Forging Successful
Public-Private Partnerships
Clear definitions of roles and responsibilities, along with open lines of
communication, are critical to making partnerships work.
By Craig Settles ■ Industry Analyst, Speaker, Author
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oogle’s announcement in March
that it was building a gigabit
network in Kansas City, Kan.,
considerably changed the way municipalities think about public-private partnerships (PPPs). Obviously, Google is
not your average broadband partner.
For the time being, however, most
PPPs will continue to be partnerships
between cities or counties and local or
regional telecom carriers that combine
municipally owned broadband infrastructure with service delivery by private
companies.
In another model of PPP that is receiving increased attention, a community
may form an independent cooperative
or nonprofit to build a network. Such a
cooperative, which may comprise local
government organizations and various
constituent groups, including local businesses, may in turn partner with local telcos, ISPs or utilities to offer services over
its network or to operate the network.
Monticello and HBC
Monticello, Minn., is a recent addition to the growing list of community
broadband success stories. City officials
attribute much of their current success
to the city’s decision early on to form a
PPP with Hiawatha Broadband Communications (HBC), a nonprofit-owned
provider that operates competitive cable
and FTTH networks in a number of
Minnesota cities.
Monticello analyzed business models during its feasibility study for the
network. “Early on, we debated about
whether we should hire a general manager and have that person run every-
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Like any organization that considers a business
partnership, a municipality must ask two
major questions: First, is forming a partnership
a good idea, and second, is this potential
partner the right one for the deal?
thing or look for a partner,” recalls Jeff
O’Neill, Monticello’s city administrator. “The size of our community [under
13,000] and the fact we had no experience running a network made it a nobrainer … to find an organization to
provide the backbone infrastructure as
well as the expertise to get the job done.”
Monticello considered partnering
with several service providers capable
of knowledge-sharing and running network operations and customer service
during evening and weekend hours. In
the end, HBC’s proximity – its headquarters are a two-hour drive from
Monticello – allowed it to provide Monticello with the support it needed at an
affordable cost. City officials decided
to use bond financing to construct the
network and then contract with HBC to
operate it.

Two Big Questions
Like any organization that considers
a business partnership, a municipality
must ask two major questions: First, is
forming a partnership a good idea, and
second, is this potential partner the
right one for the deal? O’Neill believes
that communities need to determine
whether they can develop the expertise
and manpower to tackle all aspects of
providing service.
Many communities have conducted
this self-examination and determined
that they were up to the challenge. In
most cases, they have been proven correct. For example, Reedsburg, Wisc.,
and Jackson, Tenn., were profiled in the
last issue of this magazine for their marketing prowess. Chattanooga, Tenn.,
has become a national poster child for
municipal broadband because of its can-
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do spirit and masterful execution of its
broadband network.
However, a number of other communities have concluded, like Monticello,
that operating a broadband network is
not a core municipal function and that
a public-private partnership offers a better mix of local control and professional
expertise.
To determine its potential partner’s
strength and appropriateness, a community must thoroughly investigate the
management team’s ability to provide
adequate support and direction to both
organizations. Someone in the partner
organization must be responsible for
running both the daily operations of the
local government staff assigned to the
network and the company’s own operations. “This person must have the capacity to manage personnel issues down to a
granular level without micromanaging,
and do so within two organizations that
operate distinctly differently from each
other,” says O’Neill.
He adds, “The company also has
to understand how to effectively apply
and manage the technology necessary
to meet the community’s needs. This includes competency in customer installations, marketing, accounting, customer
service and billing, establishing contracts with content providers and keeping up to date with the telecom regulatory and legal environment.”
A community must address early on
whether it and its potential provider are
driven by the same or similar philosophy, an intangible factor that is hard to
quantify. Is the company committed
just to making money, or is its goal to
make money while also ensuring the
community’s success?
If shareholders’ short-term interests
come first, a provider may take actions
such as limiting upload speeds in order
to limit bandwidth expense. By contrast,
a provider that shares a community-first
goal of wanting to boost economic development will invest more in providing
services than what is needed to maximize
short-term returns, because it believes
that in the long term it actually will
make more money from those services.
O’Neill observes that some providers
lure subscribers with great pricing and

