésgor theedigital world is
accelerating. And the pressures on public expenditure require a step change in the efficiency of

the delivery of purchases and ICT procurement.

Today almost half the UK population use the Internet to access information about Government
or local council services, or to complete a Government transaction online. Directgov receives
14m visits each month. Significant savings can be achieved through online delivery i 45% in
the case of DVLA Vehicle Excise Disc issue.

Some public services are already delivered almost exclusively online. The move to universal
2Mbps broadband by 2012 as a baseline service standard should be the trigger for a further
programme of Digital Switchover of Public Services. By doing so, online will become the
primary means of access, though with a safety net for those unable to access the service
online. Against clear criteria, each relevant Government department should identify at least two
candidate services to form part of the first Digital Switchover of Public Services programme
before 2012.

In procurement, significant progress has been made towards a virtual public service service
network with the first major Public Sector Network procurement taking place this year.
Government <c¢l oud -Cloonpdid,i nlygas tdhemd Gan i mportant



publication of the Governmentds @thecuBenunci | /1
development of the business case for investment in technical development and physical

facilities. These major developments require a single-minded focus to oversee Whitehall-wide
standards and systems. This Report recommends that the Government Chief Information

Of ficer should have a 6doubl e | ockd on approvi
Government departments.

79  Public Service data and content play an increasingly important role in the digital economy. The
Government has embraced the vision of the Power of Information Task Force and, in respect of
important data sources for innovation, such as geospatial data, agencies are significantly
improving access to data and clearer licensing pathways from innovation to large scale
commercial use.

80 Government commissioning represents a third of the total investment in professional UK online
content. Despite existing guidance many public online commissions still prohibit the re-use of
IP. This leads to wasteful warehousing of rights. NESTA will pilot a simplified IP framework for
digital media bringing together PACT, the Cabinet Office, Kew Gardens and Arts Council
England.

81 Finally, implementation of our plans for developing digital infrastructure and participation,
including Digital Television Switchover, Digital Radio Upgrade and implementation of universal
broadband and the Next Generation Fund, will be carried out through a number of delivery
bodies. To achieve maximum efficiency and coherence to all of this activity, Government and
Ofcom, together with other partners, will by the Autumn assess the scope to unify these
groupings into a single Digital Delivering Agency with greater capabilities and
economies of scale.

82 The Digital Britain agenda encompasses a broad spectrum of policies, some of which are the
responsibility of devolved administrations. Not all the initiatives referred to in the report,
therefore, are UK-wide. The UK Government hopes to work in partnership with the devolved
administrations to deliver a successful digital economy across the UK but recognises that for
some policy areas, such as education and some public services, a different approach may be
taken in different parts of the UK.

83  Detail on the implementation programme for Digital Britain is set out in Chapter 9 of this
Report. Broadly, the actions in this report are divided into three categories. Firstly, Outcomes
where we have reached a final decision, secondly, Proposals where we have set out a
proposed course of action for further analysis or engagement and thirdly, Recommendations
where we have set out our views on areas which do not require immediate next steps. Some of
the actions in this Report will require legislative measures and a Bill to give effect to these
areas will be introduced as soon as Parliamentary time allows.

CASE STUDY
Parents: Simon Blatherwick

The Blatherwick family in south London consider themselves connected. Their two young sons both have MP3 players.
They have mastered Wii and grown up with multi-channel digital terrestrial television.

Although the family pays for high-speed Internet access, Simon Blatherwick, the Technical Director of Archaeology at
RPS Planning, admits to spending a lot of time swearing about his Internet service provider.

The family use its broadband connection i when it works 7 for entertainment, shopping, research and school homework.
il donét go to the High Street anymore to browse around 1in
for sale are now online. 0



But Simon remains concerned about the sheer volume of content available online, and how to police it. So the family
relies on a software package which includes a security system where both parents are administrators and their children
are account users.

The ages of both children are logged into the account details, and the system automatically filters content appropriate to

theage-band of their sons. Altés ultimately policed by Dad pu

Outside, the family relies on mobi Ifaetthptbuw sidersonthas a kabie probatdyb s o
encourages us to |l et him go places that we would be concer
Ailt allows a freedom in London that probably only comes wi



Chapter 2

Being Digital

AThe number one benefit of information technol og
do. It |l ets people be creative. It |l ets people Db
they could learn before,andsoinas ense it is all about potential .

Steve Ballmer, Chief Executive, Microsoft

AMBITION: TO ENSURE THAT EVERYONE CAN SHARE IN THE
BENEFITS OF A DIGITAL BRITAIN

Living and working in Digital Britain

1. Building a Digital Knowledge Economy in the 21st Century wi | | be fundament a
future prosperity. For the country to reap the maximum benefits, we need to put people at the
centre of all our digital thinking. The changes we propose in this Report are intended to
improve social mobility, promote UK business competitiveness and to improve our everyday
lives from our education system to the businesses we run, from careers to how we participate
in a modern democratic society.

2. The Government made cl ear in this yeaeaumedgse- budg:¢
based economy underpinned by a strong communications infrastructure. It announced that the
Government would pursue a Universal Broadband Service, at a speed of 2 Megabits per
second, by no later than 2012. Achieving that goal will allow virtually everyone to experience
the benefits of broadband, including the increasing delivery of public services online. It made
clear that Universal Service will be complemented with further support to improve basic digital
skills and promote broadband take-up, ensuring that adoption of broadband continues to grow
in line with the expanding opportunities available.

3. Digital technology i and particularly the Internet i is the common backbone for numerous
services and devices that most people now take for granted, including MP3 players, web-
enabled mobile phones, online gaming, social networking, multi-channel television, digital radio
and podcasts. But it is much more than that. Digital technology is no longer simply desirable. It
is rapidly becoming an essential facility for citizens and consumers in a modern society.

4, The changes that digital technologies bring require us to develop a new level of participation
for a competitive digital knowledge economy and a modern democratic and fair 21st Century
society. ADigi t a | ABi g Bango will transform how we p
learn, how businesses operate, how we find jobs and how we do them, how we access our
public services and how we develop our creativity, make the most of our free time and network
with friends.



Case Studies

Throughout this report, we have included case studies of how Digital
Britain benefits different sections across society. They show how:

Young people and families are increasingly viewing digital technologies
as the norm, including for music listening, multi-channel television, e-
commerce and shopping, research and school work and staying in contact
through email and mobile phones.

Education is being transformed in schools and universities through the
use of online whiteboards, animation technology in lessons, remote and
virtual learning and new IT suites where children are taught to safely
navigate the web, store and protect their own content and practise web
design.

Health care delivery is changing with the use of digital data to enhance
record keeping, access test results, update the latest research, make
prescriptions and improve appointment schedules.

Small businesses are using digital technology to revolutionise how they
operate through online marketing and sales, improving accounting and
internal procedures, online tax returns and record keeping and payments.
The Internet enables such small businesses to reach a global audience for
their products.

Bigger businesses are transforming their working practices through the
use of broadband communications, intranets, webcasts, online advertising
and dealer and customer relationships. Digital technology is transforming
everything from product design to purchasing portals and customer
communications.

Families and older people are using digital technology to communicate
through email, engaging with their local communities, communicating with
relatives across the globe on webcams and for information and advice,
care and support.

People will rely on technology tools for most important areas of their life. The advantages of
being part of the digital revolution will be vital for work, as well as central to playing a full part in
the community and with family and friends. We foresee benefits of Internet use in a number of
areas, including:

1) Social Mobility: through providing additional educational and vocational opportunities.

2) Financial Savings: through competitive pricing, lower utility bills, price comparison
websites and many other ways.

3) Educational Attainment: through online learning, information provision and research
and remote and virtual learning.

4) Improved Salary Prospects: because already computer skills carry a wage premium.



5) Democratic Engagement: through increased opportunities to participate in and discuss
the democratic process.

6) Increased Satisfaction with Public Services: because online delivery of public
services brings greater choice, flexibility and personalisation of service delivery.

Some of the Benefits of Being Online

Health Services i Because Internet based health services can offer greater
detail and information about healthy eating, dieting, exercise, diagnosis,
treatment and recovery.

Online Shopping i There are significant benefits, both financial and
social, that come from being able to shop online, getting the cheapest deal
and saving time especially when using price comparison websites. Further
important benefits are emerging for people with disabilities or those unable
to venture out allowing them greater independence in their daily life.

Online Banking T Including paying bills, allowing quick and easy payment
methods, greater control over finances, a wider choice of savings products
and access to international markets and share trading.

Job Applications i Using the Internet allows job seekers to search
effectively for employment, some of which is advertised only online. Web-
based application systems have become much more simple and easy to
use.

Self Publishing T New content creation systems have enabled millions of
people to distribute their work i the written word, audio, photo sharing and
video material T to a global online audience.

Communication i The Internet offers access to a huge range of
communication devices to us. These range from the very simple
applications such as email in which we can communicate with people
anywhere to instant messaging and VOIP which allow us to communicate
with people around the world instantly and for free. All these systems have
been augmented by social networking sites that allow us to keep in
contact with old friends and new.

6. In the lead up to this Report, the Communications Consumer Panel conducted some
research into the importance of the Internet in modern society. It found that:

e Most people with broadband at home already feel they could not be without it. More
than 70% of such people described it as essential or important. People with
broadband at home value it more highly than their mobile phone, land line or digital
TV.



e Most people (regardless of whether they have broadband or not) consider it
essential for some groups of people to have broadband at home, notably those with
school-age children and people who are physically isolated.

e Most people consider that in the near future it will be essential for everyone to have
broadband at home. More than 80% agreed (46% strongly) that it should be possible
to have broadband at home, regardless of where people live. Among respondents,
81% agreed (42% strongly) that it is ever
at home.

e People who do not have it are expected to be at a significant disadvantage. This is
because people expect that more vital services will be delivered solely online in the
future, or be provided offline in a way that penalises people who access them in this
way, perhaps at a higher cost or lower quality. It is expected that people could lose
access to a wide range of services and activities: shopping, banking, school work,
public services, and downloading TV content.

7. Today, nearly a fifth of web users use the Internet as their first port of call when investigating a
health concern.® Twenty hours of content is uploaded to YouTube every minute. Already, being
a computer user commands a wage premium of between 3 and 10%, when individual,
occupation and industry effects are taken into account. The financial savings flowing from an
ability to use comparison websites and online-only deals are worth an average of around £23
per month, per individual. Online retail creates opportunities for both sellers and consumers.
While consumers benefit from savings online they also spend on average 20% more online that
they do offline.*

8. And whilst some of the popular activities on the Internet today, such as accessing information,
communicating and carrying out transactions can be done on a relatively slow Internet
connection, already a considerable proportion of online activity, such as downloading and
streaming TV content (e.g. the BBCo6s i Player),
around 2Mbps. This trend will continue and grow.

9. This technology is particularly critical for certain sections of society. For example, for families
with school age children where the Internet is essential for educational purposes, for the
unemployed as more job search is conducted online and for the physically and socially
isolated, such as the elderly, people with disabilities and those living in rural and remote areas,
for whom the Internet can bring huge new opportunities for engagement and participation.

10. Participation in social networking opportunities is redefining how children communicate with
each other. Arguably, a more important development is that pupils who use the Internet for
educational purposes are more likely to out-perform those without web access i by around %
of a GCSE grade ineach subject. Thi s i n turn increases the UKO®OSs

Does the Internet improve lives? i FreshMinds/UK online centres, April 2009

4 Economic benefits of digital inclusion T building the evidence, published in April 2008 by UK

online centres



more highly skilled workforce.® In the workplace, 90% of new jobs now require digital skills.®

Children and Young People in Digital Britain

As part of the Digital Britain process twelve young people, between the
ages of 11 and 16, from the Young NCB (National Children Bureau) and
Life Routes projects were invited by the Digital Britain team to participate
in the Digital Britain Summit held on 17th April 2009. Their remit was to
discuss and give their viewpoint on where they see Digital Britain in 20
years time. We are publishing their Report alongside this document today.

Giving children and young people the skills and tools that they need to
participate in Digital Britain is of critical importance from both a social and
economic perspective. If we are to truly maximise the potential of these
digital economy and the benefits it can bring to all sections of society, we
must ensure that children and young people are confident and empowered
to access, use and create digital media.

Professor Tanya Byronds Review in
last year addressed the critical need for a sustained information and
education strategy targeted at children. The Byron Review highlighted the
important role of schools and other services for children and families in
equipping children and families with digital skills.

This Report endorses the recommendations made in the Byron Review.
The importance of ICT skills will continue to grow and the Government
must ensure that all our children and young people are equipped to
prosper in Digital Britain.

Current Participation in Digital Britain

11. Todayds products and services are making it e;:
and digital services. More than 1 billion applications have been downloaded on the iPhone
worldwide. A quarter of us have watched TV on the Internet. Almost half of the UK population
has used the Internet in the last year to access information about Government or local council
services. In UK households, 90% of us have digital television and over a quarter of us have a
digital radio. The number of mobile minutes we spend calling has risen by 90% in the last five

> Economic benefits of digital inclusion 1 building the evidence, published in April 2008 by UK

online centres
® Delivering Digital Inclusion i An Action Plan for Consultation (2008)
http://www.communities.gov.uk/publications/communities/deliveringdigitalinclusion
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years.

For most people, the technology revolution we have seen in the last 10 years has brought
enormous benefits. Yet, today, over 15 million adults in the UK still do not use the Internet. If
we are going to maximise the benefits across society, we must also ensure that we address the

needs of those 15 million.

Those not using the Internet also risk missing out on the full benefits of digitally delivered public
services, which can provide greater flexibility and personalisation for the user. We explore the

digital delivery of public services in more detail in Chapter 8.

It is already increasingly the case that those without access to the Internet suffer economic
disadvantage. Their opportunities and livelihoods can be compromised by exclusion from the

digital world.

More fundamentally, they miss out on areas of learning for themselves and their families and
increasingly, they may begin to miss out accessing the full benefits of online public services
from health to financial services and employment advice. They miss out on the easy access to
relevant information, from the daily updates on weather or transport, to important breaking
news at local, regional, national or international levels. Access to news is part of daily life as

well as an essential ingredient for democracy.

Finally, people miss out on leisure activities and creative development which is increasingly

part of the fAsocial glueo for fri

ends,

f a mi

The concern of isolation and loneliness, of being the person in a social group who gets left
behind, who fails to understand or follow cultural references, are as powerful as motivators for

some sectors of society to acquire and improve their digital skills, as the more obvious

economic, educational and democratic benefits.

Ofcom Research: Accessing the Internet at Home

Of comds recent Aceessm@thednterngt at bigme ¢t A
Quantitative and Qualitative Study Among People without the Internet at
Home (by Ipsos Mori) looks at why these people do not have Internet
services, and at what price, if any, would they be willing to pay for it and
what can be done to encourage take-up.

The key findings were:

e When asked what the main reason for not having the Internet
was, self exclusion (6therebs
accounted for 42% of those without Internet access at home.

e Financial / resource exclusi on
accounted for 30% and the remaining 18% intended to get
Internet access at home in the next 6 months. The evidence
suggested a strong correlation between experience of the
Internet and the intention to get it at home i 72% of this group

(

(



were Internet users outside the home.’

o 42% of people interviewed were willing to pay something for an
Internet connection, 13% would get it if they could get free
Internet connection and computer but 43% would not get it
even if both were free and said that it was irrelevant to their
lives.

e Within the 30% of those in the financial/resource exclusion
group, two subgroups were identified i 26% were those whose
main reason related to costs or equipment and 4% were those
who said they did not have the knowledge or skills. 55% of those
who cite cost live in social category DE homes.

e Awareness of the Internet was widespread with only 3% of
respondents saying they had never heard it. Use outside the
home also varied widely: 32% of respondents used the Internet
outside of the home; 24% were non-users with indirect access
via family or friends carrying out tasks on the Internet on their
behalf; and 43% were non-users without access either directly
or indirectly.

e Within the self-exclusion group, two subgroups were identified:
37% for whom the Internet was not of interest and 5% who said
they did not need it at home because they were happy with the
access they had. Respondents who said they were indifferent
tended to be older and did not use the Internet.

e The study overall found that a genuine interest in the Internet is
a prerequisite to take-u p . Il tés also i mport
even if a spark of interest is generated, there may be other
barriers to take up including skills, resources and affordability.

18 Among non I nternet using groupsexc lcwsnmomo ries pt
they are living contentedly offline and see no real need or benefit to going online. Despite the
advantages of digital participation, as outlined in this document, 43% of those asked in a recent
Of com study said that even i f offered a ofree
would not choose to be online. ®

! Internet users defined in this report as those who use the Internet at least once a year and

regular users are those who use the Internet at least once a week.
8 Accessing the Internet at home 1 A quantitative and qualitative study among people without
the Internet at home by Ipsos Mori



19. In other cases, however, the problem is involuntary exclusion. People may understand that
there are clear benefits to them in terms of employability, access to cheap online shopping,
social networking, healthcare and advice, and so on 1 but lack either the money to buy kit and
subscribe to a broadband service, or the skills to engage. In some cases they may have a
disability that prevents them from being online. In these cases there is a compelling case to
improve the support and availability given to these groups and communities in order to benefit
from the digital opportunities.

20. The Government has been alert to the potential dangers for those who are digitally
disconnected and to the dangers of the increasing digital divide. To that end it has put in place a
series of important initiatives designed to offer practical and easy to reach help for those not
online. There has been an unprecedented investment in training and access and encouragement
to get people online at local community level. Thisinvest ment has delivered
Programme to ensure that Public Libraries and other local community facilities had free
opportunities to learn how to enjoy digital technology, as well as initiatives to put ICT equipment
and learning at the heart of schools, to the wide range of local government, higher and further
education, cultural and leisure centres which all offer access, training, and openings to learn
and use digital technology.

21. This Report allows the Government to assess the excellent work already achieved, and to
suggest a step change in the ways to help the digitally disconnected, building on the best
practice to date, and on the knowledge and understanding we now have about the barriers and
the ways to overcome them.

22. It recognises that the market and innovation offer some important breakthroughs, as well as
public service and voluntary sector partnerships.

23. The Government wants to take further action in three areas to drive Digital Participation:
1) Affordability: both in relation to equipment and ongoing costs;

2) Capability and Relevance: ensuring that all citizens have the skills, motivation and
confidence they need.

3) Availability: by making sure that wide availability of key services, in particular through
the Universal Service Commitment for Broadband which we address in Chapter 3.

Affordability

24. UK consumers today enjoy some of the lowest communications bills of any in the European
Market. Companies such as BSkyB, Carphone Warehouse, Virgin Media, BT and many others
offer a huge range of individual products and bundled packages at very competitive prices. The
intensively competitive nature of the UK Communications Market means that UK consumers will
continue to be well served in terms of the prices they pay for communications products.

25. Real monthly household spend in communications services fell for the third year in 2008 and
prices have fallen by almost 5% since 2004. It is possible today to buy a new laptop computer
on the high street for around £250. In the early days of the digital television switchover
programme, a set-top box cost up to £300 whereas today it can now be bought from around




£25.

26. However, for some the question of affordability is still critical. Whilst there are significant
disadvantages faced by households who do not have Internet access in their own homes, the
Government and public sector partners have equipped many community centres with
computers and offer safe ways for citizens to learn to use and enjoy the Internet and develop
their ICT and creative skills.

27. The Government started to tackle this issue through the Home Access Programme, which
addresses the needs of those children in state maintained education without online access at
home. On 2 February 2009 the Government began a pilot across Oldham and Suffolk local
authorities targeting families with children
children and their families in getting online.

28.The pilot for the Home Access Programme has been a success in terms of generating and
satisfying demand and is well ahead of target. In March, the Minister agreed that funding for
the pilot should not be capped at 7,500 grants but should be extended until all the eligible pool
has been served. The extension of the grants shows the great demand there is for access in
the home. Any families who are eligible and who have not applied under the pilot scheme will
be able to apply under the national rollout from December.
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30.

UK Online Centres

UK online centres run a network of around 6,000 centres across England,
providing people with help and support to access and use computers and
the Internet. They were set up in 2000 with funding from the Department
for Education and Skills and there are now UK online centres in 82% of
areas of high deprivation. Through UK online centres, people can work
through the émyguidebd resource, a
as a cross-sector resource and developed by the central UK online
centres team, which can also be used independently or with support from
family and friends. It helps the user plot their own journey through email,
web searches, and short courses in anything from using a keyboard and
mouse to online safety, shopping, banking and more. People can also
become involved in other classes offered by the centres, which are
sometimes run in outreach venues to engage those who would not
necessarily walk through their doors. UK online centres also run the
annual Get Online Day T to help raise awareness about the benefits of
technology, and to encourage people to visit their nearest centre.

Of the two million annual users of UK online centres, three-quarters are
counted as being socially excluded, and around half have no formal
qualifications when they start using a centre. UK online centres often

awak en usersod6 appetite for | earning.
up information, advice and guidance, further education or employment.

More than 90% of visitors also access online Government services in a

UK online centre.

In addition, there are a number of other initiatives already in place in the UK which aim to
provide affordable technology such as personal computers for digitally excluded citizens. But
demand currently far outstrips the supply of suitable equipment. At the same time many
organisations and individuals are disposing of large quantities of older but fully-functional
personal computers which often end up in landfill sites, simply because they are unsure of how
to recycle these PCs or are worried that unless they destroy the hard drive of the computer that
sensitive data may remain and could be accessed by a future user of the PC.

Many of these personal computers could be put to secondary use. They could provide
affordable access for excluded citizens and have a positive impact on the environment. That
requires clearer ways for individuals and companies to understand how to dispose of their old
PCs through accredited programmes that ensure correct data cleansing and licensing of the
computers. In turn, these schemes must be linked into programmes to provide computers to
digitally excluded citizens. More needs to be done to support these initiatives.



Microsoft: Affordable Computers in Milton Keynes

Milton Keynes has more than 10,000 disadvantaged citizens within its
population of approximately 250,000 people. Milton Keynes Council
wanted to provide these citizens with the opportunity to acquire affordable
access to technology and help them develop computer skills whilst
enhancing their employment prospects and to take advantage of the
economic benefits of being online, including engaging electronically with
the Council.

The Council worked with Microsoft to develop the Microsoft Digital Skills
for Citizens Programme which enables them to refurbish old council
computers, install the latest software, online services and training
materials and then loan these computers out to disadvantaged citizens for
just £1.50 per week. The scheme has been a great success with more
than 1,000 PCs already on loan and now has a waiting list of citizens who
would like to join the scheme, limited only by the number of computers
available from the council. The scheme recently won a European e-
Inclusion Award and constantly receives positive feedback from users.

