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Proposed State-wide Broadband Funding Mechanism for New Hampshire: A New Role for the NH Community Development Finance Authority

Introduction and Overview
Set forth below is a proposed approach to establishing a state-wide broadband funding mechanism for New Hampshire that would be a conduit and coordination point for broadband funding available through the American Recovery and Reinvestment Act (ARRA), especially for community-based broadband projects.

· This funding mechanism that would  be managed by the New Hampshire Community Development Finance Authority (NHCDFA)  would provide for “flow through” of NTIA grant funds for an initial group of specifically designated projects including those from the North Country Investment Corporation (NCIC)(for expansion of its wireless network) the WCNH consortium in the Upper Valley, as well as additional projects from the Monadnock Region and the Lake Region.  
· Funding would be targeted at (1) establishing “off ramps” from, and interfaces with,  inter-city/inter-institutional fiber projects (referred to herein  as Tier 1 Projects) as well as (2) providing funding for regional broadband infrastructure connecting town centers and local fiber aggregation points (FAPs) (referred to herein  as Tier 2 Projects).  
· This funding would be undertaken on concessionary terms so to create a series of Tier 2  Backbone Asset Corporations (T2BACs) that in turn would provide a platform for so called Tier 3 service providers to build out local connections through fiber or wireless links to residences and local businesses.  
· Capacity agreements between T2BACs and Tier 3 providers would flow through concessionary terms of financing provided by the NHCDFA funding mechanism to the T2BACs.  It is anticipated that as demand and revenue streams develop from such retail connections the terms of the funding mechanism—as explained in further detail below—would permit the recovery of initial grant funding for recycling to new community broadband initiatives.

Rationale for State-wide Broadband Funding Mechanism in New Hampshire:  
World class broadband infrastructure is critically important to the private and public sectors in New Hampshire  to maintain “the New Hampshire competitive advantage” in the face of a demanding and highly competitive new economic climate. 
However, the state is at a clear distinct competitive disadvantage in attracting new web-dependent business and in innovating in the cost-effective delivery of public services, especially in the education and health sectors, because it is virtually unserved by state-of-the-art fiber networks connecting residences and the small and medium businesses –an important engine of the state economy.  
The price of Internet bandwidth and connectivity to the world wide web—measured in the dollar cost per megabit—is many times higher in New Hampshire than in the metropolitan centers of Boston and New York.  This is the equivalent in an earlier industrial era of paying multiples of basic infrastructure costs, such as transport, labor, water or energy costs, and trying to prevent the migration of basic jobs and human capital to more competitive economic regions of this country—to other rapidly modernizing economies around the world.  

In a state with a tradition of low taxes and limited regulation, the absence of world class broadband infrastructure represents a hidden tax of enormously adverse future consequences for the residents and businesses of New Hampshire.

Proposed State-wide Funding Mechanism
Responding to this competitive challenge to New Hampshire’s future prosperity and well being requires an initiative that is strategic and systemic in scope and involves more than “piece meal” broadband initiatives—no matter how important the specific individual initiatives are that have been identified as priorities for broadband funding under the American Recovery and Reinvestment Act (ARRA).  
The following proposal is intended to provide a new and  ongoing institutional framework for financing broadband initiatives through a collaborative mechanism using public and private funding sources—and, in particular, seed funding for an initial group of community-based broadband project using funds provided by the ARRA. 
The core objective of the proposal is establish a broadband infrastructure funding mechanism at the state-level—relying on an existing state institution, the New Hampshire Community Development Finance Authority (NHCDFA) with a highly successful track record of working with local communities as well as private sector entities.  NHCDFA has already had a leading role in jumpstarting a wireless broadband initiative by the North Country Investment Corporation (NCIC)  in the economically distressed North Country region of New Hampshire by mobilizing private financing through an innovative NHCDFA program involving the sale of NH state tax credits.
 In other areas of community development, it has coordinated the distribution of federal funds available [through the Neighborhood Stabilization Program] and other federal block grant programs  to local municipalities throughout the state.

