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CONNECTING MAIN STREET TO THE WORLD:
FEDERAL EFFORTS TO EXPAND SMALL
BUSINESS INTERNET ACCESS

TUESDAY, APRIL 27, 2010

UNITED STATES SENATE,
COMMITTEE ON SMALL BUSINESS
AND ENTREPRENEURSHIP,
Washington, DC.

The Committee met, pursuant to notice, at 10:04 a.m., in Room
428A, Russell Senate Office Building, Hon. Mary L. Landrieu,
Chair of the Committee, presiding.

Present: Senators Landrieu, Kerry, Hagan, Cantwell, Shaheen,
Snowe, Vitter, Wicker, and Risch.

OPENING STATEMENT OF HON. MARY L. LANDRIEU, CHAIR,
AND A U.S. SENATOR FROM LOUISIANA

Chair LANDRIEU. Good morning, everyone, and welcome to the
Small Business Committee hearing, “Connecting Main Street to the
World: Federal Efforts to Expand Small Business Internet Access.”
We are excited about the two panels that we have this morning
and anxious to hear both the testimony and respond to the Com-
mittee’s questions.

We should have a good attendance on our side this morning. As
you can see, the room is packed because there is a tremendous
amount of interest in how small businesses, both in urban areas,
suburban areas, and in rural and sometimes underserved areas,
can benefit from the new technologies and partnerships that are
emerging on this issue. I am pleased to begin today’s hearing in
our newly renovated space, and hopefully you all will enjoy the
benefits of that today.

I would like to begin by thanking our witnesses. We have a dis-
tinguished first panel, which I will introduce in a minute. I want
to say that I understand our witnesses have had a full congres-
sional dance card in recent months. You have testified individually
before a variety of committees, but this is the first time that all of
your representative agencies have shared one Committee panel to
discuss broadband. Federal coordination will be key moving for-
ward as each of you have unique resources, expertise, and author-
ity.

For our business panel, it is critical that we hear from providers
to small businesses so that we can make informed legislative deci-
sions. Many have traveled from across the country to be here, sev-
eral from Louisiana. I want to especially recognize them.
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I also encourage any business or business association not able to
testify today to submit a written statement for the record. We will
complete a full Committee report on this subject, and the record
will be open for the next 2 weeks.

In the same way that our interstate highway system connected
America by reducing travel time and facilitating commerce,
broadband has minimized the barriers that separate small busi-
nesses from geographically distant consumers. One company that
has been able to do this in my home state, just for an example, is
the Louisiana Network Foundation Technologies (NFT), a company
started by two Louisiana Tech graduates. I had the opportunity to
tour NFT last year in one of my visits to the state. NFT has devel-
oped a technology that allows live streaming video over the Inter-
net without using large amounts of bandwidth. In partnership with
Louisiana Tech, NFT pumps signals for various sporting events
throughout the country and around the world. So from Ruston,
Louisiana, a mid-sized rural town in north Louisiana, this small
business is developing because of access to this new highway.

This is a great example of how the public and private sectors can
join to form meaningful partnerships in providing and utilizing ad-
vanced technology. NFT also shows that broadband technology can
create high-paying jobs, usually only associated with other more fa-
mous high-tech corridors, of course, in California, Massachusetts,
or right here in Northern Virginia.

Broadband has not only impacted small high-tech businesses.
This technology has changed traditional business models that all
small business owners once relied on. As such, it is particularly im-
portant that small businesses have access to broadband technology
so that they can compete on a global level. This Committee has
long understood that small businesses come in all shapes and all
sizes and occupy a wide range of different industries. With this in
mind, we do not want to just connect Main Street. We also want
to connect every street, every side alley, and every country road so
that all small businesses, whether they are in traditional farming
interests or Internet start-ups out in these less populated areas,
have the same technological opportunities.

So while we must expand access to these services, at the same
time we must ensure broadband is affordable for these entre-
preneurs. According to reports from the FCC, businesses with 25
employees or less pay two times more per employee for broadband
than those with more than 25 employees. We want to explore this
fact today.

Education is the key. We need to provide small business with the
tools they need to understand the benefits of broadband and the
challenges associated with not having access. We need to show
small businesses how to utilize this technology to make their busi-
nesses more efficient, to gain access to new markets, and ulti-
mately to reduce operating costs so that small businesses can be
the engines that they are, or the best engines that they can be, as
they lead our country out of this recession.

Our Committee has received data on the importance of small
broadband providers who offer service to rural and other under-
served and unserved areas. Innovative, nimble small businesses
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are key to finding cost-effective ways to serve rural and under-
served communities.

Today our Committee will hear about small business participa-
tion in network build-out projects funded under the Recovery Act.
Just last night, I understand there was an additional $1.2 billion
announced in grants throughout the country under the BTOP Pro-
gram, adding to the $1.2 billion that was previously issued.

Expanding broadband access and adoption is not just the FCC’s
job. We all have a role to play. That is why I believe it is important
to hear from each of the Federal agencies today.

Chairman Genachowski, we are here to work together to ensure
that our national broadband plan fosters robust competition among
all broadband providers as a means to deliver truly universal
broadband service at higher speeds and lower prices. There is a lot
of work to be done.

In this spirit, the staff of our Committee and other Subcommit-
tees have been active in conducting outreach to various broadband
providers interested in further connecting their communities. My
staff has created a Broadband Guide to help small businesses. We
are directing this guide to be distributed today. I am very proud
of the work that the Small Business Committee has done in this
regard. The guide can be accessed on our website and hard copies
will be made available.

I am also pleased that a number of small business recommenda-
tions from this Committee have been incorporated in the national
broadband plan. Many of these provisions are included in the
broadband bill that I plan to introduce in the coming weeks. I hope
my colleagues on the Small Business Committee will join me as co-
sponsors of this bill. Both Ranking Member Snowe and former
Chairman of this Committee, Senator Kerry, have done a tremen-
dous amount of work on broadband in the past, and I want to ac-
knowledge them both for their leadership in this regard.

Finally, through the Broadband Data Improvement Act of 2008,
which I cosponsored, along with the American Recovery and Rein-
vestment Act, many Federal agencies were given a renewed focus
on broadband and small business issues.

First, the Federal Communications Commission and the SBA’s
Office of Advocacy were tasked with collecting better data on
broadband and small business broadband usage.

Second, Rural Utilities Services and National Telecommuni-
cations and Information Administration were directed to set up
broadband grant guidelines that would encourage small business
participation, especially participation from socially and economi-
cally disadvantaged small businesses. Unfortunately, my State of
Louisiana ranks towards the bottom of technology penetration. I
would like to see that changed, and I am aggressively working to-
wards that end.

Third, in these sets of bills, the Federal Communications Com-
mission was given the challenging task of crafting our national
broadband plan. At 360 pages and 17 chapters, Mr. Chairman, you
and your team have provided us with a blueprint of how to move
forward.

I want just in closing to thank you all again. I will be introducing
the panelists in just a minute, but at this time, I would like to turn
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it over to Ranking Member Olympia Snowe for her comments and,
again, thank her for her really extraordinary leadership in this
area, both as a former Chair of this Committee and a member of
the Commerce Committee.

Senator Snowe.

OPENING STATEMENT OF HON. OLYMPIA J. SNOWE, RANKING
MEMBER, AND A U.S. SENATOR FROM MAINE

Senator SNOWE. Thank you, Chair Landrieu, for holding this
hearing, and I appreciate your advocacy and championing of the
critical Federal efforts that are necessary to enhance affordable,
high-speed Internet services for small businesses.

I join the Chair in recognizing our distinguished panelists, in-
cluding FCC Chairman Genachowski, Administrators Adelstein
and Strickling, Acting Chief Counsel for the SBA for Advocacy,
Susan Walthall, and SBA Associate Administrator Sean Greene.

I also want to recognize two of my friends and distinguished
former colleagues who will be testifying on the second panel.

Senator Gordon Smith, who is now the President and CEO of the
National Association of Broadcasters, Senator Smith and I served
for many years both on the Commerce Committee and the Finance
Committee, where we worked together on so many different initia-
tives across the spectrum, and I certainly value his perspective
here today.

I am also pleased to acknowledge former Congressman Steve
Largent, who now heads up the CTIA-The Wireless Association,
who can also provide a unique point of view in having managed his
own small advertising, marketing, and consulting firms. Actually,
they are both Hall of Famers. One is a pro football Hall of Famer
and the other one is in the Frozen Food Hall of Fame.

[Laughter.]

So I thank all of our witnesses for taking the time to join us
today to discuss an issue that has wide-ranging impact for our con-
stituents and our entire system of commerce. There are currently
two herculean initiatives under way. The FCC has commissioned
the National Broadband Plan and the Economic Recovery Act
broadband stimulus funding programs, both of which will have far-
reaching implications for small businesses across the country. I
look forward to discussing the efficacy of these measures and am
eager to explore other ways the Federal Government can encourage
private investment and allow wireless and wireline companies to
compete fairly in the broadband market while balancing the fact
we must avoid creating an undue burden through excessive govern-
ment regulation.

As both Ranking Member of this Committee and as a member of
the Commerce Committee, on which I have worked with Senator
Kerry on spectrum inventory—and I was pleased to join him in
that critical legislation—I have heard countless stories from entre-
preneurs in my home State of Maine and across the country that
have used the Internet to transform the way they do business. Just
last week, in fact, I was contacted by an owner of a small business
animation studio who depends on fast and reliable broadband con-
nection as a matter of basic business survival. But he is struggling
for increased access and speed because his business is located in
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rural Maine. In his own words, and I quote, “My needs for
broadband are expanding, but the limited access and market in
Maine is putting a stress on my business. In my industry, clients
rarely have time to deal with delays or technical problems, and
would move to my competition the moment our ability to deliver is
compromised.”

So as much as this entrepreneur and his family enjoys the Maine
way of life, he now faces the gut-wrenching reality of possibly relo-
cating his business to New York or Los Angeles—not because he
wants to, he clearly does not, but because he has to due to the lack
of broadband capacity in his area.

So I find this deeply disconcerting, yet regrettably millions of
Americans and small firms are facing a similar unlevel techno-
logical playing field and either do not have access to, cannot afford,
or are not aware of the very technology that has created such op-
portunities for so many others. The Internet is not only a tool for
increasing efficiency and productivity, it is necessary for competi-
tiveness and job creation capacity for businesses large and small.
Unfortunately, it remains an untapped resource for approximately
93 million Americans who do not use broadband today. The FCC
estimates that 14 million American households lack access to
broadband. Most live in rural communities and inner cities, the
very areas that have the most to gain from broadband availability,
which provides better access to jobs and education. So I applaud
Commissioner Genachowski for plotting a course through the
FCC’s recently released National Broadband Plan. We had hear-
ings, in fact, in the Commerce Committee—on a very important
issue—to eliminate the digital divide that exists within these areas.

This morning, I certainly hope to explore the plan with our pan-
elists to ensure that the recommendations in this plan will achieve
everything that is so desperately required for rural small busi-
nesses. With unemployment remaining stagnant at nearly 10 per-
cent, and our nation undergoing what appears to be a “jobless” eco-
nomic recovery, it is paramount that we leave no stone unturned
in fostering an entrepreneurial environment in which small busi-
nesses can harness new technology and invest in the future to pre-
serve and create more jobs.

As Congress considers the dimension of issues that can help
small businesses start hiring again—and I will repeat it, as I did
last week, and the Chair and I agree on this—we need to pass long
overdue small business job creation legislation. I hope that what
will be considered in that legislation is a proposal that I have also
recommended to increase the Small Business Development Centers
funding by $50 million. I think that money could be used for train-
ing and outreach of small businesses and broadband applications,
which is such an imperative if we are going to make sure that
small businesses are on par in trying to not only access this tech-
nology but also in terms of how to use it.

We must ensure our small entrepreneurs have every tool at their
disposal, including accessible and affordable broadband. A recent
Brookings report concluded that broadband capital expenditures
helped create nearly half a million jobs in 2009 alone. The avail-
ability of broadband undoubtedly contributes to business expansion
and employment growth. The Brookings report estimates that a $5
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billion increase in broadband investment will successfully increase
broadband penetration by 7 percent and result in 2.4 million new
jobs throughout the economy.

Astoundingly, the United States, which has long been the world’s
leader in technological innovation, ranks 15th globally in
broadband adoption, 14th in broadband pricing, and 28th in
broadband speeds—not very impressive for the country that in-
vented the Internet. But there is a significant impact that these
poor rankings have, and that is in the technological innovation
leadership. Broadband, the Internet, and information technology
are catalysts to spurring innovation. Without greater availability
and adoption our competitiveness will be significantly hindered.

The Recovery Act has done many things, including providing
grants for so many projects that are under way, certainly in my
State of Maine, including the Three-Ring Binder Network to help
increase broadband access. I will be interested in hearing from the
Administrators today on how this is working and making sure the
money is disseminated fairly among small businesses in rural com-
munities.

I am also eager to hear today from SBA on its plans as Adminis-
trator Mills recently attended a joint event with Chairman
Genachowski to partner with the FCC on the National Broadband
Plan. It is my hope and expectation that the SBA will be anything
but a silent partner because our Nation’s nearly 30 million small
businesses are counting on the agency to stand up loudly and ag-
gressively on this seminal issue.

The FCC’s National Broadband Plan recommends that the SBA
engage its resource partners—for instance, Small Business Devel-
opment Centers and Women’s Business Centers—in training and
supporting small business broadband use and applications. I sup-
port these basic recommendations, but the SBA must leverage the
entirety of its resources and fully utilize all the core programs so
we can maximize their technological potential through enhanced
rural broadband deployment.

So, Madam Chair, again, thank you very much for hosting this
critical hearing today.

Chair LANDRIEU. Thank you, Senator Snowe.

Senator Kerry.

OPENING STATEMENT OF HON. JOHN F. KERRY, A U.S.
SENATOR FROM MASSACHUSETTS

Senator KERRY. Madam Chair, thank you very much. First of all,
let me congratulate you on the many innovations that you have
brought to the Committee, not the least of which is this grand new
dais that we all get to sit at. And I notice all these little green bot-
tles around here. We have moved south. The Mountain Valley
spring water from Arkansas, you got as close as you could

Chair LANDRIEU. As close as I could to Louisiana.

Senator KERRY. When I was Chairman, we had Poland Springs,
Ranking Member.

Senator SNOWE. I recall those good days.

Senator KERRY. I know.

Chair LANDRIEU. And we are probably moving to Kentwood, Lou-
isiana, very soon.




[Laughter.]

Senator KERRY. So I just want to stay close to the Ranking Mem-
ber. We need her.

But, no, seriously, I really do congratulate. I think you have
brought terrific energy and terrific focus to the Chair, and we all
appreciate it. And I really strongly support your effort to focus on
ensuring that our small businesses are able to be the best con-
nected in the world. And it is shocking that in this year 2010, after
all of the promises of 2004 and beyond, we are still strikingly dis-
connected in the United States. You can go other places, all over
the world—in fact, coming in here, I think Constitution Avenue is
one of the most disconnected places in the world. I think your
phone calls drop about three times per 500 yards.

We have got to get this connected. We have got to get going here.
You can go to other countries and sit in a field far from anywhere
and download at the fastest rate possible complicated and long
communications from your headquarters or elsewhere. Here in our
country we cannot do it.

I believe personally that the stimulus grants are working. I sup-
port the National Broadband Plan. I think Chairman Genachowski
has brought some strong leadership to that effort. But we have a
long way to go, and I just want to focus very quickly, as the Sen-
ator from Maine did, on Massachusetts for a moment. I want to put
a chart up here. This is a map of western Massachusetts, and those
broad red swaths there are all areas that are either unserved com-
pletely or underserved. There is a small line going up through
Pittsfield up to North Adams, Williamsburg, and so forth, where
we have, you know, the highway connection, but we have got 123
towns there that are completely disconnected and those folks left
behind, which is why the Governor, local leaders, State legislators,
and business leaders have constructed a broadband stimulus appli-
cation that I think is the best in its class called MassBroadband
123. And it is named after the 123 towns that remain disconnected
or poorly connected to the Internet.

