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I.  Introduction

The RUS and NTIA (“the Agencies”) have an extremely difficult job in: 1) establishing an effective framework to accept applications for broadband grants and loans; and 2) selecting the best applications for those grants and loans.  
Without ample time and investment expertise, the Agencies stand the risk of funding opportunities or applicants that ultimately do not succeed in the marketplace. To minimize this risk, the Agencies should bolster their capabilities with outside assistance to help ensure an optimal outcome.
In particular, given the FCC’s expertise and experience in developing policies to promote the public interest, the Agencies should rely heavily on the FCC’s recommendations for the overall framework of the broadband programs.  
Additionally, the Agencies should convene an independent 5-person panel to review the applications and to provide recommendations to the Agencies regarding which applicants should receive funding.  Each Agency would review the recommendations for adherence to its policy framework and funding targets prior to final approval. Otherwise, the recommendations of the panel would be considered presumptively valid.
II. Establishing An Effective Framework for Reviewing Applications
As I have elaborated upon in my Comment to the FCC in its Broadband Inquiry (which is attached to this filing), the Agencies should:

1) specify that broadband encompasses IP communication services;
2) establish the following tiers of broadband service:

a) 200Kps to 2 Mbps – minimum capacity consistent with an acceptable user experience

b) 2 Mbps to 8 Mbps – capacity consistent with an enhanced ability to provide advertiser-supported applications that drive positive externalities

c) 8 Mbps and up – full capability to provide voice, data, and video (TV);

3) target grants and loans for IP communications systems that provide at least 2 Mbps;

4) focus the selection process on the target markets, business plans and viability of the applicants, including the applicant’s provision of additional revenue-producing services such as VOIP and IPTV that will improve long-term viability of broadband service;
5) prioritize grants and loans for operators with business plans that would be viable except for the capital cost inefficiencies attributable to low population density.  In other words, the company’s operating plan needs to be cash flow positive on discounted basis to qualify for grants and loans, and the grants and loans should be shown to overcome the capital inefficiency barriers.

Finally, the Agencies should not support subsidies for line-based IP systems unless: 1) a standalone business plan shows how each system becomes viable with the subsidy, 2) the subsidy is equal or less than that required by alternative technologies, 3) the subsidized system is provided in a separate subsidiary and 4) the financial records of the subsidiary are subject to public audits.

III. Choosing Among Competing Applications
The Agencies are likely to receive applications requesting funds greater than the $7.2 Billion allocated by Congress for grants and loans. There also is likely to be multiple applications for particular markets. Therefore, the Agencies will be choosing between winners and losers. But even if there is not contention for funds, the Agencies have a fiduciary responsibility to ensure that the taxpayers’ money is spent efficiently and produces satisfactory results. 
To accomplish this mission, the Agencies will need to have a full understanding of the business opportunity for each target market as well as each applicant’s plan to address each opportunity.
To facilitate a thorough review, each application should be accompanied by a five-year business plan that explains all of the major factors that comprise the plan, including the technology, marketing plans, management expertise, etc. 
The magnitude and complexity of the selection process and its tight schedule dictates that the Agencies will be hard pressed to identify the most viable opportunities and the most qualified applicants for those opportunities. To improve the chances of marketplace success, the Agencies should establish an independent panel of five investment experts to analyze the applications and provide recommendations to the Agencies.  

These individuals should all have prior investment experience in telecommunications and IP communications and at least three of the individuals on the panel should have general management, marketing and/or technology expertise and experience.  

Once the panel submits its selections, the Agencies should accept the recommendations as presumptively valid, subject only to review of the recommendation against the criteria for approval and the overall funding targets.
IV. Conclusion

When pressed, comedians are quick to respond: “Do you want it fast or do you want it funny?”  Unfortunately, the Agencies don’t have the luxury of either doing it fast or getting it right.  Rather, the Agencies must set an effective framework and pick winners quickly – and the winners must prove to be successful in extending broadband service on an on-going basis to heretofore unattractive areas.

To meet these requirements, the Agencies should: 1) rely heavily on the FCC’s recommendations to establish the overall framework for the broadband programs; and 2) convene an independent 5-person panel to select among competing applicants and to provide recommendations for the Agencies’ review and approval. 
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