NHCDFA has a board of directors that is broadly representative of the public and private sectors in New Hampshire including members appointed from the finance, business, labor, nonprofit, and public sectors of New Hampshire.  [NHCDFA has a representative on its board from the NH Department of Resources and Economic Development (DRED) which monitors overall business developments in NH as well as in the telecom and communications sectors of the local economy.
  The NHCDFA has established working relationships with other state institutions involved in infrastructure financing including the NH Bond Bank and the NH Community Loan Fund. 
Potential Unique Role of NHCFA in the Proposed Funding Mechanism
 In short, NHCDFA is well positioned to leverage public funding available under the ARRA with other public and private funding sources needed to establish a more dynamic and promising environment for broadband investment in New Hampshire within the urgent two year time frame of the ARRA—and beyond.   
The new funding available under the ARRA holds very significant promise to bring new energy and momentum to a rich variety of community-driven broadband initiatives that have languished in the absence of necessary start up capital.  These community-driven broadband initiatives are compelling evidence of very significant unmet demand for high speed connectivity.  
This demand has gone addressed for years; and it appears that existing service providers—in the current investment climate-- have neither the corporate commitment nor the financial resources to provide world class connectivity to maintain and strength New Hampshire’s competitiveness in national and international terms. 

One of key goals of the proposed funding mechanism is to rely on public-private initiatives to offer world class high speed connectivity.  Such connectivity would not only respond to unmet demand; it would stimulate additional demand by enabling new applications and services dependent on high speed networking and creating platforms for innovation in the private and public sectors.
 
Potential Community-based Broadband Projects
Among the local broadband initiatives that might be funded through the proposed NHCDFA collaborative funding mechanism are the following: 
· The WCNH consortium (www.wcnh.net) of 8 towns in the Upper Valley including [Hanover, Lyme, Orford, Enfield, Springfield, Newbury, New London,  and Sunapee.  The proposed WCNH broadband network is   across the river from the ECFiber (www.ecfiber.net)  fiber to the home (FTTH)  project that would serve 22 towns in Central Vermont and has a network operating center in White River Junction that might become a shared resource for WCNH.  The WCNH consortium is immediately proximate to the proposed routing of the inter-institutional  New England Research and Education Network (NEREN)  fiber optic network linking UNH, Dartmouth, and other NH educational institutions to low cost centers of Internet bandwidth in Boston and New York;
· The NCIC wireless network in the North Country which has received initial financing through the NHCDFA through the sale of tax credit available through NHCDFA’s program to attract private sources of funding;
· A consortium of towns in the Mt. Monadnock region that has engaged in a multi-year development initiative to bring high speed connectivity to the area surrounding Keene [and would be transited by the proposed NEREN fiber network];

· A Lakes Region consortium of towns that could be served by a common NEREN fiber backbone as an initial impetus for the build-out of local network infrastructure.
Dealing with Unique Market Structure in Western and Central New Hampshire
One of the critical advantages of the proposed NHCDFA funding model is its flexibility and resilience in dealing with the very complex local market dynamics in regions of western and central New Hampshire which feature more densely populated  town centers surrounded by much less populated rural areas within the same town jurisdiction. 
[For example, the Upper Valley area is considered to be the second largest “micro-politan” area in the country but its jurisdictional structure is very complex and variegated.]  In a similar respect, the profile of the area’s actual basic communications  infrastructure is extremely uneven in distribution with pockets of lower speed broadband coverage—without any FTTH coverage—that are—and seem likely to remain--surrounded by “white spaces” without any broadband coverage.  This  pattern of “checkered coverage” and institutionally engrained marketing practices of  “cherry picking” of denser area is one of the dominant and unique aspects of the local market structure in New Hampshire.  
The failure and deficiencies of the current market structure  need to be addressed with a very nuanced strategy.  This strategy should orchestrate  public and private sources of investment capital to ensure a more competitive and responsive market for the provision of state-of-the art broadband service throughout New Hampshire. Such a strategy needs to ensure that cash flows from the provision of high speed services in denser areas are in fact mobilized to support necessary investment in infrastructure in areas with lower density—within the scope of geographically specific project areas.
.
NHCDFA is well positioned to allocate public funding available to ARRA to take account of the unique market structure and profile of existing services in unserved and underserved areas of New Hampshire.  Indeed, the critical definitions of “unserved” and “underserved” in the ARRA cannot be meaningfully or equitably applied without the very specialized expertise and experience that a state level organization with substantial local ties like NHCDFA can bring to such a critical and sensitive part of the process of allocating funding under the ARRA.
 
