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EXECUTIVE SUMMARY

It is widely understood that broadband is a ciwtiever of economic recovery and
global competitiveness. The broadband funding ranog established by Congress in the
American Recovery and Reinvestment Act (ARRA) calplioster these goals. In particular,
these programs can help bring broadband to thd peralentage of the nation’s homes with no
physical access to broadband and overcome otheetsaio adoption — such as affordability, the
lack of a computer or other equipment needed toecino the Internet, and low levels of basic
“digital literacy.”

In order to best address these issues and toeetimirbroadband fulfills its full promise
as an engine of job creation, a facilitator of ediomal and healthcare opportunities, and a
means of shrinking the distances between isolaiethwnities, the ARRA’s broadband grant
and loan programs should be implemented with theviing basic principles:

* Funds should be used to increase broadband ad@pttbuose;

* Awards should be competitively and technologicalyitral so as not to create
disincentives to private investment that necessaiill continue to take the lead in
broadband deployment

* Value-producing projects that can be implementadkiyishould receive the highest
priority; and,

* Implementation should be transparent and coordinatth other agencies providing
similar aid.

In deploying the stimulus funds, care must alstalien so that the program will do no
harm to the fabric of the broadband industry, whaahts own has already invested hundreds of
billions of dollars on broadband networks and sEsi— far in excess of the substantial
broadband subsidy programs in the stimulus package.

With these principles in mind, the foremost pties in awarding competitive grants, in
descending order, should be:

1. Extending broadband facilities waserved areas.

2. Supporting programs that enabieler served populations to acquire and to make
effective use of broadband service where it isaglyeavailable.

3. If funds remain, extending broadband facilitesinder served areas defined in
terms of below-standard speed and other qualitateasures relative to today’s current-
generation broadband services.
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Unserved Areas: Approximately 9-10 million households, typicallyraral
communities, lack access to broadband servicesotidg grants to extending broadband
coverage to these unserved areas should be a taogityp

Underserved Populations: At the same time, an additional 35 million housebdiave
access to broadband, but do not currently usesémsce. Many of these households are
relatively low income, and only 30 percent have enttian a high school education. Demand-
side stimulus investment programs that promoteusieeof broadband among these underserved
populations therefore also serve an important mepo

Underserved Areas. Finally, there are households in underserved areasas in which
broadband service is available, but not at speedsrglly available throughout the rest of the
country. In these areas, the government shoulcepwith caution. The need for subsidy in
these underserved areas is not as great as invedsaeas or for underservpapulations, and
subsidizing infrastructure in these areas rungigikeof subverting the commercial deployment
already taking place. Subsidies to these undezdeaareas should therefore be carefully
structured so as not to favor one technology ometreer, one provider over another, the public
sector over the private sector, or otherwise upseketplace dynamics.

Under these conditions, the broadband grant pragomise great short and long-term
benefits to the American economy. The $7 billioogvam has the potential to do a tremendous
amount of good, and the cable industry supports$dtieral government’s efforts to use these
funds to expand broadband access and spur adoption.
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INTRODUCTION

Broadband technology, as Congress, the FCC andsdihge recognized, is a key driver
of economic growth. Grants to promote the userodtiband thus effectively stimulate both
short-term and longer-term economic growth.

The cable industry is at the forefront of a vilirararketplace that has been responsible
for the explosive growth in both broadband deplogtread broadband use in the country. In
sharp contrast to the situation only a decade tagay more than 92 percent of American
households have access to wired broadband sefvircesthe cable industry alone has spent tens
of billions of dollars upgrading and expandingrietworks to provide this broadband access.
Even in challenging times for the nation’s econothg, cable industry continues to make very
significant capital investments in order to inceeasoadband deployment and improve current
generation broadband service -- improving upstraachdownstream speeds, as well as
improving reliability and ease of use.

