Prince George County – Phase II Telecommunication Plan

Overview of the Project

The County engaged CCG Consulting, LLC. (CCG) to study issues associated with broadband.

The Phase 1 Report from CCG concluded that the County has a serious broadband gap. There is

a significant number of households that are still using dial-up service and who can’t get

broadband service. It seems unlikely that the commercial broadband providers, Verizon and

Comcast, will be filling the broadband gap and bringing broadband to these parts of the County.

CCG’s recommendation in Phase 1 was to look for possible solutions for the County to bring

broadband to the parts of the County that needs it. This report looks at the technologies used to

deliver broadband. The report then makes a specific recommendation to use a combination of

fiber and copper to bring broadband to the County. The report then looks at the financial

feasibility of providing broadband service under both a retail and wholesale business plan.

Finally, the report looks at ways to fund the project.

Findings

1. CCG analyzed the technologies available to solve the broadband gap in the County and

determined that the County should build fiber to the County Business Park in order to

bring large amounts of bandwidth to businesses there. The need for significant broadband

would be particularly useful in the near future as Rolls Royce builds a plant there and

well as for businesses associated with the expansion of Fort Lee. In the future broadband

will be important to lure new businesses to the County.

2. CCG’s recommendation is that the County builds a wireless network to bring broadband

to the unserved residences in the County. The specific network recommended consists of

a dual, redundant, licensed microwave backbone at three existing towers in the County.

The network would use Wi-Fi / WiMax radios to serve residents. The recommended

network has a carrier class backbone, meaning it is highly reliable, and carries enough

bandwidth to provide for significant bandwidth to customers. The initial network design

should be able to deliver at least 3 Mbps download speeds to customers and maybe more

depending on the availability of cheap access to the Internet Backbone. The customer

network would consist of a mini-mesh design such that customers who cannot directly

see one of the three towers would be able to get signal bounced from another customer.

3. The network design also recommends that the County build a fiber to a point outside the

County to acquire cheaper Internet Backbone. It appears there would be better access to

the Internet in Petersburg. There is also the possibility of connecting south of the County

to the Mid-Atlantic Broadband Cooperative.

Findings - continued

4. CCG looked at various ownership structures that might be used to build and operate the

broadband network as follows:

a. Owned and operated by the County

b. Owned and operated by a Cooperative

c. Owned and operated by a non-profit corporation

d. Owned by the County but service provided by one or more retail operators.

e. Built and operated by a commercial firm.

5. CCG created financial business plans that analyzed the various alternatives. The analysis

produced the following findings:

a. The best financial alternative is a scenario where one entity builds and operates the network. This entity could be the County, a Cooperative or a non-profit corporation.

Assuming that such a business could get 3,500 customers (a number indicated by the

Phase 1 survey), it would be profitable and be able to pay for financing and operating

costs. The best of these alternatives from a financial basis is the County as operator,

since this would give the business access to bond financing. However, there are

probably ways to get a Cooperative or non-profit company financed.

b. CCG looked at a scenario where the County would build the core backbone network

and some retail provider would pay for the customer receivers (Wholesale Scenario

1). The financial analysis shows that it would be possible for both parties to break

even on a cash basis. However, when considering that the retail provider must make a

significant investment, CCG does not believe this is a realistic or viable option and

that no partners would agree to pay for the customer equipment.

c. CCG also looked at a scenario where the County would build all of the network

components including the customer receivers and one or more service provider would

lease the network to provide retail services (Wholesale Scenario 2). This scenario

shows that such a business plan could generate enough cash for both parties to break

even. However, if the retail partner(s) also provided voice services they probably

could make enough money to make this attractive to them. The biggest downside to

this scenario is that there is a disconnect when one company builds the network and

takes all of the financial risk (the County) while another entity is responsible for sales

to customers. Undertaking a wholesale business plan is very risky for the County in

that there may not be enough sales to make bond payments. Some other wholesale

partnerships in the country are suffering due to lack of customer sales. If the network

is operated by the entity taking the risk, they are more highly motivated to make

enough sales to meet financial obligations.