NHCFA is well known to, and has good working relationships with, officials in towns and regional planning organizations throughout the state.  It has access to available statistical information, which is very incomplete with respect to documentation of broadband service penetration. Importantly, it can gather anecdotal and first hand community-related information about demand and potential private sector sources of investment.
Because of the complexity of local and regional demand for broadband services as well as of potential sources of supply of such services, an entity like NHCFA is in an ideal situation to integrate locally relevant perspectives about broadband supply and demand conditions.  Further, it can  assess, and assist in developing, as appropriate, a range of potential business models and financing structures for broadband deployment drawing on a potentially highly diverse mix of financing sources.  

There are a number of promising ways in which NHCDFA would contribute toward achieving significant leverage with respect to broadband financing available under the ARRA.
Some Potential Financing Scenarios for “Tier 1”, “Tier 2”, and “Tier 3” Broadband Infrastructure
The financing of broadband infrastructure can be viewed as being  focused on three levels of broadband infrastructure: : (1) inter-city backbone connections to low cost centers of Internet capacity (Tier 1 Projects), (2) regional backbone infrastructure (Tier 2 Projects), and (3) local connectivity (Tier 3 Projects).
With respect to the first two levels of broadband infrastructure, NHCDFA can work to ensure that inter-institutional/inter-city backbone projects are structured to provide “off ramps” or other types of infrastructure architectural features that permit such capacity to be meshed with Tier 2 regional backbone infrastructure.  
Such Tier 2 regional infrastructure would include connections to nodes in each town in a regional configuration as well as to additional “fiber aggregation points” (FAPs) from which local connections could be made through fiber or wireless links.
  Such a regional infrastructure configuration including FAPs is referred to hereinafter as Tier 2 infrastructure.  The local connection infrastructure is referred to hereinafter as Tier 3 infrastructure. [Inter-city/inter-institutional infrastructure will be referred to as Tier 1.
Tier 2 infrastructure can be financed initially through grant funding provided under the ARRA through the proposed NHCDFA funding mechanism.  To the extent that grant funds flow through the NHCDFA funding mechanism, they can be provided in the form of a “financing facility” such as a capital lease or loan with highly concessionary terms and conditions such as no payback obligations for a specified term of years or under specified  conditions [relating to cash flows generated through the connection of institutional or residential users once such connections are made by Tier 3 providers]. (The economic and financial consequences to the local community  recipient of pass-through financing are thus, under the  circumstances mentioned above,  fully or substantially comparable to grant funding.)
The pass-through financing can be utilized by the community recipient to build and install a Tier 2 backbone network that can be held through an asset holding entity that will be referred to here as  a“Tier 2 Backbone Asset Corp”(T2BAC).  This entity can then provide capacity ,directly or through intermediaries, for inter-institutional services utilized by public sector entities such as town administrations and agencies.  

In certain situations, a Tier 1 Providers may be interested in providing specialized high speed connections to institutions such as regional hospitals or educational institutions that are not directly connected to its Tier 1 network.  Such a  Tier Provider 1 may be interested in either leasing or purchasing capacity from the T2BAC.  Such service or sale contracts could become “monetized” and utilizing as part of the 20% nonfederal funding match required under the NTIA Broadband Grant Program of the ARRA.
Relationship of Tier 2 and Tier 3 Financing Scenarios: Subsidizing Local Connections through Publicly Financed Backbone Assets Until Retail Revenue Streams Develop
Additionally, the Tier 2 Backbone Asset Corp (T2BAC) can make its capacity available to Tier 3 Service Providers who are prepared to finance the extension of backbone capacity to local residences and businesses.  In this model, Tier 3 Service Providers would obtain capacity from the T2BAC through a flow through of the financing terms and conditions available from NHCDFA to T2BAC.  In other words, the regional asset holding corporation would have the option to enter into a capacity leasing or sale agreement that would not require repayment for a specific period of time or for specified portions of backbone capacity serving very high cost areas.

