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COMMUNITY BROADBAND 

Palo Alto Revisited
An article on the feasibility of a muncipal FTTH network in Palo Alto, Calif., inspires a 
follow-up discussion.

Christopher Mitchell: [The article states] 
“overall, 79 percent of households would have 
to pay $3,000 apiece to fully fund FTTP 
construction costs.” Yikes! Cue the foreboding 
music! Palo Alto has something like 25,000 
households. If 20,000 of them paid $3,000, 
then the city would have $60 million in addition 
to its present $14 million dark fiber reserve – a 
staggering $74 million of theoretical money that 
has nothing to do with anything. I know of no 
network that has been built in this manner.

This is an absurd measure for whether a 
network is feasible. Networks are not financed 
in this way, partially because, as the author 
adroitly notes, it doesn’t appear likely to work. 
Community-owned networks are financed 
using a few common methods, most often 
revenue bonds issued by the utility. Palo Alto’s 
past studies of this approach reflected a desire to 
avoid that path, and the results of those studies 
in no way determine whether a city-owned 
FTTH network is feasible in 2013 given the 
present assets and environment.

The user-financed model remains a 
peculiarity and quite possibly will have a role to 
play in the future (though almost certainly not to 
finance the entirety of a system). Palo Alto would 
be crazy to hinge its decision of whether to invest 
solely on the feasibility of each homeowner’s 
paying the full connection cost up front.

Stephen Blum: My scope of work for the city 
was narrowly focused because specific questions 
were being asked. Mitchell is right in saying the 
business model being considered – an FTTP 
buildout based on subscribers opting in and 
paying a pro-rata share of construction costs – 
has never been tried. That was the point of the 
study [that Tellus conducted for the city].

We seem to agree that the user-financed 
model is a hard, maybe impossible, business 
case to make. As Mitchell correctly points out, 
the numbers are ridiculous. 

Mitchell: Parts of the article can only be called 
cable and DSL boosterism – such as repeating 

The May-June 2013 issue of this magazine featured an article by Stephen Blum, president 
of Tellus Venture Associates, about Palo Alto’s debate over FTTH. In the article, Blum, a 
consultant to the city, said that even though Palo Alto owned a profitable dark fiber network 

and had successfully operated an FTTH pilot project, it had not yet been able to make a business 
case for building out fiber to the home citywide. Because residents already had above-average Internet 
access, Blum said, there was not enough demand to justify a user-financed buildout, even with 
revenues from the dark fiber network. In addition, no political consensus existed for putting public 
funds at risk. 

Blum’s analysis prompted a lively debate in the form of letters to the editor, blog postings 
and comments on the Tellus Venture Associates blog. Excerpted here is a portion of that debate, 
specifically between Blum and Christopher Mitchell, director of the Telecommunications as 
Commons Initiative of the Institute for Local Self-Reliance and a frequent contributor to BroadBand 
Communities. Original comments are on www.muninetworks.org and www.tellusventure.com/blog.
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the talking point that AT&T’s 
U-verse and Comcast already offer 
“high levels of service at competitive 
rates.” Competitive to what? Neither 
can deliver the speeds offered by 
modern fiber networks, and they are 
only “competitive” if one ignores the 
much slower upstream speeds, higher 
prices, lesser reliability, problems of 
oversubscription and poor customer 
service one gets from those providers.

Blum apparently knows … that 
Palo Alto residents are “happy” with 
the existing services because they have 
not spontaneously marched down El 
Camino Real demanding faster speeds 
at lower prices. This is the wrong 
measure – reminiscent of the now oft-
quoted Henry Ford line that if he [had] 
asked people what they wanted, they 
would have said “faster horses.”

Blum: Both companies have invested 
in upgrading their plant in Palo Alto. 
Not surprising, given all the reasons 
Mitchell cites for making the pro-
FTTP argument there. Consumers and 
businesses alike care about performance 
and costs, not about technology. The 
bandwidth supply in Palo Alto has risen 

over the years to meet demand.
Why do I say that? Because of the 

independent market research the city 
of Palo Alto has done. People there 
don’t have much appetite for paying 
more than they already are, regardless 
of speed. 

If an FTTP system offered cheaper 
service, it would be a different story. 
That’s not on offer, though. 

Mitchell: I think if you [had done] 
your study in Chattanooga in 2006, it 
would have found that people didn’t 
want to pay more for an FTTH service. 
But after many hundreds of local 
meetings throughout the community, 
when people came to appreciate 
what EPB Fiber would mean for the 
community, there was overwhelming 
support. And though EPB does not 
even try to match the promo prices of 
AT&T or Comcast, it is doing very 
well in its business plan, and there is no 
need for any subsidy.

Of course, Chattanooga is making 
strong use of the system for smart 
grid purposes that Palo Alto has less 
use for (due to a variety of reasons). 
Nonetheless, the principle holds that 

markets change as a result of education.

Blum: You can stimulate demand with 
marketing efforts – call it education 
if you like. That’s true of pretty much 
anything. 

But regardless of why demand 
grows – education, as you say, in 
Chattanooga or a rapidly growing 
high-tech sector as in Palo Alto – once 
it’s there, anyone has a fair shot at 
meeting it. Affinity for a local provider 
might exist, but it’s a weak force in the 
market. If incumbents respond quickly 
enough and soak up a sufficient amount 
of new demand – by no means does it 
need to be all of it – the business case 
for a new provider evaporates.

Please don’t confuse a rough 
market equilibrium – a balance of 
pain and pleasure, if you will – with 
overwhelming satisfaction. … I’m 
not saying Comcast and AT&T are 
meeting all the demand in Palo Alto, 
but they’re filling most of it, and what’s 
left is not sufficient to support a brand-
new FTTP system. That could – likely 
will – change as the time goes on, but I 
see it happening over decades. v

Whether Palo Alto can make a business case for municipal fiber to the home is still up for debate.
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