I would ask unanimous consent to insert in the record the 123
document that outlines the benefits for small businesses.

Chair LANDRIEU. Without objection.

[The information follows:]



LREBIG I DAY

DUDG F0 ¥9ET

ABOJOIpAH

Aqunory
WD 0 A3y
DARSISRUDY
HMEL PRABSISDUN 10 DBAIESUN Wﬂmﬂ,

SNIELIS PURGPROIE




9

Senator KERRY. Now, Madam Chair, thousands of my constitu-
ents have written in support of that. Let me just share a couple
of observations.

Arnold Wenger from Lee, Massachusetts, writes: “My computer
is my enemy. It can take me an hour to do something that should
take 10 minutes on a high-speed connection.”

Laura Stravino from Ashfield, Massachusetts, writes: “It is com-
pletely insane that we are using dial-up Internet here at our home
in the United States in 2010.” She goes on to say: “I am at a dis-
advantage compared to my colleagues who have high-speed Inter-
net at home, and my work is less efficient.”

Lisa Kirschner writes: “I run a small graphic design business
from my home in Peru, Massachusetts. I presently have dial-up
Internet access because I do not have access to broadband. It is not
unusual for a photo upload to take hours, and, of course, I cannot
talk on the phone to my customers while I am connected to the
Internet.”

The MassBroadband 123 proposal will build an open broadband
backbone to which private providers can connect and link homes
and small businesses to speeds that they only dream about today.
And that means that you do not have to be an employee who is ac-
tually at work to be working. You could be at home and work. You
could be at a remote location and be working. And it also means
that just because you live in western Massachusetts, it does not de-
prive you of the opportunity to reach customers in Western Europe
or elsewhere.

The National Broadband Plan has laid out a comprehensive
strategy, and I appreciate it particularly from my role as Chair of
the Communications Technology Subcommittee on the Commerce
Committee. And we are working with the Chair and others to real-
ly get this out as fast as possible.

The FCC strategy, which I support, will combine the moderniza-
tion of the Telephone Universal Service Fund with pro-competition
wireless policies and enhanced consumer access to information that
will generate new investments, and it is going to drive innovation,
and it is going to drive job creation at the same time.

Also, we have just embarked on an ambitious health care reform
effort, and as we do so, health providers, including small practices
in remote rural areas and elsewhere, we have got to remember that
it is a vital piece of effective health IT. Without high-speed Inter-
net, it is almost impossible to download and transfer patient files
from provider to provider. And as we explore new ways to use tech-
nology to reach underserved communities, initiatives such as con-
sultations via Web video and distance learning for professional de-
velopment, all of these things just do not work without adequate
Internet.

The Broadband Plan calls for releasing more spectrum in order
to encourage wireless broadband competition, making more infor-
mation about their service accessible to consumers, and it also pro-
tects an open Internet, which many of us believe is very important.
It suggests modernizing the Universal Service Fund and investing
in a wireless network that police and firefighters can access and
rely on to safeguard vital communications during emergency situa-
tions. And all of these will result in investments in rural
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broadband that are going to ensure that radio collapses that oc-
curred in the wake of 9/11 and Hurricane Katrina are not repeated
again.

I support all of those initiatives, and, Madam Chair, I really ap-
preciate this hearing. It is very, very important. You know, we al-
ways talk about how small business is the engine of our economy.
You always hear in every political speech about how 98 percent of
America’s business is small business. It rarely gets the kind of fo-
cused attention it deserves, and you are to be congratulated for
helping to do that today.

Chair LANDRIEU. Well, thank you, Senator Kerry, as a former
Chair of this Committee, but we are very focused, and I thank all
of the members, both Republicans and Democrats. We want to get
capital into the hands of small business, but we also want to give
them access to the high-speed Internet, both of which are critical
to lifting them forward and to moving our country forward.

We have got three other members I am going to recognize quick-
ly and ask if you could limit your opening statement to 1 minute,
submit the rest to your record, starting with you, Senator Wicker.

OPENING STATEMENT OF HON. ROGER WICKER, A U.S.
SENATOR FROM MISSISSIPPI

Senator WICKER. Well, thank you, and I appreciate being limited.
In a moment of weakness that I really do not recall, I agreed to
appear off the Hill at 10:30. My staff assures me that I actually
agreed to this, so I am going to have to tear out of this meeting.

[Laughter.]

But let me say it is good to have panel number one here. I par-
ticularly appreciate my two former colleagues, Steve Largent and
Gordon Smith, agreeing to come here today and be on panel two.
Perhaps I will be able to come back in time for their testimony.

But, clearly, Madam Chair, the National Broadband Plan is a
broad analysis of the marketplace. Not every proposal is unani-
mously agreed to. But I recognize the plan is flexible and a road
map that provides many options to ensure important goals, two of
which are relevant to our discussion today. First, we must assure
that the telecommunications industry is competitive in the global
marketplace. And, second, broadband access can help make our
small and rural businesses competitive locally, regionally, and na-
tionally.

I hope today we get into discussions of the level of Government
intervention that might be necessary in certain areas, and while we
do that, we need to ensure that it is accomplished with a light
touch and clear recognition that private investment is essential.

We will also discuss the Universal Service Fund, very important
to the Chair’s State of Louisiana and to my State of Mississippi,
as well as other rural areas. And then, of course, we will get into
a discussion of spectrum. We need to ensure that we efficiently and
effectively utilize this finite resource.

The success of small businesses is essential for economic growth.
In my State of Mississippi, small businesses make up the majority
of our state’s employers. They deserve quality and affordable access
to the Internet to help them compete in the marketplace.

I ask that my opening statement be included in its entirety.
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Chair LANDRIEU. Thank you, Senator, for being so cooperative,
and that will happen, without objection.
[The prepared statement of Senator Wicker follows:]
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Statement of Senator Roger F. Wicker
Committee on Small Business and Entrepreneurship
Hearing on “Connecting Main Street to the World:
Federal Efforts to Expand Small Business Internet Access”
April 27, 2010

Thank You Madam Chair and Madam Ranking Member.

I am glad we are having this hearing today to discuss the recently released National
Broadband Plan and efforts by both the government and telecommunications industry to
expand high-speed Internet access across the country. It is clear that broadband access is
vital to the growth of our economy. A decade from now we will look back at efforts to
connect unserved and underserved areas of our country and fully appreciate the economic
development created by this undertaking. I would also like to thank former Senator
Gordon Smith of the National Association of Broadcasters and former Representative

Steve Largent of CTIA, The Wireless Association, for being here today

The livelihoods of many Americans depend on the success of their small
businesses. In Mississippi, there are 197,000 small businesses, and they are vital to the
financial well-being of the state’s economy. Those businesses, from our local community
pharmacists to our small town broadcasters, need a core set of tools in order to compete.

Last century, those tools included hard workers with a drive to succeed and a marketplace
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to sell related goods or services. Today, connection to Internet commerce is an equally

important tool, but many small businesses still do not have broadband access.

The National Broadband Plan is a broad analysis of our marketplace. Many do not
agree with some of the proposals made in the plan. Irecognize the plan as a flexible
roadmap that provides many options to ensure important goals, two of which are relevant
to our discussion today. First, we must ensure that our telecommunications industry is
competitive in the global marketplace. Second, broadband access can help make our

small and rural businesses competitive locally, regionally, and nationally.

We know that these goals are already being achieved in some of our communities.
The telecommunications industry is technologically diverse. Americans can get
broadband connection from wireless providers, cable providers, and telephone
companies. Consumers even have the option of satellite access. The infrastructure
investment and continued coverage by all of these telecommunications sectors has the
potential to provide the ubiquitous service our country needs. I am confident, in light of
the more than $60 billion invested by the telecommunications industry last year alone,
that we can achieve the necessary level of broadband service with minimal government

intervention and little additional burden on the taxpayer.
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Where we determine that government intervention might be necessary in certain
areas, we must ensure it is accomplished with a light touch and clear recognition of the

private investment made and anticipated in the near future.

The broadband plan discusses reform to the Universal Service Fund. The USF
High Cost Program is vital to coverage and buildout in rural Mississippi and other similai
regions in America. I am concerned that efforts to reform the system will have a
detrimental impact on the state, either by limiting future buildout in rural areas or

resulting in a rollback of existing service.

The plan also discusses spectrum. We need to ensure that we efficiently and
effectively utilize this finite resource. There are many proposals in the plan addressing
incumbent users, including the broadcasters who are here with us today. Chairman
Genochowski has said that these proposals will be voluntary. I hope he will emphasize
that important point again today. However, it is imperative that these issues be fully
analyzed and every opportunity be provided for thorough spectrum discussions before

any action is taken.

The success of small businesses is essential for economic growth. In Mississippi,
small businesses make up the majority of our state’s employers. They deserve quality

and affordable access to the Internet to help them compete in the marketplace. It is vital
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that our rural areas have this type of access to promote business innovation and job

creation.

Madam Chair, I appreciate this discussion today and look forward to our

witnesses’ testimony.
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Chair LANDRIEU. The reason that we are having to do this is we
have two panels, ten witnesses, this morning, and it is really a
very full hearing.

Senator Hagan.

OPENING STATEMENT OF HON. KAY HAGAN, A U.S. SENATOR
FROM NORTH CAROLINA

Senator HAGAN. Thank you, Madam Chair. I just, too, want to
echo you are great to put this Committee together, and certainly
the testimony of the witnesses, we are looking forward to hearing
what you have got to share with us.

In North Carolina, we do have a lot of rural counties. Eighty-five
of our counties are rural. One of the issues that I hear over and
over again is the lack of high-speed broadband that these farmers
can use. There is a farmer in Camden County who provides many
potatoes to Lay to make potato chips. This contract is great, but
one of the issues is he has to report daily what he harvests, and
he does not have high-speed. He has to literally go from his farm
back to his home, where he only has dial-up, in order to provide
that information on a daily basis. Think of the amount of time and
energy that he wastes because he does not have broadband. So we
need this desperately, and I just look forward to the testimony.

Chair LANDRIEU. Thank you, Senator Hagan.

Senator Vitter.

OPENING STATEMENT OF HON. DAVID VITTER, A U.S.
SENATOR FROM LOUISIANA

Senator VITTER. Thank you, Madam Chair. I want to welcome
everyone. I look forward to the discussion that I can stay for. In
particular, I want to welcome two folks on our second panel.

Terry Huval of the Lafayette Utilities Service, is an important
witness. The City of Lafayette is doing amazing work in terms of
bringing tremendous broadband capability to that community, and
congratulations on that work, Terry, and I look forward to a con-
tinuing update.

Secondly, I am also excited a representative of CenturyLink is
here. They have just announced a new acquisition of Qwest that
will bring this once small Louisiana company—certainly not small
anymore—into 37 States with great access through that network.
So I welcome them, and I look forward to the discussion.

Chair LANDRIEU. Thank you.

Let us begin our panel this morning, and let me do just very
brief introductions.

Chairman Genachowski from the Federal Communications Com-
mission has two decades of experience in public service and the pri-
vate sector. Prior to his appointment, he spent more than 10 years
working in the industry as an executive and entrepreneur. We
thank you for your leadership, Mr. Chairman.

Larry Strickling from the Department of Commerce. Mr.
Strickling is a technology policy expert with more than two decades
of experience. He was also Chief of the Common Carrier Bureau for
the FCC. We welcome you.

Jonathan Adelstein joins us today from the U.S. Department of
Agriculture. He is the 17th Administrator of the USDA’s Rural
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Utilities Service. He previously served as Commissioner of the Fed-
eral Communications Commission. We thank you as well.

Susan Walthall from the SBA. She serves as Acting Chief Coun-
sel for Advocacy. Of course, that position is still vacant. We are
working hard to get it filled, and we hope to get that done soon.
In the absence of the Chief Counsel, she is here to testify on behalf
of the Office of Advocacy, U.S. Small Business Administration.

Lastly, we have Sean Greene, also with the SBA, serving as As-
sociate Administrator for Investments and Special Adviser. Karen
Mills could not be here with us today, so we are very grateful to
have Mr. Greene.

So let us begin with our opening statements, and, Mr. Chairman,
if we can begin with you, I am pleased that this Administration
has made a broadband policy for this nation a priority. There have
been billions of dollars invested so far and a tremendous amount
of interest, and thank you for being with us this morning.

STATEMENT OF HON. JULIUS GENACHOWSKI, CHAIRMAN,
FEDERAL COMMUNICATIONS COMMISSION

Mr. GENACHOWSKI. Thank you, Chair Landrieu, Ranking Mem-
ber Snowe, Senator Vitter. Thank you for calling this important
hearing. I have submitted a statement for the record, and if I may,
I will deliver a shorter opening statement that focuses on
broadband and small businesses.

Broadband communications is rapidly becoming an essential
platform, if not our most essential platform for job creation and
economic growth in the 21st century and necessary for the global
competitiveness of the U.S. Our National Broadband Plan, as you
know, stems from a congressional directive to the FCC to prepare
a National Broadband Plan to achieve universal broadband and to
tackle important issues such as entrepreneurial activity, invest-
ment, job creation, and economic growth.

Now, small businesses really are our nation’s indispensable driv-
er of job creation and economic growth, and the evidence is clear
that broadband connectivity and associated online tools can be pow-
erful factors in small businesses, reaching new markets, increasing
productivity. Together, wired and wireless broadband can bring
small businesses new revenue from new customers and lower oper-
ating costs by using business tools available in the Internet cloud.
That is a formula for more profit, more investment, more economic
growth, and more jobs on Main Street.

The President has said, “We need to expand broadband lines
across America so that a small business in a rural town can con-
nect and compete with their counterparts anywhere in the world.”
I could not agree more. Broadband can have transformative eco-
nomic effect in both rural and urban areas.

Consider Blue Valley Meats in Diller, Nebraska, which has used
its website and e-commerce and online marketing tools to reach
new customers outside of Diller, creating new jobs in Diller.

Consider Cake Love, a bakery here on 14th Street in D.C. which
has expanded from one to seven stores, with its entrepreneurial
stating that broadband has been as important as his recipes in the
growth of his business, empowering him to reach his customers
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“flvhei;re they are, online and on mobile,” while keeping his costs in
check.

I met a farmer in Erie, Pennsylvania, who told me that all his
life he thought computers had no relevance at all to his business
except that now he realizes that without computers, without smart
phones, without high-speed access, you cannot be a farmer in 21st
century America.

The FCC’s work on the Broadband Plan not only confirmed broad
opportunities for small businesses for broadband; it revealed sev-
eral significant challenges to seizing them.

First, too many small businesses operate in regions of our coun-
try that still do not have access to high-speed broadband infra-
structure at all.

Second, in areas with high-speed connectivity, too many small
businesses find too few marketplace choices, a lack of adequate
speeds, or prices that are too high. Today small businesses pay an
average of three times more per employee than large businesses for
broadband service.

Third, small businesses too often do not have a sufficient under-
standing of broadband—what we call “digital literacy.” The result
is that in most rural counties in America, fewer than half of small
businesses have broadband access, and overall, fewer than a quar-
ter of small businesses even today use e-commerce tools to grow
and expand their businesses.

The FCC’s Broadband Plan recommends taking concrete actions
to tackle those challenges:

To improve availability, particularly in rural areas, the plan pro-
poses a once-in-a-generation transformation of the Universal Serv-
ice Fund, shifting support from plain old telephone service to
broadband communications. It recommends steps to make available
sufficient spectrum so that we can lead the world in mobile and so
that we can benefit small business productivity which relies in-
creasingly on mobile communications.