It has enabl ed me tendsad makenevefoehds.e g
t is helping me with my educati on
http://www.connectmk.com

n
I

31. Finally, the exponential growth in mobile broadband services in the UK in the last 12-18 months
has led to the possibility of Internet connection over relatively inexpensive devices such as pre-
pay mobile. The Governmentodés commitment to t he
next generation wireless technology will further build the capability of this option for many
people. We address this in the next chapter.

32. Weinvite the newly appointed Champion for Digital Inclusion and Expert Task Force
(see below) to evaluate the work already underway, and if necessary, assess priorities
for future work by industry, the public sector and other stakeholders.

CAPABILITY AND RELEVANCE

33. Capability is about ensuring that all citizens have the opportunity to enjoy the direct benefits of
digital technology by equipping people with the skills, motivation and confidence to enhance
the quality of their lives.

34. The route to engaging people with the new technologies i and empowering them with the
skills, knowledge and confidence they need i starts at school. The Government has accepted
the findingsof Sir Jim Rosebds review of the primary
recommended that ICT join English and Maths as the centre piece of the new primary
curriculum. Sir Jim made clear that understanding English, communication and languages
underpin success across the curriculum and embrace key skills including viewing,
broadcasting, and evaluating. The secondary curriculum also embraces functional skills of


http://www.connectmk.com/

English, mathematics and ICT, built comprehensively into the curriculum. The importance of
theskill s for staying saf e, hi ghlighted by Tany
Worl dé have also been included in the personal

35.

36.

37.

38.

39.

Engaging parents is another aspect of the modernised curriculum. It is essential to support
child safety policies, but also provides an opportunity to engage parents with the online world.

As this Report looks at further in Chapter 6, we believe digital life skills are essential for all
citizens. Government therefore welcomes the recommendations of the independent review of
ICT user skills for adults conducted by Estelle Morris, including the proposals in relation to:

e Working towards a basic digital life skills entitlement for all adults;

o Clearer progression routes to IT user qualifications;

e Encouraging more provision of training for IT user qualifications; and

e Ensuring skills provision underpins the strategy for digital media literacy.

In 2008 the Prime Minister appointed the first Minister for Digital Inclusion. His task was to co-
ordinate action across Government in delivering the benefits of digital technology to address
the needs of those who are not currently benefiting. The issues being tackled include
broadband access, focusing particularly on the more disadvantaged groups and communities.

A Digital Inclusion Strategy was published in October which set out some of the key priorities to
bring these social and economic advantages, including:

¢ Increasing employability;

e Building skills and capacities;

e Better public services;

o Empowerment of disadvantaged communities;

e Access to advice and information; and

e Promoting independent living and tackling social isolation.

The draft strategy was consulted upon and there was support for the general principle, but also
a feeling that the economic case for digital engagement was even stronger than set out. One
key proposal that is being taken forward is the appointment of a Champion for Digital Inclusion
and Expert Task Force. Their task is:

Citizen and community empowerment: Making everyone vividly aware of the importance of
this agenda and its direct relevance to improving the quality of lives and life chances for all
citizens.

Effective services: Promoting across all sectors the more efficient and effective use of digital
technology to support the design, delivery and personalisation of services appropriate to the
needs of the most disadvantaged groups and communities.

Intelligence and Focus: To monitor and evidence the risks and opportunities of emerging
digital technology for excluded groups and communities and minimise the environmental
impact from these technologies.

We are pleased to announce the appointment of Martha Lane Fox as Champion for
Digital Inclusion. Together with her supporting Task Force, her particular focus is to represent
the estimated six million adults who are both socially and digitally excluded.



Users with Disabilities and Digital Britain

Responses to our interim Digital Britain report highlighted the needs of
people with disabilities, including people with sight, hearing or dexterity
disabilities, learning disabilities and dyslexia, and the potential benefits of
new digital technologies to these groups. The key problems identified in
the responses were low take-up and lack of accessibility.

Of ¢ o md sl cansumar experience reports found that in 2008 only
42%, 32% and 36% respectively of people with visual, hearing and
mobility disabilities had broadband access at home, as opposed to around
60% of the general population.

We recognise the need to take these concerns into account as our action
plans are implemented, in particular through the Digital Inclusion Action
Plan.

In the proposed new European framework for communications, provisions
on access to electronic communications services for Europeans with
disabilities have been strengthened to ensure they can benefit from the
same usability of services as other citizens, but by different means. For
the first time, the EU telecoms rules will include a provision on the
availability of terminal equipment offering the requisite services and
functions for users with disabilities.

At UK national level there is ongoing work across Government on e-
inclusion which supports our worKk
Decl ar at i2006)0In partlcular there is a priority objective to
6ensure accessibility, affordabili
users in the digital economyo. For
Innovation and Skills will lead a group that draws together Government,
industry and third sector to explore and understand issues of e-
accessibility and develop and share best practice across all sectors.

Government has also helped develop the use of technology to support
those living with disabilities through individual funding commitments and

pil ot projects. These include the
videod. Significandét is a Gover nme
social enterprise providing 0SignV

sign language interpreting via the videophone.

We recognise that this key area needs further consultation to agree an
Implementation Plan with agreed milestones in the overall implementation
of Digital Britain.

40. We will ask the Consumer Expert Group to report on the specific issues confronting



people with disabilities0 use thdyhdvaareadyndoreinn et
relation to digital television.

A NATIONAL PLAN FOR DIGITAL PARTICIPATION

41. Alongside the Digital Inclusion work, many Government departments, organisations and other
bodies today are involved in a number of initiatives aimed at promoting media literacy.

42. On 16 April, The Media Literacy Working Group, chaired by Stewart Purvis of Ofcom, published
its report in response to Action 22 of our Interim Report. Action 22 asked Ofcom, in the light of
significant market changes in the availability of digital technologies and how they are used, to
make an assessment of its current media literacy responsibilities and recommend a new
definition and ambition for a National Media Literacy Plan.

43. The Media Literacy Working Group brought together all the relevant Government departments
and devolved Nations, BBC, industry, education and Third Sector to develop a central focus, a
clear agenda and a fresh and radical new approach, driving Digital Participation in the UK. At
the heart of the Groupbs recommendations was
number of activities already taking place in this area.

44. It became clear through that process that there were a number of organisations and initiatives
aiming to address media literacy. But the approach being adopted was very fragmented, with a
large amount of resource being dedicated to this work. They lacked a higher strategic vision or
indeed the appropriate aligning of the initiatives to ensure that they were being efficiently
delivered and that they were complementing each other. Figure 1 below shows just some of
the initiatives currently underway.

Figure 1: The Current Fragmented Approach to Media Literacy

45.  Through the process, it also became clear there were numerous working definitions of media
|l iteracy but no consistent one. The term fAmedi
understood by policy makers but not really part of everyday language.

46. It is important that Government provides clear strategic leadership and vision. To do so, we
believe it is now vital to move away from media literacy as a discrete subject and term and to
move towards a National Plan for Digital Participation.

47. We believe that Digital Participation can be defined as:

Al ncreasing the reach, breadth and depth of di
society, to maximise digital participation an:

GETTING BRITAIN ONLINE

48. As part of driving Digital Participation we must ensure that the offer presented is as compelling
as possible and that people are aware of the benefits provided by being online. It is clear that
the current offer is not sufficiently exciting to motivate some people to get online. If we are to
encourage wider participation, there must be effective promotion of the services and channels
that attract people. That will require provision of appropriate support including outreach, skills
training, and demonstration of how people can get the most out of the digital revolution,
delivered through tailored, local, community-based programmes building on existing networks.

49. Government can play an important part in creating a compelling online offer through the
delivery of public services online. Today, websites such as NHS Choices, DVLA, Directgov and
many others are successfully serving the general public online. To maximise the opportunity
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51.

52.

afforded by broadband ubiquity, Government willneedtobec ome genui nely HAof

just Aon the webo. We consider this further

The analogy of digital switchover in television is a useful one. Digital UK has brought together
broadcasters, platform operators, retailers, equipment manufacturers, Government
departments, infrastructure operators, the third sector and others to create a coherently
designed and delivered communications campaign to promote the benefits of digital television
and what steps viewers need to take to enjoy those benefits.

Digital UKi Leadi ng the UKOGs Televisio

Digital UK, the not-for-pr of it company responsib
switchover from analogue to digital TV, has been responsible for

promoting the benefits of and educating and assisting the public in relation
to television switchover across the UK.

The start of the switchover programme has been a success, with
successful switchovers already completed in the Copeland area of
Cumbria, the Scottish Borders and part of the West Country.

Digital UK has been the critical delivery agency for switchover,
undertaking many activities including the following:

e Providing a central focus and coordinating function for the many
parties that have an interest in the switchover process;

e Working with commercial and third sector providers to create a
compelling offer that has driven take-up levels well in advance of
the moment of compulsion;

e Developing a simple and clear communications strategy that
consumers can understand around a complex and major
technological change; and

e Providing active support to the most vulnerable in the lead up to
at the time of switchover, in particular by working with the third
sector.

It is an ambitious and important goal to create a similarly compelling offer for being online. To
be achieved, it will require coordination and a clear and co-ordinated series of messages about
the benefits.

We support the Working Groupobés proposals for
Stakeholders, led by Ofcom, to drive Digital Participation. Funding will be made

available of up to £12m over three years from the Universal Service provision

announced in Budget 20009. It will support a new programme managed by members of

the Consortium, with a review taking place 12 months after the start of the Programme

to audit the effectiveness of this approach.
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We support this proposal because it has two powerful but simple ideas. Firstly, achieving a
digitally engaged population requires action to motivate those not yet engaged. And secondly,
this will best be achieved through a systematic, sustained and co-ordinated approach to
increasing Digital Participation.

The Government believes that a Programme will need to have three distinct aspects, the first
two driven by the Consortium and the third critical leg by Government:

1) A Communications Campaign: with a co-ordinated mix of marketing techniques that
leverages the assets of the consortium members including their brands, literature,
audiovisual materials and advertising inventories.

2) Targeted Outreach: to engage those who need more support. This direct outreach work
could follow the switchover timetable and harness the interest raised in digital
technologies by the digital switchover process.

3) Digital Switchover of Public Services: bringing the benefits of online delivery of
Government services to users. We consider this further in Chapter 8.

We urge the Consortium and Digital UK to work together closely, identifying and leveraging any
potential synergies that can be appropriately exploited. These could include the network of
volunteers currently helping Digital UK with outreach work for vulnerable and isolated adults
not eligible for the Digital Switchover Help Scheme.

In addition, we believe the Consortium of Stakeholders should consider how to utilise existing
networks of volunteers and resources effectively, including those who support UK Online,
Digital Unite, Citizens Online, local authorities and applications such as MyGuide.

We believe the Digital Champion and Expert Task Force should liaise closely with the
Consortium to develop best practise for the Programme.

In addition, we believe that Ofcom and the Consortium should consider how best to continue to
work with the devolved Nations on these issues, in particular by capturing the best practice
from across the UK and building on it, working with both relevant central Government
departments and the devolved institutions who have worked so well with the Consortium so far.



Activity in the Nations

A selection of some of the work currently being done in the nations in
media literacy includes:

Wales:6 The Learning Country: Vision
Welsh Assembly Government is developing an ICT strategy for schools to
harness the potential of ICT in transforming teaching and learning.
References to ICT are included in guidance documents to support the
OFramework for Chid/ldyemds olLa@ar mninn §v
level and at secondary level, there is a close fit between the learning

out comes wi t h cifrratiédfofonedmaditeracg gne the statutory
curriculum for schools under English and Welsh orders, the PSE

framework and the ICT curriculum.

Scotland: The Scottish Government published a paper on literacy across
the curriculum whioéi hgl &srabgetobd
taking advantage of the opportunities offered by technologies. The LTS
provides a range of resources relevant to media literacy promotion in
schools.

Northern Ireland: Nor t her n I rel andds Progran
strategic priorities for Northern Ireland in 2008-11 in which technology will
play a key role in providing a highly skilled and flexible workforce. In 2005,

a new A/AS Level in Moving Image Arts was introduced and from

September 2009 it will also be taught as a GCSE.

59. Finally, we will evaluate the work of the Consortium after 12 months using the following
metrics:

1) Reach: access; number of households online, and numbers using the Internet outside
the home;

2) Breadth of engagement: modes of usage and consumption (communication, retail,
content consumed, public services used);

3) Depth of engagement: user contributions, comments, joining networks, user generated
content, self publishing, content creation, photos uploaded and shared, etc; and

4) Social and economic impact: particularly the impact on economic recovery and
benefits for disadvantaged groups and communities.

MEMBERSHIP OF THE CONSORTIUM

60. Foll owing Ofcomds work, a number of organisat.
Consortium. They include the BBC, ITV, Channel 4, BSkyB, Broadband Stakeholders Group,
the Mobile Broadband Group, UK online centres, the National Institute of Adult Continuing
Education and a number of social and media portals including AOL, Bebo, MySpace Google
and Yahoo!. In addition, several museums including Tate and the British Library have also
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expressed an interest in joining the Consortium.

This is an excellent start, but as the work of the Consortium develops, it is likely that the
Consortium membership will need to adapt and potentially expand. There are a number of
organisations that can help to deliver this vision, including Internet Service Providers, mobile
phone companies, online search companies and many others. The Government believes that
the BBC and Channel 4, as public service institutions, have a particular important role to play i

using their content, services, brands and reach to showcase the benefits of online participation.

I n particular, the Government wehlioecActess t he
Champion and the increasing role of the BBC in driving Digital Participation. This means more
than just creating content to attract those that are already online. It means providing an
important function in helping to attract those not online.

The success of public service programming in driving online
participation

BBCO6s 6Who Do You Think You Are?696

Following the television series, 10% of viewers also accessed the BBC
website bbc.co.uk/familyhistory and 61% of those were new users to
family history on the web. There was also an 18% increase in first time
visitors to the National Archive website as the BBC was showing the first
series.

Channel 46s OEmbarrassing Bodiesod

The response to C46s multiplatform
incorpor ating TV, web and mobil e sugg:¢
effective motivator in increasing the depth of use of online services and
educating people about health risks. Over % million online STI Risk

Checks have been taken and more than 2.5 million Self-Checks videos

have been viewed on the site.

We are inviting the Board of Channel 4 to consider how it can further contribute to
driving Digital Participation, including consideration of whether Channel 4 should
appoint a Digital Participation Champion from among its Senior Management Team.

The new Consortium of Stakeholders provides an immediate and important vehicle for tackling
Digital Participation. It brings together key stakeholders and Government departments to
achieve greater coordination and collaboration. Whilst it will be able to bring greater
coordination than currently exists, there may be a case for even clearer strategic leadership,
coordination and rationalisation of current activity, requiring greater structural reform of
Government and stakeholder activity.

ap|



65. In the medium term, a new, formal and more structured institution outside of Government is
needed to deliver clear benefits above and beyond the Consortium approach. The new
institution could replicate the delivery success of Digital UK in television switchover. In that role
it would bind the most important stakeholders from across Government, industry and the third
sector in a structure with a clearly defined remit, governance and funding arrangements. This is
considered further in Chapter 8 as part of the wider consideration of how to deliver Digital
Britain.

66. If Government does embrace structural reform of the institutions and processes, it will also
need to consider its own interaction on these issues. Today, involvement is currently spread
across a number of departments, including BIS, DCMS, DCSF, CLG, and others. There may
be scope for developing a more efficient approach to Government activity in this area.

67. This plan to drive Digital Participation in the UK is designed to ensure that everyone can share
in the benefits of a Digital Britain. For them to do so, we will need to ensure the UK has a world
class infrastructure that makes the services people want universally available. This is
considered in the next Chapter.

CASE STUDY
Student: Adam Cunnington,
Northampton University

Adam Cunnington, a 21-year-old undergraduate at Northampton, has a drawer full of obsolete technology: CD players,
games consoles, mobile handsets and games consoles i all made redundant by the latest digital devices.

The student, studying for a degree in Business & Sport, has consolidated his electronic usage to a laptop and an iPhone.

AfThe | aptop gives me everything I need for my c¢oywherewtbr k,
emai | , instant messaging, maps, musi c and Facebook. 0
Aspartoftheso-cal | ed fAi Pod generationd, Adam expects his wuniver s

di sappointed. Every student on hi s cwherethey candiscusawork with tutors,o0 A T
find lecture notes and check sources.

fiThe idea is to enable students to access all the materi al
go to |l ectures. o

Adam uses the system to download lecture slides, while using another secure site T Metalib i to find book references,
sources, specialist journals and background for assignments.

He cross-checks some of his assignments with friends on Facebook, which has replaced MySpace as the network of
choice among his student group. But he also recommends entertainment sites such as Limewire or Bearshare, where
Adam admits not all content is paid for.

Given the hours devoted to online coursework and social networking, the undergraduate acknowledges that digital can be
a distraction. Al would get a | ot more done i f Facebook wa
AAnd i f mumés taken the SatNav, at |l east | can use the i Ph



Chapter 3a
A Competitive Digital
Communications Infrastructure

nlf Lord Reith was right in his assertion that t
conscience, then surely our ambition should be for a broadband system that is the engine of the

naton s mi nd. 0
Lord Carter CBE

AMBITION: TO STRENGTHEN AND MODERNISETHE COUNTRYO
COMMUNICATIONS INFRASTRUCTURE, EQUIPPING THE UK TO

COMPETE AND LEAD IN THE GLOBAL DIGITAL ECONOMY.

1. The UKG6s communications infrasttrugdsar®od¢isetay Vvi
safety, security and well being. If we were to lose the use of a functioning communications
infrastructure for any period of time, it is difficult to imagine many aspects of day-to-day life
carrying on as usual. A sudden removal of communications would not only bring business and
commerce to a halt, but also our traffic, public services, finance, energy supply and much of
our personal interaction. Many of us spend more than half our day using one form or another of
digital media, and this is only made possible by the infrastructure we take for granted.

2. For a quarter of a century the UK has applied a blend of Government intervention, independent
regulation and competitive market forces, leading to the development of modern digital
networks for TV, sound radio, the Internet and mobile phones/mobile data. Policies of the last
25 years have injected competition to the market and extracted value from the infrastructure.
We have over this period seen significant investments in successive generations of mobile
networks and the cable network. But in other infrastructures, and in particular the copper fixed
telecoms network, the competitive market has delivered significant upgrades in performance,
but not the massive investment required to redevelop the fundamentals of network
infrastructure. In the case of broadband, realising the full value of the copper network cost tens
of millions of pounds of investment; replacing it with a fibre network will take billions.
Investment of this order poses a new set of strategic challenges.

3. The lesson of the past is that regardless of policy success, we cannot afford to be complacent
about the pace of technol ogical change. Al one
infrastructures, our communications infrastructure finds itself in continuing and rapid technology
evolution, in which the new generation already looks unambitious by the time is fully rolled out.

The Integrated Services Digital Network (ISDN) promised the ultimate international goal in
1984 of two telephone lines and a 16 Kbps data link to every home. The Total Access
Communications (TACS) mobile networks licensed in 1984 was viewed as the foundation of
modern mobile communications, while the Videotex Services heralded as the last word in



browsing for information. Not only were none of them the last word, they were not even the last
generation of f@Amodernd networks but the gener :

4. For governments, the pursuit of the new generation requires prompt action and support for
renewal. This is particularly important during periods of economic difficulty. A recent report by
the Information, Technology and Innovation Foundation® points to the multiplier effect of
investment in digital infrastructure on jobs, productivity, competitiveness and quality of life i in
addition to the immediate impact on jobs of investment through engineering and construction.
ITIF suggest that a nominal £15bn investment in ICT infrastructure would generate 700,000
jobs, of which 360,000 would be in small businesses. (Public investment would of course carry
a cost for the economy, and other estimates put the jobs created somewhat lower).

5. Like our energy and transport infrastructures, small variations in the performance of our
communications can have major ripple effects, and major economic costs. Like energy and
transport, the demands upon the infrastructure are constantly growing and the challenge of
coping with these demands will move from complex to critical if we fail to take the necessary
action.

6. There is though a very positive story to be told about the benefits of new networks. Next
generation mobile networks offer very high bandwidth broadband with seamless connectivity.
Next generation fixed fibre and cable networks offer not just conventional high-definition video
entertainment and games, but potentially more revolutionary benefits for our economy and
society i telepresence, e-healthcare in the home and, for small and medium sized businesses,
access to cloud computing (which substantially cuts hardware and application costs and allows
much more rapid product and service innovation). And next generation broadcast will move us
into a new era of interactivity and high definition services.

7. If we are to be a global leader in the development of digitally based applications, content and
services we need leading edge networks over which to develop and distribute them. The pattern
over the past 25 years has been the arrival of more advanced fixed and mobile networks at
roughly 8-10 years intervals and it should come as no surprise that the next cycle is coming up
fast. Now is fAjust in timed for the UK to be i
networks. To deliver them will need a 21st Century blend of competitive market forces,
independent regulation and forensic Government intervention.

8. This chapter sets out some of the current and future challenges for the different elements of the
countryodés infrastructure, our view of market ¢
regul ati on, and, where appropriate, the Governm

leading networks. By necessity it is only a partial view of the different networks in the UK T a
fuller account could run to several hundred pages.

FIXED TELECOMMUNICATIONS NETWORKS (BUSINESS AND CONSUMER)

9. The fixed telecommunications network can be thought of in three distinct parts. At its apex sit
the international links that connect the UK to the rest of the world. A massive up-grading of

9 The UKG6s Digital Road to Recovery, Jombarg,han L
Daniel Castro and Stephen Ezell, April 2009



these connections with high capacity fibre optic cables took place over the period 1997-2000.
In fact a substantial over-capacity was installed that has allowed the traffic on the Internet to
explode without a bottleneck occurring. The competitive market is able to handle this
international demand for the foreseeable future. That it can do so on the back of business
investment undertaken a decade ago is a tribute to market deployment and must never be
taken for granted either by users or the public authorities.

The next tier of our fixed telecommunications network is the trunk links between cities and
towns down to the local BT telephone exchange (or cable head end in the case of Virgin
Media). Over the same 1997-2000 period the links between all the main UK cities enjoyed a
massive surge of investment in competitive optical fibre networks. But when the dotcom and
telecommunications bubbles burst, this optical fibre investment understandably came to an
abrupt halt, but at a point short of optically connecting the market towns in the shires and the
smaller towns across the UK. This has left a legacy of a bottleneck between the local telephone
exchange and the nearest connection to the optical fibre backbone networks for most UK
towns. This Iink is sometb noers frielféeeamrieddd Ite laasc k
capacity over the middle mile is often a major factor in congestion customers experience on the
broadband Internet in busy periods.