As the largest provider of retail broadband serwcthe U.S., the cable industry has a
significant interest in the success of grant prograesigned to promote broadband use. All
broadband customers and providers benefit indiréaim an effective grant program, since the
more households and businesses that connect tddanod, the more valuable it is to all
broadband consumers.

Cable’s interest -- and sound public policy -- anelicated by the nature of the grant

programs in a more profound way as well. The $ibhiprogram has the potential to do a

! SNL Kagan data (2008).
2 NCTA figures based upon SNL Kagan estimaaeailable at
http://www.ncta.com/Stats/InfrastructureExpensexadpetween 1996 and 2008 cable operators havetaw@sore
than $145 billion in capital to enhance their hglfiber-coaxial networks and other infrastructunejuding
approximately $14.6 billion in 2008. A similar kehof capital expenditures is estimated for 2009.
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tremendous amount of good, and we support thedédewernment’s efforts to use these funds
to expand broadband access and spur adoptios.aléa true, however, that these funds must be
viewed in the context of a vastly larger capitaueement if we are to achieve full broadband
construction and maintenance for the country. ddi#e industry alone spent twice that $7
billion amount in just the past year to upgraddatslities. Most of the investment necessary to
provide and then to maintain broadband serviceahdswill come from the private sector. As a
result, a critical consideration in devising a shpnogram is that the program not harm the
investment fabric of the broadband industry. Acassful program must supplement, and not
distort, the growing private, competitive market liwoadband services. Stated simply, the grant
program must not only weigh the needs for stimoher the next 24 months, it must also
seriously consider the effect that grants will hamethe future of broadband services in this
nation.

We therefore propose that the Commerce and AdguiiDepartment programs be
designed to implement the following four principleach of which is equally important:

First, the grants should be used to increase broadlwoptian and use;

Second, the grants should be competitively and technakty neutral so as not to affect
the private marketplace that must continue to thkdead in broadband deployment;

Third, the grants should further the statutory goalasin®mic stimulus, that is, they
should fund value-producing projects that can bglémented quickly and create new jobs; and

Fourth, it is essential, as well as statutorily mandatieat the grant-making programs be
transparent, accountable, and coordinated withr @thencies providing similar aid.

With these principles in mind, the priorities warding competitive grants, in
descending order, should be:
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1. Extending broadband facilities tiaserved areas.

2. Supporting programs that enabieler served populations to acquire and to make
effective use of broadband service where it isaglyeavailable.

3. If funds remain, extending broadband facilitiesinder served areas defined in
terms of below-standard speed and other qualitatwasures relative to today’s current
generation broadband services.

Given the limited amounts of funds available refatio need, these priorities should be strictly

observed.

PRINCIPAL _PRIORITIES IN_ AWARDING COMPETITIVE GRANTS

A. Extending broadband facilities to unserved areas.

Extending the physical availability of broadbankene it currently does not exist should
be the government’s highest priority in terms aftdbuting broadband grants for infrastructure
constructior®. While the number of consumers with access todivaad has grown steadily over
the past five yearSsome geographic areas still lack the necessamsimficture to offer
broadband services. In particular, without goveentrassistance, “[tlhe economic costs and
technological limitations blocking the expansiorbodadband leave many rural communities
underserved” and often unsernved.hus, to meet the stimulus plan’s goal of extegdi
broadband to unserved areas, agencies shoulddistigrants so that new infrastructure is
constructed in areas where none exists.

Although it is difficult to develop a precise aadcurate count, approximately 9-10

million households lack access to broadband sesYid@f these 9-10 million households, the

% In defining geographic areas that represent “weskareas,” agencies should rely on the FCC's ffiefinof
broadband which would denote areas where theretiatdeast one provider providing Internet acaessice of at
least 200 kbps in one direction.
* John B. Horrigan, Home Broadband Adoption 2008 @ew) (July 2008) (“Horrigan”).
® Jon M. Peha, Bringing Broadband to Unserved Conitiesrat 11, The Hamilton Project (The Brookings
(Ianstitution) (July 2008) (“Peha”).