To boost marketplace choices and affordability for small busi-
nesses, the plan recommends promoting competition in broadband,
including removing barriers to municipal networks and increasing
transparency about the speed of service to all broadband con-
sumers, including small businesses.

To improve digital literacy, the plan calls for increased training
and outreach to small businesses. I am pleased to say that this ef-
fort officially kicked off earlier this month when SBA Adminis-
trator Karen Mills and I announced a public-private partnership to
provide broadband tools, training, and support for small busi-
nesses. And as you mentioned, the plan includes a number of rec-
ommendations working with the SBA to enhance existing resources
so that they can provide training and outreach to small businesses
as quickly as possible.

I am pleased by our collaboration at the FCC with the Commerce
Department, particularly with the NTIA, Administrator Strickling,
also with RUS, Administrator Adelstein. Interagency coordination
is vital when it comes to this horizontal technology, and I look for-
ward to continuing to work well together.

In implementing our efforts at the FCC, our focal point is our Of-
fice of Communications Business Opportunities led by Director
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Tom Reed. OCBO is central to the Commission’s mission to support
and encourage the development of small and diverse businesses in
the telecommunications industry, taking advantage of broadband.

At the FCC, we are moving with urgency to implement the Na-
tional Broadband Plan. We released about 10 days ago an Imple-
mentation Action Plan unprecedented in its scope and trans-
parency, with target dates for over 60 Commission actions over the
next year to implement what the country needs to do to lead the
world in broadband.

Supporting small businesses and entrepreneurs must be a na-
tional priority of paramount importance. By arming small busi-
nesses with broadband and encouraging digital literacy, we can
help ensure that broadband fulfills its promise as a transformative
tool for small businesses and America’s economy.

Thank you, and I look forward to your questions.

[The prepared statement of Mr. Genachowski follows:]
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Statement of
FCC Chairman Julius Genachowski
U.S. Senate Committee on Small Business and Entrepreneurship
Connecting Main Street to the World:
Federal Efforts to Expand Small Business Internet Access
April 27, 2010

Good moming. Chairwoman Landrieu and Ranking Member Snowe, other
distinguished Members of the Committee, it is a privilege to appear before you this
morning to discuss small businesses, entrepreneurship, and the National Broadband Plan.

The Plan, as you know, stems from a Congressional directive that the FCC
prepare a “national broadband plan™ that “shall seek to ensure that all people of the
United States have access to broadband capability,” include a strategy for affordability
and adoption of broadband communications, and also recommend ways that broadband
can be hamessed to tackle important “national purposes.”

Among the national purposes Congress directed the Commission to address were
“entrepreneurial activity,” “investment,” “job creation,” and “economic growth.”

The Plan addresses each aspect of these Congressional requirements in a way that
reflects a strong conviction that, as our nation rebuilds its economy, broadband
communications can and must serve as a foundation for long-term economic growth,
ongoing investment, and enduring job creation.

Broadband is the indispensable infrastructure of the digital age — the 21st Century
equivalent of what canals, railroads, highways, the telephone, and electricity were for
previous generatjons.

And small businesses are the indispensable driver of economic growth and job
creation in our country.

Small and medium businesses employ more than half of private sector workers
and create over 60% of new private sector jobs each year. Home-based entrepreneurs
employ almost 15 million people. And as many as 650,000 new small businesses are
created every year.

It is vital to ensure that small businesses have robust and affordable access to
broadband communications. The evidence is clear that broadband connectivity and the
online tools associated with it can be powerful factors in small businesses reaching new
markets; increasing productivity and efficiency; and generating economic growth,

This is true not only of wired broadband service, but wireless broadband as well.
Mobile communications is proving to be a powerful productivity and marketing tool for
small businesses. A growing number of small businesses — those that operate “on the go’
— increasingly place more and more reliance on mobile broadband.

]
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Together, wired and wireless mobile broadband brings small businesses new
revenue from new customers, and lower operating costs from business tools available in
the Internet “cloud.” That’s a formula for more profit, more investment, and more jobs.

The Bureau of Labor Statistics forecasts that jobs depending on broadband and
information and communication technologies will grow by 25% from 2008-2018 - 2.5
times faster than the average across all occupations and industries. And data from the
Pew Internet & American Life Project indicate that 62% of American workers rely on the
Internet to perform their jobs.

The President has said “[We need to] expand broadband lines across America, so
that a smali business in a rural town can connect and compete with their counterparts
anywhere in the world.” I couldn’t agree more.

Broadband can have a transformative economic effect in both rural and urban
areas. Consider Blue Valley Meats in Diller, Nebraska, which has used its website and e-
commerce and online marketing tools to reach new customers outside of Diller, creating
new jobs in Diller.

Consider Cake Love, a bakery here in DC, which has expanded from one to seven
stores, with its entrepreneurial owner stating that broadband has been as important as his
recipes in the growth of his business, empowering him to reach his customers “where
they are: online and on mobile,” while keeping his costs in check.

The broadband opportunities for small businesses were a focus of our Broadband
Plan efforts. Our team conducted extensive research and ran public workshops and
hearings on broadband and small businesses.

This work not only confirmed the opportunities, it revealed several significant
challenges to seizing the opportunities.

First, too many small businesses operate in regions of our country that still do not
have access to high-speed broadband infrastructure at all. In most rural counties, almost
50% of businesses simply do not have access to broadband at speeds of 4 Mbps or higher,
which we consider to be the minimum today to seize the broadband opportunity.

Second, in areas with high-speed connectivity, many small businesses find their
broadband communications service to be too slow or otherwise unsatisfactory; they
complain of too little choice; and many find it to be unaffordable. Today, small
businesses pay an average of three times more per employee than large businesses for
broadband service.

Third, small businesses too often don’t have a sufficient understanding of
broadband — what we call “digital literacy.” This can range from not understanding the
benefits of broadband, or how to manage such risks as ensuring the security of online
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information. This knowledge gap is an independent barrier to signing up for broadband
service, and limits the benefits to those small businesses that do subscribe.

The Broadband Plan contains a number of strong recommendations to tackle these
challenges.

To improve availability of broadband infrastructure, particularly in rural areas, the
Plan proposes a once in a generation transformation of the Universal Service Fund,
shifting support from plain old telephone service to broadband communications. The
goal is for every American consumer and business, large and small, whether they live in a
rural town and urban city or in between, has access to high-speed broadband setvice.

The Plan calls for reform and expansion of the Commission’s Rural Health Care
Program to help improve broadband access and usage for small health care providers and
doctors around the country.

To bring more broadband choices to small businesses, and improve affordability,
the Plan recommends taking steps to promote competition, including the development of
an effective framework to ensure that small businesses benefit from robust, healthy
competition in the marketplace. To further expand broadband choices for small
businesses, the Plan calls for removing barriers to municipal broadband networks, and
increasing transparency about the speed of service to all broadband consumers, including
small businesses.

To improve broadband knowledge among small businesses, the Plan calls for
increased availability of training for small businesses, including the formation of a
consortium to help the small business community become digitally literate and take full
advantage of online resources and applications. I'm pleased to say that this effort
officially kicked off earlier this month. SBA Administrator Karen Mills and I announced
earlier this month a public-private partnership involving ten broadband and technology
firms and SBA resource partners SCORE to provide broadband tools, training and
support for small businesses. '

I am pleased by the partnership between the FCC and the SBA on broadband,
which has led to other recommendations in the Broadband Plan, including the creation of
a Broadband Coordinator at SBA.

T am also pleased by the partnership between the FCC and the Commerce
Department, in particular with Secretary Locke and Assistant Secretary Strickling of the
NTIA. The Broadband Plan calls for increased support for entrepreneurial mentoring
through the Commerce Department’s Economic Development Agency (EDA), as well as
SBA, to increase digital fluency and help insure that small businesses continue to power
economic growth and job creation in the new economy.
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We will continue to work cooperatively with Commerce, NTIA, EDA and SBA,
as well as other agencies, to help ensure that our Nation seizes the opportunities of -
broadband communications.

In implementing these efforts, our focal point at the FCC is our Office of
Communications Business Opportunities (OCBO), led by Director Thomas Reed. OCBO
is central to the Commission’s mission to support and encourage the development of
small and diverse businesses in the telecommunications industry.

To improve digital literacy among minority-owned and women-owned
businesses, OCBO is working with the U.S. Women’s, Asian, Hispanic, and the National
Black Chambers of Commerce to expand the scope and reach of the small business
consortium.

Through OCBO we are also ramping up our education and outreach efforts to
improve small business access to capital. So far, this effort includes muitiple workshops
and roundtable discussions on: the impact of broadband on small and diverse businesses;
on new media and digital strategies for traditional brick and mortar businesses and
broadcast properties; and on the capitalization challenges faced by all small businesses.

OCBO has brought, and will continue to bring, lenders and private investors face-
to-face with small and diverse businesses to act as mentors while providing fledgling
entrepreneurs with a nuts-and-bolts understanding of the steps necessary to obtain
financing and to focus on the best ways to package their business model and strategic
plans for prospective lenders and investors. In addition, this summer OCBO will launch
an online effort, including a new website, dedicated to information on broadcast
acquisitions and other communications ventures. The website will target regional and
local lenders, investors, and minorities and women who want to learn as much as they
can about public or private sector funding as well as the benefits of investing in small and
diverse companies. OCBO will pursue this along with its partners at other agencies so
that, together, we can accomplish more with less.

OCBO is also developing a networking strategy and program designed to connect
larger telecommunications companies with small and diverse businesses to help position
small businesses as potential suppliers, and better yet, as partners on large prime
contracts. Like NTIA’s BTOP BroadbandMatch program, OCBO wants to foster greater
collaboration in the telecommunications industry among all stakeholders by facilitating
the types of relationships that will increase opportunities for small businesses. We plan
to launch this program in the coming months as well.

When the National Broadband Plan was released last month, I emphasized that it
was the beginning of a process, not the end. The Plan is a roadmap, a blueprint for how
the FCC, the federal government, and the country can deploy and use broadband in ways
that will benefit us all.
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At the FCC, we are moving with urgency to implement the Plan. We have
released an Implementation Action Plan — unprecedented in its scope and transparency --
with target dates for over 60 Commission actions over the next year. Last week, at our
first Commission meeting since release of the Broadband Plan, we moved forward with
six proceedings relating to broadband, ranging from universal service, to mobile
broadband, to competition, to public safety and security.

Supporting small businesses and entrepreneurs must be a national priority of
paramount importance. By arming small businesses with broadband and encouraging
digital literacy, e-commerce, and online communications, we can help ensure that
broadband fulfills its promise as a transformative tool for small businesses and America’s

economy.
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Chair LANDRIEU. Thank you very much.
Mr. Strickling.

STATEMENT OF HON. LAWRENCE E. STRICKLING, ASSISTANT
SECRETARY, COMMUNICATIONS AND INFORMATION, NA-
TIONAL TELECOMMUNICATIONS AND INFORMATION ADMIN-
ISTRATION, U.S. DEPARTMENT OF COMMERCE

Mr. STRICKLING. Chairwoman Landrieu, Ranking Member
Snowe, and members of the Committee, thank you for the oppor-
tunity to testify today about NTIA’s efforts to expand small busi-
ness Internet access. As you pointed out, we have testified on many
previous occasions to previous Committees. This is, I think, the
seventh time that Administrator Adelstein and I have appeared.
Up until now, it has always been as a duet, but today we welcome
three new members to the band, and we look forward to the contin-
ued discussion.

What I would like to focus on in my testimony this morning is
what specifically NTIA has accomplished since the passage of the
Recovery Act to expand broadband availability and adoption and
specifically how we have engaged small businesses in those efforts.

The Recovery Act directed NTIA to create and administer a grant
program totaling $4.7 billion, with four purposes: to build
broadband infrastructure, to increase broadband adoption, to ex-
pand public computer centers, and to develop a national broadband
map. We have now completed the first round of funding, and I am
pleased to report that as of today, NTIA has awarded 136 Recovery
Act grants totaling approximately $1.3 billion. This includes 54
grants for mapping totaling about $100 million and 82 projects for
broadband totaling more than $1.2 billion. All told, these projects
will add 25,000 miles of new or upgraded broadband networks, will
directly connect nearly 7,000 community anchor institutions, in-
cluding schools, libraries, hospitals, community colleges, govern-
ment facilities. We are investing in more than 1,000 new or up-
graded public computer centers, accounting for more than 10,000
new or improved public computer workstations.

I have provided a map this morning to each of you that shows
the geographical distribution of our round one grants.

[The information follows:]
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We were able to award grants in over 30 states, although some
of our awards impact more than one state. Nonetheless, as we head
into our second round of funding, we are very cognizant of our obli-
gation under the act to award at least one grant in each state, to
the extent practical.

Small businesses have been direct beneficiaries of these grants.
Of the 20 awards to private businesses in round one, eight went
to small businesses, one of which is a socially and economically dis-
advantaged business. These grants total over $73 million. More-
over, nearly 40 percent of the 82 broadband grants awarded in
round one include socially and economically disadvantaged busi-
nesses as project partners. And beyond these direct awards to
small business, hundreds of thousands of small businesses will
benefit from our program through increased high-speed Internet
availability for themselves and their consumers.

Let me give you just a few examples.

In Puerto Rico, Critical Hub Networks, a socially and economi-
cally disadvantaged business, will build a wireless broadband net-
work that reaches every municipality in Puerto Rico and offers
speeds of over 100 megabits per second to more than 1,500 schools
and local Internet service providers.

In Maine, we awarded $25 million to a small business to build
a fiber optic network extending to the most rural and disadvan-
taged areas of the state, which will improve the overall level of fa-
cilities in the state and enable last-mile service providers to offer
services to homes and businesses throughout the state.

And in one of our multi-state projects, Mission Economic Devel-
opment Agency is using our public computer center grant of almost
$4 million to create or expand 17 computer centers in 10 states in
partnership with Latino-serving economic development organiza-
tions. They will focus not just on delivering computer literacy train-
ing to Hispanic communities, but also to deliver specific edu-
cational programs to Latino micro-entrepreneurs interested in
starting or growing their own businesses.

Those are just some of the examples of the types of projects we
funded in round one, and while we are pleased with the response
of small businesses in round one, we redoubled our efforts in round
two to encourage and facilitate participation by small businesses
and entrepreneurs.

As a key element, we developed an online tool called Broadband
Match, or as we call it, eHarmony for broadband, which allowed in-
terested parties to register online and find potential project part-
ners. More than 1,400 entities signed up for Broadband Match, in-
cluding many small businesses and SDBs. When the application
window closed for the second round of funding last month, more
than 450 organizations and individuals with profiles on Broadband
Match had either submitted an application or were involved as a
key partner on a round two application.

Additionally, we conducted workshops across the country to edu-
cate potential applicants on round two funding rules, including six
pre-workshop events focused specifically on the issues of small
businesses attempting to participate in our program. And as set
out in our round two rules, we will be giving extra consideration
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to an application that includes an SDB either as the applicant or
as a project partner.

We saw the effects of these efforts on our round two application
pool. Those have just come in. We are in the process of reviewing
them. But we received a total of nearly 900 applications requesting
$11 billion in grants; 21 percent of these applicants are small busi-
nesses; 24 percent of the applicants are either socially disadvan-
taged and economically disadvantaged businesses or have
partnered with an SDB in their application, an increase from 14
percent in round one.