The third tier is the local telephone network that links individual homes and businesses. In 1989
the UK was unique in the whole of Europe in having a policy to encourage competitive local
telephone networks. The vehicle for this was broadband cable TV networks. This resulted in a
huge investment surge that also came to an end around 2000 i with around half the population
having a choice of telephone network provider between BT and Virgin Media.

The areas of the country that are covered by the Virgin Media network already have local

optical fibre rings that run through Virgindbs str eet cabi net 4006h®mes.i ng t
Broadband coaxial cables then connect to individual homes. Coaxial cable can support 4 Gbps
bandwidth on a shared basis. Virgin Media will this year extend its 50Mbps offering to all those

homes able to access a cable service. Over the same areas BT has its network of copper wires

but these run all the way from the local telephone exchange to homes, and the length of the
copper wires | imit bandwidth. BTO6s p khartemteede i n
copper wire runs to allow much higher bandwidth.

The other half of the country is served near/|l
fixed networ k. Foll owing Ofcombés Strategic Re\
monopolyd el ements of BT6és assets were placed int

addition Ofcom took action to make sure BTO0Os
over BTOs c o{aler tocaMdop uamindi{ng).orhis opportunity was seized by

providers such as Carphone Warehouse and Sky who at their own risk have deployed
exchange-based infrastructure investments.

As a result the country enjoys the benefits of a competitive first generation broadband market
to drive up choice and service levels and drive down prices. However, as we look to move to
the next generation of services, with higher data rates, increased symmetry and resilience and
lower latency, the business case for investment is very different to the current generation i we
are now talking about essentially replacing, rather than enhancing, the infrastructure. While the
competitive threat of cable means that the case for upgrading the copper network to fibre is
more easily made, the business case for investment in the other half of the country is
challenging. In particular, the costs of deploying fibre rise steeply in the more rural areas i the
final third.



BUSINESS COMMUNICATIONS SERVICES

15.  While the bulk of attention and public policy analysis (including in this report) is focused on
domestic and small business consumers, the communications market for our medium to larger
businesses is a quite distinct market. It is also an extremely important one. The availability of
high-specification, resilient, bespoke communications services and managed private networks
at competitive prices represent an i mportant |
economy and its attractiveness to inward investment. Global companies which rely on their
communications services round the clock in turn rely on a vibrant market in business
communications. Since these will be growing sectors in the global economy over the coming
years, this makes it ever more vital to the Ul
resource to ensuring that market stays competitive.

16. The distinct nature of the market is in part dictated by the nature of the end customer, who
tends to be well informed and used to a bespoke service for which they are able to negotiate
down prices. Business telecoms is a diverse field, but typically providers supply a suite of
mobile and fixed products, including high bandwidth point to point connections, Internet
protocol virtual private networks, voice and data services management solutions.

17.  While BT plc, through its Global Services division, is still the biggest network provider, alternate
providers, with their own substantial infrastructure, have offered competitive services. The
number of scale competitors in the UK has been reduced through consolidation in recent years.
But the nature of the competition to BT has been enhanced. In particular, Cable & Wireless has
in recent years successfully pursued a strategy of focusing on IP services for major corporates,
while Colt is active in major cities around Europe. Contracts with Mobile operators, particularly
with the advent of mobile broadband and high-speed file-sharing, are also an increasingly
critical part of any knowledge-e conomy busi nessds competitive e

18. Importantly, likethedome st i ¢ mar ket , BTO0s major competitol
access to wholesale BT products. Following the Strategic Review, Ofcom has reported a
gradual shift from end-to-end wholesale products to access-only products which allow
competitors to aggregate backhaul and thereby operate more efficiently at scale.

19. Much focus, whether of democratically-elected politicians or statutorily-appointed regulators
accountable to Parliament, understandably rests on high-profile retail communications
competition and the wholesale inputs to that competition. But the Government also recognizes
the importance of the business communications market. It supports the measures that Ofcom
has taken to improve the competitiveness of this market to date. It is as vital that we have
a highly competitive business market as it is in the more publicly visible retail market.
Additionally, there is a question as to whether the distinct needs of SMEs are fully being catered
for by the market as currently composed. These are not challenges we can afford to be
obscured by the focus on consumer markets.

CONCLUSIONS

20. The UK can overall reasonably claim to have a satisfactory broadband infrastructure and
market structure. It has been quite a journey. When the Internet started it was largely running
on telephone modems delivering data at 14.4 Kbps. The bandwidth went up in jumps until, at
56/64 Kbps, the telephone modem had to give way to the broadband Internet (DSL over copper
wires or Cable Modems over broadband cable networks). This allowed bandwidth to leap to an
average of 512 Kbps by 2005 and have risen steadily to an average of 3.3Mbps today. It has
taken us 20 years to get to this average bandwidth. However, challenges remain. There are



21.

22.

23.

24.

25.

26.

27.

three major issues for today: reliability of the middle mile, access to services, and universal
availability.

First, the capacity of the network is strai

miledo issue, which wil/| become pr esPlhayerdecane Vi

commonplace. Without action being taken it is possible that entire metro areas could suffer

data o6brown outsb. Il nevitably, itdndwilhavednl f eed

economic cost. This is though primarily a challenge for network operators to boost capacity
through investment and appropriate management of traffic flows rather than Government
intervention.

Secondly, it is important to ensure that the focus on connectivity does not detract from the need
to foster the services consumers value. Liberalisation of telecoms has seen service
development become decoupled from network development, which allows for more dynamism
and innovation. The fulcrum of this process is the world wide web, where millions of sites are
available to every single user regardless of who provides the connection. It is important that we
do not lose this dynamism as networks are built out, even as new business models are
developed.

A vibrant digital economy requires that independent value-added services can be delivered
across digital platforms. Where this applies to voice services (such as directory enquiries) this
might require Ofcom to mandate wholesale connection rates for operators with significant
market power, including where the provider is shifting from one technology to another. It might
also require a more active regulatory approach to ensure that services such as directory

enquiries are kept relevant to consumersd exp:¢

ensure that requirements can be put on a wider range of operators to provide directory
information to DQ service providers.

Thirdly, there are various degrees of current generation broadband under-s er vi ce .- DSL
spotsd (no DSL service avai l albdaesmal numizetoflargelgr i s

rural exchanges. As headline bandwidths on offer to consumers have increased, a further
subset of homes, this time right across the country, have been left unable to access anything
above a very basic service because of line length or other technical issues.

Research by the Communications Consumer Panel shows that broadband is at a tipping point.
For many people it has become a round-the-clock reality i those who work in a highly
connected environment all day often come home to a connected home. For those households
who have it, broadband has become an essential utility as important as electricity, gas or voice
telephony.

But for some of the country, without connectivity at work or at home either, broadband has
moved from the point where it might confer an advantage (with accessible mobile broadband
playing a role in connecting those who might not have fixed connections). Instead, we are
moving into a world where not having broadband access creates social and economic
disadvantage i whether it is for children keeping up with homework with their school peers, job
opportunities increasingly advertised online-only, cheap goods and services online and access
to information.

The Commission for Rural Communities has conducted research into the benefits of
broadband to rural communities, and the dangers of exclusion, to be detailed in a forthcoming
report. They suggest that Internet use for bandwidth continues to increase in rural areas at a
faster rate than in urban areas, and that a host of other issues, most notably rural economic
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29.

30.
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development, are bound up in broadband availability.

Access to broadband is also a necessary pre-condition for the development and delivery of an
increasing range of public services online. Rising demand for public services and constraints on
taxpayer finances make it imperative that we drive efficiencies in public service delivery. This is
set out more fully in Chapter 8.

Taking these factors into account, in the Interim Report we committed for the first time to
bringing broadband to within reach of all parts of the country, and stated we would consider
minimum levels of service up to 2Mbps downstream.

Some responses to the Interim Digital Britain Report argued that the focus should not be on

current generation broadband for everyone, but more rapid progress to next generation

broadband for most. These are two quite distinct national undertakings. Universal availability of
todayds network essentially r éengiofiastrectire andtbe e me n |
costs are therefore |Iimited to the hundreds of
essentially involves installing a new network or networks, and the costs are in the billions.

The Government believe that both objectives are valid: the network of today available to
everyone, and the network of tomorrow reaching a large proportion of the population. We will
therefore take action on two fronts. First, we will ensure delivery of the Universal
Service Commitment at 2Mbps, and second we will take action separately to address the
iIssue of next generation broadband availability.

The Universal Service Commitment (USC)
WHAT DOES THE USC LOOK LIKE?

32.

33.

34.

During the recent European Framework negotiations the UK has worked to secure
amendments to the Universal Service Directive that permit national authorities to designate
functional Internet access at bandwidths deemed appropriate to the market. When finalised,
this will remove the previous constraint on Universal Service Obligations as being confined to
narrowband connections and will provide a legislative underpinning for a redefinition of what we
see in this country to be an appropriate minimum universal service.

Our analysis indicates that under existing conditions, and taking into account expected network
developments, 11% of all lines are currently unable to deliver a 2Mbps service. Self-help
consumer solutions, such as the iplate, will, we believe, reduce this number to around 7%. To
address these remaining homes will require a mix of professionally assisted consumer home
solutions, professional home engineered solutions, fixed network engineered solutions, and
wireless network engineered solutions (including satellite). The final mix of these solutions will
be determined by the procurement process.

The gaps in current supply are widely dispersed across the UK, not only in rural areas, but
significantly our analysis has revealed a lot of clustering, which should provide scope for
efficient solutions to be applied. In many such cases a fibre to the street cabinet solution may
well be the most economical. It will also benefit all others connected to those street cabinets
whose connections today are over 2Mbps; they too will leapfrog to a next generation service up
to 40Mbps. In these circumstances we estimate that up to 1.5 million households, many of
whom currently have little or no broadband availability, might be able to access next-
generation super-fast broadband as a result of delivery of the Universal Service
Commitment.
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The homes which will benefit from the USC are dispersed throughout the country, and are as
prevalent in urban locations as they are in the countryside. The following map indicates the
level of unavailability by area in Great Britain.

UK Broadband Availability

Our analysis of broadband availability is as follows:

We estimate that today ¢.89% of homes can readily get a 2Mbps (or

higher) broadband service from cable, ADSL or wireless means. This
means that ¢.11%, or about 2.75m, homes cannot readily get a 2Mbps (or
higher) broadband service today.

We believe the main reasons that prevent these 2.75m homes from

getting a 2Mbps broadband service are:
e Problematic home wiring (c.1.9m homes);
e Random network effects (c.300k homes); and
e Telephone line too long (c.550k homes).

Having considered what the potential solutions might be, our initial
conclusions are as follows:

e Home wiring problems resolved by market/self help (c.800k
homes);

e Home wiring problems resolved under USC (c.1.1m homes);

e Random network effects resolved by special investigation
(c.100k homes);

e Long telephone line resolved by FTTC upgrade (c.420k
homes); and

e Residual random network effects and long lines resolved by
wireless/satellite (c.330k homes).

The above figures are based on 100% take-up and can thus be scaled
down according to any take-up assumption.

The following two maps indicate where the bad lines are most prevalent.

Figure 2: Percentage of bad lines due to length in Great Britain

Figure 3: Percentage of bad lines in Great Britain

THE FUNDING AND CONTRIBUTION STRUCTURE

36.

In Budget 2009 the Chancellor of the Exchequer announced that

n... the Government will pur sue Uni Wegastager Ser \
second, by no later than 2012. This target will allow virtually everyone to experience the
benefits of broadband, including the increasi|

Government will consult with the BBC Trust on how the emerging underspend from the Digital



37.

Switchover Help Scheme can be drawn on to fund Universal Service and take-up. If necessary,
the cost would also be met through additional funding mechanisms, as set out in the Digital
Britain Interim Reporto.

Discussions are underway with the BBC Trust and the BBC Executive about the practicalities
and detailed timing of the release of the Digital Switchover Help Scheme underspend in ways
that will ensure that Digital Switchover Help Scheme Ltd, which administers the help scheme,
Is adequately resourced to meet calls on the scheme in the later stages of digital switchover. In
addition there will be a contribution from the BIS-Administered Strategic Investment Fund,
announced in Budget 2009. The contribution from the Help Scheme underspend is time limited
in that it will only be available until the end of the Switchover programme in 2012.

Contributions to the Universal Broadband commitment

1) Digital Switchover Help Scheme underspend.
} £200m total*

2) Strategic Investment Fund contribution.
3) Competitive commercial pricing through tender contract and design.

4) Contribution in kind from private partners, e.g. extended investment
plans to leverage other sources of funding.

5) Contribution from other public sector organisations in the Nations and
Regions, including Strategic Health Authorities, Primary Care Trusts,
Higher Education and Tertiary Education Institutes, e.g. investment in new
applications, aggregation of bandwidth requirements.

6) Universal coverage of mobile broadband (this is covered in more detalil
below).

*based on current estimates of Digital Switchover Help Scheme underspend

DELIVERY PROCESS AND NEXT STEPS

38.

39.

Our priorities in determining the approach to delivery will be:

1) Coverage 1 2Mbps to virtually every household in the UK (in addition, mobile will have a
role to play in providing broadband coverage at different speeds, as set out later in this
chapter).

2) Provision i Those currently unable to receive a service will be given priority.

3) Technology i We should remain technology-neutral and look for the most cost effective
means of delivering availability, while maximising wider network benefits (such as using
next generation-compatible solutions where possible).

4) Competition T Service competition should, as far as possible, be available across the
country.

In designing the scheme to deliver universal broadband we will build on the lessons of the



existing successful schemes in Scotland and Northern Ireland, where the devolved
administrations have let contracts to fill in not spots.

40. In order to ensure fast delivery, we will look to establish a delivery body i the Network
Design and Procurement Groupi at ar més | ength f r omThe Hatwork a |
Design and Procurement Group will be responsible for structuring and running the procurement
process, overseeing delivery, ensuring active stakeholder engagement, and accountability for
the value for money use of the direct public contribution to the Universal Service Commitment.

41.  As afirst step we will by the end of October 2009 seek to recruit a CEO of that body with
network, procurement, delivery and management skills. Detailed design of the procurement
process will be left to the Network Design Procurement Group, but will need both to reflect
regional and national differences in the existing market provision and seek benefits of scale
and promote innovative market led solutions aimed toward delivering next generation
broadband solutions wherever possible. To do this it will be necessary for the body to employ a
range of strategic, business and technical competence, which will be supported by an advisory
group containing representatives from the relevant, private, public and technical bodies. We will
also discuss with the BBC Trust the structure which gives them appropriate visibility in the
delivery process of the use being made of the Digital Switchover Help Scheme underspend.
The BBC may well also have expertise which can be drawn upon in the delivery of the USC.

Next Generation Broadband

42. Uni versal availability of t odagedtstepinedelivedangthe i s
sort of digital infrastructure we want for thi
available widely across the country in the coming years.

43. Like the UK, Governments around the world are grappling with what should be the right
strategy for developing the next generation of broadband for all their citizens and businesses.
Many countries view Next Generation Access Networks as important to international
competitiveness. There are genuine negative consequences for a country still connected to the
I nternet at 14.4 Kbps today. Il n twenty years?o
3.3Mbps (or the 256 Kbps that characterises the up-link speeds for many consumers today) will
similarly be left behind.

44.  The new applications, services and businesses that such networks make possible will be likely
to develop fastest in those countries earliest to adopt fibre. While we cannot predict with
accuracy the full effects of a new network, we can note the productivity gains from first
generation broadband.™ It is not fanciful to imagine further gains from next generation
broadband.

10 Lehr et al found that over the period 1998-2002, employment in communities with broadband

grew 1 percentage point more than those without; a study for the European Commission estimates
that broadband contributed an average of some 0.71% to EU GDP in 2006.
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46.

47.

Within the past twelve months, the arguments for next generation development have been
bolstered by the worsening economic situation, givenbroadband pr oj ect s o6
creating a short term stimulus as well as strategic infrastructure. However, there are
constraining factors on the desirability of widescale intervention to deliver next generation
broadband. Governments need to be careful not to chill or displace private investment.

Taking these factors into account, we have examined the likelihood of market-led
investment throughout the country in this critical national infrastructure. We welcome
the substantial investment alreadyta ki ng pl ace, and are confi
competitive markets will provide the stimulus for further investment without any
Government intervention, providing competitive coverage of superfast, next generation
broadband for between half and two-thirds of the population.

Other developed economies are recognising the importance of investment in next
generation broadband and, as we set out below, are pursuing different strategies to
achieve this. In the UK we will achieve wide-scale next generation coverage first through
market-led investment and, to a smaller degree, through targeted intervention.

pot

dei



Major international broadband developments since the interim
Digital Britain Report

Finland

In December 2008 the Finnish Government published a commitment that
by 2010 a universal service of 1Mbps would be available to all Finnish
residents. This commitment was technology neutral, and allowed for the
delivery of the service through either fixed or wireless connection. The
Finnish Parliament, has amended the Communications Market Act to put
this universal service commitment on a legislative basis.

Through this commitment, and legislation, the Finnish government has
committed to:

e The public telecommunications network being upgraded to
allow a sufficient number of connections to information society
services;

e A reasonable price for broadband services being ensured; and

e The State contribution to funding necessary for the measures
being made available.

Recognising that the 2010 target of 1Mbps is only a stepping stone, the
Finnish Government has a second target that by 31 December 2015 a
network offering 100Mbps connection should be available throughout the
country and that at least 99% of all households and businesses should
have access to the network. This commitment is technology neutral, but
commits the Government to ensuring that no one is more that 2km from
the high speed network. What is currently unclear is how the last 2km will
be provided as current proposals state that the subscriber is responsible
for the connection to the cabinet.

UK

The market has responded over the last year. Twelve months ago, Virgin
Media were still in trial developments, BT had not even started their first
trials. Today Virgin Media is able to offer 50Mbps bandwidth to 7 million
homes and aim to complete roll-out to their current network footprint of 11
million homes by mid-Summer this year. They are now trialling a 200Mbps
product. All Virgin Media customers are now being offered alOMbps
DOCSIS connection with optional upgrades which consumers are
adopting to 20Mbps or 50Mbps.

BT announced that it would advance its £1.5bn investment programme
beyond the trials at Ebbsfleet, Muswell Hill and South Glamorgan to the
first 500,000 homes covering a combination of metropolitan and rural
areas. Responding to competition and since the uplift to Capital
Allowances in Budget 2009 BT have announced deployment to an
additional 500,000 homes, with the location of the next tranche of



1,000,000 homes expected to be announced this Autumn, to be enabled
by Summer 2010.



Germany

In early 2009 the German Government outlined a broadband strategy with
a basic service of 1Mbps to be rolled out by end 2010. By 2014, it aims to
deliver a 50Mbps service to 75% of households, with public sector
involvement where the market will not deliver (180m Euro has already
been identified). The German Government has linked spectrum
liberalisation at 900MHz to achieving wider coverage, and identified
mediation between competing suppliers as crucial to lowering the costs of
NGA deployment.

USA

As part of its economic stimulus (the American Recovery and
Reinvestment Act), the US Government has allocated US$7.2bn (£4.8bn)
for broadband projects most of which will be distributed via grants, loans
and loan guarantees. Of this, US$4.7bn (£3.1bn) has been allocated to
the National Telecoms and Information Administration (NTIA) to establish
a Broadband Technology Opportunities Program (BTOP) with the aim of
accelerating broadband development in un-served and under-served
areas, creating jobs and providing public benefits.

Up to US$350m (£234m) has been specifically earmarked for developing
and maintaining state-wide broadband inventory maps, while US$250m
(E167m) has also been earmarked for programs that encourage
sustainable adoption of broadband services. The Department of
Agricul tureds Rur al Utilities Serv
US$2.5bn (£1.7bn) for its distance learning, telemedicine and rural
broadband programme.

Australia

Following a request for proposals, the Australian Government took the
decision to abandon its plans for a National Broadband Network using
FTTC, based on a A$4.7bn (£2.3bn) government subsidy. Given the
economic downtown, doubts were held about whether those who had bid
would be able to provide the levels of investment they initially indicated,
and ultimately the Governmentods ad
of the proposals reflected value for money for the Australian taxpayer.

In its place, on 07 April the Government announced a A$43bn (£21bn)
FTTH project, to provide FTTH to 90% of Australian homes. The final 10%
of homes, in rural areas, will be served by wireless technology delivering
up to 12Mbps. This is an average of A$5,500 (£2,700) per home passed.

The Government intends for this to be a joint venture with industry, but will
retain majority ownership of the investment vehicle (allowing industry a
maximum 49% share). The project will take 8 years to complete.
Deployment will begin in Tasmania, which could be as early as July 2009.

Alongside this project, the Government is reviewing the legislative and
regulatory framework for the telecoms sector in Australia.


http://www.ntia.doc.gov/about.html
http://www.ntia.doc.gov/broadbandgrants/

New Zealand

On 31 March, the Government issued a draft proposal titled the New
Zeal and Government s Broadband | nv
http://www.med.qgovt.nz/upload/63958/Final-broadband-initiative-
consultation-document.pdf ). The Government requested comments and
the consultation closed at the end of April.

The Government is seeking to accelerate the deployment of FTTH to 75%
of the population, and will provide investment of NZ$1.5bn (£0.6bn),
alongside industry investment. This equates to a government investment
of NZ$1300 (£500) per home passed.

It is anticipated that the first investment decisions will be taken in early
2010. New Zealand has already developed a broadband mapping service

(see http://www.broadbandmap.govt.nz/map/), open to the public.

PREVENTING A FUTURE FIBRE DIVIDE

48.  Our expectation is that competitive, market-led investment in fibre will deliver next generation
services to a significant proportion of the country. The following two graphs demonstrate the
step changes in incremental rollout costs once fibre or new cable infrastructure deployment
reaches 60-70% population coverage. They show the deployment costs of fibre-to-the-cabinet
(FTTC) and fibre-to-the-home (FTTH).

Figure 4

Source: Broadband Stakeholder Group

Figure 5

49. We wel come the significant investment by Vi
its commitment to developing next generation broadband services. We can be confident, over
time, of BTO6s investment | eading to coverage

50.

extending to a certain proportion of the population beyond this. But we cannot ignore the
emerging industry consensus that, despite this welcome investment and competition, the
economics of next generation broadband deployment mean that there will remain up to a third
of the country 7 both homes and small-to-medium-sized businesses i not served in the way
that the rest of the country is by the fixed telecoms market.