Id.
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bulk is in rural communitie&. All told, “perhaps a third of rural householdsitk broadband
acces$. A study recently published under the auspices®{Columbia University Institute for

Tele-Information, using data derived from the FG@ ¢he Census Bureau, reflects these

realities.
States Identified for “Unserved and Underserved” Tageting®
Percent of Residential Households Household  Population Population
State unserved <93% Number of Lines Penetration Penetration
Alabama 92% 208,291 2,137,018 38 % 4,627 851 17 %
Arkansas T5% 532,171 1,287,429 4% 2,834,797 199%
Georgia 92% 2,298,983 3,961,474 58 % 9,644,750 24 %
Indiana 92% 1,206,274 2,778,394 43% 6,345,289 199%
lowa 0% 581,263 1,329,696 44 % 2,988,046 199%
Kansas 91% BR0,270 1,219,439 BE % 2,775,997 26%
Kantucky 91% 243,641 1,806,096 44 % 4,241,474 20%
Maine 93% 288,491 696,611 41% 1,317,207 22%
Mississippi 9% 384,772 1,254,908 3% 2,818,785 13%
Montana 88% 185,261 435,633 43% 957,861 199%
Nebraska 93% 408,674 780,804 2% 1,774,571 23%
New Mexico 82% 343,568 862,067 40% 1,969,915 17 %
Narth Dakota 83% 137,207 310,548 449% 639,715 21%
Oklahoma 9% 215,785 1,623,010 B0 % 3,617,318 23%
Pennsylvania 93% 2,862,177 477,864 B2 % 12,432,782 23 %
South Carolina 92% 244,013 2,021,947 42% 4,407,709 199%
South Dakota 20% 160,821 3&7,240 45 % 796,214 20%
Wast Virginia B84% 297,852 B82,685 34% 1,812,035 16 %
TOTAL 13,665,484 28,322,663 47 % 66,002,324 21%

Source: FCC rable 14 of HSPDI207; US Census Bureau

As this chart reflects in its first two columniete are 18 states in which the percentage
of homes with access to broadband service fromaat lone provider is below 94 percéht.

More pertinent still, as reflected in the fifth aoin titled “Household Penetration,” on average

"1d. at 11-12.
81d. at 5, 9 fig.3.
° Raul Katz and Stephan Suter, Estimating the Ecamtmpact of the Broadband Stimulus Plan (Feb. 208018.
1%1n addition to the states noted, additional statesh as Vermont, Alaska and Nevada also contaityma
households either without access to even one bawablprovider or without robust penetration ratestes which
are not represented in the table because of limitain the underlying FCC data.
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well under 50 percent of the households in thestestactually subscribe to a broadband service,
less than the national average of 61 pertent.

The reason for this disparity between availabgityl adoption in these states is not that
rural communities are less interested in the Iterio the contrary, the fraction of rural
households subscribing &émy Internet service is just below the national averaghe difference
is that rural users rely far more on dial-up -eaftll that is readily available (although satellit
broadband is also fairly widely marketed) -- andléss on broadband to access the Intefnet.

The stimulus plan calls for grants to encouragestments that would not otherwise be
made in a particular geographic area, and for grahere they will be “efficient and
expeditious.*®* Among unserved geographic areas, subsidies trershould be targeted first to
areas in which service would not otherwise be mlegiand that could support the ongoing costs
of providing broadband service if government funttezlcosts of the underlying infrastructure.
Underwriting the capital cost of facilities in aseaithout sufficient demand creates a significant
risk that government funds may be diverted to thestruction of facilities that ultimately must
be abandoned because providers are unable to rédm@wperating costs of providing service.