Tier 3 Service Providers  would then have the potential, relying on these favorable capacity leasing terms, to finance local build outs through alternative financing scenarios.  One such scenario might rely on the Rural Utilities Service (RUS) loan or loan guarantee programs.  
Another option would be to utilize the asset leasing financing model currently being relied upon by the ECFiber consortium (www.ecfiber.net) in Central Vermont.  Under that model, broadband infrastructure is financed through a capital lease by a consortium of local towns which is secured only by the infrastructure assets and involves no recourse to taxpayer funding.  In the case of ECFiber, the capital lease is held by private institutional investors who hold their leasehold interest through certificates of participation (COPs) in the umbrella lease which is administered by a Trustee.  (Details of this financing arrangement have been fully documented in a prospectus prepared by ECFiber in connection with a planned public offering of COPs to institutional investors.)

In this latter model, the favorable leasing terms between T2BAC and the Tier 3 service provider would become a material part of the financial model included with the Tier 3 entity’s prospectus or financing model.  They would contribute significantly toward increasing the attractiveness of the Tier 3 investment by lowering the overall financing cost of the proposed build out.  In addition, it would  provide an “investor security interest”  to Tier 3 investors to the extent that Tier 3-T2BAC lease obligation is subordinated to Tier 3’s obligations to its investors.
Recycling Initial NHCDFA Funding: Toward an Ongoing Financing Mechanism
Assuming that some of the above-mentioned vertical (NHCDFA to T2BAC to Tier3 Service Provider) financing measures are utilized, a significant feature of the proposed NHCDFA financing mechanism is that the NHCDFA-T2BAC-Tier 3 leasing arrangements can be refinanced downstream as (1)  new private funding sources develop, (2) current credit markets unfreeze, and as(3) revenue streams from Tier 3 local connections begin to materialize.
Through such a refinancing process—as backbone fiber is lit, connected to subscribers, and begins to generate revenue—the proposed NHCDFA will generate a return flow of the initial project financing back into the  NHCDFA funding mechanism .  New projects can be financed as initial project financing begins to “revolve back” into the pool.

Back to the “Big Picture”: Rationale for a “Revolving” Funding Mechanism
The above description provides one set of scenarios through which the proposed NHCDFA financing mechanism might be utilized.  However, a step back to look more broadly—at the big picture-- at the benefits of a revolving funding mechanism may be useful.

State administered revolving loan funds have been successfully utilized by New Hampshire municipalities over the years to finance a multitude of water and wastewater infrastructure projects. The Economic Development Administration has, it is understood, in previous administrations provided grants for revolving funds for infrastructure projects.

Such a revolving fund could enable a coordinating mechanism at the state level to: (1) leverage public funds with private financing; (2) replace grant-derived fund financing with private financing when and if financial market conditions permit greater reliance on private funds; and (3) create the potential for NTIA grant funds to be used on a ongoing basis.

Such a fund would facilitate access by local and nonprofit entities to NTIA grant funds by utilizing a state coordinating entity to obtain funding, rather than individual Washington, DC based consultants and advisors.  It would reduce the potential for a “piece meal” approach to the grant making process as well as minimize the risk of a “hodge podge” of grant applications that do not adequately integrate the need for investment in broadband backbone, regional distribution and local access.  The discussion above in  Some Potential Financing Scenarios for “Tier 1”, “Tier 2”, and “Tier 3” Broadband Infrastructure and Relationship of Tier 2 and Tier 3 Financing Scenarios: Subsidizing Local Connections through Publicly Financed Backbone Assets Until Retail Revenue Streams Develop illustrates how synergies and leverage can be achieved through a well designed program for investment of ARRA funding.
Such an integrated approach can best be achieved on a more decentralized basis – through a federal-state partnership with potential for bilateral and multi-lateral coordination among states – than with a grant process narrowly centered in Washington, D.C.  Further, it would enable such smaller entities to compete more effectively for NTIA grants recognizing that such entities do not have the personnel, adequate time given local budget/town meeting process exigencies, or the discretionary resources to compete effectively for grant funds. 