At the same time, mobile will play an important role in developing alternative means of
connectivity across much of the country. Next Generation Mobile services will offer
substantially higher speeds and data rate capabilities than 3G. This will mark an acceleration in
the trend of mobile networks being used more for data than voice traffic. As we outline below,
Long Term Evolution (LTE) technology is capable of delivering a range of speeds up to
50Mbps in a competitive, multi-operator market. We will take the necessary steps to ensure
spectrum is available for use and the market remains competitive. But here too, the costs of
deployment rise in the final third of the country, meaning the investment required to install the
density of base stations needed to support very high bandwidths becomes uneconomic. While
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we believe, therefore, that the market will deliver new higher mobile data rates to the final third
of the country, this mayrabtobé bandendt hel y ¢

51. In summary, given the expected rates of return it seems unlikely, particularly in a period when
capital markets are severely constrained, that private investment or publicly available financing
will provide the investment necessary to roll out NGA such that coverage can reach ADSL or
mobile coverage levels.

52. Theincreasingly widespread conclusion from industry and economic analysis is that
there is no obvious means whereby the market, unaided, will serve the final third of the
population. We therefore propose a Final Third Project to deliver at least 90% coverage
of Next Generation broadband for homes and businesses by 2017 (and, it is hoped,
accelerate the expansion of the boundary of market provision from 50% to the two-
thirds coverage level).

53. The Final Third Project would need to focus resources on geographic areas where the market
would not otherwise invest and to subsidise only that activity which contributes to next
generation broadband deployment. For this reason we do not believe tax incentives for
investment would be the best means of delivery. A form of targeted subsidy is likely to be more
effective and deliver better value for money.

THE NEXT GENERATION FUND

54. In order to generate the substantial funds needed to support such an undertaking, the
Government intends to propose a small general supplement on all fixed copper lines
(that is, residential copper lines, the equivalent business analogue and ISDN2 lines and
cable telephony lines) from 2010 for a Next Generation Fund. Such a model would be the
communications sector equivalent of the Renewables Obligation, which is paid for
through household and business energy bills to deliver an objective which the market
otherwise would not. It would apply to fixed line rather than mobile because mobile
operators already contribute with licence coverage requirements for mobile telephony
and broadband.

55.  Such a supplement needs to be set against the historic fall in telecoms prices. Unlike all other
utilities or, indeed media services, telecommunications prices have fallen significantly and
steadily in real terms over many years. Today the UK retail telecommunications market is
among the most competitive in Europe. Consumers enjoy either the lowest or among the
lowest prices, depending on their usage patterns of any major European market. Indeed, many
consumers pay no separate charge for broadband i it being included as a free element within
a bundle of voice, line rental and pay television.

56. At wholesale level, the UK currently has the second cheapest prices in Europe for broadband
only DSL, the third cheapest for voice and broadband DSL, and the fourth cheapest for voice
line rental. ADSL prices for a 10MBps service can be as low as £5.99. The cost-based basket
of wholesalepr i ces f or t-rethakhéassallen byE® erline per year in real terms
since 2005. Over the same period the retail price for combined voice and broadband has fallen
by around £90 per annum in real terms.

57. Against that background, the Government believes that it is right to share a small part of that
saving, and that a Next Generation Fund supplement of 50p per month on fixed lines
represents a fair and sensible national investment to ensure that the overwhelming majority of
the country can get access to next generation broadband. Low income households i those on



58.

59.

60.

61.

62.

social telephony schemes i would be exempted.

Over time there has been modest fixed line to mobile-only substitution. Even so, a supplement
of 50p per month can be expected to raise £150m-£175m a year for the Fund. This amount
might be sufficient to make investment in connecting most of the Final Third by 2017 as
commercially viable as connecting the first two thirds of the population.

We envisage that the Next Generation Fund supplement would be collected by all fixed
line operators, including cable. It would not be consolidated for accounting or tax
purposes by those operators. The amounts collected by the operators would be passed to

Ofcom (in the way that spectrum AIP paymentsand commer ci al broadcast

Payments for their licences are collected) and placed in the Consolidated Fund.

The Government envisages that the Network Designh and Procurement Group
responsible for delivering the Universal Service project would then hold tenders to
which all operators (including cable) proposing to install a next generation service
would be eligible, on areverse auction basis to provide next generation broadband to
the Final Third.

A key part of the programme will be to ensure a coherent framework for network
designs, operating systems, common processes and regulatory requirements so the
next generation access networks across the country work as effectively as possible for
all parties. In particular, the networks need to offer all end users an optimum level of
service quality and choice.

The Government will consult on the detailed design and implementation of such a
measure in the normal way.

OFCOMG6S FOCUSOMMES PR

63.

64.

65.

66.

67.

Budget 2009 stated t pitalBritainifimal repattyvtiee Governneerit wit h e
review the powers and duties of Ofcom to ensure that it can strike the right balance between

Di

delivering competition and encouraging invest.:

Since then the Government has reviewed this question and consulted Ofcom. Given the
importance of communications infrastructure i television, radio, cable, mobile, fixed telecoms

and othersi we bel i eve it iIs appropriate to reconsic
that part of their role is advise Government

A competitive market for communications ensures that companies are able to compete fairly,
and allows businesses and consumers to benefit from a broad range of service provision.
Effective operation of competitive markets also has a role to play in driving economic growth,
with lower costs helping to increase demand.

The Government has concluded that there is
duties. For Britain to become a leading Information Society economy, and for our international
competitiveness, we will need leading edge infrastructure. That will require a climate and a set
of governmental and regulatory frameworks that are conducive to investment, while retaining a
competitive market for consumers and business users. Ofcom needs to place the desirability of
having a strong infrastructure, in the round, at the centre of its vision and strategy alongside its
other core duties.

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

OTHER MEANS OF SUPPORTING NEXT GENERATION BROADBAND DEPLOYMENT

68.

69.

There are a number of other means of aiding the rollout of next generation broadband, any or
all of which could be carried out in addition to the measures outlined above. Following the Caio
Review, we are already taking forward a number of policies.

1) Caio recommended that Government should look to produce guidelines for homebuilders
to ensure they embed next generation broadband in their plans. The British Standards
Institution (BSI) will be facilitating this process.

2) Caio recommended relaxation of regulations on the installation of overhead lines to
lower deployment costs. The Government wants to give communities the choice. We will
therefore be consulting on the impact of any amendment to the Code by Summer 2009
and will seek to establish the level of demand for overhead deployment from
communications providers.

3) Caio highlighted the issue of non-domestic rates, where some concern remains over
uncertain liabilities, or alleged discrimination. We have continued to address the
uncertainty. The VOA has published guidance to help remove uncertainty about rates
liabilities and will be working with consultants to provide greater clarity and modelling of
liabilities.

Two other means of supporting rollout are support for localised projects and development of

markets in access to existing infrastructure.

Support for localised projects

70.

71.

72.

In the 2009 Budget, the Government supported capital investment in access, backhaul and
core networks through a doubling of capital allowances. The Government also approved
Yorkshire Digital Region, a £100m project which will both stimulate economic activity in South
Yorkshire and provide a test-bed/demonstrator of the potential for innovation and productivity
improvement from a cluster of super-fast broadband development. In Manchester, a tender has
been issued to deliver a fibre-to-the-premises network to 500 businesses and 1000 homes in
the Oxford Road area.

As we set out in the Interim Report, independent localised networks can, so long as they are
constructed in an inter-operable fashion to allow services at scale across the country, play an
important part in the development of our next generation broadband networks. We welcome
the plans to provide greater cohesion to independent networks across the country.

Localised and community network developments have a role to play in developing next
generation broadband, and where we can we should look to support their capacity,
scale and expertise. Work on standardisation and inter-operability between local
networks has already commenced. The Government will provide further support through
a £150,000 grant to support the Independent Networks Co-operative Association (INCA).

Development of wholesale markets in access to infrastructure

73.

In order to lower costs of deployment or market entry, network operators could utilise different
forms of existing infrastructure.



74.  Firstly, there is at present nowholesaleo f f er i ng over Virgin Mediads
and others have claimed is a factor limiting service innovation.

75.  Secondly, in addition to the existing network access offered by BT, operators have shown
some | imited i nt er e geployfibre. Ofsomimaye ddnducted adductatcesst o
study which showed a mixed picture!, suggesting duct access might play little immediate role
in delivering next generation broadband.

76.  Thirdly, other utility infrastructure might be used to lower rollout costs. The use of sewers for
fibre deployment in Bournemouth and elsewhere has been well documented, although as yet
this does not seem to have translated into commercial services.

77.  Fourthly, it has been proposed several times, including by the Caio review, that next generation
rollout would be helped by sharing of street-works to limit costs. We have investigated the
potential for further sharing, and while the opportunities for massive cost reduction are limited
by mismatches between the scope andtimi ng of di fferent utilities:¢
scope for better working between utilities, including developing the existing industry body so
that it is capable of facilitating joint working nationally and the more ambitious use of existing
procedure.

78. Although the effects might immediately be marginal, there is still value in maximising
the possibilities for alternative means of deployment of fibre. We therefore propose
action in four areas:

1) The Government believes that, as demand for next generation services develop,
commercially-based wholesale access to the cable network could benefit both the
mar ket and the consumer. At this embryonic
regulatory action would be premature and market-led approaches to access are
preferable. The Government will continue to monitor closely developments in this

area.

2) We are asking community broadband groups to provide evidence of where access
to existing primary infrastructure or share
deployment.

3) We will investigate as part of the scheme design for the Next Generation Fund
means of maximising the future potential commercial access to primary
infrastructure.

4) We will continue to work with utilities and public authorities to facilitate better use

1 Results of a small sample (817 chambers, 18206 duct ends and 76 street cabinets 1 0.02% of

Op e nr e a cnibérs) indichted that there is some spare, usable duct space, with more space
available in the metro node to the exchange, than in the Exchange to street cabinet. 51% of duct
ends had 42% of unoccupied space. Unoccupied space does not necessarily mean that the duct can
be used i the duct could have collapsed somewhere along the section, or Openreach are keeping
spare capacity in reserve (esp in the metro node) for future expansion. There may also be additional
engineering rules that prevent the space being used (i.e. to limit disruption with other cables in the
duct).



79.

of existing mechanisms. By 2012 our goal is that information on all street works
planned for 1-2 years ahead is made available to all those likely to work in the
highway. We would like to move to a system in which all utilities offer to share
workswit h ot her interested parties, with t
system if necessary.

Whil e commerci al confidentiality might pre
be value i n a comprehensi ve i lnt¥iee UnbitiFipre, bded t
and Unused Wavelengths to establish the complete picture of what infrastructure is out there,
what is actually being used, what is likely to be used and therefore what could be used for a
future UK NGN rollout. The inventory could also include Utility installed Duct and Fibre. We
return to this issue at the end of the chapter.

Mobile Networks

80.

81.

82.

83.

84.

85.

Since 1984 the UKOs mobile radio networKks
revolution lifted mobile radio from a minor added value service (starved of investment) to a
major two player competitive industry in its own right. The second revolution (GSM) was in fact
three simultaneous revolutions in one that saw the digitalisation of mobile radio, the
transformation from a professional electronics market to a mass consumer market and the
ability for consumers to be connected to a compatible mobile network in over 160 countries.

GSM brought with it the expansion of competition from 2 to 4 mobile network operators. This
additional competition (Orange and T-Mobile) was made possible by the Government releasing
new spectrum at 1800 MHz with compensations for the 1800 only operators (as there was
insufficient room to accommodate them in the 900 MHz spectrum used by Vodafone and O2).
The first generation (analogue) mobile networks were phased out and closed down.

The third revolution (3G) anticipated the rise in demand of multi-media services over mobile
networks. GSM operates in only narrow 2x200 kHz wide radio channels whereas 3G uses
2x5MHz wide radio channels and improves the efficiency with which this spectrum was used.
The Government led the way in making new spectrum available for 3G services at 2.1 GHz,
encouraged the adoption of internationally harmonised technology and made it possible,
through the introduction of a new entrant licence for a new operator (H3G) to add competitive
energy in rolling out the new networks.

Initially it took an enormous effort by the industry to get the 3G technology to deliver its
multimedia promise but this was eventually accomplished with the arrival of the High Speed
Data Packet Access (HSDPA) technology up-grade that is now used by all 5 UK mobile
network operators to over 80% of the population with speeds up to 7.2Mbps.

The five UK mobile operators (and a larger number of mobile virtual network operators) have
competed vigorously to provide consumers and businesses, with excellent mobile services
expressed in quality, price and customer support. But the last few years have posed significant
challenges. Mobile radio has been a business based on premium payments for the
convenience of voice and text on the move but much of that premium has now been regulated
down through tighter controls imposed over mobile termination rates and international roaming
charges; and on top of this also competed away at retail level by the operators themselves.

The mobile network operators have been looking to the expansion of data services to
compensate for the falling profits from voice and text messaging. The most significant of these
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data services is mobile broadband Internet access. This has created a pressing need to
expand the capacity of mobile networks and the point is rapidly arriving where a combination of
new technology running on new radio spectrum and operating in even wider radio channels
(up to 2x20 MHz wide) will be needed.

86. Coverage i s another concern. The heart of the
entire country (and internationally). The period over which the GSM operators enjoyed high
margins fuelled a surge of investment in GSM coverage well over the obligations imposed by
the Government. Today there is near universal coverage of GSM and this has been important
for regional development, of great value to those who live and work in semi-rural areas and
almost everyone else who makes the occasional visits there.

87. But the extensive coverage we now take for granted with GSM has not yet happened with 3G
networks. Roughly 20% of the population do not have a choice of 3G network operator and the
90% who can access a 3G service have limited in-building coverage. Around 10% of the
population have no 3G service. The characteristics of 2.1 GHz radio spectrum allocated to 3G
services has not helped as it has much shorter transmission ranges than lower frequency
spectrum, say 900 MHz. Also the tighter margins of the mobile operators are forcing them to
make tough choices between investing in more capacity in urban areas or extending 3G
coverage to more rural areas.

88. For these reasons, if we eventually move to a phasing out of GSM networks in favour of the
next generation, we might face the end of universal mobile coverage in the UK. There are
strong public policy arguments for wishing to preserve very extensive coverage.

Actions to maximise the potential of mobile and wireless

89. Already the limitations of the 3G technology are becoming clear. The 3G HSDPA upgrade
provides a huge boost in bandwidth but it does not do this uniformly across the service area.
Typically 10% of users (close to a base station) can achieve 75% of the peak data speeds (or
better) but 50% of users (on the outer rim of radio cells) can only achieve 25% of the peak data
speed (or less). This is a fundamental limit set by the nature of 3G technology and the
availability of 5 MHz wide radio channels. The next revolution will be a technology that is able
to achieve greater resilience at the edge of radio cells and work in much wider radio channels.
The most likely such technology for national networks across Europe will be the Long Term
Evolution (LTE) technology. It can deliver a headline speed of 50 Mb/s in a 2x10 MHz wide
channel. Other technologies may emerge over dense urban areas, such as WiMAX, to serve
particular customer segments.

90. There are benefits for the UK in being on the leading edge of the transition to mobile Next
Generation Network technology:

e Consumers and businesses ali ke wild/l pri ze
speed broadband Internet connections i as they have already demonstrated for
other mobile services;

e Mobile radio provides productivity gains to industry and commerce. Coupling
together the power of the broadband Internet to the flexibility of very high speed
mobile data links will be a significant tool for even greater efficiency gains in the
economy;



91.

92.

93.

94.

e The next generation of mobile phones are developing PC functionality. The mobile
industry has shown extraordinary capacity to take complex technology and make it
simple, reliable and very low cost. (It is one of the reasons why, in developing
countries, mobile phones are prevalent ar
broadband mobile phones connected to the mobile broadband network have the
best long term potential to ensure complete inclusion of all in the UK to the
broadband Internet;

e The increasing move towards open standards and open platforms, such as Android
and Symbian, not only will deliver operating benefits, but offers a real opportunity to
content and application developers in the UK to become world leaders in this rapidly
growing market; and

e Inward investors are attracted to leading edge markets.

There is a role for Government intervention in releasing new radio spectrum for a rapid roll out

of mobile fALong Term Evol utarlreleage bf ThE 800 MHze t wo r K
auction), ensuring the balance of radio spectrum holdings optimises network competition and
extracting the best infrastructure deal for the country in terms of universal coverage.

To enable that transition to high speed services, a key role of Government and the regulator is
to ensure the availability of sufficient quantity at the right time of the right sort of wireless
spectrum and to consider whether the imposition of standards is justified.

There has beenatrendforb ot h governments and regul ators t
respect of national infrastructures provided by the private sector. Technology neutrality does
not mean the same as laissez-faire. The mobile sector has consistently benefited from quiet
forms of industrial activism. In the case of first generation mobile radio networks, the mobile
phones of UK consumers and business users stopped working beyond Dover. The freedom UK
citizens enjoy where they can get off a plane in any one of 150 countries and their mobile
phone automatically works came with internationally standardised GSM 2nd generation
technology. EU governments gently nudged the EU market to a common 3rd generation
technology by requiring companies to commit themselves to the technology they would use
prior to the entry to the 3rd generation auctions. This tilted the balance of risks towards a
standardised 3G technology and avoided the need to mandate it through regulation.

The work done in the Digital Britain project shows an encouraging consensus amongst the
incumbent mobile radio operators for the mobile broadband networks to be based upon either
3G technology or LTE. This does not preclude a new entrant using other technologies, such as
WIMAX but in the highly competitive UK mobile radio market makes it is unlikely that such a
new entrant would have the market power to de-stabilise the vital standardisation that
underpins national and international mobile roaming for UK users. It therefore looks
unnecessary to mandate the technology to be used for mobile Next Generation Networks.

THE NEW CHALLENGES FOR THE UK MOBILE RADIO SECTOR

95.

The Digital Britain Interim Report identified a complex set of new challenges now facing the
Government, Ofcom and the mobile industry itself and proposed a Wireless Radio Spectrum
Modernisation Programme. Five elements were identified including: establishing whether there
could be a voluntary spectrum trading solution between the existing mobile network operators
to allow the seamless liberalisation of use of the existing 2G GSM; making more spectrum
available through the release of the 2.6 GHz spectrum and the Digital Dividend 800MHz



spectrum; greater investment certainty; allowing more network sharing and seeking a
significant contribution to the proposed broadband universal service commitment.

96. On 13th February 2009 Ofcom published for consultation its proposals for an imposed solution
to the specific issue of the 2G spectrum, which was to provide for the compulsory release of 2x
5MHz of spectrum shared between the two operators holding 2G spectrum in the 900MHz
band. Subject to the outcome of the Digital Britain consultation that remains the reserve
solution. Ofcomdés proposals and process have |
grounds. As a consequence, the Government appointed an Independent Spectrum Broker to
facilitate discussions on the possibilities for a voluntary or alternative solution to the 2G
spectrum, and beyond, as an alternative to this reserve solution.

97. The report of the Independent Spectrum Broker was published on 13th May 2009. He
concluded that developments affecting the mobile sector required a new approach to the
issues being addressed and that there was a need for a comprehensive approach to resolving
the future of mobile spectrum. At stake is the transition to Next Generation Mobile networks
capable of delivering headline data rates of up to 100 Mbps (a data speed more associated
with next generation fixed access).

98. What has crystallised out of his further work is that the Government and Ofcom are now faced
with three important public policy priorities for the UK mobile radio market:

a. Infrastructure: expediting the transition to Next Generation Mobile;

b. Competition: sustaining competition in the UK market, leading to lower prices, choice
and innovative services; and

C. Universality: increasing the availability of mobile broadband in general and enabling it
to play an important role in achieving near-universal broadband.

These priorities are inter-linked but distinct. The central issue to resolve is their relative priority
in the best long term interest of Digital Britain.

THE INDEPENDENT SPECTRUM BROKEROGS ARBDPORE GOVERRBIPONSE S

99. The interim report identified a roadblock in the release of spectrum that was hindering progress
towards a broadband mobile future.

100. This roadblock has its roots in the allocation of GSM spectrum. Initial spectrum allocation of
900 MHz took place in the 1980s in a time when spectrum was administratively allocated and
the available spectrum was split between the two operators at the time, Vodafone and O2
(Cellnet). The allocation of 1800MHz spectrum, was also administratively allocated among four
players, T-Mobile (One-2-One) and Orange having entered the UK market.

101. The allocation was asymmetrical, with T-Mobile and Orange receiving more 1800Mhz spectrum
than Vodafone and O2. Although 1800 spectrum is not as attractive as 900 spectrum12
particularly for voice traffic, lower AIP and higher mobile termination rates applied to T-Mobile
and Orange have provided some compensation for the higher costs associated with poorer

12 900MHz spectrum offers greater coverage and penetration than spectrum at higher frequen-

cies, so the costs of rolling out a network are lower.



propagation properties of the 1800 spectrum. In 1998 the UK moved to allocation of spectrum
through auction, it was on that basis that spectrum at 2.1GHz (3G) was allocated. The
development of greater network sharing, coupled with a significant investment programme, has
enabled some of the operators in the 1800MHz band to achieve national voice coverage that is
now broadly on a par with 900 spectrum operators, and in mobile broadband with greater
capacity.

102. This imbalance in spectrum holdings and the differing views on the need to rebalance the
holdings of 900MHz spectrum, along with disagreements on the cost and time required to
achieving any refarming, have been central to the delays. In response the Government
announced its Wireless Radio Spectrum Modernisation Programme to address this issue,
among others. To assist in this process, the Government appointed the Independent Spectrum
Broker.

103. In undertaking this role, the Independent Spectrum Broker (ISB) has come to a clear view that
significant progress can only be achieved if a comprehensive solution is applied. He believes
that:

e There is real advantage to be gained for the UK in moving quickly to next generation
mobile services;

e The benefits of access to mobility at higher speeds, delivering new content and
services will fall to consumers and business;

e A solution will deliver increased mobile broadband in general and make a
contribution to near universal broadband (see USC section, p.51); and

e A solution can be found if the industry, regulator and Government assess the
strategic objectives and focus on delivering these, rather than becoming mired in
operational issues.

104. The |1 SBd&s r e meothetroleat poportienatgandlimited safeguards to ensure that
the move to next generation broadband maintains the competitive intensity in the UK market
that consumers benefit from. The Government warmly welcomes the Independent Spectrum
Brokerarst Remd endorses most oWewilhmoveReippeameni s ¢ c
the ISB proposals in line with our response as set out below. In the event that the
Government decides to direct Ofcom, the direction will be subject to consultation as
required by statute.