Unfortunately, it is challenging to identify withrecision which areas are “unserved.”
The stimulus bill’s requirement for extensive maygpof broadband availability will ultimately
provide a better estimate of access, but unforeiypatost of that mapping will be incomplete
while grants are still being processédin the meantime, however, grant allocations steake

into account the actual number of households tigaten broadband plan will affect, factoring in

1 NCTA estimate based on SNL Kagan Data (2008).
2 peha, at 9-10.
3 The American Recovery and Reinvestment Act of 260®. L. No. 111-5, § 6001(e)(3), 123 Stat. 11%2-53
(2009).
! The cable industry strongly supports the coopegatiapping exercise set out in the law. These imgppojects
should be given a priority: the more quickly ac¢enaapping information is available, the more pcithely the
remainder of the grant funds can be distributed.
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the limitations of the dat&. The obligation should fall to all applicants fgnants to demonstrate
the number of households that currently lack ammgss to broadband services, and the specific
number of households that would have access tabeaval for the first time as the result of
awarding the grant.

Moreover, and as we describe in more detail béfdar grants to be put to use
expeditiously, they should not be subject to coadd that call for technology that is beyond
current generation of broadband technology. Itiqdar, practically deliverable broadband
capacity has consistently increased over the yaatswill continue to increase going forward.

It would be inconsistent with the goal of rapidvatius, however, to condition grants on a level
of performance that is not generally available yodehich, in the case of broadband speed, is
approximately a maximum of 3-6 Mbps downstream 20@ 1000 kbps upstream depending on
the technology involved. As the House-Senate cepfeon the ARRA recognized, establishing
too high a bar for eligibility could have the perse effect of deterring investment, depriving
those areas of jobs in building out broadband ardgiuating the lack of broadband service
rather than remedying it.

B. Supporting programs that enable under served populations to acquire and to make
effective use of broadband service whereit is available.

Merely providing broadband access does not neglsseean that customers will
subscribe to it. The larger problem is that mamystimers fail to subscribe to broadband service
even when it is available. For too many of thep8&cent of households in the United StHtes
that have access to broadband services, and foy afdhe remaining households that could

receive access through effective grant progranesetis a demand-side problem. Specifically,

!31n less populous states, assessments of relatjwalgtions served may also be appropriate.
1% seeinfra pp. 12-13.
H. Conf. Rep. 111-16 (2009) at 775.
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only about 61 percent of U.S. households substoitbeoadband service,and 70 percent of
households headed by someone under 65 years oéegjee broadband servi¢e.An effective
grant program therefore should address the reagloypparticular populations choose not to
subscribe even when broadband is available.

Two key obstacles -- lack of interest and lackesfaurces -- greatly affect whether
Americans subscribe to broadband. It should bsumprise that Congress has therefore directed
that a significant amount of resources be diretttgagtomoting broadband awareness and
adoption by these underserved populations. Indeedis theprincipal area in which Congress
has expressly mandated that funds be spent, umdiexgds priority. The plain legislative intent
is that the mandated amount is the bare minimunstinauld be directed to demand-side
stimulus, with no indication that Congress intenttednpose any upper limit on such
expenditures.

These obstacles are acutely present in low-incamddow-education householtfs One
consequence is that the rural poor suffer a dowhEmmy -- not only are many rural areas
unserved, but low-income households underutilizbmattband even when it is available. As the
following chart illustrates, a sensible grant pargrwould target these populations and the

barriers that prevent them from receiving the biénef broadband:

8 see supran. 1.
¥ see supran. 11.
2O NCTA estimate based on: U.S. Census data, AmeHearsing Survey for the United States (2007); Natlo
Information and Telecommunications Administratiblouseholds using the Internet In and Outside theéBy
Selected Characteristics: Total, Urban, Rural,diped City (2007)
(http://lwww.ntia.doc.gov/reports/2008/Table_Houddhternet2007.pdf).
“ peha, at 5 (low broadband penetration in housshwith total income under $30,000).
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The Economic Broadband Divide (2001 & 20075

i Percent of U.S. Homes . Percent of U.S. Homes
with Internet with Broadband

(2001) 2007)
0%
80% Digital Divide:
. Annual Household Income
T0% 6G6%a
60% 56%0
51%0
50%
42% 40%
0%
30% 28% 28%
20% | 17%gles®
10%%
0%
$5,000 $15,000 $25,000 $35,000 $50,000 §75,000
-$14,999 -$24,999  -$34,999 -$49,999  -$74,999 & Higher

