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 The funding opportunity
 Partnership considerations
 Financial analysis structure
 Service revenues and margins 
 Forces impacting market and opportunities
 Common myths vs. realities
 Common mistakes in financial analysis
 Consumer density impact to cost recovery
 Rural market considerations
 Funding considerations
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 Represents an effort to achieve more with 
less

 Recognizes that competition is one path to 
that

 Door opened to non-traditional providers, as 
means to competitive dynamic and cost-
effectiveness through innovation, 
entrepreneurial approach
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 High bandwidth
◦ $75M for 25/5 
◦ $20M cap per project

 Lower bandwidth
◦ $15M for 10/1 service in high-cost areas
◦ $7.5M cap per project

 Extremely high
◦ $10M for 10/1 service in extremely high-

cost areas
◦ $5M cap per project
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 Rewards cost-effectiveness and low-cost 
bidding 

 Modest aggregate, per project, and per 
entity budgets
◦ Hard to establish a new enterprise given 

fixed and start-up costs
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 Incremental expansion of existing enterprise
 Harder for new entrant, even with pole and 

ROW assets, utility operations
 Incremental expansion need not be 

geographically close, assuming middle mile 
assets

 May be optimal for partnerships between 
utilities in eligible areas and out-of-territory, 
experienced partners who can scale existing 
operations
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 Collaboration can enable scale
◦ The funding opportunity rewards scale but 

does not enable it
◦ Buying coops analagous to the G&T

 Partner with your counterparts and 
peers
◦ Other coops, including phone
◦ Munis
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 Be skeptical of rosy projections
 Be sure that risk as well as 
revenue are shared

 Be aware of dependencies and 
control

Avoid snake oil (remember BPL?)
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 Income Statement
◦ Revenues
◦ Expenses 
◦ Depreciation
◦ Interest
◦ Taxes

 Cash Flow Statement
◦ Implementation capital
◦ Equipment replenishments
◦ Sources of funds
◦ Debt service

 Balance Sheet
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 Depreciation
◦ Electronics (5 year, 7 year, and 10 year)
◦ Fiber (20 plus years)

 Expenses (partial)
◦ Staffing
◦ Contracted services
◦ Churn
◦ Sales and marketing
◦ Locates
◦ Electronics (license and annual maintenance)
◦ Network operations center (NOC)
◦ Content
 Internet access
 Programming
 Dial-tone
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 Data (Internet and transport)
 Telephone
 Cable television
 Advertising

Which service has the greatest revenue potential?
Which service offers the greatest “net” revenue potential?
Which service has the lowest threat of substitute products?
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Source: Google
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Source: Company financials, compiled by MRG
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Note: IPTV in this 
figure is not over-
the-top video, but 
“packaged” video that 
has the same form, 
fit, and feel as offered 
by the cable television 
companies. The 
“anytime-anywhere” 
video access offered 
by DirecTV, Comcast, 
AT&T, Verizon, and 
others require 
consumers to 
subscribe to a cable 
television package at 
their households. 
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 Deployment of fiber is an economic 
development strategy
◦ Fiber is a tool, part of the overall strategy which 

includes training, utilities, financing, taxes, and 
other tools

 A pent up demand exists for broadband 
access
◦ Marketing is critical. Must create demand by 

showing value it delivers to consumers.
◦ Unlike electricity - consumers have a option of not 

buying broadband
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 Cable television service has substantial 
positive net margin
◦ Often is a “break-even” in competitive markets 

needed to increase broadband penetration
◦ Rural consumers not “hooked” on by bundling

 Advertising offers a modest revenue stream
◦ Web-sites, search engines, Facebook, and others 

have eroded the opportunity
◦ Opportunity varies market-by-market, need to find 

niche  
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 Wireless will offer the long-term solution for 
broadband
◦ Wireless will play a role, but requires fiber access
◦ Wireless has a 5 to 7 year depreciation cost vs. 20 

plus for fiber (need to compare total cost of 
ownership)
◦ Wireless has limits on supported service speeds

 Advanced Metering Infrastructure (AMI) will 
pay for FTTP
◦ AMI can be enhanced with fiber, but does not 

require
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 To account for “inflation”, add a multiplier for 
expenses and revenues
◦ This approach will greatly overstate margins in the 

out-years (uses “inflation” to increase net margins)
◦ A flat model is more appropriate
 Do not inflate any revenues or expenses except maybe 

salaries and cable programing 
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 Add churn – with a consumer payment for 
connection fee greater than the cost of 
acquiring a new customer
◦ This approach makes churn a contributor of 

revenue, rather than a loss
◦ Churn needs to be included, but as an net cost

 Using the same depreciation period for fiber 
and electronics
◦ This approach overstates cash flow projections in 

out-years since electronics need replenishment 
every 5 to 7 years
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 Underestimate the “value” of buying power
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Example only – actual 
results will vary from 
market to market. 
Based on a 20 year 
fiber life and 3 
percent annual 
interest rate. Cost 
does not include 
network equipment, 
consumer electronics. 
Cost also assumed 
100 percent overhead 
with no make-ready 
costs.
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 Subscriber revenues
 Federal programs
◦ Health connect
◦ e-rate

 Grants
◦ Capital 
◦ Ongoing O&M

 Bonding
 Internal loans
 Consumer payments
 Electric allocations
◦ Capital
◦ Ongoing O&M
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