Background

105. In deciding its response, the Government recognises that the alignment of the auction release
of the 800MHz spectrum with the paired spectrum at 2.6GHz, along with the liberalisation of
use of the 2G spectrum at 900MHz and 1800MHz, offers a unique opportunity for the prospect
of competitive and early deployment of next generation mobile. Spectrum below 1GHz is ideal
for widespread coverage for the new technology; spectrum between 1.8 and 2.6GHz is good
for provision of high speed capacity in urban areas where usage will be most dense. Through a
more comprehensive approach there is in principle sufficient spectrum for all of the existing
operators, or indeed a new entrant, to acquire (or re-use) spectrum that can provide nation-
wide next generation broadband networks from 2012. The UK has a vigorous mobile industry
that already has in place a dense network of base stations. The UK is therefore once again
positioned to be on the leading edge of a new mobile revolution.

106. Thelndependent Spectrum Brokerds report identifi e



best deliver against the policy objectives (summarised in the box below along with the
Government response). Having had further discussions with the regulator and industry, the
Government will expedite work to resolve the key questions through the Technical Arbitration
Process (see below) that will support a final decision. However it is of the view that a solution
based on the ISB proposals can be achieved and therefore is minded to implement the
following integrated package:

e The immediate release of the WiMAX-suitable 2.6GHz unpaired TDD spectrum for
auction;

e The alignment of the 2.6GHz paired FDD spectrum and the 800MHz auctions (the
060Bi g Auctiond) atledatédiethegsaverhnieet snderspandathisto c a b

be mid 2010;
e An overall spectrum cap of 2x65MHz of sub-3GHz spectrum for any operator
participating in the 6Big Auctiond, for a

operator acquiring spectrum in excess of this cap must relinquish other spectrum in
2X5MHz blocks to remain within the cap. This cap to include existing TDD holdings;

e An exchange of 900MHz spectrum by current holders for any acquisition of
spectrum in the 800MHz auction, at a ratio to be determined;

e A specified time period for the relinquishment of 900MHz or other spectrum released
as a result of this exchange;

e Taking steps to minimise any competitive distortion which emerges as a result of
any time difference between the possibility to liberalise existing 2G spectrum
holdings and the availability of the 800MHz spectrum;

e Making indefinite the 3G Licence term in return for proper AIP from the end of that
term and additional coverage obligations; and

e The alignment of AIP for liberalised 2G licences reflecting the full economic value of
this spectrum.

107. At the centre of these proposals is a question on the rate of exchange of spectrum at 900Mhz if
the users of 900MHz (Vodafone and O2) decide to bid for spectrum at 800MHz. This issue is at
the heart of the Technical Arbitration Process and to make the outcome acceptable to all
parties (including new bidders for spectrum) a variety of approaches will need to be
considered.

108. In considering its response, the Government has been mindful of the policy objectives that it
set out in the interim Digital Britain report. In summary these are:

e Successful deployment of next generation mobile networks;

e Maintenance of the competitive intensity in the UK market;

Maximising coverage of next generation networks; and

Liberalising use of current spectrum for 3G or next generation purposes.

The Governmentds rationale for i1its response t



|l ndependent Spectrum Broker s Re
Government Response

1 Liberalising the 2G spectrum in the hands of the existing users to
ensure that spectrum bands do not become fragmented and that decisions
on which technologies to deploy are not rushed; but revising
administrative incentive pricing™® (AIP) to reflect the full economic value of
this spectrum.

Government response: The Government agrees that over fragmentation
of sub 1GHZ spectrum is to be avoided and that liberalisation of the 900
spectrum in the hands of existing users is consistent with this approach.
Ofcom has stated that it intends to revise AIP rates as soon as practicable
after liberalisation to reflect the net economic benefits of liberalised 900.

2 Re-aligning the upcoming mobile suitable spectrum auctions to provide
operators greater certainty in building spectrum portfolios necessary to
provide NGM services, through:

e a separate auction of the TDD 2.6GHz spectrum suitable for
WIMAX services before the end of 2009; and

e co-ordinating the upcoming FDD suitable auctions at 2.6GHz
and 800MHz to allow existing and new operators to build
spectrum holdings in an integrated, strategic fashion.

13

Government response: The Government agrees a more coordinated
approach to the auctioning of these key blocks of spectrum is desirable to
encourage the deployment of new services at the earliest opportunity and
to provide the opportunity for existing operators or new entrants to acquire
the right balance of spectrum holdings to achieve this. The Government
also wishes to see early use of spectrum wherever possible, and on that
basis would support the early auction by Ofcom of the TDD portion of the
2.6GHz spectrum

3 Extending mobile broadband coverage, and eventually achieving near-
universal coverage of mobile broadband, by:

13 This is the charge applied to spectrum users who have not obtained spectrum at an auction, in

order to incentivise efficient usage of spectrum



e delivering near-universal access to NGM services by imposing
regional coverage and access obligations on all three 2 x
10MHz blocks of the 800MHz. Each block would carry a basic
national coverage obligation at a specified speed (say 2 Mbps)
to be achieved by a specific date. Furthermore, each of the
licences would carry greater coverage obligations, of perhaps
99% population coverage i as well as access obligations i at a
specified speed in a specific geographic area of the UK to
achieve near-universal coverage of NGM.

In the short-term operators extending 3G coverage in return for making
the 3G licence term indefinite and allowing greater infrastructure sharing in
rural areas.

Government response: The variants set out in the ISB report and the
issue of alignment of the spectrum auctions raise important policy issues.
The ISB sets out his arguments to support his preference for option ii), i.e.
three licences of 2x10MHz each. Having given due consideration to the
options and the arguments for and against, the Government is of the view
that option ii) would more likely deliver its policy goals. Clearly there are
attractions in option iii), providing a 2x20MHz channel that would deliver a
network capable of offering the highest speeds, but the lessening of
competitive intensity that would result, even allowing for any access and
coverage conditions that might be imposed, has led to a preference for
option ii).

The Government believes that coverage and access requirements are
important. It will more fully assess the costs and benefits of different levels
of coverage requirement in parallel with the technical arbitration work.

4 Encouraging balanced spectrum holdings and a competitive
environment between opesmdoirfsi dy sRaf
caps to the combined 2.6GHz and 800MHz auction:

e by setting a temporary cap on overall mobile suitable FDD
spectrum holdings per operator at 2 x 60MHz;

e by setting an additional temporary restriction on the current
holders of sub-1GHz spectrum, so to obtain access to 800MHz
spectrum they must give up an equivalent quantity of 900MHz
spectrum.

These restrictions should expire perhaps one year after the date of the
combined auction.

Government Response: The Government believes that an overall
spectrum cap is necessary, but considers that the cap should include
holdings of TDD spectrum as well as FDD spectrum. Therefore, the



Government proposes a revised overall spectrum cap of 2x65MHz of FDD
equivalent spectrum sub-3GHz, where each holding of 1MHz of TDD
spectrum shall count as 2x0.5MHz of FDD spectrum towards the overall
cap. This offers the right balance between giving companies the
opportunity to acquire spectrum across different bands, without allowing
any company, or companies, to acquire holdings that might constrain
competition in the market overall. As proposed by the ISB, the cap should
remain in place for a period of 1 year from the date of the combined
auction of 800MHz and FDD suitable 2.6GHz.

Given the Government seeks a rebalancing of spectrum holdings, and that
the propagation qualities of sub 1GHz spectrum allows more economic roll
out of services, especially to rural areas, it accepts the rationale for putting
in place a cap on this spectrum so as to allow additional operators to
acquire spectrum.

The ISB proposes that holders of 900 spectrum, who wish to bid for 800
spectrum will be required to relinquish an amount of 900 spectrum. The
ISB proposed that an equivalent amount be given up, in other words a
one-for-one ratio, but acknowledged that there might be alternative
approaches.

It has become clear during further discussions that there are widely
differing views on what the appropriate ratio should be. These differing
views reflect the disagreement about how costly refarming of 900
spectrum will be and how long it might take. This issue, and how the
Government intends to deal with it, is discussed in more detail below.

The Government is of the view that there are potential benefits in a one-
for-one swap. However it acknowledges that other ratios are conceivable,
for example a three-for-four swap. The former would more easily allow any
successful acquirer to cost effectively extend a network at speeds
consistent with achieving a step up in current performance. This option
also has the benefit of simplicity and offers the greater opportunity to
rebalance spectrum holdings. The latter option might be more applicable if
refarming 900 spectrum is so challenging to the current holders that
competition with an operator deploying next generation mobile in acquired
800 spectrum is made more difficult. It is to inform the final choice of this
ratio that the Government is seeking guiding technical arbitration on the
refarming of 900 spectrum before taking a final view on the ratio. The
technical arbitration process will also look at other ways of addressing
these issues, for example how additional spectrum trades might impact on
the appropriate ratio or the timing/duration of the refarming process.
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5 Action to increase the certainty to operators of the availability of sub-
1GHz spectrum, including:

e Government supporting Ofcom in taking all practical measures
to expedite the clearance of 800MHz; the extra costs incurred
in accelerating the clearance of channels 61 and 62 of
television usage and channel 69 of PMSE usage would also
serve to increase the value of the spectrum at auction;

e achieving consensus on both the earliest date at which 800MHz
will become available for NGM usage and the earliest date at
which Vodafone and O2 will be able to deploy refarmed
900MHz; and adapting my proposals as appropriate; and

e if 900MHz spectrum is easily refarmed this might create a
significant first mover advantage for the 900MHz operators. In
this case some form of remedying measure might be
necessary.

If 900MHz is comparatively difficult to refarm this might increase the
necessity for the 900MHz operators to be able to gain easier access to
800MHz than | have proposed with the sub-1GHz cap.

Government response: The Government is committed to the timely

release of 800 spectrum and will work with Ofcom to understand and meet
the technicalchal | enges. It has already end
out its plans to clear channels 61, 62 and 69. The Government will

facilitate this re-planning and will meet the costs incurred by broadcasters
and PMSE users as a result of these changes.

WIRELESS SPECTRUM MODERNISATION PROGRAMME: NEXT STEPS

109. In addition to the position set out above, there are a number of points that require further and
more detailed consideration. Inter alia, these include:

1) Detailed AIP payment structure on liberalisation of the 2G spectrum;

2) Ensuring potential new entrants are appropriately incentivised to bid for spectrum;

4 As TDD holdings are unpaired spectrum, a 1MHz block of TDD is half the amount of spectrum

as a 2 x 1MHz block of FDD (which has 1MHz for uplink and 1MHz for downlink). Therefore TDD
spectrum would count as half the amount of equivalent FDD spectrum under this cap. For example,
an operator possessing 2 x 40MHz of FDD and 5MHz of TDD would be judged to have 2 x 42.5MHz
of spectrum for the purposes of the cap.



110.

111.

3) Timing between any 800 MHz acquisition and 900MHz release;

4) Timing between 2G liberalisation and next generation spectrum access/deployment
capability;

5) How long spectrum caps will be in place;

6) The extent and the detail on delivering universal service obligations for new licences;
and

7) The role of 1800Mhz or other blocks of spectrum in addressing any impact on
competition.

There is a need to address the central issue identified above around 900 MHz spectrum that
has been the subject of considerable debate and diverging opinions. Essentially this relates to
the ratio at which 900MHz spectrum is exchanged for 800MHz spectrum and this in turn relates
to the timing and cost of 900MHz refarming i changing the use that this spectrum is being
used for from GSM to UMTS technologies i and the availability of 800MHz.

This has been the subject of considerable debate with a range of differing opinions held by the
regulator and the operators, some of whom have experience of refarming in other markets. By
September, the Government will have an independently produced guiding technical arbitration
on this issue (and the other issues of important detail mentioned above), paid for by an industry
fund. This fund will be contributed by the MNOs and any other party that considers its
commercial interests may be affected by the proposals. Subject to the findings, of the technical
arbitration, the Government will move to implement the ISB proposals in line with its response.

MOBI LEG6 S CONTNRO BiE ONINERSAL SERVICE COMMITMENT

112.

113.

114.

115.

Universal broadband service delivery will be achieved through a mix of fixed and mobile, with
mobile ideally placed to make a contribution to the universal service commitment.

It is clear though that in the near term mobile services may not be able to deliver a 2Mbps
service and it may well be that 1 to 1.5Mbps is a more likely deliverable up to 2012. However
for those households in not spots or not a lot spots, this would represent a welcome upgrade.

We should not lose sight of the success that 3G has been in recent years and the part it
continues to play in delivering broadband services. Availability of HSPA services in the UK has
reached 87%, ahead of many other leading nations including France, Germany, Japan and the
US. The number of 3G users has risen to 12m in 2007 from virtually zero in 2002, and 17% of
mobile users are now on 3G. Growth continues to be strong with dongle sales, a USB modem
that plugs into a PC or laptop, continuing unabated. Over a million have been sold in the past
year. New and innovative services are coming on stream, the provision of access to Skype is
one recent development.

While acknowledging this progress, the Government:

1) Wants a universal coverage for mobile broadband that matches that of current GSM
coverage (99%);

2) Recognises that network sharing, reciprocal access, interconnection regimes are
increasingly a means of assisting in achieving that coverage level,

3) Will, as part of its integrated package, convert existing 3G licences from time limited to
indefinite to give MNOs certainty in being able to plan to achieve these coverage
requirements; and



4) Will look at AIP levels that take into account the contribution being made by the
operators to universal service.

116. Looking ahead to next generation services, coverage levels should match that of GSM and 3G.
Next generation mobile broadband will be an important component of a Digital Britain, and this
is a further reason to support option ii) above, with the coverage and access obligations it
would impose through each spectrum licence. On access, the Government anticipates that
there would be reciprocal access arrangements between operators. This might include network
sharing in the final section of the network.

Broadband Universal Service Commitment i Relationship with
Mobile

Following extensive work by the mobile radio companies in cooperation
with Ofcom five facts have emerged:

1

Where BTO6s DSL cannot deliver 2Mbp
be able to serve this location in time (whether this applies in all cases
cannot easily be quantified at this stage);

2
Between now and 2012 the number of such locations is likely to increase
as the mobile operators continue to roll out 3G coverage;

3

Whilst the Government objective of 2Mbps is a stretch for the 3G

technology the near universal roll out of some 3G networks will guarantee
1-1.5Mbps availability acrossarangeof cur r ent bspaisadb

4
Broadband mobile networks could deliver considerably higher data rates
in the future (beyond 2012) if they were able to operate in much wider
radio channels i with 2x20 MHz wide radio channels at least quadrupling
the mobile radio cell edge data rate T but this improvement requires
mobile Next Generation Network technology; and

5

The mobile networks (3G and Next Generation Networks) could
significantly extend their reach, at lower cost, if they used radio spectrum
located below 1 GHz.

This last point indicates how precious spectrum below 1 GHz is in being
able to provide broadband coverage at much lower cost to the last 10% of
the UK population. But this last 10% of the population is well dispersed
and it is not a viable market on its own.

OTHER WIRELESS INFRASTRUCTURE
117. Inthis respect, a number of companies have argued that the so-called wireless white spaces



118.

119.

120.

121.

122.

(interleaved spectrum) provide an opportunity for exciting new wireless services such as
enhanced wi-fi in the UK. These have potential in rural areas to deliver broadband connectivity.

The USA has in principle sanctioned use of white spaces i although in practice no-one has
been given the green | ight for ser videné&Reviawn
statement in 2007 said that use would be allowed in interleaved spectrum if they did not cause
interference to licensed products.

Ofcom has just concluded a consultation on how this might work operationally, based on
licence-exemption for devices meeting certain criteria. They would either need to be
cognitive/spectrum sensing devices, devices working off geo-location databases or beacon
driven.

There is broad agreement that the opportunities offered by cognitive devices should be further
explored, although there are concerns about the scope for interference to licensed users
operating in and around the interleaved spectrum and ongoing questions about technical
constraints. Whilst recognising those concerns, the Government also believes that there are
significant opportunities for innovative services to be delivered, that would further the
achievement of Digital Britain.

The Government will therefore encourage Ofcom to carry out the necessary technical
work and testing to establish the parameters for use and will support Ofcom to achieve
the international harmonisation that is required.

Satellite data and broadcast services are
infrastructure. Market data on use of satellite services is not widely collected at national level in
the UK, but the imminent Space Innovation and Growth Team will take steps to address this.
Satellite communications services take several forms, including:

e Private business networks (VSAT) to a dish about 1m diameter;
¢ Direct to home broadband Internet to a dish less than 1m diameter;

e Direct to home broadcast of TV to a dish less than 1m diameter (UK Freesat,
German TV, French TV, Aljazeera, etc. etc. and Sky);

e Content distribution to UK TV networks (Freeview, cable and IPTV);
¢ International trunk telephony and sub-sea cable back-up;

o Direct to handset global positioning services (SatNav), or Traditional global mobile
communications (Maritime, Aeronautical, Military);

¢ Global mobile voice communications direct to handsets (news reporting, emergency
services);

e Personal global mobile broadband services direct to laptops;

o Satellite imagery and environmental monitoring (Google Earth, Weather forecasting,
land management);

e Satnav, which has swiftly become a pervasive and popular technology in this
country; and

e Various military uses.

123. A communications satellite usually employs carefully designed bespoke antennas to direct the

signals to (or from) the specific coverage area which may be as small as a country such as the

t
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UK or one third of the Earthodés surface. HWVrop:¢

with more countries introducing platforms and existing platforms contemplating new services
based on digital PVRs and HDTV. Other services, especially private business networks, are
often supported by broadcast satellites. Argiva leases satellite capacity to distribute the digital
TV and radio signals to its terrestrial transmitter stations.

TRANSPORT COMMUNICATIONS

124.

125.

126.

In seeking ubiquitous mobile coverage, there is a need to address notable gaps in coverage,
such as the transport networks. Measures announced last year by the European Commission
has paved the way for mobile services to be accessible on pan-European flights, but there has
been a failure to provide reliable and consistent broadband mobile coverage over the length of
UK main railway lines and there is a near total mobile coverage blackout over the Central
London section of the London Underground, including even large stations. Although rail
travellers can currently enjoy wireless connectivity, service across the network as a whole is
variable in performance and availability.

Some progress is being made in expanding the commercial provision of higher band width
services across the rail network, but these services may not be uniformly available. The
Government is therefore considering how best it might support the availability of these
services in a cost-effective manner i one option is to make the provision of high speed
broadband services part of the rail franchise requirements for train operators or to
integrate the requirement to provide mobile broadband services into the next Network
Rail control period funding. Further discussions will also be held with Network Rail to ease
access to Network Rail land for commercially based services.

On the underground, the London Olympics in 2012, which will be the most digital
Olympics in history, seems a particularly good reason for the Mobile Network Operators
to work with the Mayor of London to provide and fund solutions to take the initiative to
improve the broadband mobile access for mobile customers travelling by Tube 1
including the huge influx of international visitors to the London Olympics. If regulatory
or other similar constraints turn out to be a barrier the Government is willing to address
these.



Telecommunications and Climate Change

Telecommunications is a green technology. It displaces the need to travel
for face-to-face meetings. Mobile radio is now indispensable for efficient
fleet management. A significant development in this area was the
Government 6s announcement in Octob
a roll-out of smart meters to all households, with an indicative timetable for
completion of end 2020. Smart meters will help consumers to change their
energy habits T enabling them to monitor and reduce their energy
consumption i and will provide a stepping stone to the smart grids of the
future.

Telecommunications networks also consume energy. A typical UK mobile
radi o o p e roktoosunes over 400 BW-h per years and
produces 200,000 tons of carbon emission per year (Source O2 2005). On
the other hand when this energy consumption is spread across the
number of UK mobile users it has been estimated that the annual CO2
footprint of the average mobile subscriber is around 25kg i which is
comparable to driving an average car on the motorway for one hour
(Source: Ericsson).

The Government is committed to a low carbon economy, with a legally
binding target to reduce carbon emissions.

For the mobile radio industry the most direct contribution the Government
can make is to be more supportive of infrastructure sharing where traffic
levels are light (as set out in the Interim Report) and ensure that next
Generation Mobile Networks provide universal coverage so as to provide
conditions for earlier generation mobile networks to be phased out much
more quickly.

Now is the time to send out a strong signal to innovative UK companies
that there will be sizeable market opportunities for innovations and
products that save energy in telecommunications networks. For example a
small innovative UK company in Nottingham called 4energy is trialling an
alternative to conventional air conditioning for keeping telecommunications
equipment rooms from over heating in the Summer. A number of UK
Universities are collaborating with mobile radio operators and leading
manufacturers in a research progra
UK Mobile Virtual Centre of Excellence i with the objective of securing
100 fold reduction in energy requirements for delivering high speed data
services.

We support these moves to develop energy-efficient equipment, and
encourage industry and consumers to seek ways to reduce the
environmental impact of digital technology.

Where public funds are used to procure equipment under this project, the
Government will take proper account of sustainability and energy



efficiency criteria, whilst minimising whole life costs.

Broadcasting Networks

Television

127. The UK is well served by its TV broadcasting networks with universal coverage of digital
satellite broadcasting, digital terrestrial TV driving out towards universal coverage and cable TV
covering 50% of the population. These three networks offer both a competitive choice but also
their own unique attributes and particularly taking into account the services that have been
lined up behind each means of delivery.

128. Digital satellite broadcasting provides the most comprehensive geographic coverage. In
addition to alternative providers of free-to-view satellite services, there is a strong pay-TV
platform offering by BSkyB Ltd which has driven innovation in storage, navigation and high-
definition, and -hobbuodhsomertpr opometi on ¢ omlt
broadband and voice telephony. Cable similarly offers a bundle of services including pay TV
but also offers on-demand services to the TV set. Both provide a huge choice of TV channels.
Free-to-air digital terrestrial broadcasting offers access at a low set up cost to a number of
channels with a wide range of reception equipment available now, and, we expect, leading-
edge high-definition capability from early 2010.

129. There are no current major infrastructure issues for cable or satellite TV distribution and other
less strategic issues remain with the capabilities of the private sector to resolve. Terrestrial TV
distribution on the other hand still provides a huge challenge (and opportunity) for Government,
Ofcom and the industry to accomplish the Digital TV switchover.

130. Between 2008 and 2012, analogue channels broadcast from more than a thousand transmitter
sites are being switched off, region by region, and replaced with digital TV services. The
programme is off to a good start, and on track for successful delivery.

131. High definition transmissions offer much clearer TV pictures on very large home TV screens.
These services have already started on UK satellite and cable TV networks. From the end of
2009 onwards, digital terrestrial TV networks will include the potential for High Definition
transmissions without the need for allocating
work to introduce HD onto the terrestrial network within existing capacity.

132. Another missing infrastructure link for digital terrestrial TV is a return path for interactive
services i a capability already provided on satellite, DSL and cable networks.

133. Inthe interim report we said that equipment with a return path should become an option in the
Help Scheme and that we would consider at what point and at what cost the standard offer
provided by the Digital Television Switchover Help Scheme could have a return path capability.
Since then Industry has agreed an open standard for a return path on the terrestrial platform i
the MHEG interactionchanneliand equi pment should be avail ab
proposal for Canvas is also intended to bring on-demand viewing to television sets.