Is the private-sector partner committed just
to making money, or is it also committed
to ensuring the community’s success?
promises of fast speed, then milk them
for as long as they can “until competition comes in or customers abandon the
service.” He comments, “These kinds of
providers won’t change. We went with
Hiawatha because they believe in being
successful while promoting the success
of others.”
Singing From the Same
Choir Book
To ensure that everyone is on the same
page from the outset, O’Neill believes
a partnership agreement should clearly
define each partner’s work responsibilities. Many communities are new to the
broadband business and not versed on
how the execution of certain tasks facilitates or hinders achieving the goals
they set. Ensuring that all parties are
clear about their responsibilities makes
it easier for communities, in particular,
to stay on track.
Under Monticello’s agreement, HBC
is responsible for managing network operations, training the city staff members
assigned to the project and providing
24/7 customer support. City staffers
provide customer support during regular business hours and also perform customer installations. HBC provides and
pays contract installers by the hour if
they are needed for overload work. HBC
establishes contracts with content providers, and the city owns the relationships with those providers.
Financial arrangements also demand
consensus early on. According to Robert
Bell, cofounder of the Intelligent Community Forum, “It is important for the
private and public sides of a partnership
to enter the deal with their eyes wide
open. Private companies want to gain
access to markets; governments want to
gain access to expertise and the assets
of the provider. Where a partnership
creates shared assets, things get more

complicated, and you need to work out
a wide range of issues well in advance.”
“The partnership agreement needs
to define compensation,” says O’Neill.
“Will the community receive a flat fee
from the partner for Internet access services provided constituents? Will there
be added compensation based on total
number of subscriptions or on reaching
specific benchmarks? Which operations
support [services] provided to a city or
county are compensated based on flat
fees, and which are billed at hourly rates?
For example, HBC provides services
such as content development, regulatory
and legal compliance and billing for a
flat fee. Marketing, technical support
and troubleshooting services are billed
at hourly rates.”
Another layer of complexity in the
fee compensation structure is added
when partners make their physical network infrastructure available to other
providers that deliver services directly to
consumers. Communities such as Ontario County, N.Y., have implemented
some variation of this arrangement.
Michael Johnston, vice president of
IT and broadband for Jackson Energy
Authority in Tennessee, points out one
potential flaw in the open-access model.
“The plan may calculate that if a provider adds 100 customers per month,
the total amount of fees from the provider to the PPP for those 100 subscribers pays off the city’s monthly bond debt
and the private partner’s fees. But what
if the provider doesn’t add that many
customers? The PPP is at a disadvantage
because providers want the least number
of customers to ensure the most profit.
Acquiring more customers costs money
[for marketing, installation, ongoing
support and so forth] that cuts into profits, so the provider might do better to
close just 90 subs.”
If the city or its partner insists on getting the fee for 100 customers anyway,
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the provider could leave. Obviously,
raising fees could be counterproductive
and could incur legal costs. The PPP
must therefore pay careful attention to
how it structures fees for providers, to
the fluid financial conditions providers
face, to the community’s own strategy
in cases where providers fail their obligations, and to how each party in the PPP
is compensated. In small markets, this
calculation becomes even trickier.
Defining Roles and
Responsibilities
Gary Evans, president and CEO of Hiawatha Broadband Communications,
adds some suggestions to fortify the
working relationships between partners.
“Besides a clear definition of work
responsibilities, partnership agreements
need a clear definition of authorities

upon growth expectations. In the article
Community Fiber Networks Succeed
Through Marketing in the March/April
issue of this magazine, I pointed out
that some networks can be too successful, generating more subscribers than
their operations teams can handle. Controlling growth may be one of the harder
guidelines for partners to enforce, given
the great political and financial pressure
to drive up subscription rates.
The drive to meet constituent and
political objectives can divert attention
from more pressing operational needs
and reduce the efficiency of network operations. One partner or the other must
have the will power to step in, should
the need arise.
In this regard, Evans says, “Include
agreed-upon key indicators by which
you will measure the project’s progress.