Source: U.S. Census Bureau, 2007.
To address demand, it is of course first necedsanpderstand the reasons for the lack of

demand. Researchers studying broadband accessdrastaded that “lack of interest” in
broadband is the main reason that people do nehpse the servicg. Indeed, about one-
quarter of adult Americans do not use the Inteanetl; these individuals are disproportionately
lower-income and older than average Internet U8ers.

This lack of use appears to stem from lack of famniy. Most non-broadband
households view broadband as being either irrelemadifficult to use” Nearly half of the
population that does not subscribe to broadbanslisalpes not need such a connectior

significant portion of those not adopting broadbaottls generally less positive attitudes toward

? Free Press, Down Payment On Our Digital FutuieaBts Policies for the 21st Century Economy afRéc.
2008).

% John B. Horrigan, Obama’s Online Opportunities!flYou Build It, Will They Log On? at 2 (Pew) (0)

2 Horrigan, at iii, 12.

21d.
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technology than do their connected counterparismoat half of the dial-up users stated that
modern electronic devices interfere with persomatipctivity, whereas almost 70 percent of
broadband users say that these devices aid proityéi

Lack of resources is also an issue, though ibidhe only issue. Many dial-up users say
they cannot afford broadband services; 35 peragntie price of broadband would have to fall
for them to subscrib®. Butperceived price seems to play almost as important a rokcasl
price differential; the reality is that broadbasdlipercent cheaper today and the price of dial-up
is roughly 9 percent higher than those serviceewe2005%° These facts, in connection with
survey evidence, have led researchers to conchadéhte decision to not obtain broadband
service likely is due to perceived or relative vgloot the inability to pay. And to be cleargsit i
not due to the unavailability of broadband acckssause more than 92 percent of Americans
currently have access to broadband services.

To address these issues, grant funds should ¢etedrto programs that educate targeted
consumers on the benefits of broadband servicaddiition, grants should be used to provide
targeted subsidies to make broadband services afforelable, and to take other steps on a pilot
project basis similar to those adopted in “Lifelin&ink-Up” and related programs that have
historically helped to subsidize voice servicepiider to support the demand for broadband
service. By way of example, programs that supaorincrease in computer ownership and
training are very promising and should be suppoetednsively. The law calls for such grafits,

and they have a double benefit: they ensure theprrexpenditure of grant dollars in ways that

% Consumer Insights to America’s Broadband Challeatg® Connected Nation (Oct. 13, 2008).
2" Horrigan, at 13-14.
281d. at ii, 11.
#|d.at 7, 8.
30 See The American Recovery and Reinvestment Act of 260f. L. No. 111-5, § 6001(b)(3), 123 Stat. 112-51
13 (20009).
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promote jobs. For both of these reasons, suchigveh be one of the most effective and
appropriate ways to stimulate broadband adoptiahuze.

C. Extending broadband facilities to underserved areas defined in terms of below-standard
speed and other qualitative measures relative to current generation service.

Finally, it is no doubt the case that some broadaustomers anenderserved — that is,
they live in areas where there is at least oneigen\offering broadband, but not at robust
speeds. In these areas, providers may offer bevablbervice at transmission speeds that exceed
the FCC’s definition, but fall short of the speégsically experienced by consumers with
current generation broadband service (generaltyaamum of 3-6 Mbps downstream and 500-
1000 kbps upstream). Promoting more robust braatibarvices in these undersenaedas is
the third element of a sound broadband grant progréhe problems associated with
underserved areas, however, are by their naturasstibstantial as those faced by potential
customers who lack broadband access altogethby, populations who cannot afford or do not
understand the benefits of broadband. Promotidgiadal services where broadband is already
available may increase broadband penetration malhgimut the impact on penetration is likely
to be significantly less than efforts to extendautivand access where none is availdbte,to
promote broadband use among populations with l@madivand adoption rates.