134. The Help Scheme already issues an open invitation for the supply in each region of services

135.

from alternative providers (those not selected for the standard offer). To date every region has
had at least one alternative provider offering equipment including a return path i we expect this
to continue and we will encourage additional providers to offer to supply such equipment
through the Help Scheme.

The standard offer must be able to deliver access to free-to-view digital television services in
the most cost effective way and comply with all the core receiver requirements designed to
ensure usability of help scheme equipment. To date there is not equipment available on the
general market that makes it simple for everyone eligible for assistance under the Help
Scheme to access the basic TV services, and also provides an easy way of accessing video on
demand. We believe it is still premature therefore to set a date for changing the core receiver
requirements for the Help Scheme. But we will keep this under review, particularly in light of the
development of the Canvas proposal. Once the return path technology is successfully deployed
on the terrestrial platform as well as the satellite platform, it will be possible to take a more
detailed view of the costs and implications for the objectives of the Help Scheme.



Digital Switchover so far

Digital TVswitc hover iis the process of con
television system to digital. Between 2008 and 2012, analogue channels
broadcast from more than a thousand transmitter sites are being switched
off, region by region, and replaced with digital TV services.

Switchover was successfully completed in the Copeland area of Cumbria,
including the town of Whitehaven, in late 2007. In November 2008 the
Scottish Borders, served by the Selkirk transmitter group, became the next
area to switch. In both cases switchover was trouble-free for the vast
majority.

Following a comprehensive communications campaign in the preceding

year there was near-universal awareness of what was happening, and

what you needed to do. Two weeks after switchover every home surveyed
had converted their main set to digital, and 87% had converted every TV

in their home. The local response was positive, with residents describing
being o6wel |l prepareddéd for the digi
widely and successfully communicatedandp u bl i ci sedd ( So
Lines of Enquiry). AlImost 90% said they had received sufficient

information and advice.



Some digital terrestrial TV viewers did struggle with re-tuning, and 2% of
households required help. Awareness of the need to re-tune, and
understanding of how to do it will no doubt continue to be a feature of the
whole switchover programme, and the life of the DTT platform beyond.

Following the Stockland Hill switchover, 1.5% of UK homes had completed
the switch to digital (in Copeland, Scottish Borders and in April 2009 at the
Beacon Hill transmitter group in West Country). A further 4.6 million will
switch by the end of 2009, including more than 3 million homes in
Granada, taking the total to 18%. The path to a fully digital terrestrial TV
system in 2012 will see a very significant increase in the frequency and
scale of switchovers, with some risks along the way, such as the impact
poor weather could have on the transmitter engineering programme.
Nevertheless, the programme is off to a good start, and on track for
successful delivery.

Digital UK is the independent, not-for-profit organisation to lead the
implementation of the switchover. The company was founded in April 2005
and is jointly owned by the UK®BS p
Channel 4, Five, S4C and Teletext) and commercial multiplex operators
SDN and Argiva. Digital UK co-ordinates the technical process, including
the engineering plan to convert each TV transmitter in the UK to digital,
and ai ms t o mak eriericehoswiichobel as simpke ase x p e
possible by providing clear, impartial advice on what people need to do to
prepare for the move to digital TV. It also works with industry, including
electrical manufacturers and retailers, and the digital TV platforms, and
engages with the housing sector where communal systems may need to
be upgraded. The Digital Switchover Help Scheme has been set up by the
BBC through an agreement with the Government to offer eligible people
help to make the switch on one of their TV sets, and works closely with
Digital UK. People are eligible if they are aged 75 years or more, or have
lived in a care home for six months or more, or if they are registered blind
or partially sighted. Also eligible are people who get (or could get)
attendance or constant attendance allowance, mobility supplement, or
disability living allowance. Most people will contribute £40 to the cost of the
scheme. For those eligible people who are receiving income support, the
Help Scheme is provided free.

The switchover programme will proceed as follows

RADIO

136. Sound radio remains an essential component of public mass entertainment and information. It
has found its natural space for consumers alongside TV services and particularly during times
when a picture is a positive distraction (and even more for the visually impaired). The most
widely diffused and used networks uses analogue FM technology in the 88-108 MHz frequency



spectrum i providing both BBC and Commercial national and local radio services.

137. The move to digital radio began in earnest in 1998 when the Radio Authority licensed the first
DAB Multiplex. DAB sets have sold well and receiver prices have recently hit the key price
points that make them an attractive consumer purchase. However, in the subsequent decade
radio has developed distribution models across a number of digital media (satellite, DTT, IP)
but has not developed its own dedicated digital platform to a robust national standard.

138. In part this is because of the difficulty in deriving sufficient new revenue from the DAB platform:
the relatively low DAB audiences have made broadcasters cautious in funding the widest
possible choice of radio channels over DAB and extending the coverage of DAB networks to
match that of FM broadcasts. The financial pressures the commercial sound radio
broadcasters now find themselves under is a further complication.

139. This is a barrier to the full development of a dedicated digital platform for radio and a public
policy issue for the Government. We address this and the future of radio as a dedicated
medium in the next Chapter.

Data centres

140. All of the information on the global Internet, whether for commerce, industry or consumer
consumption, has to be stored somewhere in digital form on servers. This is the function of the
Data centres. They are a crucial part of the underlying infrastructure and a vital foundation
block of much of the digital economy.

141. These data centres can be operated by the owner of the digital content themselves or
outsourced to a third party provider. Some of these third party data centres have become major
I nternet hubs or home to a significant propor |
organisations 1 both Government and enterprise.

142. London is the largest data centre market in Europe and a location for international businesses
looking to expand into Europe.



What is a Data Centre?

Data centres house computer systems, server and network infrastructure
and associated storage platforms. Many organisations operate their own
data centres in house. However, as the role of computer systems and
network services becomes ever more critical to the success and growth of
the economy, many organizations are looking to third party providers to
support their expanding data centre requirements. Data centre operators
can provide highly secure and resilient environments for the outsourcing of
all or part of the hosting and management of organizations technical, web
and I T infrastructure to enswnrdoe t h

Outsourced data centres come in all shapes and sizes. They range from
carrier-owned i such as those operated by BT,toso-c al | ed- écar
n e u tirsach d@s those operated by UK-based European data centre
specialists such as TelecityGroup. Typically, carrier-owned data centres

are built to house the servers and networks of the carrier, or network-
provider6s equi pment and 4indutrabdata o f
centres usually offer access to a much wider range of connectivity
providers, all of which have built their networks into the data centre thus
creating Internet 6hubsd; physical
ISPs can exchange traffic with each other and with content providers and
other organisations whose systems are also hosted in the data centre.
These types of data centres differ from the in-house, proprietary data
centres in being able to offer much higher levels of connectivity, and are
home to a significant pr o-ptensitei on o0
organisations i both Government and enterprise.

143. The current demand for highly-connected data centres in the UK points to constraints in supply
which is of concern as these facilities can take up to two years to build from initial inception.
The private sector needs to look beyond the current recession since the up-turn in the
economy will not be the only driver of expanding demand i the quantity of information to be
stored continues to rise exponentially across the world.

144. Storage technology is almost in a continuous state of revolution and this, together with the
state of the telecommunications networks, can impact where it is most economic to store data.
The most appropriate Government and Ofcom action is to ensure competitive pressure
continues to drive down the price of long distance transmission.

Monitoring the National Communications Infrastructure

145. This report emphasises the increasing importance of communications infrastructure, and the
need for Government and regulator to take a b
intendked amendment to Ofcomébés duties wil/l give it
investment in infrastructure. Building on this, we are asking Ofcom to maintain a close and
ongoing assessment of the overall communications infrastructure.



146. We will ensure the Board of Ofcom has a statutory obligation to write as necessary to
the Government alerting Secretaries of State'® to any matters of high concern regarding
developments affecting the communications infrastructure and in any event to write
everytwoyears gi ving an assessment of the UKG6s comr

147. Examples of matters which we will require Ofcom to keep under review include:

1) Availability/coverage of the major communications platforms, to include fixed telecoms,
cable, mobile, broadcasting and other platforms including core, backhaul, spectrum
usage and access network capability;

2) An assessment for each of key indicators of reliability, resilience and security 1 e.g.
downtime;

3) Testing of resilience against emergency conditions (NB this report touches on matters of
resilience in Chapter 7);

4) Services on offer over each platform, including details of wholesale arrangements and
service competition;

5) International competitiveness index of UK network infrastructure; and

6) Evidence of network failure-potential and priorities for strengthening (taking into account
the report of the ECRG Chair).

CASE STUDY
Hays

Hays PLC, a major UK employment services business, is investing £40 million to apply web-enabled technology to
services matching employers and job-seekers.

The UK company believes it could transform the search process by creating a sophisticated database and online portal for
would-be applicants.

Al'i stair Cox, Chief Executi ve, s ay sftheviehis limitdd ® onine veesioris ofjprimte w h
job ads. I want to put a much richer array of services on

The investment is expected to deliver a double benefit to the group, increasing efficiency and reducing costs in back-office
functions while creating a more effective matching capability for companies and potential recruits, thereby enhancing
customersod experience.

Hays expects the system to remove much of the manual -proce
making peoplefort he ri ght rol eso.

By automating that data collection, he also expects the tw
select their areas of interest, skills and eligibility for different types of employment, giving them access to a rich seam of
information to allow them to better plan their careers.

iThe A40 million investment will put in place a rich datab
searchable, enabling our consultants to spend more time on advisory services with their clients and candidates and less

on administrative processing. It will also allow us to embrace the constantly evolving use of the web and future-proof our

business as new models are invented. | can imagine a world where clients and candidates can use the Hays world for all

of their needs around people and roles; a single repository for information, real-time updated data, online hiring requests

and applications, straight-through and fully automated administrative processing, instant messaging and f eedbac k (
adds.

12 In practice this letter will be sent to BIS, but the other interested departments will include

DCMS, Home Office, MoD and the Cabinet Office



Although there has already been significant risk capital invested in online recruitment i particularly in the US 7 Mr Cox
arguesthatnoone has yet delivered a model to fitake t headtheavaykk et b
exploiting the already relatively heavy online usage by jobseekers. The technology is also expected to be platform neutral,

all owing users to access the companyds web services via mu

The company fully expects the new system i due for completion next year i to deliver the efficiency implied in its name. It
is called AOne Toucho.



Chapter 3b

Radio: Going Digital
AOne must verify or expel his doubts, and conver
Thomas Carlyle

AMBITION: TO SECURE AND DELIVER A DIGITAL RADIO PLATFORM
FOR THE BENEFIT OF BROADCASTERS AND LISTENERS.

THE IMPORTANCE OF RADIO

1. Radi o6s diverse and fl exible nature has pl ace:
convergence. One of the advantages of digital audio content is that it occupies comparatively
small amounts of capacity and can easily be delivered through a wide range of digital
technologies. Digital radio receivers already comfortably co-exist with Digital TV and on fixed
and mobile broadband platforms as a means of accessing digital audio content.

2. But as well as being a flexible medium, radi of¢
simply a stream of audio: it is an intimate, portable and ambient medium; and it is a very
personal medium: the pictures that it forms inside our heads are different for every listener. To
remain true to that breadth of appeal to listeners, we argue that radio needs a future on its own,
dedicated, digital platform i DAB i alongside the many other digital paths over which it can be
carried. That might not be justified if the commercial and economic cost of doing so were huge.
But they are not: radio is, in most respects, bar those of the imagination, a small-scale medium.
The costs of a dedicated digital platform are comparatively small 7 the £10s of millions rather
than the £billions that television, fixed networks, mobile communications, or broadband require.

3. In economic terms the radio industry is relatively small. The total sector value in the UK is
Al.1bn a year. But radio is a disproportionat
More than 90% of the population consume in excess of 1 billion listening hours a week.
However, radiobs speci al posi ti oRadidissnotltagd no me

cannot be, immune to change.

4, Todaydés radio industry has been shaped more b
market demand. Brands are built as much on the frequencies they occupy as the
characteristics of their content, while commercial revenues are primarily limited to local
markets, delivered by on-air advertising and sponsorship. The current analogue radio
landscape is not a bad one. Far from it, it has built a medium which is highly valued by listeners
today. However, if radio is to compete in a Digital Britain then it must have greater flexibility to
grow, innovate and engage with its audience, and in this the limits of analogue, as the primary
distribution platform for radio, are now all too visible.

5. By comparison, digital offers a number of possibilities for radio to grow. The delivery of new
content and functionality, such as scrolling text, one-to-one traffic information and listen again,



can connect listeners and radio in new ways, provide gateways to online businesses and open
up new revenue streams to the commercial market.

6. A dedicated digital platform for radio will require greater investment, both public and private, in
new and existing infrastructures, digital-only content and marketing. But the same is true of
analogue. The infrastructures which deliver analogue radio are decaying and considerable
investment would be needed 7 up to £200m of capital expenditure i to maintain a full national
FM network over the next 20 years. Nor can the radio industry risk assuming that its current
content offering will remain appealing in an increasingly global market, where competition for
|l i stenersd time is much greater. Therefore, tI
used, and it is our belief it must be on building a radio industry fit for a digital world.

7. The biggest barrier to radiobs digital future
platform.

8. Any good business will invest in its future if it understands that future and the potential returns
from its investment. Consumers will adopt new technologies when they are affordable and the
benefits are clear, while consumer demand will drive innovation and provide economies of
scale for manufacturers.

9. We believe that Government has a pivotal role in securing this certainty. In the Interim Report
we set out the details of, and our commitment to, securing a digital future for radio. In this
chapter we will build on this commitment and set out our vision for the radio industry in a digital
world and the mechanisms needed to deliver it. At the heart of our vision is the delivery of a
Digital Radio Upgrade programme by the end of 2015.

THE DIGITAL RADIO UPGRADE DECISION

10. The Digital Radio Upgrade will be implemented on a single date, which will be announced at
least two years in advance. On the determined date all services carried on the national and
local DAB multiplexes will cease broadcasting on analogue. At the same time, a new tier of
ultra-local radio, consisting of small local commercial stations and community stations, will
occupy the vacated FM spectrum. Radio services on MW will either upgrade to DAB or, if they
are within the ultra-local tier, to FM. This will deliver an upgrade from FM to DAB and from
MW to FM.

11. Inthe Interim Report we set out two migration criteria; these were:
1) When 50% of listening is to digital; and

2) When national DAB coverage is comparable to FM coverage, and local DAB reaches
90% of the population and all major roads.

12. Following the Interim Digital Britain Report it has become apparent that, while many welcomed
the commitment to a Digital Radio Upgrade policy, a timetable determined solely by these
criteria provided little additional market certainty. While we accept this view, we believe that a
timetable and criteria can co-exist providing both market clarity and protection to listeners.
Therefore, included within the Digital Radio Upgrade timetable is our intention that the criteria
should be met by the end of 2013.

13. The following graph shows the projected digital share of listening under two scenarios: organic
growth and with a concerted drive to digital.



Figure 6

14.

15.

We have asked Ofcom to produce, at least once a year, a report on progress against the
criteria; the first of which will be published by the end of 2010. In addition, we will monitor with
Ofcom and industry the impact of the proposals set out below and the extent to which they are
supporting the Digital Radio Upgrade timetable. The first of these reviews, which will include an
assessment of multiplex structural changes and plans to increase coverage, will take place in
Spring 2010.

The over-arching principles of the Digital Radio Upgrade policy are two-fold. First, to provide
greater choice and functionality for listeners. Secondly, those listeners who can currently
access radio should continue to do so after the Upgrade. To ensure future policies take
account of the wide range of listener needs we have invited the Consumer Expert
Group, which brought together key consumer representatives to inform the Digital TV
switchover process, to extend its scope to cover radio. In addition, we will conduct a full
Impact Assessment, including a Cost/Benefit Analysis of Digital Radio Upgrade. The
results of this Impact Assessment will help determine whether there is a case for a
Digital Radio Help Scheme and, if so, what its scope might be.

A DEDICATED DIGITAL PLATFORM FOR RADIO

16.

17.

18.

In response to the Interim Report we received submissions raising questions about the best
technology for a dedicated radio platform. Should it be DAB, DAB+, DMB-A or DRM?*® Some
others argued that all digital listening would become online.

We recognise that there is some force in these arguments. However, it is our view that these
opinions give too much regard to technologies and too little to the real drivers of change, the
listener.

Digital radio is not now, nor should it be in the future, a single platform medium. The Internet,
mobil e broadband, in particul ar, wisobulbeliefahate
listener behaviour has already provided a compelling argument for a broadcast specific
platform for radio, and for DAB, which if actively encouraged now can bring benefits to listeners
and broadcasters in the immediate and longer term. We also believe that DAB, as the
broadcast specific platform for radio, can co-exist alongside the other means of digital
distribution because it offers specific benefits to the listener.

16

DAB+ is a non-backward compliant variant of DAB which utilises newer compression tech-

niques providing a more spectrum efficient broadcast signal. Digital Radio Mondiale or DRM was de-
signed to use Long, Medium and Short wave bands to deliver digital radio. It broadcasts via single
station transmissions, rather than a multiplex. DMB(A) is the audio-only technology evolving from T-
DMB which was developed in Korea for the delivery of digital TV services.The WorldDMB Digital Ra-
dio Profiles specify a minimum set of requirements to be built in to different class of receivers, ensur-
ing that they operate across Europe. Digital Radio Profile 1 requires a receiver to be able to receive
DAB, DAB+ and DMB-A, alongside basic text and visual services.



The benefits of a broadcast specific platform for radio

e Radio is fundamentally a portable medium and a broadcast
specific platform is the most appropriate way to deliver mobile
digital radio, particularly to cars;

e Itis currently the most effective and financially viable way of
delivering local radio digitally;

e Receivers are already affordable, portable and easy to use;
e Itis free at the point of access for all listeners;

e A defined space for radio, where it can be master of its own
destiny and have the freedom to take risks;

e Supports a UK radio broadcasting sector providing content
specifically for UK listeners; and

e Increases the opportunities for UK-based independent content
providers.

19. To date more than 9 million DAB receivers have been sold in the UK, and sales are continuing
to grow year on year. DAB ownership is up 19% year on year, with 32% of adults now claiming
to live in a DAB-enabled household. Consumer satisfaction is also high. DAB accounts for 63%
of total digital listening, compared to 11% on the Internet and 17% on digital TV.

20. We are clear that at least for the foreseeable future DAB is the right technology for the UK.
However, it has always been our intention that the ultra-local services which remain on FM
after the Digital Radio Upgrade should only do so temporarily. To ensure, as much as possible,
that any additional digital upgrade will have a minimal impact on listeners we will seek to
ensure that all digital radio receivers sold in the UK meet at least the WorldDMB profile 1.
One way this could be achieved Ilsthgkdl eadzredl al
Switchover.

" The WorldDMB Digital Radio Profiles specify a minimum set of requirements to be built in to

different class of receivers, ensuring that they operate across Europe. Digital Radio Profile 1 requires
a receiver to be able to receive DAB, DAB+ and DMB-A, alongside basic text and visual services.



The Upgrade Path for DAB

DAB is one of a number of Digital Radio standards, which also includes
DAB+, DMB-A and DRM. All of the standards in this family offer similar
functionality to each other, such as slide-shows, mobile TV and Electronic
Programme Guides (EPGS).

DAB represents the right dedicated digital platform for UK Radio in the
lead-up to and beyond Radio Upgrade. DAB has established itself as a
trusted and valued technology by UK listeners, and this is reflected in the
number of DAB receivers sold. At this time only a small minority of these
receivers are capable of receiving other technologies and would be
rendered redundant if a change from DAB was made.

However in the future, broadcasters may want to explore the potential to
upgrade existing networks to take advantage of more advanced
compression technologies, particularly once the overall economics of
digital are more robust. We will also need to consider the most appropriate
technology for upgrading the ultra local tier of radio to digital. To prepare
for any such change or additional upgrade we will work to ensure that
digital radio receivers sold in the UK are at least compliant with the
WorldDMB receiver profilel; which includes DAB+ and DMB-A. However,
any such change will need to be run alongside DAB for at least the
foreseeable future.

THE RIGHT INFRASTRUCTURES

21. Achieving the Digital Radio Upgrade timetable will require building a DAB infrastructure which
meets the needs of broadcasters, multiplex operators and listeners. This will require a
significant contribution from the commercial operators and the Government welcomes the early
commitments that they have given. We recognise too that Government and regulator will need
to redraw the regional multiplex licence map. However, getting to the level of necessary
coverage will also require a contribution from the BBC, in line with its sixth Charter Public
Purpose:

Ohel ping to deliver to the public the benefit
services, and in addition, taking a | eading r

22. The Government recognises that this may impose an incremental cost, though the BBC, like
other operators, is benefiting from lower transmission charges from Argiva plc following the
undertakings given to the Competition Commission on the merger of the managed
transmission services; and there will be cost reductions in accelerating the ending of dual
analogue and digital transmission costs nationally. Depending on how the above calculations
bal ance out the BBCO6s contribution may requir ¢
Help Scheme under-spend.

23. At anational level we will look to the BBC to begin an aggressive roll-out of its national
multiplex to ensure its national digital radio services achieve coverage comparable to



24.

25.

26.

27.

FM by the end of 2014. Even though the national commercial multiplex already matches
coverage of Classic FM we believe indoor reception must improve and where possible overall
coverage be extended. It is our intention that where possible the BBC and national
commercial multiplex operator should work together to ensure that any new
transmitters benefit both BBC and commercial multiplexes.

Partnerships between the BBC and commercial multiplex operators will be even more
important at a local DAB level. Further investment is required if local DAB is ever to compare
with existing local FM coverage; this is especially true in parts of Scotland and Wales.
However, we believe that this cost is not prohibitive.

I n areas where the BBCG6s need to deliver uni v«
realities of the local commercial market, the BBC will need to bear a significant portion of the

costs. However, the full cost cannot be left to the BBC alone. The Digital Radio Upgrade

programme, alongside the proposals on co-location and licence-renewals, will offer significant
cost-savings for commercial broadcasters. Some of these cost-savings must support future
transmitter investment by the local multiplex providers. We will work with the commercial radio

sector, BBC, transmission providers and Ofcom to agree a plan for the extension and

improvement of local DAB coverage, and where the cost would most appropriately fall, in time

for the first progress review in Spring 2010.

In addition to increasing DAB coverage, we are proposing new measures to address some of
the failings in the existing multiplex framework. This includes encouraging, where appropriate,
adjoining multiplexes to merge and extending existing multiplexes into currently un-served
areas rather than awarding new licences. These proposals will be supported by new
legislation granting Ofcom powers to alter multiplex licences which agree to merge.
These powers will also allow the existing regional multiplexes to consolidate and extend to form
a second national multiplex. We urge the regional operators to begin the commercial
negotiations and discussions with Ofcom needed to achieve this.