6. All of the financial analysis shows that a broadband business in the County, as

anticipated by this study, would do better with more customers. The broadband business

has an economy of scale, meaning that larger the business, in terms of customers, the

higher the chance for success. While there is a broadband gap in the County, there is not

enough customers without broadband to guarantee success with a broadband network

business plan. The financial analysis shows that such a business can succeed if the

business gets around 3,500 customers, but fewer customers than that puts a lot of strain

on such a business.

7. From a financial perspective, CCG ranks the preference for an operating model as

follows, from best to worst:

a. The County builds and operates the network. The most profitable scenario is one where the County builds and operates the broadband network. CCG understand this is not the County’s preference, and there are legal and regulatory barriers to be overcome in Virginia. However, from a pure financial perspective, this is the most attractive option. The County has a good reputation with citizens and would probably fare well in such a business. The biggest factor in making the County successful is the availability of bond

financing

.

b. A Cooperative or non-profit corporation builds and operates the network.

A Cooperative or non-profit ought to be able to succeed in the business assuming

that financing terms that are nearly as good as bond financing can be found. It

probably would require grants from the County and State as well as creative

financing to make this work. However, the area is already very familiar with the

idea of a cooperative and customers in the area would probably willingly join a

new one.

c. The County builds everything and finds one reliable partner.

The biggest drawback with this scenario is to find a reliable partner. Under this

scenario the County would be taking all of the risk by financing the network with

bonds. It would be essential to find a partner that would stay for the long run and

who would make enough sales to allow the County to meet bond payments.

Finding such a partner is a tall task.

d. The County builds everything and has an Open Access network

As hard as it might be to find one good partner, it’s possibly even harder to open

the network to everyone. Under this scenario the County may not attract the

needed solid anchor tenant if they know they have to compete with multiple

service providers. To date no Open Access network has succeeded financially in

the US.

Other options do not look feasible. For example, there does not appear to be enough

potential profit to lure a commercial company into the County to build and operate the

network.

Obviously there are considerations other than financial ones. Virginia law poses

significant barriers to municipalities entering the telecom business. There are particularly

difficult barriers for entering the cable television or telephone business. However, it

appears that there are ways for the County to enter the business to only offer broadband.

One of the biggest obstacles to overcome for the County is that there is currently not a

‘champion’ within the County government, that is a person or department that is willing

to tackle the hard job of building a network and lunching a business. Every successful

municipality that has entered the broadband business started with a champion. This sort

of project is not something that can be delegated down the line unless somebody is

willing to step up and take the extraordinary effort needed to make this work.

8. There are ways to finance this venture. If the County undertakes the venture as the retail

provider or as the builder of a wholesale network, then there are a number of different

bond financing options. If this was to be done by a Cooperative or non-profit business,

then there probably must be some grants to get such a business started. A Cooperative

could take advantage of loans from the USDA that are nearly as good as bond financing,

except that they require a 20% equity contribution. The equity contribution probably

could be funded with grants and deposits from customers.

Next Steps

CCG makes the following specific recommendations on how the County should proceed if it

wants to act upon the findings from this study.

1. The first step would be for the County to determine if it wants to take a role in

bringing broadband to the unserved parts of the County.

2. The second step would be to determine which of the proposed business structures to

pursue (County as Operator, Cooperative, Wholesale network).

3. At this point the County has no ‘champion’, that is a strong proponent of bringing

broadband to the County. If the County is to succeed in such a venture, it’s essential

that one person or one group be given the specific authority and responsibility to take

the steps needed to pursue a solution.

4. There are a number of legal and regulatory hurdles to overcome if the County were to

try to be the retail provider. However, there are probably also issues with the County

assisting a Cooperative or building a wholesale network. If the County decides to

move ahead they should hire a regulatory lawyer familiar with Virginia. CCG can

make several referrals for legal assistance.

5. If the County wants to move forward they also should obtain a financial advisor such

as a bond firm to help in pinning down the best specific financing option for the

project.