The idea that the ARRA program does not devolve into a free for all contest to pick winners and losers in a federal funding lottery—but instead creates a structured, phased process for systematically and strategically deploying ARRA funding—is a good one from a public policy and a political standpoint within New Hampshire.
The fund would facilitate the sharing of know how and expertise as well as relevant institutional and financing documentation required by local projects. The financing track record of fund-initiated projects would assist in launching subsequent projects in other parts of the state.
The proposed fund is very likely to be viewed as an innovative program—and potential state laboratory—for financing broadband infrastructure. As such, it may enable New Hampshire to attract “additional” funding under the NTIA program line item for innovation and sustainability—more funding than might be available on a purely “pro rata”, state-by-state basis or from an ordinary basket of piece meal projects.  
· It features a novel federal-state-local relationship for deploying ARRA funding.  

· It holds the promise of encouraging regional collaboration across New Hampshire’s borders with Vermont and Maine.  

· It provides avenues for integrating public and private funding through a transaction-driven approach that creates opportunities for new and existing service providers.
· It creates a novel “social enterprise”-oriented approach to funding broadband technology innovation that might be relevant to other public policy concern such as the development of green technology, IT-based service innovation in the education and health care sectors, or deployment of “smart grid” technologies that are priorities of the Obama Administration.

The fund could also facilitate the development of cross-border broadband initiatives such as “connectivity” to New Hampshire of the ECFiber project in 22 towns in Central Vermont assuming that comparable financing mechanisms existed in both states.  

Another objective would be to encourage the emergence of a region-wide broadband funding mechanism utilizing broadband stimulus funds; this regional fund would operate through informal and ad hoc collaboration agreements among independent state funding programs.  No new institutional arrangements would be established.

Overview of Potential Revolving Fund Mechaniss:
 It is anticipated that a state financing facility could be structured in a number of different ways and its key features would be set forth in the financing proposal. Those key features might include the following:

· The financing mechanism could be set up under the auspices of NHCDFA with well structured collaborative relationships with a matrix of other state agencies including  the Department of Revenues and Economic Development (DRED), the NH Bond Bank, and the [New Hampshire Community Loan Fund] For example, placement of private leasing instruments such as Certificates of Participation (COPs) – supplementing NTIA funding as anticipated above -- could be coordinated through existing NH institutions such as the NH Bond Bank
· NHCDFA would be a focal point for coordinating community based financing with foundations and other nonprofit institutions with programs to lend their investment capital for significant social enterprises. [Include specific reference to such programs identified by Peter Glenshaw at Dartmouth]
· Federal funds could be maintained in an appropriate segregated account overseen by the [New Hampshire State Treasurer]:;

· Various projects within the state including state agency-sponsored projects would be aggregated by the financing mechanism; however, projects could continue to be submitted independently to NTIA;

· A working list of local and state projects would be submitted with the state’s block grant application with an expectation that individual project proposals could be finalized once a federal funding commitment had been made on the state’s block grant application;
· To the extent feasible, funding for appropriate state projects—especially those with a local community orientation such as [WCNH, NCIC, or (x)]—would flow through NHCDFA so that final project details could be coordinated at a local level with input from NHCFDA (rather than NTIA) and that financing “flow throughs” could be devised that would permit the financing scenarios outlined above.  See above [Some Potential Financing Scenarios for “Tier 1”, “Tier 2”, and “Tier 3” Broadband Infrastructure and Relationship of Tier 2 and Tier 3 Financing Scenarios: Subsidizing Local Connections through Publicly Financed Backbone Assets Until Retail Revenue Streams Develop]
· NTIA would oversee, through a reporting mechanism, the state’s utilization of the financing facility as well as compliance with legislatively mandated conditions;

· The financing facility would be overseen by an advisory mechanism with representation from the public and private sectors
;

· The financing facility would have significant discretion about financing terms including (i) refinancing provisions, (ii) deferral of repayment obligations, (iii) forgiveness of financial obligations under specified conditions.