Where solutions can be foundwe arepr epared t o extend mul tiplex
until 2030. We will also consider with Ofcom the case for delaying the implementation of

AIP on DAB multiplexes until after the Digital Radio Upgrade is completed. In order to
ensure any changes complement our timetable these powers will be time limited and we

will make our decision on whether to offer such rewards after the Spring 2010 review.

CONTENT AND SERVICES ON THE DEDICATED DIGITAL PLATFORM

28.

29.

30.

The main challenge to a successful Digital Radio Upgrade is not converting the avid radio

listener, who has in many cases already embraced DAB, but the occasional radio listener.

Recent research showed that 52% of listeners had not changed their main household radio to

DAB because they werexiquinhg hagdpg. with mysee]
must be convinced it offers significant benefits over analogue.

DAB should deliver new niche services, such as a dedicated jazz station, and gain better value
from existing content, such as live coverage of Premiership football or uninterrupted coverage
from music festivals. The radio industry has already begun to agree a pan-industry approach to
new digital content and we urge them to implement any changes as soon as possible.

However, the average analogue TV home receives four or five TV stations, while an analogue
radio household already receives three or four times that number. Therefore, DAB must
become more than just a platform for new stations if it is to attract new audiences i it must also
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32.

33.

offer more services.

Functionality and interactivity must become central to the DAB experience. EPGs, slideshows,
downloading music, as well as pause and rewinding live radio must be developed and brought
to market on a large scale. Broadcasters and manufacturers must seek to develop and
implement digitally delivered in-car content, such as traffic and travel information.

DAB receivers must also be attractive and affordable. The price of DAB receivers has already

fallen considerably and we welcomeman uf act ur er s 6 c of20sets imtbemext f o r
two years. We also urge manufacturers to look closely at the market opportunities for DAB to

O FM-br ®adc ast-opdsolutian fas @analogue radio, as a means of allowing existing
analogue radios to receive DAB in the future.

In addition, we will work closely with manufacturers to examine the environmental impact of the
Digital Radio Upgrade. The energy consumption of digital radios is now broadly comparable to
that of analogue, and some DAB radios consume less energy than an energy saving light bulb,
but cheaper digital equipment has yet to achieve parity. In addition, we must ensure the
environmental impact of any significant analogue radio disposal is minimised through a
responsible disposal and recycling strategy. Of course current legislation already exists in the
shape of the Waste Electrical and Electronic Equipment (WEEE) Regulations to deal with the
recycling of Consumer Electronics materials.



34.

Digital radio in vehicles: a five point programme

In-car listening represents a significant portion of total radio listening

(around 20%)). It is important that listeners have the confidence they will
continue to have access to their favourite stations in their cars after the
Radio Upgrade. Therefore, we are proposing the following measures to

support take-up of digital radio in new and existing vehicles sold in the UK.

We will:

a. Work with manufacturers so that vehicles sold with a radio are

digitally enabled by the end of 2013;

. Support a common logo for digital radios and ensure that non-DAB

radios, and their limitations, are clearly labelled,;

. Encourage the development of portable digital converters, such as

the Pure Highway, and the integration of DAB into other vehicle
devices such as Sat-Navs;

. Promote the introduction of more sophisticated traffic information

via DAB and comprehensive marketing by broadcasters; and

. Work with our European partners, including the European

Commission, to develop a common European approach to digital
radio. We have approached the European Commission to
encourage them to lead a Community-wide effort. Such an
approach, as was adopted in digital television, could provide
certainty well in advance for vehicle manufacturers and those

providing in-car devices to bring the unit price of conversion down.

key radio stakeholders to inform our policy-ma ki ng. We

we l

Earlier this year we established the Digital Radio Delivery Group, which brought together the
come

t he

to take forward the work of this group in the coming months. However, as the Digital Radio
Upgrade date becomes more apparent we will need to examine what body is best placed to

deliver the Digital Radio Upgrade programme.

REGULATION

35.

Following the publication of the Interim Report we commissioned the former CEO of GMG

Radio, John Myers, to conduct a review of the current localness regulations. The report,

entitled O0ANn I ndependent Revi

(6Localness Reviewd)l was published
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Key recommendations in the Localness Review

e A move from input to output regulation for small local
commercial radio stations;

el ntroduction of a O6Local | mp a«
stations with a coverage area of less than 700,000 adults;

e Relax rules concerning the location of a local station, and the
number of local hours broadcast, for stations with a coverage
area of less than 700,000 adults;

e An increase to the minimum number of local news bulletins
broadcast each day by all local radio stations;

e The regulator to allow the merging of two or more co-owned
local licences;

o Extension of all local commercial radio licences until 2020 and
all multiplex licences until 2030;

e Removal of radio specific and cross-media ownership rules;
and

e Change in the current legislation to allow community radio
stations to be licensed in areas served by a commercial radio
station with coverage of 50,000 adults or less.

The Localness Review was clear in its findings that localness will be more, rather than less,
impor t ant in the future, becoming a stationds
marketplace. We agree with this view and will continue to ensure that locally made content,
relevant to local listeners, is an essential characteristic of UK commercial radio. The challenge
for Government and Ofcom is to devise a regulatory regime which secures the provision of

local content but that equally reflects the economic realities of local media markets.

We agree this regime should include a greater focus on the output, or more precisely the
impact of local stations. We recognise there are challenges in devising such a regulatory
structure, as it must give clarity both to broadcasters and be enforceable by Ofcom. However,
this difficulty should not be allowed to undermine the principle. We will work with Ofcom to
agree a two-year pilot of a new output focused regulatory regime. This will consider the
impact stations have on the communities they serve, perhaps by an agreed set of
obligations proposed by stations themselves, much in the same way community radio
stations do. If successful this new regulatory mechanism could be rolled out more
widely.

For those stations not participating in the pilot we are proposing, as recommended in the
Localness Review, a reduction in the number of locally-produced hours in exchange for an
enhanced commitment to regular and updated local news. It will be for Ofcom to determine
how such changes should be applied.

U
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In addition, we are supporting the recommendation for greater flexibility to co-locate services.
While we remain of the view that local radio should be locally-made we accept that a re-
definition of what constitutes local can provide economies of scale to broadcasters without
significantly affecting the quality of service to audiences. For this reason we have asked Ofcom
to consult on a new map of mini-regions which balances the potential economic benefits but
also the needs and expectations of listeners. We will make an amendment to the existing
legislation to support this change.

A new tier of ultra-local radio

In this chapter we have hinted at our intention to create a new tier of ultra-
local radio which will occupy the FM spectrum vacated by the services
migrating to DAB. We believe that these stations, rather than becoming
the poor relation of digital, will
contribution to the UKGO6s cultur al

Local commercial radio and community radio, in particular, have
consistently proved the value of radio generated by and for local
communities. It is these characteristics which will differentiate this new tier
of ultra-local radio from the much larger services on DAB. This is not to
say that we intend to blur the lines between commercial and community
stations 1 they both have separate roles and functions 7 but rather that
both will have a common focus, to enriching and informing the
communities they serve.

We will work with Ofcom and the radio industry in the period leading-up to
the Digital Radio Upgrade to agree a clear vision for this new tier of radio;
a vision which will have at its core the needs and expectation of local
communities.

While we are working towards a new tier of ultra-local radio we believe the rules which keep
the commercial and community radio distinct from each other remain generally appropriate.
However, if the community radio sector is to grow and prepare itself for a more fundamental
role in the future radio landscape it must also be given the certainty to invest in its future.

Alongside this report we have published a short consultation seeking views on
proposals for a new licence renewal regime for community radio. In addition, we are
proposing the removal of the 50% funding limit from any one source and the restriction
preventing a station being licensed in an area overlapping with a small commercial
service. We are also extending our commitment to promoting best practice within the
community sector and encouraging self-sustainability by allocating a small portion of
the Community Radio Fund to support the work of the industry body, the Community
Media Association.

To further support the Digital Radio Upgrade timetable and to refocus the regulatory regime for
a digital, rather than analogue, world we are proposing changes to the existing licensing
process.



43. A successful and co-ordinated implementation of the Digital Radio Upgrade will require a
common-end date for all licences, particularly if the FM spectrum is to be re-planned to
accommodate the current MW services. For this reason we will introduce new legislation
which will insert a two-year termination clause into all new licences. This will be
triggered by the Government when the exact timetable for Digital Radio Upgrade can be
better determined.

44. We also recognise that the investment needed to achieve the Digital Radio Upgrade timetable
will on the whole be made by the existing radio companies. We are also aware that our
timetable will mean that many new licences will run only for three or four years. For these
reasons we propose to grant Ofcom new powers to extend the licence period of all
national and local licences, broadcasting on DAB, for up to a further seven years.
However, we will keep this decision under review and if by the end of 2013 it is clear the
Digital Upgrade timetable will not be achieved we will use the powers, set out above, to
terminate licences and the existing licensing regimes will apply.

45. Lastly and in line with the recommendations in the Localness Review, we are proposing some
additional flexibility to allow analogue stations to merge to form new DAB stations. We
envisage this will happen in two ways. First, two or more small stations merge to form a single
larger service, which could then be carried on DAB. Alternatively, this flexibility will allow two or
more regional stations, as defined by Ofcom, |
service. To support this we will amend the rules under which Ofcom grant analogue
licence renewals to ensure that regional stations which do become national DAB
stations do not lose their current or future renewal.

CONCLUSIONS

46. It is because we recognise that importance of radio to listeners that we believe the challenges
of building a UK radio sector fit for a Digital Britain must be overcome. We believe the
proposals set out above wil/l have a significal
particularly leading up to the Digital Radio Upgrade. However, whilst we can provide clarity of
direction it must be for the broadcasters, manufacturers and transmission providers to deliver
digital radio as a compelling proposition for listeners.

CASE STUDY
GP: Dr Louise Irvine

Dr Louise Irvine, a veteran inner-London family doctor, began using digital technology in the early 1990s. The surgery
where she is now partner was one of the countryds first ad
and record patient details electronically.

Al't has evolved over the years, and weproblems, storetestrasslts,seqrch t i n
patient records and deploy a 6call and recall 8 systems to
written records. o

The electronic database is now also used for all immunisations, and prescriptions as well as referral letters, X-rays, blood
tests and scan results.

Given the socially mixed nature of her practice area, Dr Irvine says that many patients do not use or have access to new
media. Many remain suspicious of it. So initiatives to modernise the referral system do not always work, particularly
among older people and those with English as a second language.

Hence, Dr I rvine often encounters patient resistance to th



doctorscanac cess a database of hospitals with the shortest wait
invariably ask me to choose and dondt even want to conside

So general practice, at least in parts of inner London, is relying on a technology hybrid. Surgeries are using digital data to
enhance record keeping, access test results, update the latest research, make prescriptions and improve appointment
schedules. But when it comes to seeking advice, Dr Irvine says patients still value and prefer the personal touch.



Chapter 4
Creative Industries in the Digital
World

AThis 1 s what real revolutions are |like. The ol d
pl ace. The i mportance of any hepimenentitapgepre bigchemges | s
stall, small changes spread. Even the revolution

Clay Shirky, Blog Posting April 2009

AMBITION: TO MAKE THE UK ONE OF THEWORLD6 S MAI N CR
CAPITALS

Towards a new framework for content

1. In addition to being a financial services capital of the world, we should aim to be a global centre
for the creative industries. In addition to comprehensive participation and comprehensive
infrastructure as described in the preceding Chapters, we also need a digital framework for the
creative industries and a commitment to the creative industries grounded in the belief that they
can be scaled and industrialised in the same way as other successful high-technology,
knowledge industries such as bio-sciences have been.

2. The creative industries in Britain start with many of the same advantages that have helped
drive our other successful knowledge sectors:

e Convenience:The UKOGs geographical | ocati on mak
West, while Greenwich Mean Time gives us a working day overlapping with major
economies on both sides of the world.

e Legality: A strong rule of law is vital for industries that depend on respect for
intellectual property.

e Accessibility: The English language is ever more so the international language of
both commerce and entertainment.

e Financials: A UK base provides businesses with access to capital markets and with
experience in funding IP-based businesses.

e Human Capital: Companies in the UK can call on a skilled workforce rooted in an
education system that encourages the questioning, original thought vital for creative
businesses.

e Infrastructure: Businesses have access to competitive markets providing high
spec, resilient, competitively priced bespoke fixed and mobile communications
services.



The creative industries are a significant source of employment and national wealth creation, as
well as almost uniquely delivering cultural and social benefits. They contribute 6.4% of GVA
and have grown by an average of 4% over the past decade compared to 3% for the economy
as a whole.

The 2008 Report 6Creative Britain: New Talent
policy document on this important economic area, building on the 1999 and 2001 Creative

Economy Mapping documents and the 2001 Green paper, Culture and Creativity: the next 10

years. All these signalled the intention of the Government to join up the worlds of education,

cultural and creative subsidies, training and trading support to encourage the creative

industries to thrive. This work to incorporate the creative industries into mainstream economic

thinking has been studied and copied worldwide, and the Budget signalled a new phase of

Industrial Activism joining up the work of BIS, DCMS, DWP and DCSF.

A driving consequence of the changes in our communications infrastructure capability, mass
participation in Digital Britain, widespread adoption and use of new digital devices and services
described in the previous chapters will be a flowering of distribution, production and creation of
all sorts of content. This will revolutionise what is bought, searched for, seen, listened to,
shared and enjoyed.

This will represent a significant change to the old analogue models of distribution, of
monetisation and of participation. Media today is participative, interactive, equal and many-to-
many. Where traditionally innovation and creativity was largely the domain of specialist teams
in large organisations, today there is a creative revolution which is rooted in the opportunities
afforded by connectivity. There is a significant opportunity to take the success of our creative
industries into this interactive and participative world.



10.

C&binet and international solutions

C&binet (Creativity and Business International Network) stems from a
Creative Britain commitment to initiate the launch of a World Creative
Business Conference. C&binet was formally launched in October 2008.
The first main C&binet forum will take place on 26-28th October at the
Grove in Hertfordshire. It will host up to 400 delegates, mostly chief
executives and other senior figures from across the Creative Industries
and those industries that support
ANurturing Creative Content in the
as paying for creative content online, attracting finance for content
creation and international co-operation. The event will be action-focused
with outcomes identified for each session that will have benefits beyond
the conference. The conference will be streamed fully on the C&binet
website (www.cabinetforum.org) and interaction with the event will be
encouraged.

We are also aiming for C&binet to play a part in beginning the dialogue on
international solutions to some of the barriers facing content generation,
particularly illegal peer-to-peer file-sharing. These issues are not just
problems for one economy but for all economies that produce creative
content, so solutions should be found and agreed that can be implemented
across the world.

The ambition of Digital Britain is that this country remains a source of innovation in content and
applications disproportionate to the relative global size of its overall economy and that the UK
market, rightsandregul at ory framewor ks maintain Britai
destinations for mobile investment in content, applications and services.

We have a mixed economy of content creation, often taking the best from the worlds of subsidy
and commerce. In Chapter 6 we trace the path to develop talent, from school and higher
education to lifelong learning for those who become consumers to specialist training and
support for those who produce the content upon which the creative economy relies. The Digital
World will continue to rely upon the development of these same core creative skills, and many
of the basic building blocks in which people develop and enjoy creative content live T our
museums, libraries, arts centres, theatres and music venues 1 look set to thrive in the Digital
Age.

We have had a series of public policy interventions designed for the linear analogue world.
Many of these will need to be radically re-cast for the digital environment, an environment in
which the economics of content production and distribution are profoundly different. Limitless
perfect digital copies and intense new competition for advertising has challenged old business
models. At the same time the social networks and content-rich portals that dominate the
Internet today are still, in many instances, groping towards means to monetise creative content,
to turn a strong user base into hard currency.

These changes are leading to a fundamental change in our corporate media ecology. As

n
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Charles Leadbeater put it in an article following our Interim Report:

ATwenty years ago the industries that provide:¢
resembled a few very large boulders strewn over a largely empty beach.

These boulders were the big media companies that came into being because media had high
fixed costs 1 print plants for newspapers and studios for television. They were closely regulated
and resources, like broadcast spectrum, were scarce. All that created high barriers to entry.
These boulders made their money mainly from advertising and by charging consumers for
access to their products, which required controlled access and often physical distribution and
storage.

Anyone trying to set up a significant new media business could be seen coming from a long
way off. Rolling a new boulder onto the beach took lots of people, money and heavy
machinery. In the mid-1980s an entrepreneur called Eddie Shah tried to roll a boulder onto the
British beach by setting up a national newspaper based in northern England. That provoked a
protracted national strike. Rupert Murdoch caused controversy by moving his boulder i
production of his News Corporation newspapers i from one part of London to another. That
caused another lengthy dispute. Channel 4 caused a stir by becoming a new boulder on the
beach, one which eventually spawned several other mini-boulders in the form of independent
production companies. The big advertising agencies i WPP and TBWA i are boulders that
service other boulders. The ITV companies have all merged to create an even bigger, arguably
even more unsuccessful, boulder. Until recently boulders were the only business in town.

Now imagine the scene on this beach in five years time. A few very big boulders will be still

showing. But many have been drowned by a rising tide of pebbles. Every minute millions of

people come to drop a pebble on the beach: a blog post, a YouTube video, a picture on Flickr,

an update on Twitter. A bewildering array of pebbles in different sizes, shapes and colours are

being laid down thewhol e ti me, i n no particular order, as

The Digital Revolution: the Coming Crisis of the Creative Class by Charles Leadbeater.
Against this background, we aim in this Chapter to address four key issues:

o Restating an explicit recognition of the economic importance of our creative
industries.

e Protecting due reward for creativity in the digital world, meeting the interests of
creators, aggregators, distributors and consumers.

e Extending our public policy framework to embrace interactive content.
e Ensuring that our existing interventions

Government and the wider public sector are both major commissioners of digital content and
the repository of a wide range of non-personal data which can form the basis for a wide range
of innovative, interactive content services and applications. These aspects are set out in more
detail in Chapter 8.



Protecting and Rewarding Creativity
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Already today around 7.5%"® of total UK music album purchases are digital and a smaller but
rapidly increasing percentage of film and television consumption is streamed online or
downloaded. In Digital Britain, with the Universal Service Commitment delivering video quality
broadband and most households having much greater bandwidth, streamed, downloaded or
searched-for content will become the norm. User-generated and social content will be very
significant; but should not be the main or only content.

The popularity of X-FactorandBr i t ai n 0 s sh@ws the enduring drawing power of
content-creating talent that few people possess. The digital world allows more of that talent to
find its way to more consumers and admirers than ever before. But it is not wholly democratic:
some have the talent to create content; many others do not. As throughout history, there need
to be workable mechanisms to ensure that content-creators are rewarded for their talent and
endeavour. And the need for investor confidence is key. User generated videos can be hugely
popular, but there remains a healthy appetite for big movies costing many millions to produce.

The Governmentds objective is to see the creatl
streaming market of scale, providing content that is highly affordable, easily and conveniently
accessible to consumers. Commercial entities from Hulu, to Spotify, to Six-To-One, to
FremantleMedia, are trying out different business models to provide such content to

consumers.

This requires a significant reappraisal of traditional positions by most of the operators in the
market. The Government has sought to encourage this in a number of ways: through the major
review of copyright, currently being undertaken by the Intellectual Property Office, following the
Gowers review; through the Memorandum of Understanding between Internet Service Providers
and rights-holders, brokered by the Government in 2008; and by recognising the limitations that
need to be pl acefdndedoontént.r ee 6 publicly

But at the moment the content industry faces a significant challenge. At its heart the current
model is not working. There are many views on why the model has broken, but the undisputed
fact is that a significant proportion of consumers are choosing to access digital content
unlawfully, principally via unlawful peer-to-peer file sharing. Creative industries have indicated
they suffer considerable losses from unlawful peer-to-peer file-sharing. The BPI claim P2P file-
sharing costs the UK music industry £180m pa (2008) while IPSOS gives a loss in the UK for
TV and films of £152m (2007). Figures are not available for the losses from unlawful file-
sharing in other content industries such as publishing, business software or computer games
but we do know that all are suffering significant losses. It is clear that the scale of unlawful
activity is a major concern for those contemplating investment in innovative content models that
rely upon any form of payment.

This is unacceptable. The Government considers online piracy to be a serious offence.
Unlawful downloading or uploading, whether via peer-to-peer sites or other means, is
effectively a civil form of theft. This is not something that we can condone, or to which we can
fail to respond. We are therefore setting out in this report a clear path to addressing this

18
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problem which we believe needs to result in a reduction of the order of 70-80% in the incidence
of unlawful file-sharing.

19. But this is not just about taking action against consumers. Most consumers, except the minority
of the anarchic or those whtos bced uinetveer bianl aonfcrieneg
who believe in unsupported rights without countervailing duties, would prefer to behave lawfully
if they can do so practically and with a sense of equity. A recent study in Scandinavia has
shown that the biggest users of unlawful peer-to-peer material are also the biggest paid-for
consumers of music. Where there are easy, affordable and lawful routes consumers will take
them.

20. Digital Britain therefore proposes an equitable framework to bring content-creators, rights-
holders, aggregators, distributors and consumers together to create workable and effective
online download markets of scale.

21. Central to this new proposition is a series of commercial agreements and business models that
give the consumer or the fan highly affordable and convenient content. That includes
persuasion and information for the lawfully-inclined consumer and parent on how to access this
content and straightforward advice on dos and
detailed knowledge of the intricacies of copyright law. That should be combined with effective
sanction against the small minority who believe that others should pay for their pleasure. In
short, convenience, affordability and equity.

22. The Government believes that there is now an alignment of a range of operators in the market
in support of these objectives. Much of this requires action from the creative industries
themselves T in particular though information and the provision of attractive content packages,
and we expect to see those industries take the necessary action. Commercially-led solutions
remain by far the preferred approach. The Government will look to Ofcom to work with
Government departments and other regulators to produce guidelines on how technical
measures could be sensibly incorporated within bilateral commercial agreements in a way
which will not conflict with other policies, such as those covering privacy.

23. For its part the Government will legislate to provide an underpinning for these market models
and to create an enforcement climate that will focus consumers on legal sources of content
rather than unlawful ones.