Our deadline to award round two grants is September 30, 2010.
As you know, the Recovery Act does not provide authority or fund-
ing for administration or oversight of our projects beyond that date.
Yet to realize the benefits of our program and to avoid waste and
fraud, it is critical that we monitor and oversee these grants while
they are being built and put into operation. For this reason, the
President’s fiscal year 2011 budget includes authority and funding
for NTIA to continue to administer and monitor the these projects,
and I urge members of this Committee to support expeditious fund-
ing for oversight beyond September to ensure that these projects
deliver the benefits they promise and to protect the investment tax-
payers have made for these projects.

Thank you again for the opportunity to testify, and I will look
forward to your questions.

[The prepared statement of Mr. Strickling follows:]
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Testimony of
The Honorable Lawrence E. Strickling
Assistant Secretary for Communications and Information
National Telecommunications and Information Administration
United States Department of Commerce
Before the Committee on Small Business and Entrepreneurship
United States Senate

April 27,2010

Chairwoman Landrieu, Ranking Member Snowe, and Members of the Committee, thank
you for the oppoﬂunity to testify today on behalf of the National Telecommunications and
Information Administration (NTIA) on “Connecting Main Street to the World: Federal Efforts to
Expand Small Business Internet Access.”

Consistent with President Obama’s and Secretary Locke’s vision of a nationwide, 21%-
century communications infrastructure, Congress allocated $4.7 billion to NTIA for the
implementation of two initiatives to increase broadband access and adop'tion across the country —
the Broadband Technology Opportunities Program (BTOP) and the State Broadband Data and '
Development Program.

For small businesses, these Recovery Act broadband initiatives, along with the U.S.
Department of Agriculture’s Broadband Initiatives Program (BIP), present a significant win-win
opportunity. Small businesses can receive these funds directly or partner with awardees, whether
for broadband infrastructure projects, establishment or expansion of public computer centers, or
implementation of sustainable adoption projects. On a broader scale, small businesses stand to
be major beneficiaries of these projects through increased broadband availability for both
themselves and consumers. Small businesses can leverage broadband for increased innovation

and expanded commerce, as well as through the ability to generate greater efficiencies and cost
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savings in their daily operations. With broadband access, these businesses and communities will
have new opportunities to participate in and help build our Nation’s economic recovery.

In addition to pursuing these Recovery Act initiatives, NTIA, as the President’s principal
adviser on communications and information policy issues, has also worked with the Federal
Communications Commission (FCC) on broadband issues impacting small businesses. The
National Broadband Plan (“Plan”), released by the FCC last month, provides a thoughtful
blueprint for policy makers, legislators, and the Administration on ways to bring affordable
broadband service to every American. Many of the recommendations contained in the Plan
reflect activities and goals NTIA has already been working hard to implement. And as co-chair
of a White House interagency group tasked with coordinating the Administration’s consideration
of recommendations contained in the Plan, I am focused on implementing broadband initiatives
in a manner that delivers meaningful benefits to small businesses by driving innovation
throughout all sectors of the economy.

My testimony today will focus on NTIA's Recovery Act broadband initiatives by
describing the BTOP grants awarded to smal! businesses to date and demonstrating how
hundreds of thousands of small businesses also are the indirect beneficiaries of BTOP grants,
Then, I will provide an overview of small business participation in Round Two and our ongoing
oversight and compliance activities of all awardees. Finally, I will discuss the Administration’s
consideration of the National Broadband Plan’s recommendations and how these efforts wiil
bring important commercial and innovative benefits to small businesses and the communities and
consumers they serve. On this last topic, Id like to highlight the opportunities the Department
of Commerce has to partner with the Small Business Administration and the FCC to foster small

business growth online.
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L Direct and Indirect Benefits of Recovery Act Broadband Initiatives For Small
Businesses.

The Recovery Act provides up to approximately $4 billion to fund infrastructure projects
to expand and enhance broadband capacity and adoption in areas where the need is great.
Overall, at least $250 million will be used to encourage increased and prolonged adoption of
broadband services, and at least $200 million will enhance public computer center capacity to
make it easier for those without computers or broadband at home to access the benefits of the
Internet. These projects will not only meet the near-term economic stimulus objectives of the
Recovery Act, but they also will continue to pay dividends far into the future in the form of
improved education and healthcare, heightened innovation, and long-term local, national, and
global economic benefits and increased competition.

a. BTOP Grants in Round One.

In the first funding round, NTIA awarded 134 Recovery Act grants totaling
approximately $1.3 billion. NTIA has funded projects in all 50 States, the District of Columbia,
and several territories as well. This includes 52 broadband mapping grants totaling more than
$100 million, and 82 BTOP grants worth more than $1.2 billion. These projects are designed to
increase broadband access and adoption in communities, create jobs, and lay the groundwork for
sustainable economic growth for years to come.

As of today, NTIA has funded 49 infrastructure projects, 20 public computer center
projects, and 13 sustainable broadband adoption projects. These projects will improve

broadband use and capabilities in 36 states and territories that are currently underserved or

unserved.
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In Round One, 20 for-profit entities received grants, all of which will fund infrastructure

projects and which account for about $300 million or 25 percent of the $1.2 billion awarded.

This includes awards to eight small businesses totaling over $73 million.! Below are

descriptions of some of our awards to small businesses:

In Maine, Biddeford Internet Corporation was awarded $25.4 million to build an open
access fiber-optic network extending to the most rural and disadvantaged areas of the
state — from the Saint John Valley in the north, to the rocky coastline of downeast Maine,
to the mountainous regions of Western Maine — linking the unserved and underserved
areas of the state together with a modern communications network. This 1,100-mile
network will pass through more than 100 communities and make broadband more readily
available to as many as 110,000 households, 600 community anchor institutions, and a
number of last mile broadband service providers.

In Idaho, First Step Internet was awarded $2.4 million to build a regional network of 10
microwave towers to extend high-capacity Internet service in the north-central part of the
state. The project will directly connect 42 anchor institutions, including healthcare
facilities, emergency response agencies, libraries, and government offices, as well as
institutions that provide service to a Native American tribe. The 550-mile network will
facilitate more affordable broadband Internet service for local consumers, including as
many as 21,000 households and 700 businesses. The awardee is also partnering with the
Nez Perce Tribe of Lapwai, Idaho for the use of its telecommunications and technology
network services.

In Oklahoma, Pine Telephone Company will use its $9.5 million grant for innovative
wireless technology that will deliver affordable broadband service to portions of rural,
remote, and economically disadvantaged areas in the southeast region of the state (within
the Choctaw Nation) to spur economic growth and job creation and to enhance education,
health care, and public safety. The project plans to offer broadband service to nearly
5,000 households and potentially benefit an estimated 84 small firms and home-based
businesses. In addition, the project covers tribal lands and will collaborate with the

. Choctaw Nation to increase services to its government center, its outreach and education

programs. These programs will include broadband education and building awareness of
online resources that will increase broadband adoption.

In Ohio and Pennsylvania, Zito Media Communications will use its $6.1 million grant to
create a 382-mile fiber ring in high unemployment, low-income areas that are generally
underserved by broadband due to low population density. The project will directly
connect an estimated 60 community anchor institutions and will facilitate affordable
broadband Internet service for local consumers, including as many as 135,000
households, 5,000 businesses, and more than 100 community-based organizations.

! For purposes of BTOP, NTIA defines a small business as a firm, including its affiliates, with average revenues of
$40 million or less during the preceding three years.
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Beyond these direct awards to small businesses, tens of thousands of small businesses are
likely to benefit indirectly from BTOP projects, through increased broadband availability for
themselves and their customers. The potential commercial benefits of broadband access for
small businesses are clear, including more affordable access to information and job training for
employees; improved access to partners, vendors, and suppliers; faster, more cost-efficient
outreach to potential and actual consumers through Websites, emails, and e-commerce; more
efficient business management through cloud computing and other online tools; and access to
extremely expanded or even global markets. Greater broadband availability and use not only
helps small businesses succeed, but also improves and enriches the lives of those living and
working in the communities in which they do business.

Socially and economically disadvantaged businesses (SDBs) are also benefited by
NTIA’s recent awards. Specifically, 31 of the 82 grants awarded in the first round involve SDBs
as project partners. These projects account for 38 percent of all first round BTOP grants.

During the first funding round, we found a compelling, common theme developing
among the strongest, most sustainable infrastructure projects. We call them “Comprehensive
Community” projects because they took a comprehensive approach toward meeting the unique
broadband needs of communities as a whole by addressing the needs of several interest groups,
engaging local partners, and leveraging public and private resources. These projects not only
bring high-speed middle mile infrastructure into communities or regions that need it, but they
also connect key community anchor institutions — such as libraries, hospitals, community
colleges, universities, and public safety institutions. These projects will allow community
institutions to obtain the robust broadband connections necessary to enable them to deliver

critical services such as remote medical care, distance learning, online job training, accessto e-
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government benefits, and more. Building this core infrastructure will also enable providers of

services to homes and businesses to improve their service offerings and reach neighborhoods that

are not adequately served today. The Comprehensive Community theme also synthesizes the

infrastructure, computer center, and broadband adoption aspects of our broadband program into a

fully-integrated approach to solving the Nation’s broadband challenges.

Some of the projects we’ve funded to date that illustrate the breadth and scope of the

impact BTOP awards will have on small businesses and their surrounding communities include:

In Arizona, California, Colorado, Idaho, Maryland, Minnesota, Missouri, New Mexico,
Pennsylvania, and Texas, Mission Economic Development Agency (MEDA) wili create
new public computer centers and expand five existing ones for its Latino Microenterprise
Tech Net project impacting 13 communities throughout the United States. It will connect
Latinos to organizations with microenterprise and business development expertise,
MEDA will be partnering with SDBs in multiple ways. For example, an SDB will help
the awardee promote local economic development by providing customized technology
training to help Latino entrepreneurs establish and grow businesses.

In Louisiana, the state’s Board of Regents will deploy 900 miles of fiber-optic network to
expand broadband to some of the most economically distressed regions of Louisiana,
which include an estimated 15,000 businesses. The 3,488-square-mile service area
includes 12 impoverished parishes targeted by the state’s Louisiana Delta Initiative and
will spur more affordable broadband for an estimated 100,000 households and 1,200
anchor institutions, by enabling local Internet providers to connect to the project’s open
network at 38 points of interconnection.

Also in Louisiana, the Deaf Action Center has prior and continuing partnerships with
several SDBs. As a provider of services to the deaf, the Center contracts with certified
sign language proprietorships owned by Black American females. The Center will install
81 new videoconferencing stations and enhance the user experience at 19 existing
stations that serve individuals who are deaf or hard-of-hearing in Northwest Louisiana,
and sites in Alabama, California, and Texas. Each state-of-the-art video conferencing
unit is expected to connect to trained American Sign Language interpreters working at a
central call center or otherwise remotely.

In Michigan, Merit Network will build a 955-mile advanced fiber-optic network through
underserved counties in Michigan’s Lower Peninsula to serve institutions, businesses,
and households. The project will improve broadband access for an estimated 45,800
businesses and also will make broadband more easily available to more than 886,000
households and 422 community anchor institutions, Merit Network has a Memorandum
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of Understanding with Sky Telecom, LLC, which is a female owned small business with
less than 20 employees. Sky Telecom will provide engineering, design, and
implementation services to prepare facilities for the fiber optic network being delivered to
the anchor institutions.

In Indiana, Zayo Bandwith, LLC will deploy a 626 mile fiber-optic network. The project
will provide 413 points of interconnection along the route, enabling last mile providers to
serve an area with an estimated 480,000 households, 49,000 businesses, and almost 4,800
anchor institutions, including health centers, schools, public safety organizations, and
government offices. Zayo Bandwith has agreements with six SDBs to assist with project
construction, cabling, and installation.

In Washington, the Inland Northwest Community Access Network will train an estimated
12,000 people over three years with an expected broadband adoption rate of 1,500 new
broadband users, including 300 small businesses. The awardee wiil provide training from
basic computer skills to advanced multi-media production, e-commerce, and Internet for
small businesses, as well as conduct community-based outreach campaigns to highlight
the benefits of broadband for vulnerable populations of Spokane. The awardee will
educate small businesses about creating an online presence, selling on the Internet, and
using social media, and low-cost, targeted web advertising.

" In Maryland, Coppin State University will provide broadband access and computer
education to a low~income neighborhood with a high minority population. Consistent
with the community’s existing revitalization plan, Coppin State University, a minority
serving institution, will establish a 60-workstation computer center for use by the local
community, and will offer 15 training and educational courses on a regular basis, serving
more than 500 users per week and more than 12,000 unique users within two years.
Among the project partners is a small and disadvantaged business that will provide
advanced technology integration and mixed network communications solutions.

In North Carolina, MCNC, an independent not-for-profit broadband provider, will build a
494-mile network serving almost half the population of North Carolina in 37 counties,
improving broadband access for 139,000 businesses. The project also will connect
community colleges, the State’s charter schools, 50 free healthcare clinics, 179 county
health agencies and hospitals, 181 libraries and their public computer centers, and the
three largest state museums. Additionally, it will enable service providers to directly
connect to the network to make broadband more easily available to approximately 1.8
million households and more than 2,400 anchor institutions.

In Massachusetts, the University of Massachusetts-Lowell proposes to increase the
adoption of broadband services by working with a diverse set of partners and using an
inter-generational approach to bridging the digital divide. The initiative is designed to
reach low-income and at-risk youth, the unemployed, residents without college degrees,
and seniors. The project intends to build out 11 public computer centers to serve 6,650
new broadband users and add 7,500 additional broadband subscribers in the Lowell and
Merrimack Valley. The awardee has established agreements to create relationships with

7
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two small businesses to assist with computer build out, repair, and on-site servicing for
each year of the grant.

* In Georgia, the Columbia County Georgia Information Technology Department will
build a 220-mile, county-wide fiber middle mile network to connect nearly 150
community anchor institutions, The project will create 60 free Wi-Fi hotspots in public
locations to expand broadband Internet access for the public and encourage economic
development, job creation, and education by enhancing broadband capabilities for critical
community facilities in underserved areas. In addition, it will facilitate more affordable
and accessible broadband service to approximately 33,000 households and 2,400
businesses by enabling local Internet providers to connect to their open network. The
awardee is partnering with an SDB, which owns and operates a microwave broadband
access network providing broadband services in a six-county regional area in and around
Augusta.

b. Benefits of the State Broadband Data and Developmenvt Grant Program.

Comprehensive efforts to bring robust and affordable broadband to America benefit
enormously from an accurate baseline picture of the current state of broadband. With the State
Broadband Data and Development Grant Program funded by the Recovery Act, NTIA is now
well-positioned to obtain the most complete set of data on the deployment of broadband service
in communities across the country.

The Recovery Act directed that up to $350 million of BTOP funding be used for the
development and maintenance of a national broadband inventory map. NTIA now has awarded
54 grants to 50 states, three territories, and the District of Columbia, totaling over $100 million.
We have already received substantial amounts of data from our mapping grantees and have
begun to assess the information. We are partnering with the FCC to utilize these data in the
National Broadband Map, which will be available to the public no later than February 2011. The
map will educate consumers and businesses about broadband availability, enable broadband
providers and investors to make better-informed decisions regarding the use of their private

capital, and allow federal, state, and local policy-makers to make more data-driven decisions on

behalf of their constituents.
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I Overview of Applications Received in Round Two.

The filing window for Round Two BTOP applications closed at the end of March and
NTIA received 886 applications requesting well over $11 billion in funding for proposed
broadband projects reaching across the United States. That’s about four times as much as we
will be able to fund. When including the approximately $4.5 billion in matching funds
committed by applicants, there are over $15.5 billion in proposed broadband projects under
consideration in this round.

