FINANCING

Property Assessed Broadband
A new proposal for building rural broadband together with communities.
By Ken Pyle / Viodi View

D

iscussions at the 2015 Calix User
Group in October inspired me to
think about a new approach to
funding rural broadband. First, Tom Cohen,
partner at Kelley Drye, suggested that
the FCC’s priority is fiber deployment, as
opposed to downstream speed. Then Jonathan
Chambers, chief of the FCC Office of Strategic
Planning and Policy Analysis, commented
on the importance of funneling money
to communities.
Finally, Calix’s Juan Vela tied home and
community together, saying, “The building
block of every community is the home.”
If home is where community begins, perhaps
policymakers should start there as they look at
new ways of funding rural broadband. What
if there was a way for property owners to
“tax” themselves to bring broadband to their
respective homes?
COMMUNICATIONS OWNERS
ASSOCIATIONS
Although the notion of people taxing
themselves to pay for broadband may sound
like a municipal overbuild, it isn’t. It is about
individuals deciding they are willing to pay
for their respective portions of a fiber-to-thepremises (FTTP) network. It is also about
creating a process and framework to allow
individuals to form communications owners
associations, similar to homeowners associations.
If property owners agreed to pay for their
portions of fixed and variable costs to build a
network, the amortized costs would be added
to their property taxes over a fixed time frame,
much as the Property Assessed Clean Energy
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New approaches to financing
broadband will be discussed
at the 2016 Broadband
Communities Summit,
April 5–7 in Austin.
(PACE) program helps property owners in
many states finance energy efficiency upgrades.
The roots of PACE reportedly trace back to
an “aha” moment by the then chief of staff for
the mayor of Berkeley, Calif., who realized that
tax assessment districts that could be used for
placing utilities underground could also be used
for rooftop solar and other energy efficiency
improvements. PACE has had growing pains,
and it isn’t perfect, but it has interesting
potential for financing broadband.
Of course, one homeowner doesn’t make a
network, but homeowner equity as a funding
source can be combined with the fiberhood
concept pioneered by many independent
telcos and made famous by Google. If enough
neighbors band together, they will have a critical
mass to create a viable FTTP network. To create
a financially viable network, the penetration
often must be between 20 and 30 percent, but
this threshold varies depending upon parameters
such as construction costs, housing density and
middle-mile costs.
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HOW THE PROGRAM
MIGHT WORK
Here is a rough outline of how a
property assessed broadband program
might work:
1 A property owner would rally other
nearby owners at a municipal,
homeowners association or even
block level to create a provisional
communications owners association
(COA).
2 Interested property owners would
sign electronic letters of intent and
provide good-faith deposits, which
would commit them to help finance
a broadband network through their
property taxes as long as certain
criteria were met, such as
• A minimum threshold of signups based on benchmarks for a
given density
• A successful review by a lending
body to determine whether the
threshold for a particular entity
makes sense given the specifics
for its proposed service area
• The creation of a board of
directors.
If any of these steps could not be
accomplished, the good-faith deposits
would be returned.
3 The board of directors would hire
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or appoint a manager (analogous
to a property manager in the
homeowners association world) to
manage the system. The lending
body would most likely have a
preapproved list of COA managers,
much as the PACE program has a
list of preapproved contractors.
The COA manager would put
together the plan for building and
operating the network, which the
lending body would approve or not.
Developing the plan would be paid
for, as needed, by the good-faith
deposit money.
Once the plan was approved, the
COA manager would oversee
the engineering, installation
and operations directly or
outsource these tasks to multiple
subcontractors.
Money would flow from private
entities and be released as
milestones were achieved.
Property owners would begin
making payments when their next
property tax bill was due. At the
end of the financing, most or all of
the payments would go away.

WHAT IS NEEDED
The following list provides a high-level
view of the elements needed to make
the program work:

1 A mapping and associated backoffice solution that enables users to
sign up. Private companies, such
as Adams Fiber in Illinois, are
already using this sort of software to
aggregate demand for their FTTP
services prior to build. Lenders
or their agents, such as potential
COA managers, would need access
to the sign-up data to determine
the viability of a proposed project.
Google’s new Project Sunroof
uses a similar approach to help
homeowners understand the viability
of proposed rooftop solar projects.
2 Incentives for national lenders,
such as the Rural Utilities Service,
CoBank and the Rural Telephone
Finance Cooperative, as well as
local lenders that already provide
funds for rural projects, to lend
money for this type of program.
Possible incentives include
• The fact that these loans would
essentially be government
guaranteed, as they become part
of an owner’s property tax bill
• A financial structure similar
to the PACE program (under
which interest payments are
tax deductible), which results
in interest rates between 6.5
percent and 8.29 percent