At the same time, grants to address any problesecated with underserved areas --
where, by definition, providers have invested gakital to deploy broadband -- present the
greatest danger of undermining the existing broadliavestment environment. The cable,
telephone, wireless, and satellite industries f@ngecontinue to pursue innovation that has

brought access to the present point. Any substdiaseas in which broadband service is

3L Of course, projects to construct middle mile féie$ may fall in this category where such deploghman be
demonstrated to enable the expansion of local tarzai networks into unserved areas.
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presently available should be designed to avoidhckstives that would threaten diminution of
the entire broadband ecosystem.

Particularly, subsidies should not have the unidéel consequence of favoring one
technology over another, one provider over anothdlic sector over private sector, or
otherwise upsetting marketplace dynamics. To atloglpossibility, the grant system should
apply the principles of competitive neutrality leetbroadband sphere. A competitively neutral
approach would ensure that entities vying for ggai®velop the most efficient means of
supplying broadband to the widest swath of the faamn, and at the same time avoid favoring a
particular technology. Such an approach wouldgeize that favoring a given technology runs
the risk of distorting the competitive marketplacel limiting innovation.

The risks of marketplace distortion are not hyptittal. Currently, the marketplace
offers consumers broadband through a mix of teduies$ -- DSL- and fiber-based technologies
offered by phone companies, hybrid fiber-coax sawioffered by cable providers, and wireless
services offered by both terrestrial wireless easriand satellite providers. Each technology has
its strengths and weaknesses, and companies centingpgrade their services to compete with
each other for customers.

These varying wired and wireless broadband tedgmes are evolving rapidly, and it is
too early to tell which technology, or sets of tealogies, will be best suited for which kinds of
customers in which geographic or demographic argathat context, it is especially important
that the grant program adhere to strict competdiveé technology neutrality; in neither its
purpose nor in its effect, should it favor onedeechnologies or one set of providers over

another.
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Additionally, grants that target certain connectspeeds raise a core definitional
guestion: how fast does service have to be to fyuadi broadband or to qualify for a subsidy? In
fact, a broad range of speeds properly qualifyigis-Bpeed or broadband. Prior to 2008, the
FCC used the term “high-speed” to describe sentltasprovided data to subscribers in excess
of 200 kbps in at least one direction. Other editlefined high-speed Internet using similar
data transfer rates in similar terms, with the @rgation for Economic Co-operation and
Development defining broadband as having downladd ttansfer rates equal to or faster than
256 kbps per second. Today, of course, broadtalities are capable of much faster speeds.

Certain broadband options, though very fast, ballunaffordable to the vast majority of
the populations who currently lack broadband accegsswise, the investment necessary to
create a very fast broadband network may not beauo@ in certain areas -- the infrastructure
costs may be far too high to justify the minor gaim efficiency??

Given the ARRA'’s deadlines for issuing grants aachpleting projects, any definition of
inadequate speed as a hallmark of an “underseared’ cannot, as a practical matter, ignore the
current speed levels. It thus would make no sema#tach speed prerequisites beyond, for
example, a maximum information transfer rate déast 3 Mbps downstream and 768 kbps
upstream. Describing higher speeds as essentisitine risk of misallocating funds that should

be devoted to higher priority geographic areaspoplations.

32 Economics of Broadband Access for Underserved @uass and Businesses, Public Technology Institdtey(
2007).
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CONCLUSION
In light of these issues and to achieve the inbétite stimulus plan, it is critical that
agencies focus first on extending broadband faslito unserved areas and to support programs
designed to enable underserved populations toadkantage of broadband services. To the
extent funds remain, extending broadband to undexdeareas would be appropriate, so long as

agencies do not upset the competitive balance.
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