These applications are closely aligned to the Comprehensive Community framework and
aim to further expand broadband access and adoption to help bridge the technological divide;
expand economic opportunities; create jobs; and improve health care, education, and public
safety. The applications were submitted by a diverse range of applicants including state, local,
and tribal governments; nonprofits; industry; anchor institutions, such as libraries, universities,
community colleges, and hospitals; public safety organizations; and other entities in rural,
suburban, and urban areas.

To improve opportunities for small business participation in BTOP’s second round,
NTIA sought and received the Small Business Administration’s approval to enlarge the small
business size standard for BTOP. Accordingly, a small business is a firm that, together with its
controlling interests and affiliates, has gross revenues not exceeding $40 million for the
preceding three years. We appreciate the Small Business Administration’s assistance in
advancing our mutual goal of enhancing opportunities for small business participation in
Recovery Act programs.

NTIA made a special effort to reach out to small businesses and entrepreneurs in the

BTOP second round and we are pleased with their response. NTIA’s outreach to small
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businesses included the establishment of BroadbandMatch, which allows applicants to identify
potential project partners. This online tool helped small business infrastructure providers to
strengthen their application by identifying potential project partners, like universities, hospitals,
or libraries for a proposal to bring high-speed Internet service to their facilities. Approximately
1,500 entities signed up for BroadbandMatch, including anchor institutions, small and
disadvantagedvbusinesses, non-profits, public safety entities, municipalities, tribal organizations,
technical experts, and others. This forum led to truly comprehensive projects that meet the broad
needs of entire communities.

The level of small business involvement also shows that our traditional outreach efforts
proved effective. To assist potential applicants, NTIA and RUS embarked on an education
campaign earlier this year, holding grant workshops across the country, including six pre-
workshop events to encourage minority stakeholders, including SDBs, to participate in the
Recovery Act’s broadband initiatives. Three of these events focused specifically on developing
successful BTOP proposals to close the digital divide in minority communities. In Atlanta,
NTIA also partnered with the Minority Business Development Agency (MBDA), our sister
agency at the Commerce Department, to present a vendor fair in conjunction with a minority
outreach pre-workshop event to facilitate opportunities for potential applicants to meet SDB
paﬁners. NTIA continues to collaborate with MBDA and the Department of Commerce’s Office
of Small and Disadvantaged Business Utilization to identify SDB contracting opportunities for
BTOQP grantees.

NTIA was also pleased to see strong participation from SDBs in the second funding
round. Of the approximately 886 applications to the BTOP program, 208 were from SDBs or

from applicants collaborating with SDBs. Specifically, 72 SDBs applied, and another 136

10
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applicants indicated collaboration with SDBs, either as sub-awardee, contractor, subcontractor,
or vendor, In this round, 189 small businesses requested approximately $3.25 billion in federal
grants with a total match commitment of $1.3 billion.

III. Oversight and Compliance.

With Round One of BTOP completed and Round Two well underway, NTIA is focused
on oversight of all awardees to ensure their compliance with the conditions of their grants. Since
the inception of the program, NTIA has worked with the Department of Commerce’s Inspector
General to design the program in a manner that minimizes the risk of waste, fraud, and abuse.
NTIA is committed to ensuring that taxpayers” money is spent wisely and efﬁciently and has
worked to develop comprehensive monitoring, reporting, and oversight systems to ensure that
BTOP funds fulfill the purposes of the Recovery Act.

For instance, grant recipients are required to report quarterly and annually on the progress
of their projects and their use of grant funds, with a deadline for the first BTOP quarterly and
financial reports of April 30. In addition to BTOP-specific reporting requirements, grant
recipients are complying with Recovery Act reporting requirements that include detailed
information regarding the use of funds and jobs created. The first awardees are in the early
stages of turning their funded proposals into reality; mapping grantees are providing their first
data sets. It will be important to measure the results against the baseline, capture the lessons
learned, and share the information so that successes can be replicated.

In the short term, these Recovery Act investments promise to create jobs to build
infrastructure, install computers, and develop and implement outreach to broadband consumers.
At this early stage, it is impossible to predict the precise number of jobs the BTOP program will

create. However, the jobs range from the manufacture of fiber optic cable and other high-tech
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components, to the stringing of that fiber from pale-to-pole, to trenching, and to the installation
of broadband networking hubs. Computer centers need to be built, and new computers and
related hardware and software will be installed and networked into public computing centers,
Outreach strategies need to be planned and executed, and trainers will need to be trained how
best to provide communities with needed broadband information and skills. The data we collect
in the near-term will show how the broadband initiatives contributed to the overall Recovery Act
economic stimulus activity. It will also start establishing the measurable impact these projects
will have.

In the longer-term, BTOP investments will have secondary benefits that will be critical to
our Nation’s overall economic future. BTOP-funded projects will help bridge the digital divide,
improve the Nation’s education, improve access to better health care, heighten safety and
security, increase employment options, foster innovation, and boost economic development for
communities held back by limited or no access to broadband. These investments also will help
preserve America’s economic competitiveness in the world, and, in particular, will accrue
benefits to disadvantaged, rural, and remote America. The ripple effects of these broadband
investments could be positively transformative.

Looking forward, I am confident that the NTIA team will continue to meet the challenges
that will arise between now and September 30th. As you know, the Recovery Act does not
provide authority or funding for administration and oversight of BTOP-funded projects or
maintenance of the national broadband plan beyond Fiscal Year 2010. For this reason, the
President’s FY 2011 budget includes authority and funding for NTIA to administer and monitor

the execution of grant projects and to protect taxpayer investment. These funds are vital to

12
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ensuring that BTOP projects are sustained, and I look forward to working with you to achieve
this important objective.

IV. = Leading Administration Efforts to Realize the Promise of the National
Broadband Plan.

The recent issuance of the National Broadband Plan was an important milestone in the
Recovery Act’s broadband provisions. The Plan discusses the cross-cutting importance of
broadband in modern society, analyzes mechanisms for ensuring and maximizing the availability
of broadband access to all, and makes many recommendations on improving the nation’s
broadband landscape. The Plan includes several recommendations that may benefit small
businesses, which NTIA and the rest of the Administration are considering.

Upon the FCC’s issuance of the National Broadband Plan, President Obama committed
to “build upon [] efforts over the past year to make America’s nationwide broadband
infrastructure the world’s most powerful platform for economic growth and prosperity.” To that
end, U.S. Chief Technology Officer Aneesh Chopra established a Broadband Subcommittee of
the National Science and Technology Council’s Committee on Technology, co-chaired by
myself and Scott Blake Harris, General Counsel of the Department of Energy. The White
House ditected this group to review the Plan and advise the Administration on actions it can take
to increase broadband access and adoption and use broadband to address many of the nation’s
challenges.

To start the process, the interagency group has held its inaugural meeting and is now
collecting information from each Executive Branch agency discussed in the Plan as potentially
having a role to play in the coordinated effort to increase nationwide access to broadband. The
interagency group will consider the programmatic, legislative, and policy actions that may be

appropriate for the Administration to undertake in furtherance of its broadband objectives. The

13
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White House interagency group is mindful that the Plan is not the end of the story but merely an
excellent catalyst for Administration action. We look forward to considering these and the other
recommendations in the Plan in the coming months.

In particular, 1 look forward to the prospect of my umbrella agency, the Department of
Commerce, partnering with the other two federal agencies represented on today’s panel. The
Small Business Administration has an extraordinary set of tools for supporting that important
sector of our economy. In the Plan, the FCC recommits itself to lending its expertise to small
business growth. The Department of Commerce has its own tools. Our Economic Development
Administration supports development projects in distressed areas, our Minority Business
Development Administration supports growth of minority-owned businesses, and our
International Trade Administration (ITA) is tasked with helping companies of all sizes access
foreign markets. We are confident that, with appropriate coordination, we can use these tools to
reinforce the efforts of the SBA and FCC, and as a result accelerate the growth of small business
activity online.

V. Conclusion.

Thank you again for the opportunity to testify. Iam happy to answer your questions.
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Chair LANDRIEU. Thank you very much.
Mr. Adelstein.

STATEMENT OF HON. JONATHAN ADELSTEIN, ADMINIS-
TRATOR, RURAL UTILITIES SERVICE, U.S. DEPARTMENT OF
AGRICULTURE

Mr. ADELSTEIN. Thank you, Chair Landrieu, and thank you for
all your leadership on broadband issues. I enjoyed announcing that
Louisiana project together with you recently and all that you have
done to make sure Louisiana is second to none in terms of
broadband connections.

And, Senator Snowe, Ranking Member Snowe, it has been great
to work with you over the years. I appreciate your leadership on
schools and libraries and on broadband generally, both as a mem-
ber of the Commerce Committee and former Chair here.

And, Senator Hagan, thank you for your leadership as well. I
was just in Asheville, North Carolina. I think the President fol-
lowed me shortly thereafter. But I saw both the beauty and the
needs of rural North Carolina for broadband service, and we are
committed to serving that area.

We certainly are glad to be here. It is great to have a broader
band to testify with. I am especially honored to be with the Chair-
man of the FCC, Chairman Genachowski, who has done such an
outstanding job of leading the Commission, both in terms of the
National Broadband Plan and so many other fronts, and, of course,
to be with my friend Larry Strickling, who has been such an out-
standing partner in the stimulus broadband effort. And it is great
to partner also with our friends from the SBA, and we are looking
to working with them. And Cheryl Johns, who we work with at the
ECC, is your person here on the Committee. It is good to see you

ere.

We certainly are committed, the Obama Administration, as you
have heard, to getting broadband out, and Secretary of Agriculture
Vilsack has put this at the very top of his agenda, one of the pillars
that he sees as critical for the future of rural America, making sure
that broadband is everywhere. And we appreciate your guidance as
we implement this major undertaking.

Broadband connectivity can help new and small businesses to
thrive. Rural business, farmers, ranchers, need broadband to ex-
pand markets and compete in the global economy. USDA studies
have clearly shown that rural employment growth and wages in-
crease with broadband availability. And RUS knows how to work
with small businesses and entrepreneurs, and we know how to do
it in our broadband program. Nearly all of our borrowers under the
farm bill broadband loan program have been small businesses; 35
percent are start-ups. So we have been doing this for many years.
And the same is true under the Recovery Act. Small businesses
have played a big part in both of our two Notices of Funding Avail-
ability, or NOFAs, for the RUS program.

Under the first NOFA, a very large number of applications came
from small businesses, minority-owned firms, Indian tribes, and
Native Alaskan and Native Hawaiian organizations. In that round,
RUS awarded over $1 billion for 68 broadband projects. That will
connect over half a million households, nearly 100,000 rural busi-
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nesses, and anchor institutions such as schools, libraries, and com-
munity facilities. These broadband projects span 31 states and 1
territory, and they include 17 tribal lands in rural communities.

Funding was awarded also to a very diverse group of providers—
from very small telecommunications companies, wireless providers,
rural electric and telephone cooperatives to cable providers—to
build out our rural networks and create urgently needed jobs in
rural America.

Funds were awarded to small and disadvantaged businesses and
Indian tribes, and these projects also feature a very wide array of
technologies, from DSL broadband to coaxial cable to fiber optics to
wireless. In fact, 37 percent of our awardees had a wireless compo-
nent.

The experience RUS gained from the first NOFA, as well as feed-
back from this Committee and others, has informed a number of
improvements that we made in the second round of funding. For
NOFA 11, is offering a 75-percent grant, 25-percent loan combina-
tion, with incentives for higher loan components. We eliminated
the category for remote projects. We instead offered flexibility to in-
crease the grant up to 100 percent for the most rural areas and
those with low median income and high unemployment.

USDA is going to focus in this round on last-mile projects, which
directly connect to homes, businesses, and community anchor insti-
tutions. USDA will continue to finance middle-mile projects, pri-
marily for current RUS borrowers and grantees.

The second NOFA also allows satellite providers to compete for
around $100 million to provide service to rural customers that re-
main unserved after all other funds have been obligated. Awardees
of both NOFAs and applicants under NOFA II can apply for tech-
nical assistance grants for the development of a USDA-approved
Regional Broadband Plan. Awardees under either NOFA can also
apply for grant funds to provide broadband connectivity to rural li-
braries that were funded by our community facilities program. We
expect to announce the ground rules for these programs very short-
ly.
And we continue to focus on rural and unserved areas for eco-
nomic development in terms of eligibility. While we are in the proc-
ess of reviewing the applications for the second NOFA, we are
thrilled at the level of response. RUS received about 776 applica-
tions for nearly $11.2 billion in funding. That is over five times the
amount available. About 60 percent of the applications were com-
panies that identified themselves as small businesses and dis-
advantaged firms. Nearly 76 percent of applications were sub-
mitted by for-profit corporations. Around 4 percent of the applica-
tions were by public entities. And we got 21 applicants that were
Indian tribes.

We believe our 60 years of experience in providing telecommuni-
cations at USDA will help us prepare to deliver broadband and en-
courage development of locally owned businesses. Our goals are to
modernize the Nation’s infrastructure, create or save jobs, and
work towards rural economic development. We certainly welcome
input from members of this Committee as we are reviewing this
next round of applications. It is an honor to work with you and
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with our partners throughout the Obama Administration to make
affordable broadband service widely available throughout America.
Thank you for inviting me to testify, and I welcome any ques-
tions you might have.
[The prepared statement of Mr. Adelstein follows:]
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Statement of Jonathan Adelstein
Administrator, Rural Utilities Service
United States Department of Agriculture
Before the Small Business & Entrepreneurship Committee

U.S. Senate
April 27,2010

Chairman Landrieu, Ranking Member Snowe, and distinguished members of the Committee,
thank you for the opportunity to testify on the U.S. Department of Agriculture’s Broadband

Initiatives Program (BIP).

Your support and guidance as we implement this critical infrastructure program is deeply

appreciated. The Obama Administration and Secretary of Agriculture Tom Vilsack share your
goal of improving aceess to affordable broadband service. Under the American Recovery and
Reinvestment Act of 2009, USDA’s broadband program is designed to both deliver broadband

service to unserved and underserved areas and help create jobs.

As members of this Committee know, broadband connectivity lays the foundation for economic
development. Broadband can diminish the geographic challenges of time and distance to help rural
areas compete in the global marketplace. Broadband can help new small and home-based
businesses thrive and provide access to new markets. For example, livestock auctions, which used
to require ranchers to travel long distances to bid, are now widely conducted over the internet.
Broadband connections to the ranch are often necessary for full market participation. Not only
does broadband permit ranchers to follow the market more closely from remote locations, but the
Intemnet can bring in those who otherwise could not participate to create a more robust and

competitive marketplace. The USDA Economic Research Service study published august, 2009
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noted that rural businesses use broadband to increase market ranges, sales and customer service
through e-commerce. Nonfarm employment growth is significantly related to broadband lines per
capita. Broadband also delivers, for example, health care services through telemedicine and offers

educational opportunities through distance learning, among many other benefits.

Buildjng better networks to improve access to affordable high speed Internet service is not only
central to jumpstarting our rural economy by creating urgently needed jobs now, but will also
enhance the quality of life for rural families and businesses for years to come. This is a
centerpiece of USDA's overall mission. On behalf of Secretary Vilsack, I am here to say that
USDA stands prepared to fulfill its rural broadband mandate outlined by Congress and the

President.

The programs Secretary Vilsack, the Administration and this Congress have put into place—
infrastructure investment, renewable energy innovation, local and regional food system
expansion, regional collaboration and building out broadband—are key components of USDA’s

efforts to rebuild and revitalize economic growth in rural America,

We have worked closely with the National Telecommunications Informaﬁon Administration
(NTIA) and the Federal Communications Commission in our efforts to fulfill the President’s
vision for delivering broadband access nationwide. Assistant Secretary Lawrence Strickling has
been an invaluable partner throughout this process. Federal Communications Commission, led so
ably by Chairman Julius Genachowski, has made significant advances toward the broadband
program with the release of the National Broadband Plan, as well as its ongoing efforts. Yet, we

all recognize that there is much work ahead of us.
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Status of Program

Under the first funding notice, RUS and NTIA received over 2,200 proposals from applicants

wanting to improve broadband service nationwide.