ITEM

PER-HOME
NOTES
MONTHLY COST

Amortized cost of network and
equipment

$51.86

Assumes $5,333 ($4,000/.75) at 8.29% with 15-year term

Network replacement reserve fund

$6.67

Assumes replacement of terminal equipment @$400 every
five years

Bandwidth

$10

Assumes dedicated 10 Mbps per household @ $1 per Mbps

Operations, maintenance, right-ofway leases

$12

Regulatory, billing, general and
administrative expense

$5

Marketing

$3

Regulatory fees

$6.39

Total

$94.92

Based on fees in Silicon Valley – would almost certainly be
lower in rural areas

Table 1: Sample payments for property assessed broadband
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FINANCING
Financing broadband builds as property
enhancements would allow fiber networks
to be constructed in areas where they would
otherwise not be viable.

3 Templates and approved consultants
to help communities organize
meetings and create initial plans
4 A list of preapproved COA
managers experienced at managing
telecom networks. Likely candidates
would be existing communications
service providers.
A REAL-WORLD EXAMPLE
Explicit government funding would
be much less necessary with this
approach to expanding broadband in
rural areas. A typical rural deployment
costs about $4,000 per home for a 100
percent buildout. A June 2015 paper
commissioned by the FTTH Council
Americas suggested that fiber adds
$5,437 to the typical home’s value. So
if about 75 percent of the households
take fiber (a reasonable assumption in a
rural area whose options for broadband
are poor or nonexistent), then each
household incurs a capital cost
approximately equal to the increased
value of its property. A government
subsidy would, of course, make lower
take rates feasible.
Assuming 75 percent penetration
and $4,000 capital costs per home
passed, Table 1 provides an estimate
of the per-subscriber monthly costs of
providing broadband connectivity for a
property owner with a 15-year loan and
an interest rate of 8.29 percent.
The fixed capital costs per owner
would be reduced as penetration
increases beyond 75 percent. Those
reductions could be used to incent the
initial members to encourage their
laggard neighbors to sign up for service
(for example, those who signed up
prior to the COA formation might get
reductions in their bills as new owners
sign up).
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ADVANTAGES OF PROPERTY
ASSESSED BROADBAND
Financing broadband builds as
property enhancements – which they
are – would allow fiber networks to be
constructed in areas where they would
otherwise not be viable.
Other advantages to this bottom-up
approach include the following:

The “network replacement
reserve fund” is a reserve for
replacing optoelectronics as it fails
or becomes obsolete. The original
network equipment is included in
the “Amortized cost of network and
equipment” line item.
Maintenance, operations,
regulatory, billing and general and
administrative expenses might be
fees to the COA and/or a third party
to handle these tasks. With TR-069
capabilities (which allow remote
diagnostics and troubleshooting)
and an all-fiber network, the cost
of maintenance should be quite low
compared with older copper and hybrid
fiber-coaxial technologies that required
active components in the outside plant.
The network is assumed to
support last-mile peak speeds of
1 Gbps, although the backhaul is
oversubscribed, with each property
being able to receive 10 Mbps on
a dedicated basis. One important
consideration is the cost of middle-mile
access, which varies by location. For
the purposes of this exercise, it was
assumed to be $1 per Mbps per month.
The estimated costs in this
example are for a network financed
entirely by property owners at rates
similar to PACE financing for energy
efficiency improvements. If the federal
government provided truly low-interest
loans (say at 2 percent, which is above
the Fed’s cost of money but still lower
than what could be found on the
commercial market) with a 20-year
term, the monthly amount required
to repay the up-front capital would
be approximately $26.98, almost 50
percent less than the payment required
with an 8.29 percent loan.
www.broadbandcommunities.com

|

• Funding is directed to locations
with known demand.
• Limited federal dollars are leveraged
to expand broadband farther than
would otherwise be possible.
• The process of forming a broadband
cooperative helps strengthen
communities.
• Communities avoid the politically
divisive effects of municipal efforts
because property owners vote to
tax only themselves and not their
neighbors.
NEXT STEPS
Using the PACE program as a
benchmark, local and state governing
entities could expand or create PACE
programs to include a broadband
component. The federal government
could help in several ways, such as by
extending low-rate RUS financing to
help support those cases that otherwise
wouldn’t make sense.
Additionally, there could be
opportunities to try this approach
in a future FCC rural broadband
experiment. There is no shortage of
locations to try such an experiment;
even Santa Clara County, Silicon
Valley’s home, has rural areas that are
broadband deficient.
Finance, although important, is
secondary to the value of the process.
Neighbors talking to other neighbors
to build support and create an
ongoing organization will help foster
community. And the effort to expand
broadband will start at home. v
Ken Pyle is president and managing
editor of Viodi LLC, which covers the
convergence of broadband, technology
and applications and their impact on
rural independent broadband operators.
Contact him at ken.pyle@viodi.com.
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