“Include agreed-upon key indicators by which
you will measure the project’s progress. I believe
If we’re clear in these areas, the network will
become a sustainable business.”
that each side will have,” says Evans. “It
is very easy for a municipality to usurp a
partner’s authority, because it will likely
hear every little complaint from constituents as the network is built out and
become overly concerned. Partners need
to be clear on how to deal with these
issues.
“Each partner needs to provide a
strong definition of what those within
the respective organizations expect of
themselves. Any consultant can come
in and design a great plan, but the partners have to get inside all of that and
ask, ‘What do we clearly believe we can
accomplish?’” When community broadband projects encounter challenges, it
is hard for either party to believe in its
partner if that partner’s people doubt
their own organization’s capabilities.
Reflecting on Johnston’s comment,
Evans also notes that partnership agreements need to include mutually agreed-
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I believe if we’re clear in these areas,
the network will become a sustainable
business.”
Take rates, homes passed, average
revenue per user, ratio of business to residential subscribers, number of institutional customers, cost per customer support call and response time to customer
calls are all good indicators of financial
and operational success.
The community may be the best
partner to take the lead in this exercise.
“What I have seen is that a governmentinitiated project has a much better
chance of success than a totally private
venture because of the amount of discussion that goes into a broadband effort
before it starts,” says Evans. “There is an
ownership factor that builds as the project is discussed, debated and ultimately
decided upon. This gives the project
team a step up on the success ladder.”

Dos and Don’ts
O’Neill and Evans offer the following
practical guidelines for keeping PPPs
on track and successful for everyone
involved:
• Establish from the start the basis
for open communication between
partners. Nip problems in the bud
by dealing with them early and
forcefully to avoid any major issues
downstream.
• Conduct periodic high-level meetings to discuss the project and any
need for course corrections. Define
problems clearly and fairly, and preempt problems when you can.
• Don’t be afraid to negotiate if a
problem or an opportunity falls in a
gray area. Many such situations will
arise.
• Your business plan is your primary
guide for measuring progress. Use it.
Refer to it often.
• The project manager of the privatesector partner must understand that
he or she also reports to the community, even though that person manages private-sector employees. If this
person is also responsible for managing public-sector staff, be sure he or
she gets in-depth training on city or
county employee policies.
• Municipal accounting is very different from business accounting. It’s
helpful for private partners to understand the basics of municipal accounting and for public partners to
have a working knowledge of business monthly financials.
• Make sure you know your potential
partner’s financial history, and put
controls and auditing systems in place
to ensure that the community gets accurate data on revenue and expenses.
• Understand in detail the state tax
laws relevant to public-private
partnerships.
• Never think of a trusted supplier as
a vendor. Vendors are essential, but
partners are irreplaceable. Partnerships such as the one Monticello has
with equipment supplier Calix breed
success. For communities as well as
private providers, this is how business should be done.
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As mentioned at the beginning of
this article, the structures of PPPs and
the types of participants involved are
changing as new challenges and opportunities arise and as new deals are struck.
For example, the city of Powell, Wyo.,
structured its PPP using a strategy that
leveraged the operational strength of
its private-sector partner to strengthen
the community’s financial and political
position.
Observing that other municipalities
faced resistance generated by claims that
their networks put taxpayers’ dollars at
risk, Powell attacked the challenge from
two directions. First, the city spent
considerable time building a financial
model based on issuing bonds that
were not taxpayer-backed. Typically, a
municipality can incur debt as long as
revenue from the funded project, rather
than tax revenue, pays off the debt. By
complying with the complex rules governing municipal bonds, the Northwest
Joint Powers Board (the local agency au-

Powell, Wyo., leveraged the operational strength
of its private-sector partner, TCT West, to
strengthen its financial and political position.
thorized to issue debt for telecommunications systems) put the city into a riskfree financial position and also allowed
it to buy back its own debt. The breakeven point for the financing came just
18 months after the network launched.
Powell also conducted extensive
market, financial and engineering analysis; performed cost analyses based on
data from Verizon and other major telcos’ business practices, and sourced network components to find favorable pricing for these components. These efforts
allowed the city to convince its private
partner that it could deliver a profitable
service in this city of fewer than 6,000
people. Powell tapped independent telco

TCT West to be its anchor service provider and to carry a significant portion
of the debt.
Thanks to the many consultants and
lawyers who helped Powell make sure
every t was crossed and every i dotted,
the project survived opponents’ scrutiny
and attacks without facing a single lawsuit. As community interest in broadband skyrockets, and as pressures from
incumbents increase significantly, PPPs
will require even more creative and careful planning.
In the next issue of Broadband
Communities, I will explore some new
forms of PPPs and new approaches used
to bring more partners to the table. v
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