For the first funding round, 401 applications were BIP-only requesting a total of $4.974 billion;
another 833 applications were joint applications to BIP and NTIA’s Broadband Technology

Opportunities Program (BTOP) totaling $12.791 billion.

Small and disadvantaged businesses have been active participants in both funding rounds. Based
on information collected during the first funding round, approximately 181 applications requesting
$2.9 billion from BIP came from small businesses, minority owned firms, Indian Tribes, and

Native Alaskan and Native Hawaiian entities.

As of March 30, RUS completed funding awards under the first funding round and notified those
applicants not awarded funds of the reasons. The most common reasons applicants were not
funded were that they applied as proposing to serve “remote™ areas, when in fact the areas they
were proposing to serve did not meet the remote definition, The second major reason was that
applicants requested a grant amount greater than the 50 percent allowed for non-remote
applicants. Based on stakeholder feedback from the Request for Information, and input from
Congress, RUS made changes to both of these provisions in the second Notice of Funds
Availability (NOFA), and we have urged applicants not funded to apply for the second funding

round.

At the conclusion of the first round, RUS awarded $1.067 billion for 68 broadband projects,

reaching more than 529,000 households and 96,000 rural businesses and anchor institutions, such
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as schools, libraries and other community facilities. These broadband projects span 31 states, 1

territory, and include 17 Tribal Land areas in rural unserved and underserved communities.

Funding was awarded to a diverse group of providers — from small telecommunications companies,
wireless providers, rural electric and telephone cooperatives to cable providers - to build out our
rural networks and createurgently needed jobs in rural America. Over $50 million was awarded to
small and disadvantaged businesses, Indian Tribes and a Native Alaskan entity. In total, these
organizations represent approximately 10 percent of awards and include projects in Alaska to
benefit subsistence-level Alaska Native communities. These projects feature a variety of intemet
technologies, from DSL broadband to fiber optic cable to wireless, to be deployed in rural areas

nationwide.

Among the small business awardees, for example, The Tohono O'odham Nation service area of
this wireless and wireline project covers 4,341 square miles of remote lands with rugged mountains
and broad desert valleys within the Sonoran Desert—an area roughly the size of the State of
Connecticut. This area comprises the entire Tohono O'odham Reservation. Commerce and job
opportunities are very limited. The percentage of residents living below the poverty level is over

50 percent in most of the area.

This project would make broadband service available to nearly 3,000 households, offices and
businesses in the Tribal Nation’s capital city. In addition to home-based and other businesses, the
project will make broadband service available to fire/ambulance departments that provide first
responder service in the area. Home health providers will benefit from the ability to transmit reai-
time patient information from the field. Two of public school districts serving 1,400 students will

benefit from broadband service to facilitate learning at home. Telemedicine will also benefit from
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the availability of broadband service to the reservation enabling "virtual” hospitals and clinics and
aiding visiting nurses who need real-time access via broadband connectivity. The availability of
such jobs would encourage many young members to obtain a high school diploma and utilize their

broadband network to obtain degrees in higher education.

In Iowa, the Eastlight, LLC wireless project will bring broadband to 144,000 rural residents in 111
communities and will offer service to more than 32,000 businesses and 370 public institutions,
including town and village halls, police departments, volunteer and community-funded fire
departments, EMS and local health care centers, day care and pre-schools and libraries. Many of

these community institutions were previously unserved or underserved with broadband Internet.

The Big Island Broadband/Aloha Broadband Inc., wireless project will bring broadband to a
remote and geographically diverse area. Because of the extreme rural nature of The Big Island,
there are only a few community anchor institutions located within the service area, which includes
600 households and businesses. As broadband infrastructure becomes available, more institutions

are likely to move into these communities.

The experience RUS gained from reviewing the applications for the first round of funding, as
well as feedback we received from this Committee and others, resulted in a number of changes

for the second NOFA.

Changes in NOFA 11
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The first NOFA was published jointly by USDA and the Department of Commerce. The NOFA
required that all “rural” applications had to be filed with USDA or jointly with USDA and
Commerce. Both USDA and Commerce received comments from the public and Hill over the

“Joint” application process.

As a result, in the second round, RUS and NTIA issued separate but coordinated NOFAs to
better promote each agency’s distinct objectives. Applicants had to choose between BTOP and
BIP. In addition, USDA now offers one product, which is a 75/25 grant/loan combination with

incentives for higher loan components.

For the second NOFA, USDA eliminated the separate funding category for “remote” projects, as
suggested by many members of this Committee. Instead, USDA offers higher points for projects
in the most rural areas and has flexibility to increase the standard 75 percent grant to up to 100

percent grant to the most rural areas and those areas with density issues, low median income, and

high unemployment.

USDA and Commerce have elected to concentrate on specific types of projects. Commerce will
focus on Middle Mile projects and USDA will focus on Last Mile projects, which are urgently
needed in many rural communities and which directly connect to homes, businesses and key
community anchor institutions. USDA will finance Middle Mile projects for current RUS

borrowers and grantees.
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The second NOFA also provides more flexibility. For example, after the initial review of
complete applications, RUS can elect a “second review” of meritorious applications that need

additional work but which might otherwise meet Recovery Act objectives.

USDA may also accept an application from Commerce which it cannot fund but appears
meritorious under USDA’s BIP program. And, we can add priority points for projects that
provide significant assistance to essential community facilities, promote rural economic
development, and support persistent poverty counties or chronically underserved areas, including

Tribal Lands.

Streamlining the application process

USDA received many comments on how to improve the application process. These suggestions
led to the decision to issue separate NOFAs and to increase efficiency by eliminating the two-

step application.

In addition, applicants previously had to list all Census blocks in their application. USDA’s

mapping tool now does this for them.

Additional Funding Opportunities

To ensure that all Recovery Act BIP funds are judiciously utilized, additional funding

opportunities will be offered to ensure the long term benefits of the program in rural America.
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The second NOFA allows satellite providers to compete for approximately $100 million to
provide equipment and installation to rural premises—customers—that remain unserved after all

other Recovery Act funds are obligated.”

Awardees of both NOFAs, and applicants under NOFA 2, can apply for Technical Assistance
grants for the development of a USDA-approved regional broadband plan. This will further
broadband deployment and rural economic development beyond projects funded by the
Recovery Act. Indian Tribes are encouraged to apply for the Technical Assistance grants

whether they are awardees under both NOFAs or applicants under NOFA 2.

Awardees under either NOFA may also apply for grant funds to provide broadband connectivity

to rural libraries funded by USDA’s Community Facilities program.
Modification of Eligible Service Areas

In this second NOFA, RUS focused efforts on rural economic development and unserved rural
areas. As a result, any rural area where at least 50 percent of the premises in the area lack access
to broadband service at the rate of 5 Mbps (upstream and downstream combined) will qualify for
funding, USDA has determined that these areas lack high speed broadband service sufficient to
facilitate rural economic development as required by the Recovery Act. Service offerings must

still be within proposed funded service areas which are at least 75 percent rural as required by

the Recovery Act.

Cost Effectiveness
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To effectively leverage Recovery Act broadband funds for Last Mile projects, RUS will limit
Federal assistance to no more than $10,000 per premise passed, unless a waiver is granted. In
review of waiver requests, RUS will consider whether the application provides assistance to a
significant number of critical community facilities, supports a recognized rural regional
development plan, supports public safety projects, enhances broadband service to rural libraries,
or supports persistent poverty counties or substantially unserved areas, including Indian country.
If the waiver request is denied, any award may be made contingent on improving cost
effectiveness, or the application may be placed in the second review process and the Applicant

will have an opportunity to revise its proposal.
Outreach Efforts

Outreach to the general public continues to focus on distribution of information to national,
regional and local print and broadcast media. Additional information for the public has been
provided in testimony before various Federal committees, such as this hearing. USDA staff have
also participated as both panelists and keynote speakers for associations, state and regional

governments, and at inter-agency functions.

Following the announcement of the second NOFA, RUS and NTIA conducted nine additional
workshops for the general public to help prospective applicants better understand the mission,
scope, process and requlirements of the BIP and BTOP programs. The FCC was also invited to
participate to provide information for prospective applicants regarding broadband technology
and licensed spectrum. RUS and NTIA also jointly hosted six Pre-Workshop Outreach Events
targeted toward vulnerable populations, including minority groups and tribal entities who

otherwise might not fully participate in the Recovery Act broadband programs.
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NOFA II Applications

On January 15, 2009, RUS and NTIA announced their second NOFAs for the BIP and BTOP
programs, with the windows for accepting applications opening on February 16™. This funding
window for BTOP infrastructure applications closed March 26, 2010, at 10 p.m. EDT, and the

window for BIP applications closed March 29 at 10 p.m. EDT.

RUS received approximately 776 applications for nearly $11.2 biilion in program authority—in

excess of $7 billion in budget authority-- under this second funding notice.

From preliminary data, we estimate that approximately 4 percent of the applications were
submitted by public entities. Nearly 76 percent of applications were submitted by for-profit
corporations. About 430 of these applications—almost 60 percent of the total—were from small

businesses and disadvantaged firms, and another 21 applicants were submitted by Indian Tribes.

While more than one-half of the round 2 applicants did not apply in round 1, approximately 25
percent of round 1 awardees submitted a round 2 application; over 40 percent of those not
awarded funds during the first round submitted a round 2 application. Most applicants submitted
one application for broadband funding; just over 60 applicants submitted multiple applications to

deliver broadband service in rural areas.

The focus for RUS during this second funding round was for last-mile projects, and accordingly,
746 applicants submitted applications to build last-mile projects, The remaining applications
were for middle-mile projects. The applications and associated proposed maps of coverage areas
have been and will continue to be posted on www.broadbandusa.gov for public review and

comment.

10
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Our goals continue to be to modernize our nation’s infrastructure, create or save jobs and work
toward rural economic development goals. USDA's Economic Research Service (ERS) studied
the economic effects of having broadband access in rural communities. The result of this effort
was the publication about six months ago of a report titled, "Broadband Internet's Value for
Rural America.” This report concluded that employment growth was higher and non-farm
private earnings greater in counties with a longer history of broadband availability. In addition,
this report found key benefits of broadband access in rural communities, such as access to online
course offerings for students in remote areas and the access to telemedicine and telehealth
services for rural patients in need of urgent and often specialized care. Agricultural producers
and farm based businesses rely on internet access to conduct sales transactions, marketing and
advertising, monitor real time changes in the commodities markets and track global trends that
impact US crop prices to stay in business. The direct benefits of broadband to the rural economy
are tangible and significant. Specifically, rural businesses use broadband to increase market
ranges and sales through e-commerce and reduce marketing costs. The report noted that total

nonfarm employment growth was significantly related to broadband lines per capita.

The report also clearly notes that areas with low or dispersed populations, or demanding terrain,
generally have difficulty attracting broadband service providers. These characteristics can make
the fixed cost of providing broadband service too high to make a business case for investment.

That is also where our years of expertise with a variety of technologies have a distinct advantage.

We welcome input from the Members of this Committee as we begin review of the applications
from round 2. We will continue to ensure that implementation of the Recovery Act broadband

initiative is a collaborative and coordinated effort with our partners at the NTIA, and we will
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continue to work to make this process as transparent and efficient as possible. The purpose of
the Recovery Act is to spur job creation and stimulate long-term economic growth and
investment. To date, we remain on track to obligate the $2.5 billion in broadband budget

authority by September 30, 2010.

This program is proof that leadership, policy support, resources, and community support
overcome barriers to broadband expansion. Rural communities will always face challenges in
competing economically. But rural communities are stronger today because of the partnership
forged with USDA’s Rural Development. Our ability to fund rural infrastructure to encourage
the development of locally owned businesses and help grow rural economies is a result of your
work. It is an honor and privilege to work with you and our federal partners throughout the
Obama Administration to make affordable broadband service widely available throughout rural

America.

Thank you again for inviting me here to-testify and I will be glad to address any questions you

have.
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Chair LANDRIEU. Thank you very much.
Ms. Walthall.

STATEMENT OF SUSAN WALTHALL, ACTING CHIEF COUNSEL,
OFFICE OF ADVOCACY, U.S. SMALL BUSINESS ADMINISTRA-
TION

Ms. WALTHALL. Chair Landrieu, Ranking Member Snowe, Sen-
ator Hagan, good morning, and thank you for the opportunity to
appear before you today. I am Susan Walthall, Acting Chief Coun-
sel for the Office of Advocacy at the U.S. Small Business Adminis-
tration. In the interest of time, I will summarize my prepared testi-
mony and ask that the full statement be included in the record.

Congress established the Office of Advocacy in 1976 to represent
the views of small businesses before Federal agencies and Con-
gress. As Advocacy is an independent office, the views expressed in
this testimony do not necessarily reflect the position of the admin-
istration or the SBA.

On a personal note, Chair Landrieu, I was able to spend several
months in New Orleans immediately after Hurricane Katrina
through my work with the SBA. That experience reinforced to me
the importance of broadband communication to small businesses
and communities.

The Office of Advocacy has been and continues to be active on
a number of small business broadband issues. On behalf of small
businesses, we have filed comment letters on the guidelines for the
Broadband Technologies Opportunities Program and the
Broadband Initiative Program, the FCC’s role, and the national
rural broadband strategy. A listing of our numerous comment let-
ters is included in Appendix A to my written testimony. We were
pleased to work with NTIA on the Recovery Act’s BTOP program
and be part of the efforts to include small and socially and eco-
nomically disadvantaged businesses. We were happy to hear that
survival businesses chose to partner with SDBs.

In addition, we have advocated for increased access to spectrum
by small businesses through the FCC’s Designated Entity Program,
special access reform, and a competitive regulatory approach to the
U.S. telecommunications industry.

Today I will highlight two key areas: first, I will explain the chal-
lenges faced by small business providers; second, I will discuss the
study that my office is conducting on broadband and small business
as directed by this Committee.

My office works closely with small broadband providers to under-
stand the unique barriers they face. We recently visited the offices
and field operations of MetroCast, a small independent cable oper-
ator in St Mary’s County in rural Maryland. We saw firsthand the
difficulties MetroCast was facing in connecting service areas sepa-
rated by inaccessible terrain. Our visit helped us understand what
a true mom-and-pop broadband provider looks like and why they
are so important to many of our communities.

Two problems for small business providers are special access and
acquisition of spectrum. Small carriers have continuously reported
increased rates for special access. The current price of special ac-
cess specifically demonstrates a lack of competition in the market.
Incumbents are able to raise prices without losing customers. The
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combination of high prices and few alternatives creates a difficult
burden for these small business providers. Advocacy is committed
to working with the FCC to ensure that small entities are able to
acquire spectrum.

The 2006 revision to these rules has encumbered small business
participation in FCC spectrum auctions. Advocacy urges the FCC
to consider amending its designated entity rules allowing smaller
computers to compete in spectrum auctions with the use of bidding
credits.

The Broadband Data Improvement Act of 2008 directed Advocacy
to conduct a study to evaluate broadband availability for small
businesses. I want to thank Senators Landrieu, Snowe, and Kerry
for spearheading this important study. This study, due in the fall,
will provide valuable information on broadband options currently
available to small businesses. It will provide a baseline against
which the success of the broadband grant and loan programs can
be evaluated. Results will geographically highlight small busi-
nesses that are in underserved areas and determine just how lim-
ited their service choices are and how this affects the price of
broadband. The study will match service availability with small
business location, allowing small service providers to enter the
market and offer innovative products to these regions.