Appendix A: Brief Descriptions of Two Community-based Broadband Initiatives: WCNH (www.wcnh.net) and ECFiber (www.ecfiber.net)[to be broadened to include profiles of various community-based projects with input from the relevant participants 
Two municipally-based rural broadband initiatives in New Hampshire and Vermont have worked in parallel over the past several years in an effort to extend high speed internet service to central western New Hampshire and central eastern Vermont.  Neither of these rural areas enjoy widespread high speed internet service, with only limited service provided in the more densely settled areas by Comcast and/or Fairpoint  (previously Verizon).  Believing that the individual communities, all of whom seek widespread dissemination of high speed internet services, are better off combining their efforts, both organizations have been hard at work on parallel business models to deploy fiber and some wireless technology to the last mile in 30 communities straddling the New Hampshire/Vermont border.

Over the years, both organizations have faced a considerable number of roadblocks including: 1) a lack of strong, organized leadership in support of last mile, rural broadband implementation at the state level in both states; 2) a lack of state or federal funding available to facilitate municipal or non-profit implementation models in the face of little or no industry interest in providing rural service; 3) a recent dramatic contraction in the capital lease markets leaving two projects with little, if any, capital lease financing to move forward; 4) a decision on the part of most telecommunications providers to focus their efforts on service enhancements in more densely settled portions of the U.S., leaving rural America under- or completely unserved.  In short – it is not profitable for the private sector to invest in rural broadband and, without state or federal leadership and financial assistance, rural areas are left to their own devices.

Stimulus funding for broadband could make a real difference to rural residents, but only if it can be directed to those providers committed to significant expansion of rural service, not to enhancing that service that already exists.  Municipal governments, state governments, public-private partnerships and non-profit consortia are prepared to make this happen in ways private telecommunications firms cannot but, to-date, none of the federally-supported broadband efforts have been directed to these entities in any meaningful or substantive way.

� [describe further the NCIC project and the tax credit program]


� [add further detail about these programs]


� 


� [add references to the Educause report and other reports highlighting the importance of world class connectivity and fiber-based connectivity to enabling new web applications including peer-to-peer video conferencing and other services requiring high speeds.][Stan Williams to provide]





� [For example, the business and financial model for the ECFiber project involving 22 towns in Central Vermont is based on provided fiber on a universal basis  to every home in the service area by providing coverage within an average density of [12] households per mile resulting from the inclusion of higher density towns to offset the costs of coverage to towns with density much lower than the average.


� It is critically important to ensure through some state-wide funding mechanisms that decisions about the allocation of funding are not made in an abstract context by federal bureaucrats far removed from, and with no experience or expertise with respect to, the contours of local communities and regions in New Hampshire.  The NTIA request for information (RFI) process is currently addressing how key definitions of “unserved” and “underserved” should be defined and implemented in practice.  There is every reason for the State of New Hampshire to urge federal decision makers, and its Congressional delegation, to support an approach which relies substantially on the expertise and experience of state and local officials.  There have been numerous media reports of efforts by incumbent service providers to advocate rigid and restrictive definitions of the terms “unserved” and “underserved” to restrict or limit the use of public funding that might increase alternatives (through lower prices or higher speeds) to  service options currently provided by them. 


� See Exhibit 1 for an illustrative map of such  regional broadband backbone  infrastructure that has been developed by the WCNH consortium [to be supplied by Julia Griffin]


� Given the innovative nature of the proposed fund it might be possible to engage a advisory team drawn from resources from business schools within the state including the Whittemore School of Business at UNH and Tuck School as well as from  state and regional financial service providers. It is also possible that institutions like the NH Charitable Foundation that have taken an interest in institutional innovation in NH might be willing to add their resources to the overall package.  See below re potential involvement of foundations through investment based loans. 


� See footnote 8 above.
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