THE LEGISLATIVE PROPOSALS

24. The Government is therefore consulting on a proposal to legislate to give Ofcom a duty
to take steps aimed at reducing copyright infringement. In order to fulfil that duty Ofcom
will require ISPs to accept two specific conditions. These are the obligations set out in
the Interim Digital Britain Report, namely to notify account holders when informed in an
agreed format that their account appears to have been used to infringe copyright and an
obligation to maintain and make available (on the basis of a court order) data to enable
the minority of serious repeat infringers to be identified. This will allow targeted court
action against those responsible for the most damaging breaches of copyright.

25. These obligations will need to be underpinned by a detailed code of practice. We hope that an
i ndustry body (the O0rights agency@uemwirsdgygdd ai
now term it) will come into being to draft these codes for Ofcom to approve and we would
encourage all rights holders and ISPs to play a role in this. Clearly, however, there needs to be
a backstop power for Ofcom to impose its own code if it is satisfied that the industry cannot
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produce, and has no immediate prospect of producing, a code itself. It is important that this
notification process should start as soon as possible and we would encourage industry to start
working on a code as soon as the legislation was introduced, with the aim of having an agreed
code in place for Ofcom to approve as soon as the legislation was passed.

There is evidence that most people who receive a notification stop unlawful file-sharing. This is
backed up by survey results which found significant numbers of people say they would stop or
significantly reduce their file-sharing activity upon receipt of a notification. Separately surveys
indicate there is real interest in new business models that offer a similar experience and
contenttoflees har i ng. The recent ACopycatso report
there is still real confusion over what is/is not lawful and demonstrates the need for widespread
education as part of an overall approach.

But there are also those who believe that notification, education and the ultimate sanction of
legal action will not be enough to make the impact on unlawful file-sharing that we need to see.
The Government believe that the notification process outlined here should have the effect of
significantly reducing file sharing; but if it does not go far enough then further action will need to
be taken.

For that reason the Government will also provide for backstop powers for Ofcom to place
additional conditions on ISPs aimed at reducing or preventing online copyright
infringement by the application of various technical measures. In order to provide greater
certainty for the development of commercial agreements, the Government proposes to specify
in the legislation what these further measures might be; namely: Blocking (Site, IP, URL),
Protocol bl ocking, Port blocking, Bandwidth
Internet connection and/or capping the volume of data traffic which a subscriber can access);
Bandwi dth shaping (limiting the speed of a
and/or capping the volume of data to selected protocols/services); Content identification and
filteringi or a combination of these measures.

These powers should be used if, and only if, the combination of measures set out above has
been fully implemented but has not succeeded in significantly reducing the level of unlawful
file-sharing. We will ask Ofcom to establish a baseline level of unlawful file-sharing activity at
the point at which a code covering notifications and identification of egregious offenders
becomes operational, and to make a further measure of unlawful file-sharing activity after the
code has been operational for 6 and 12 months to test the efficacy of the notification procedure
by the ISPs and the execution of legal action by the rights holders. Other elements of the
package such as education and commercial developments would also need to have taken
place.

If after 6 months there is evidence that the measures set out above, although being effectively
implemented, are not having a significant impact Ofcom should consult ISPs and rights-holders
on the detalil of the additional measures and their operation and work with the industry on
drawing up the code of practice changes that would be needed to support them in practical
terms in order to facilitate a quick implementation should the need arise. If at the end of the 12
month period, provided that the combination of measures set out above have been fully
implemented and tested and the other factors such as education and commercial
developments have been taken forward, it is clear that there has not been a significant
reduction in unlawful file sharing Ofcom should move to use its backstop powers to
introduce those additional measures. In order to exercise their reserve powers Ofcom
will need to consult, and to make an Order in Parliament.

b
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We are consulting on the trigger mechanism, which we believe needs to give both
rights-holders and ISPs strong incentives to make the notification system work. The
Proportionate Notification Response trigger that we propose, should be focused on measuring
the efficacy of the scheme involving a notification procedure, legal action and other measures
as set out above in relation to achieving the 70% target for reduction in unlawful sharing. We
therefore believe that the trigger should be calculated by (a) taking the number of unique
individuals notified and (b) assessing what percentage of those notified have stopped unlawful
file sharing, either voluntarily or due to prosecution. If that percentage does not exceed or is not
significantly close to 70% the mechanism will be triggered (As an illustration: if the baseline
unlawful peer to peer universe identified by Ofcom was 100, and notifications were sent to 50%
of that universe with prosecutions against serial repeat offenders, the benchmark would be met
if there was a 35% reduction in unlawful file-sharing i.e. 70% of 50%).



Legislation to reduce unlawful peer-to-peer file-sharing
The key elements of what we are proposing to do are:

e Ofcom will be placed under a duty to take steps aimed at
reducing online copyright infringement. Specifically they will be
required to place obligations on ISPs to require them:

e to notify alleged infringers of rights (subject to reasonable levels of
proof from rights-holders) that their conduct is unlawful; and

e to collect anonymised information on serious repeat infringers
(derived from their notification activities), to be made available to
rights-holders together with personal details on receipt of a court
order.

Ofcom will also be given the power to specify, by Statutory Instrument,
other conditions to be imposed on ISPs aimed at preventing, deterring or
reducing online copyright infringement, such as:

e Blocking (Site, IP, URL);
e Protocol blocking;
e Port blocking;

e Bandwi dth capping (capping t he
Internet connection and/or capping the volume of data traffic
which a subscriber can access);

e Bandwidth shaping (limitingt he speed of a su
to selected protocols/services and/or capping the volume of
data to selected protocols/services); and

e Content identification and filtering.

This power would be triggered if the notification process has not been
successful after a year in reducing infringement by 70% of the number of
people notified.

Other rights issues

FAIR USE

32. A number of people have raised with us during this process whether the current IP infringement
framework reflects the digital environment,and whet her provisions f
reasonable. The Government has considered whether, in the round there should also be a

or

moderni sation of o6fair useb6 rights for consume

Government has concluded that the scope for such modernisation is heavily constrained within
the EU copyright framework. The Government is however considering the scope to amend the
copyright exceptions regime where we believe exemptions exist, in areas such as distance



learning and the preservation of archive material and intends to announce a consultation on
these later this year. Clearly, on the broader question of modernisation of fair use rights, further
work remains to be done.

MODERNISING LICENSING

33. The UK copyright framework is 300 years old this year. But it has not stood still. Copyright has
had to evolve continually to meet the technological challenges of photography, the
gramophone, film, television, the video recorder, the photocopier and latterly the Internet and
the World Wide Web. And copyright needs to evolve further in the digital age.

34. The 2006 Gowers Review of Intellectual Property® was a groundbreaking exercise, a
fundamental review of how the system was wor Ki
reference took the existing international copyright framework at EU and world level as the
backdrop, and concentrated on what could be done within the UK.

35. The Gowers Review concluded that while the system was broadly fit for purpose, there were
areas for improvement. Since then the Government has been working on implementing the
Gowers recommendations (with more than half now completed). In some areas, the process of
converting policy recommendations into legislative and institutional change has taken longer
than originally anticipated. The challenge however is to get the changes right.

36. But even since the Gowers Review there have been changes in business models and business
practice, for example recent developments in music, such as Last FM and Spotify, which show
that where the system is failing to serve the needs of users, innovative business models will
develop to fill the gap.

37. ltis against this background that the Government launched its Copyright Strategy at the end of
December 2008. The Copyright Strategy was launched as a debate on the future direction for
copyright, with the aim of sparking an open debate on the future of copyright and to move
towards a more strategic vision to guide and inform the development of copyright over the
coming decades. With this aim in mind, following the launch of an issues paper, four
professional stakeholder events were held in London, and several grassroots workshops were
held in four cities across the UK in February and March 2009. The output from this first stage of
work has now been published on the Intellectual Property Office (IPO) website. The next stage
of the process is to start working up solutions to deliver. We intend to continue to consult widely
and work with stakeholders across Government.

3. The Copyright Strategyés focus is | ong term,
what needs to be done in the UK. Much of copyright law is an EU competence and the UK
must work within that European framework. Nonetheless, the Digital Britainwor k and t he
copyright strategy work have shown that, in addition to completing the work of Gowers in this
area, there are changes that could be made at national level which would aid the process of
implementing Digital Britain.

19 http://www.hm-treasury.gov.uk/gowers_review_index.htm



Intellectual Property Of f i cebs Copyright Str

David Lammy MP launched the copyright strategy work in December 2008
so that the UK could build a long term picture for copyright and ensure the
system evolves to reflect the digital age.

The IPO has engaged widely with stakeholders, through the Issues Paper
that was published in December 2008 and through a series of
independently-facilitated workshops for professional copyright
stakehol ders and also for the fAhar
the public, and in particular artists and consumers.

Work will continue on the strategy throughout the Summer. What is clear
though is that changes are needed. Those changes may not necessarily
be legislative changes but both within the UK, across Europe and globally
there are key improvements that need to be made. Rights clearance and
the visibility of rights is a major issue. We must find better ways of
navigating the system. We want creators and creative businesses to be
paid but we also want to maximise access works. Too often the existing
systems seem to be breaking down. This impacts on businesses, who
cannot get access to works. It impacts on consumers and wider society as
it reduces the pool of content that they can legitimately draw from. It also
impacts creativity as untapped opportunities mean less recognition and
less reward.

Rights clearance is not the only issue though. The relationship between
creators and creative business needs to be a balanced one i there may
be steps we need to take here. Equally the societal importance of public
policy exceptions must be recognised by the system.

Over the coming months we will be working with stakeholders and across
Government as we develop the strategy, exploring how we can make the
system work better for those who interact with it. This work will be
concluded later in 2009.

ORPHAN WORKS

39. Orphan works are works that remain in copyright where, even after a diligent search, the owner
cannot be identified or found. Anyone who uses orphan works on a commercial scale currently
risks not only civil but also criminal liability.

40. Itis frequently assumed that orphan works consist of largely forgotten books in the stacks of
public libraries and second-hand bookshops. The British Library for example estimates that
some 40% of their archive count as orphan works. This represents an enormous cultural
heritage to which the public cannot get access. Mass digitisation projects, which could put
forgotten works back digitally onto the cultural map, are thwarted because of the orphan works
problem.
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But orphan works are not limited to ancient books. The BBC estimates that around 1 million
hours of programmes sits in its archives, where the complexity associated with identifying,
checking and clearing rights will require imaginative new solutions in order to be addressed.
Photographers are concerned that photographs posted on websites frequently lack identifying
metadata, and hence the evidence of ownership is lost. Orphan works are being created in
growing numbers. Not only are creators losing a source of income, but important cultural
assets remain under lock and key because of the legal difficulties associated with using these
works.

The digital age has ushered in new marketing opportunities for creators and rights holders, and
with that the possibility to carve out ever more sophisticated rights and sub-rights over creative
works. So rights have grown in both diversity and volume. If the copyright system is not to
inhibit the move towards a fully Digital Britain, it is right that the framework should keep pace in
order to reflect these developments.

Foll owing work done by the European Commi ssi
Digital Libraries), much work has been done
the grant by collecting societies of licences for commercial and non-commercial use. Voluntary

in this context means operating within the current legislative structure and without specific
Government endorsement or approval. But the operators of schemes cannot avoid criminal
liability, and the Government cannot absolve them from such liability, without change in UK
legislation. In order to pave the way for a more effective framework to deal with orphan
works, the Government proposes to introduce legislation to enable commercial

schemes for dealing with orphan works to be set up on aregulated basis.

As such a scheme would enable the operators of orphan works schemes to grant rights
without the consent of the rights holder, appropriate safeguards will need to be put in
place. The form of the new legislative provisions will be outlined fully as work
progresses on how such schemes might be administered. However, the expectation is
that anybody wishing to use orphan works will be expected to secure an appropriate
permission from the Government first, and permission will only be granted where the
proposed operator can satisfy the Government that the business methods and
procedures involved satisfy key minimum requirements, including making appropriate
searches for the true owners and making provision for the reimbursement of rights
holders who are subsequently found and claim for the use of their work.

This work will also explore the extent to which powers to grant rights over certain works could
be exercised by collecting societies or equivalent bodies through an extended collective
licensing arrangement as operates in the Nordic countries. This would permit collecting
societies or equivalent bodies, subject to appropriate safeguards, to assume a mandate to
collect fees on behalf of rights holders who have not specifically signed up to that society.

These provisions, which have operated in Nordic countries for many years, would help
streamline the problem of rights clearance. If a rights holder wishes to opt out of an extended
collective licensing system, then they will have that option i thus maintaining control over their
exclusive right. It will extend the ability of consumers to enjoy cultural works and it will collect
royalties for the benefit of creators. That is good for creators and simpler for consumers and
businesses.

The Government intends that any new powers for collecting societies should be balanced with
appropriate responsibilities. This will require institution of the necessary provisions to ensure
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that the balance between consumer and rights holder interests are maintained. These
provisions should include adherence to agreed Codes of Practice, including greater
transparency and improved complaints handling procedures to give aggrieved users, whether
members of the societies, consumers or businesses more effective redress short of having to
go to the Copyright Tribunal.

MATCHED PENALTIES FOR ONLINE AND PHYSICAL COPYRIGHT INFRINGEMENT

48.
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The Interim Digital Britain Report clearly identified the need for an enforcement framework
which is the product of the digital age; it needs to recognise the rapid growth in digital
accessibility and outlets and the parallel growth in online IP crime. At the same time, the
current criminal legislation presents an anomaly in failing to recognise the growth in online
Intellectual Property (IP) offences.

Recommendation 36 of the Gowers Review called for the matching of penalties for both online
and physical copyright infringement by amending section 107 of the Copyright, Designs and
Patents Act 1988 (CDPA), backed up by custodial sentences.

In line with an agreement between Ministers in both DIUS and MoJ and a commitment in

Creative Britain (2008), the Intellectual Property Office in August 2008 launched a consultation
document: ATaking forward the Gowers Review ol
I nfringemento. The consultation invited respol
exceptional summary maxima (above £5,000) in the Magistrates Courts for IP offences.

The consultation ended on the 31 October 2008. Many responses endorsed the option to
introduce exceptional statutory maxima of £50,000 for all IP offences and as a result of this
support it is intended that this option will be adopted. The need for securing implementation on
matched penalties has also been emphasized during a recent Lords debate on digital piracy.

The Government therefore intends to address this issue in line with the other legislative
changes detailed in this report.

A ROLE FOR RIGHTS-BASED FUNDING MECHANISMS?

53.

The Interim Digital Britain Report noted the impact of the changing economics of the digital
market on the funding of content. Ofcom estimates that total spending on UK originated content
was £314m lower in 2008 than in 2004. The Government invited views on possible alternative
funding mechanisms for content in the digital age. Three credible possible approaches have
been put forward by industry:

e Retransmission: removal of section 73 of the Copyright, Designs and Patents Act
(CDPA);

e Reuse: charge consumers for the right to copy using recording equipment; and

e Micropayments: pay-per-view charges for on demand audio-visual content, which
we cover later in this Chapter.

RETRANSMISSION (SECTION 73)

54.

Section 73 exempts cable broadcasters from paying a copyright fee for the retransmission of
certain wireless broadcasts within a limited geographical area, provided that they are:

e Received wirelessly and immediately retransmitted by cable; and



e Retransmitted in the area for reception of the original broadcast.

55. It was created to encourage infrastructure firms to lay cable networks and to allow diffusion
services to operate, ensuring access to Public Service channels for as much of the population
as possible, with households in remote areas not obliged to pay more than those in urban
areas.

56. Section 73 provides that neither the copyright in the wireless broadcast nor any underlying
copyright is breached for the retransmission of specified wireless broadcasts by cable
operators.

57.  Section 73 only relates to cable operators, and does not provide any retransmission exemption
for satellite or other platform operators. BSkyB, for example, has a commercial agreement with
the wireless channels listed under section 73 to retransmit their live broadcasts over its satellite
platform.

58. Some industry participants believe that Secti
provision enacted to ensure continued provision of public service content over cable networks.
Thedémust offerd would enabl e broadcasters to af
commercial negotiation, within reasonable bounds, and generate incremental revenue that
could be reinvested into content creation. Oliver & Ohlbaum estimate that the UK could
generate c.£83m pa by 2012 and c.£90m pa by 2015 through retransmission fees.

59. Satellite operators provide a useful case study as there is no Section 73 provision. A fee is paid
to the broadcaster for retransmission of copyright material, and in return the broadcaster must
pay a carriage fee to the satellite operator. This is arranged through a commercial negotiation
between the operator and broadcaster. It is understood that the current arrangements for
BSkyB in the UK transfers no value between the operator and broadcaster, either because the
retransmission fee equals the carriage fee, or because the fees have been negotiated to zero.
It is likely that a similar situation may result for UK cable operators, generating no additional
revenues for the UK television industry.

60. Section 73 only applies to cable operators, so its removal offers limited potential for
incremental revenues given that there is currently only one national cable operator in the UK
(i.e. Virgin Media). There are furtherchallenge s r el ating to the BBCO&s ¢
commercial funding and advertiser-funded broadcasters charging to broadcast their adverts on
a subsequent platform.

61. The Government therefore remains unconvinced that the removal of section 73 will generate
the necessary future revenues to fund content creation in the UK, without unacceptably
adverse consequences.

REUSE i THE RIGHT TO RECORD

62. Recording equipment (e.g. PVRs, DVD Recorders) enables consumers to record copyright
material that can be viewed at the leisure of the consumer over an indefinite period of time. The
market for recording equipment is growing, and forecasts suggest that consumers are
increasingly turning to time-shifted and non-linear viewing.

63. Industry participants argue that consumerss houl d pay for a O6right to
copyright holder for the privilege of (a) retaining a recording of the material, and (b) being able
to watch the material outside of the linear broadcast window.

64. The UK music industry already has a well established licensing regime for audio copyright
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material, and it is argued that this should be replicated for visual content.

A system of reuse charges already exists in Europe, generating ?568m in 2004 across the 22
EU states that employ it. Most of this income is recycled back to the copyright holder, with a
proportion retained for national cultural initiatives. Oliver & Ohlbaum estimate that a similar
system in the UK could generate c.£176m pa by 2012, and c.£206m pa by 2015 in reuse
charges.

In the UK, however, broadcasters already benefit from substantial public intervention of a kind
not available in a range of other EU States e.g. the TV Licence fee, direct Government grants
and regulatory assets (e.g. spectrum allocation, EPG position). While the Government
recognises that a reuse system has the potential to generate significant incremental revenues
for UK content, it is not persuaded that in the current economic climate it would be right to add
to the retail cost of recording devices. Government will keep this issue under review and
will invite Ofcom to assess the cost/benefit and framework required for the introduction
of - Wsed fees for private copying and for mat

Interactive content: converting creativity into value

INNOVATION IN CONTENT CREATION AND MONETISATION

67.

68.

The yield on high-priced inventory based on geographic or demographic monopoly access is
being rapidly diminished by structural as well as cyclical changes. The ability to create new
monetisation models is critical. It is also necessary to find new payment methods suitable to an
era of multiple small on-demand purchases rather than single, larger purchases of the physical
version of the audio-visual product.

Content providers are experimenting with a wide range of business models, from embedded
and behavioural/targeted advertising, pay-per-use (though there are few successful examples
of models that do not include an element of platform aggregation, such as Apple iTunes or the
i Phone App Store) others are experimenting
initially offered for free and supplemented with a tiered pricing structure for premium use. This
allows the content provider to take the best of both worlds by attracting mass audiences at one
end, while at the other end retaining dedicated users who would be willing to pay for additional
features.
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New Business Models
Spotify

Spotify is an innovative digital music service that provides free and legal
access to a vast library of alboums and artists from across the world, while
allowing music to be shared with friends via email or instant messenger.

The service is primarily funded through advertising embedded into the
music stream, but also offers a premium paid-f or O0day passa©o
subscription. By April 2009 Spotify had reached 1 million UK users.

Habbo (Sulake)

Habbo is one of the worldoés | eadin
users to create their own activities, interiors and games by collecting and
trading virtual items, such as fur

Entry to Habbo World is free and users purchase virtual items using real
money through a number of different payment methods, including
Premium SMS, credit cards and single or multi-purpose prepaid cards.
Premium SMS has proved the most popular due to the age group of
users, but Sulake are now looking to move towards a differentiated
micropayment service.

The site is further supported by advertising, including sponsored events
and branded virtual items, providing an innovative and effective way for
advertisers to engage with teenagers.

Habbo boasts 132 million registered users worldwide, of which 16 million
are based in the UK, and this has helped to drive revenue growth of over
20% per annum since 2005.

Guardian Open Platform

Open Platform is a suite of services that allow partners to build new and
innovative content and applications that piggy-back on core content and
data from the Guar di an dch 2089 teerplatforen.
had granted over 300 API licences within 6 weeks with 45 sites and
services now live in the public domain. The service will remain in beta
while the infrastructure costs and revenue models are finalised.

The service is offered for free, allowing developers to trial small-scale
applications and experiment with no charge or commitment. The Guardian
envisages that usage will remain free for most users, as they will likely
extend the Guardiands reach i ourentlym
available or in demand.

For users who drive substantial amounts of traffic, or who can
demonstrate the creation of new revenues as a result of using Guardian
content and data, it is envisaged that a shared advertising model will be
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deployed. As the Guardian has the scale to supplement small publishers,
and already has the advertising platform, a shared revenue stream should
benefit the user more than their own ad network, while providing revenue
to Guardian New Media to offset the infrastructure costs.

Finally, for conventional publishers who wish to use Guardian content to
supplement their existing products, the current models of paid syndication
will remain.

The British Library

Containing 750,000 million pages,
collection is held in hard copy and/or microform for preservation purposes.
To provide greater access to and preservation of this precious part of our
collective history the British Library aims to undertake mass scale
digitisation. For example, in one partnership with the Joint Information
Systems Committee (JISC) and a commercial partner, over two million out
of copyright newspaper pages have been digitised and made fully
searchable online. Content is drawn from some 49 19th century titles.
Available via the 19th century newspaper service
http://newspapers.bl.uk/blcs/

The service is available free of charge to Higher Education and Further
Education institutions. There is also a separate paid for service for
individuals, and a commercial, subscription-based service for non-UK
markets. The service is available free of charge in the Reading Rooms at
the British Libraryés own sites. T
allows both the Library to receive royalties which can be ploughed back

into Library activities, including future digitisation. This service has already
transformed online access to newspapers, and the chosen hybrid

business model demonstrates the benefits of a public/private partnership
for large-scale digitisation.

The Government is today publishing a research report which it commissioned from Analysys
Mason to help inform what, if any, industrial activism by Government would be appropriate in
the nascent interactive media sector.

Given the rapid growth of the market, its fluidity (to the point where very few operators, have
clear monetisation strategies), the central thrust of the research is that the emphasis should be
on giving businesses the necessary freedom to innovate and continue exploring new
opportunities.