Broadband allows small businesses throughout the U.S. to access
customers, fostering greater small business contribution to eco-
nomic growth and job creation. We are ready to work with everyone
here to make universal broadband a reality. Thank you for allow-
ing me to present these views. I will be happy to answer any ques-
tions.

[The prepared statement of Ms. Walthall follows:]
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Created by Congress in 1976, the Office of Advocacy of the U.S.
Small Business Administration (SBA) is an independent voice for
small business within the federal government. The Chief Counsel for
Advocacy, who is appointed by the President and confirmed by the
U.S. Senate, directs the office. The Chief Counsel advances the
views, concerns, and interests of small business before Congress,
the White House, federal agencies, federal courts, and state policy
makers. Issues are identified through economic research, policy
analyses, and small business outreach. The Chief Counsel’s efforts
are supported by offices in Washington, D.C., and by Regional
Advocates. For more information about the Office of Advocacy, visit

http://www.sba.gov/advo, or call (202) 205-6533.
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Chair Landrieu, Ranking Member Snowe, and members of the Committee, good morning
and thank you for the opportunity to appear before you today. My name is Susan Walthall and I
am the Acting Chief Counsel for the Office of Advocacy at the U.S. Small Business
Administration (SBA). Congress established the Office of Advocacy in 1976 to represent the
views of small entities before federal agencies and Congress. Advocacy is tasked with ensuring
federal agencies’ compliance with the Regulatory Flexibility Act (RFA). As Advocacy is an
independent office, the views expressed in this testimony do not necessarily reflect the position
of the Administration or the SBA. Our office conducts research on important small business
issues and echoes the concerns of small businesses on these issues.

Advocacy has been and continues to be active on a number of small business broadband
issues. We have filed comment letters on the guidelines for the Broadband Technologies
Opportunities Program (BTOP) and the Broadband Initiative Program (BIP), the FCC’s
consultative role, and the national rural broadband strategy.! In addition, we have advocated for
increased access to spectrum by small businesses through the FCC’s designated entity program,’
special access reform,’ and a competitive regulatory approach to the U.S. telecommunications
industry.*

I would like to commend Congress and our federal partners for their work to expand
broadband access and to increase broadband adoption by small business customers throughout
this country. Advocacy was pleased to see the Commission’s focus on competition in Chapter 4

of the National Broadband Plan, as well as the detailed recommendations for economic

! Comments of the Office of AdvocacyFiled with both the FCC and the NTIA, GN Docket No. 09-40, NTIA/RUS
Docket No, 090309298-9299-01 (filed April 13, 2010), comments of the Office of Advocacy filed with NTIA,
NTIA/RUS Docket No. 090309298-9299-01 (filed April 13, 2010). All Advocacy comments cited here can be
found at www.sba,gov/advo/laws/comments/telecommunications.html and are listed from 2001 on in Appendix A.
2 Comments of the Office of Advocacy, WT Docket No. 06-150, PS Docket No. 06-229 (filed May 21, 2007).

% Comments of the Office of Advocacy, WC Docket No. 05-25 (filed Aug. 8, 2007).

4 Comments of the Office of Advocacy, WC Docket No. 07-97 (filed July 25, 2008).
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opportunity and entrepreneurship in Chapter 13.5 We hope that the FCC will continue to
consider the small business impacts in its ongoing and future rulemakings related to the National
Broadband Plan.

In addition, my office was pleased with the National Telecommunications and
Information Administration’s (NTIA) efforts to include small and socially and economically
disadvantaged businesses (SDBs) in the Recovery Act’s broadband programs. Advocacy
participated in a number of interagency coordination meetings to ensure that small businesses
had a meaningful opportunity to participate in these funding programs. We assisted NTIA with a
letter to the SBA Administrator, in an attempt to raise the threshold defining small business. We
were pleased to hear that several businesses chose to partner with SDBs on these projects.®

My testimony today will focus on three key areas. First, I will highlight the importance
of small businesses as economic drivers and customers of advanced telecommunications
services. Second, I will explain the challenges faced by small business providers. Finally, I will
discuss the study that my office is conducting on broadband and small business, as directed by

this committee under the Broadband Data Improvement Act of 2008.7

5 Connecting America: the National Broadband Plan, www.broadband.gov/plan/.
§ Prefiminary numbers from NTIA on Phase 1 of the Recovery Act grants show that 31 projects had SDB partners

and that at least 8 smali businesses received awards totaling over $73 million.
7122 Stat, 4096 Public law 110-385- October 10, 2008.
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Small Business and Broadband

Small business is a key driver of our economy. Recent data show that small businesses
make up 99.7 percent of all U.S. employer businesses, and employ just over half of all private
sector employees. These small entities have generated 64 percent of net new jobs over the past
15 years, and have created half of the non-farm gross domestic product.?

Small business is also a key driver in our innovation economy, producing 13 times more
patents per employee than large patenting firms. These patents tend to be cited more frequently
than those of large firms. Finally, small businesses make up 97.3 percent of all identified
exporters and produced 30.2 percent of the known export value in 2007.°

While these data demonstrate the importance of small businesses to the economy, there
exists the potential for even greater small business contributions to economic growth and job
creation. Broadband is a transformative technology that allows small businesses throughout the
U.S. to access customers throughout the world. We need to ensure that they have affordable
access to adequate speeds of broadband so they can take advantage of the expanded markets and
opportunities to innovate. The best way to achieve this goal is by fostering a competitive
regulatory environment that reduces price and expands service. Ultimately, with access to
affordable broadband technology, small businesses in rural and low-income areas can not only
improve their efficiency, but can also access advanced applications and services, all while

introducing their products to new markets around the globe.

8 U.S. Small Administration, Office of Advocacy, Frequently Asked Questions (Sept 2009), available at

http://web.sba.gov/fags/faqindex.cfm?arealD=24.
9 Id, see also CHI Research Inc., Small Serial Innovators: the Small Firm Contribution io Technical Change, study

funded by the Office of Advocacy, SBA, under contract No. SBAHQ-01-C-0149 published Feb 27, 2003,
hitp://www sba.gov/advo/research/rs22 Stot.pdf. :
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Small Business Broadband Providers

Small businesses are not merely customers of advanced technology; many have made
significant investments in our telecommunications infrastructure and have focused on serving
rural and other underserved areas. We need small broadband providers across all platforms to
continue to invest in building out their networks, to find ways to collaborate with local
community partners, and to tailor their services to meet the specific needs of their communities.

A small group from my office visited the offices of MetroCast, a small independent
cable operator in St Mary’s County in rural Maryland. The group discussed the technological
difficulties they were facing in connecting two service areas separated by inaccessible terrain,
and showed us the communities they served. Metrocast, like most small telecommunications
providers, is flexible in its offerings and very responsive to the needs and circumstances of the
environment it operates in.

While the National Plan focuses on the provision of broadband to small business
customers, it is critical that the Commission also recognize the unique barriers that exist for
small broadband providers. Many of these small providers bring special value to the
marketplace. First, they support Congress’ goals set forth in the Telecommunications Act of
1996 by offering competitive services and pricing. 1011 gecond, they fulfill the National Plan’s

focus on expanding service to unserved and underserved areas. Finally, their presence in local

19 11 the wake of the 1996 Act and the FCC regulations that ensued, thousands of Internet Service Providers (ISPs)
sprung up and started providing a slew of new generation services to the communities in which they operated. They
were responding to the incentive structure put forth by the 1996 Act, which allowed the incumbents access to
interlata services under the condition that they “unbundled” the local loop to allow for intralata competition.
Unbundled Network Elements (UNEs) allowed 1SPs to provide local competition. A significant portion stopped
operating; about 7,000 ISPs went out of business as result of the decisions taken in FCC rulings. See Advocacy’s
letter, Appropriate Framework for Broadband Access to the Internet over Wireline Facilities (CC Dkt. No. 02-33),
available at http://www.sba.gov/advo/laws/comments/fec02 0827 pdf.

Wpyh, L. No. 104-104, 110 Stat. 56, codified at 47 U.S.C. §§ 151.
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communities has a value in and of itself, providing high tech jobs and strengthening local
economies.

The National Broadband Plan addresses several key issues of relevance to small business
telecommunication providers® ability to participate and compete. These include special access
and acquisition of spectrum.

Under the Telecommunications Act of 1996, the FCC is required to “promote
competition and reduce regulation in order to secure lower prices and higher quality services for
American telecommunications consumers and encourage the rapid deployment of new
telecommunications technologies.” Following the “Pricing Flexibility Order” in 1999, which
instituted deregulated prices for dedicated access services in metropolitan statistical areas, and
the amending of price-cap rules under the “CALLS decision,” small carriers have continuously
reported increased rates for special access. They have also suggested that the current price of
special access specifically demonstrates a lack of competition in the market, because incumbents
have been able to raise prices without losing customers. The combination of high prices and few
alternatives creates a difficult burden for small carriers trying to conduct business in the
telecommunications market.?

Advocacy is committed to working with the FCC to ensure that small entities have access
to acquiring spectrum, To ensure this access, Advocacy urges the FCC to consider amending its
designated entity (DE) rules, which allow smaller companies that qualify as DEs to compete in
spectrum auctions with the use of “bidding credits.” As Advocacy has noted in previous

comment letters, the 2006 revision to these rules has encumbered small business participation in

12 According to the U.S. Bureau of the Census, 98 percent of telecommunication providers are small (NAICS 517)
and of all 4,914 internet service providers and web search portals (NAICS 5181), 4,834 are small businesses (98
percent). For the category comprising all Other Information Services (NAICS 51919), 97 percent are small
businesses. This is based on data year 2006, the most recent data available.

¥ Comments of the Office of Advocacy, WC Docket No. 05-25 (filed Aug. 8, 2007)
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FCC spectrum auctions. ' While it seems uncertain what opportunities are left for DEs to
meaningfully paﬂicipate in future spectrum auctions, it is important that we revise these rules so
that Congress’s intent in creating Section 309(j) éf the Communications Aqt is not diluted.

Advocacy hopes that the Commission will address these issues. Competition between
broadband providers will help to spur the development of advanced technologies and services in
the marketplace, while reducing prices.

Advocacy also urges the FCC to consider how its future rulemakings will impact small
broadband providers. Our office has found that small businesses face a 60 percent higher burden
of federal regulatory costs than do their larger counterparts. 15 As the National Broadband Plan is
implemented, it is important that the Commission identify how small broadband providers will
be affected by changes to FCC rules and policy, and examine what altematives can achieve the

same goals while mitigating any added regulatory burdens.

Advocacy Broadband Study

While a number of studies have examined broadband access and adoption rates among
residential users, no research has focused on how small businesses are using broadband, or what
their specific technological needs are.'® In response to this lack of data, the Broadband Data

Improvemént Act of 2008 directed Advocacy to conduct a study to evaluate broadband

“ Comments of the Office of Advocacy, WT Docket No. 06-150 (filed May 21, 2007).

'S Crain, Mark, The Impacts of Regulatory Costs on Small Firms, study funded by the Office of Advocacy, U.S.
Small Business Administration, contract No, SBAHQ-03-M-0522, released in September 2005
http://www.sba.gov/advo/research/rs264tot. pdf.

' The Office of Advocacy has funded two research projects based on a dataset gathered using the same survey
instrument. In March 2004, the study, A Survey of Small Businesses Telecommunications Use and Spending was
released, http://www.sba.gov/advo/research/rs236tot.pdf; and in December 2005, Broadband Use by Rural Small
Businesses was released, http;//www.sba.gov/advo/research/rs269tot.pdf.
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availability for small businesses. 17 Senators Landrieu, Snowe, and Kerry were all instrumental
in supporting this legislation and spearheading this study. The law requested that Advocacy
examine telecommunications service options available to small businesses with respect to price
and speed, and to evaluate the economic impact of such availability. 1am pleased to report that
the study is under way.

The study, due this fall, will provide valuable information on the menu of broadband
options currently available to small businesses, and provide Congress with a snapshot of the
status quo, before BTOP and BIP. Advocacy intends the study to provide a baseline against
which the success of the broadband grant and loan programs can be evaluated. Results of the
study will geographically highlight small businesses that are in unserved and underserved areas,
and quantify just how limited their service choices are and how this affects the price of
broadband. These detailed data, by matching service availability with small business location,
will further serve to verify and guide efforts to increase the ability of small service providers to
enter the market and offer innovative and competitive new products to these regions. Advocacy
looks forward to sharing the results of our study with the Committee.

The National Broadband Plan represents an unprecedented effort to provide universal
broadband access in the United States. Small broadband providers will be essential in ensuring
that universal access becomes a reality for all Americans. Meanwhile, small business broadband
consumers will be among the most strategically placed beneficiaries of increased access and
speed, and the lower prices that come with increased competition. In this respect, greater
broadband access will serve as an input to the remarkable engine of job creation and economic

growth that is American small business. SBA’s Office of Advocacy stands ready to work with

¥ public Law 110-385 Section 105 requested that Advocacy conduct a study to evaluate the options available to
small business in terms of telecommunication services with respect to price and speed; and to evaluate the economic
impact of such availability.
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Congress, the FCC, the Department of Commerce, the Department of Agriculture, and others to
ensure that the needs of small businesses are considered as we work to achieve the goal of

universal broadband access. Thank you for allowing me to present these views, I would be

happy to answer any questions.
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Chair LANDRIEU. Thank you very much, and it is good to know
that not only do we have the Small Business Administration advo-
cating on behalf of small business, but the actual Office of Advo-
cacy that can give a more independent view as well. I know the
small businesses in our country appreciate that.

Ms. WALTHALL. Thank you.

Chair LANDRIEU. Mr. Greene.

STATEMENT OF SEAN GREENE, ASSOCIATE ADMINISTRATOR
FOR INVESTMENT, U.S. SMALL BUSINESS ADMINISTRATION

Mr. GREENE. Thank you, Chair Landrieu, Ranking Member
Snowe, for inviting me here to this important hearing. I am hon-
ored to be here.

Broadband technology brings extraordinary opportunities to
America’s small businesses, regardless of industry size or geo-
graphical location. There are two critical factors to consider when
it comes to broadband and small business: first, small businesses
would benefit from broadband being accessible and affordable; and,
secondly, better tools and training targeted to small businesses
would help maximize broadband’s potential.

The immediate challenge is relatively simple. Access to afford-
able broadband service is not yet available to all small business
owners, especially those located in unserved and underserved parts
of the country. Let me give you some concrete examples of how
small businesses are taking advantage of the Internet as a sales
and marketing platform.

Take Becky Collins, or Granny B, an Internet entrepreneur sell-
ing her homemade children’s clothing from Homer, Louisiana. After
her friends and family taught her how to use eBay, she made the
leap into creating her own business and her own website and is
now generating orders from Japan, Canada, England, and Italy.

Or Northern Outdoors, an adventure tour operator running
whitewater rafting trips on the Kennebec and Penobscot rivers in
Maine. Northern Outdoors recognized a long time ago how to use
the potential of the Internet to bring new customers to their busi-
ness. Now they market their trips through a customized website.
They do search engine optimization and keyword buying on Google.
They integrate with Twitter and Facebook to reach new customers
and actually take bookings online as well.

Then, finally, Open Table provides one more example of the im-
portance of broadband for small businesses, in this case serving as
a platform for an innovative high-growth business to use the Inter-
net to serve other small businesses as customers. Open Table al-
lows consumers to book restaurant reservations in real time via the
Internet. In turn, using a broadband connection, restaurants use
Open Table software as their reservation management system, get-
ting updates on reservations real time far more efficiently than an-
swering lots of phone calls and booking everything on paper. The
company, initially funded by a small business investment company,
went public last year and now employs over 300 people.

But despite such success stories, more work still needs to be
done. For instance, once a small business gets access to affordable
broadband, the challenge lies in adopting the technology and
leveraging it to its fullest potential.
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Which leads me to the second key area: Small businesses need
better tools and training to maximize broadband’s potential. This
is where SBA and its partners can play a key role. That is why the
SBA and its resource partners are focusing on increasing digital lit-
eracy. We want to broaden the knowledge base of small businesses
to take advantage of such areas as e-commerce, online markets, so-
cial media, on-demand software, and much more.

I will give one recent example. Via our partnership with SCORE,
we have a cadre of 12,000 volunteers who are executives that ac-
tively counsel and mentor entrepreneurs and small businesses own-
ers. Earlier this month, SCORE announced the partnership with
technology companies that will develop training materials to in-
form, educate, and support small businesses interested in using
broadband. The SCORE leadership team is working to develop
these “train the trainers” materials, and they have already brought
on board another one of SBA’s key resource partners, our 110
Women’s Business Centers.

SBA will continue worked with all of our resource partners on
similar efforts, including the possibility of delivering additional
training through our network of Small Business Development Cen-
ters.

As today’s hearing clearly shows, broadband access, adoption,
and utilization can play a critical role in supporting the strongest
engine of our economy—small businesses. SBA and our partners
can help small business owners gain the knowledge and skills they
need to harness the strength of this powerful new technology. If we
can accomplish that, we know that small businesses will grow and
create even more good American jobs that will lead us toward eco-
nomic recovery.

Thank you for your leadership in this crucial area and for hold-
ing this important hearing today. I am happy to take any of your
questions.

[The prepared statement of Mr. Greene follows:]
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Thank you, Chair Landrieu, Ranking Member Snowe and members of the Committee for
inviting me to this important hearing. I’'m honored to be here.

Broadband technology brings extraordinary opportunities to America’s small businesses
- regardless of industry, size, or geographic location. There are two critical facts to consider
when it comes to broadband and small business.

1. Small businesses would benefit from broadband being accessible and affordable.
2. Better tools and training targeted for small businesses would help maximize broadband’s
potential.

The immediate challenge is relatively simple: Access to affordable broadband service is
not yet available to all small business owners — especially those located in unserved and
underserved parts of our country.

Julius Genachowski, talked earlier about the FCC’s efforts to construct and implement
the National Broadband Plan. The other witnesses from the first panel touched upon the
Administration’s continuing efforts to ensure that America’s broadband infrastructure undergoes
the improvements necessary to make it a model for the rest of the world.

Already, the Recovery Act has played an important role in moving us toward that goal.
For example, USDA has rolled out a first round of broadband projects in rural areas totaling over
$1 billion. Not only will it bring broadband to half-a-miilion homes, but also nearly 100,000
rural businesses in 31 states and 17 reservations.

We need to continue expanding access and driving down costs, including addressing the
fact that small businesses pay over twice as much per employee than large firms for broadband
due to magnitudes of scale.
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Once they get access to affordable broadband, the challenge lies in adopting the
technology and leveraging it to the fullest extent possible, which leads me to the second key
area: Small businesses need better tools and training to maximize broadband’s potential. This is
where the SBA and its partners can play a role.

Consider that about three-fourths of small businesses already have a website, but only
about one-fourth are using broadband for e-commerce. That’s a big gap when you consider that
60 million Americans go online every day to buy something.

Our resource partners know that small businesses can’t just expect to create a work email
address or put up a website in order to increase sales. It takes a solid business plan with a
comprehensive broadband strategy.

They need to understand how unique broadband innovations not only improve areas like
marketing, but also that broadband has a direct impact on other areas such as productivity and
operations — from Voice Over IP cell phones that allow them to seamlessly conduct business
abroad to online software that allows transparent tracking of deliverables both for their workers
and their customers.

That’s just one reason why the SBA’s resource partners are focusing on increasing digital
literacy. We want to broaden the knowledge base of small business owners to include areas such
as e-commerce, cloud computing, social media, and much more.

I’1l give one recent example. We have a cadre of about 12,000 volunteers who are
executives that actively counsel and mentor entrepreneurs and small business owners — SCORE.
Earlier this month, SCORE announced a partnership with technology companies that will
develop training materials to inform, educate and support small businesses interested in
broadband. The SCORE leadership team is working to develop these train-the-trainer materials,
and they’ve already brought on board another one of SBA’s resource partners ~our 110
Women’s Business Centers.

SBA will continue working with all of our resource partners on similar efforts, including
the possibility of delivering the products of these partnerships through the Small Business ‘
Training Network, using our agency’s own broadband capacity.

Overall, small business owners are realizing that a strong broadband infrastructure is not
just a good option, but a necessary investment. Partnerships like this can equip them for the
future by giving them the right tools, the right information, and, most importantly, the right
people to talk to.

As today’s hearing clearly shows, broadband access, adoption and utilization can play a
critical role in supporting the strongest engine of our economy — small business. SBA and our
partners can help small business owners gain the knowledge and skills they need to harness the
strength of this powerful new technology. If we can accomplish that, we know that small
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businesses will grow and create even more good American jobs that will lead us toward
€Cconomic recovery.

Thank you for your leadership in this crucial area and for holding this important hearing
today. I’m now happy to take your questions.

HithH
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Chair LANDRIEU. Thank you very much, Mr. Greene, and we do
have a series of questions that we will ask you now. I want to say
this will probably go for another 15 or 20 minutes, and then we
will start with the second panel to give them notice. I have quite
a few questions, and I know that Senator Snowe does as well.

I would like to call your attention, all of you, to one of my favor-
ite charts.

[The information follows:]
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We use it often in this Committee because we like to put a pic-
ture with the statement when we talk about opportunities for
growth for small businesses. Mr. Greene, you hit on this, and
thank you for highlighting a small company in Homer, Louisiana,
that is now, because of access to high-speed Internet, able to sell
products not just in the surrounding northwestern part of Lou-
isiana, Arkansas, or Texas, which would be in previous times, 20
years ago, her only market possibilities. Today she can sell those
products in China and in other places that you mentioned.

This is how few small businesses in America export: 1 percent,
Mr. Chairman, of our businesses in America, small businesses, are
exporting, when the bulk of the market of the world lies outside of
the territory of the United States of America. To export, not only
do they need ships and trains and trucks and ports, they need com-
munication and they need fast communication to do that. That is
in large measure what this hearing is about, not just exports, but
it is interesting to think about when you look to see this jobless re-
covery where the jobs may come from. Here is a big space, and I
want you all to address that. Large businesses are exporting 42
percent. They, of course, have opportunities as well. But this is
going to be the lifeblood for firms in Maine and firms in Louisiana.
But, again, they just do not need the highway going to their busi-
ness. They need the super fast highway of the interstate—I mean
of the—not just the interstate, but of high-speed broadband.

So let me ask you again, Mr. Chairman, if you could—and I have
read a summary of your broadband report which was issued, I
think the first one in our nation’s history, most comprehensive one,
2 months ago. Again, could you hit the highlights of how this plan
is really going to open up opportunities for small business, not just
to export to other places in the world, but to give them the capacity
todgro?w the jobs we desperately and urgently need in this country
today?

Mr. GENACHOWSKI. Well, first I would say this is a perfect visual-
ization of one of the huge opportunities if we get broadband policy
and strategy right in the country, and you look at it, it is not just
an opportunity, it is a necessity.

The strategies that we recommend pursuing flow from the chal-
lenges that we see with small businesses. One, many small busi-
nesses live in areas where they just do not have access to
broadband at all. There are deployment issues. Second, there are
digital literacy issues where they do not understand the full bene-
fits of what can be accomplished on broadband. And, third, afford-
ability issues.

There are a number of steps that we are taking. Some are broad
steps that will disproportionately benefit small businesses. Some
are small business targeted steps. So transforming our Universal
Service Fund to make sure that wired and wireless broadband com-
munications is extended everywhere. So a small business that is in
a small town getting by has the opportunity to connect to high-
speed broadband and whether it is a meat company or a clothing
company, sell its products to the next town, the next State, to the
next country. Making sure that mobile broadband is truly available
everywhere in the country, we have challenges as a country to
achieve that. Tackling the training and tools issue, and this is
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where I think interagency coordination will become particularly im-
portant. The resources at the SBA are something that we focused
on in the plan, and together with SBA kicked off a program to
mentor and train small businesses.

Finally, we have to tackle competition issues that many small
businesses, and the panel as well, are keeping prices too high and
choices too few for small businesses in broadband.

Chair LANDRIEU. Okay. I am going to ask each of you, starting
with you, Mr. Strickling, to say what comes to your mind as the
number one strength or one of the important strengths of the plan,
and also what you see potentially as a weakness relative to small
business being helped by the Broadband Plan. Just off the top of
your head, what do you think one of the strengths of the National
Plan is in that regard, and what are either the shortfalls or weak-
nesses?

Mr. STRICKLING. Right. Well, I think the Chairman gave a very
thorough listing of the opportunities and the recommendations in
the plan. In terms of reaching small business, I think first and
foremost probably the most important single issue is the reform of
the Universal Service Program because that, I think, will provide
a lasting mechanism to ensure that these facilities get built out to
all reaches of the country.

The Recovery Act provided us nearly $5 billion to get started on
this effort, and the RUS has received an additional $2.5 billion to
do it. But to succeed long term, to make this happen everywhere
in the country, we are going to need universal service reform. So
I would say that is probably the top one in terms of having an im-
pact on small business.

I have no shortfalls to identify from the plan. I think it is a very
thorough and complete effort on the part of the FCC, and they
should be very proud of the work they have done.

Chair LANDRIEU. Thank you.

Mr. Adelstein.

Mr. ADELSTEIN. I also think it is an outstanding plan. A lot of
efforts went into it. What is really important is that it really sets
a high goal, 100 megabits per second for 100 million homes, for ex-
ample, that our rural areas, our small businesses are going to need
that kind of bandwidth. Other countries, like Korea, have that al-
ready to almost every household, and this country finally under
this administration has taken the leadership in saying we are
going to do that, too, we are not going to let other countries around
the world, make sure that their rural populations, that their people
have access to very high bandwidth and ours do not. So they really
said that.

I think the big challenge is—this is not a weakness, but there
are a lot of issues in front of the Commission in dealing with com-
petition policy and universal service policy and fleshing that out I
think is something that this Commission under this able leadership
is very able to do. There is a great deal of work yet ahead. We have
set a brilliant blueprint, and now it is where the rubber meets the
road as how do you translate that into new policy.

Chair LANDRIEU. Ms. Walthall.

Ms. WALTHALL. Chair, it is usually our small business providers
that provide this access in the rural areas, and so we have got to
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ensure that there is really a level playing field for the small busi-
ness providers.

Chair LANDRIEU. Mr. Greene.

Mr. GREENE. From SBA’s perspective, I think a critical compo-
nent of the plan that the FCC got right is that, in addition to get-
ting the access, the importance of the training and the digital lit-
eracy to reach out to the small businesses to train them in how to
take advantage. The FCC’s focus on that I think was critical, and
from our perspective our ability to leverage our footprint via all our
resource partners to help train the small businesses is spot on.

Beyond that, the administration as a whole, and SBA as well, is
looking to say how do we use the report as a starting point to de-
velop more broadly a perspective on additional ways that we can
also serve our respective missions within the context of the
Broadband Plan.

Chair LANDRIEU. Okay. I am going to recognize Senator Snowe,
and then we will come back for a second round of questioning, be-
cause I think it is important. There are a few more that I want to
ask. But, you know, as Senator Snowe and I reviewed the budget
for the SBA as proposed by the administration, we are both recom-
mending—while we are proud that the administration has sup-
ported a more robust budget than in years past, and this agency
was weakened considerably because of past budgets, we both are
recommending somewhere between $50 million and $100 million in
addition. But it reminds me when I think about—when you say the
footprint, think about a pair of shoes without shoelaces. You cannot
run very fast in them.

And so when I think about the footprint of the SBA, I hope we
are spending a little bit of money purchasing those laces necessary
to get that footprint really moving when it comes to broadband.
And, yes, we have small business centers out there, we have minor-
ity business centers, we have SCORE chapters. We have the banks
themselves, 5,000 banks that give technical assistance. You know,
there are about 1,200 lenders but 5,000 community banks in this
country, not to mention credit unions, et cetera. That is where
small businesses go to get capital. We need to think about that
footprint and getting access to high-speed Internet and technology,
closing that digital divide.

Senator Snowe.

Senator SNOWE. Thank you, Madam Chair, and I thank all of you
for being here today. I think it is critical to have the collaboration
that is represented here today among all the agencies, and I think,
along with the FCC spearheading the whole effort to create a na-
tional plan for broadband deployment, without a doubt this is the
way it is going to come about, through all of the agencies and de-
partments working in tandem and in concert to get this done, be-
cause it is going to be multidimensional.

It is great to see you here, Administrator Adelstein, for your
long-time work at the FCC for many years on the E Rate. You
mentioned Secretary Vilsack. I had the opportunity to speak with
him yesterday, and I certainly can attest to his advocacy and his
passion for rebuilding rural America. One essential way of doing
that is through broadband deployment, he was mentioning to me,
and I think that is absolutely right. And we have to be concerned
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about what is happening in our rural economies all across this
country. And, clearly, they need the infrastructure that broadband
is going to provide for sustaining those economies and making the
transition that I know many of my small towns in Maine are mak-
ing and the loss of thousands of manufacturing jobs over the last
few years. So I commend all of you for working this way in unison,
because that is what it will require.

Chairman Genachowski, thank you for your plan and for, I think,
recognizing how it is going to have to work with other agencies and
in tandem with SBA. Is it going to be enough in terms of what the
SBA resources have, for example? I know you talked about
partnering with SCORE, which is great, but I mentioned Women’s
Business Center as another example, and the Small Business De-
velopment Centers. I think we really do have to use all the re-
sources of SBA to make this possible for small businesses.

And I know that Administrator Mills was testifying before this
Committee last week and said that they had the extensive bone
structure within the SBA, but I am not so sure it is all being uti-
lized in terms of your recommendation in Chapter 13 of your plan.

Mr. GENACHOWSKI. Well, I can tell you from my experience first-
hand, the leadership of the SBA is very focused on this, and they
really have a two-part challenge. This goes a little bit to the shoe-
lace issue. One is taking advantage of the opportunity to leverage
existing resources that are all over the country to help small busi-
nesses, but there is an earlier challenge which I know that the
SBA has taken quite seriously, which is training the trainers in the
new tools and the new technologies. I would not comment on the
level of resources other than to say that that alone is a very signifi-
cant challenge, and without the resources to tackle that, it will not
be possible to leverage the resources that are on the ground that
have relationships with small businesses across the country.

So it is an important challenge. I know they are taking it very
seriously.

Senator SNOWE. Mr. Greene, why aren’t all the resources, all the
agencies being used in this regard?

Mr. GREENE. The plan as discussed is to use all of the resource
partners. We kicked off the initial event with SCORE, who was
very excited and moving very quickly, but our fundamental com-
mitment is let us take advantage of all of our resource partners,
including the Women’s Business Centers, who just signed up for a
comparable program in the SBDCs as well.

On the resource issue, we do agree that there is an important op-
portunity to train the trainers. Additional resources will be re-
quired to do this in a fully effective way. In their Broadband Plan,
the FCC made a specific recommendation on the budget to do that.
We are reviewing that, and we do not have a perspective on wheth-
er that is the right number yet or not, but we do think a commit-
ment to this area will require additional resources to our resource
partners.

Senator SNOWE. Well, I think it would be important to know ex-
actly what it will require from SBA so that we do not learn a year
from now or 2 years from now. I say that because there is so much
potential opportunity, and I still think that small business is being
underutilized in this economic recovery. That is an understate-
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ment, frankly, in terms of what is not happening that should be
happening to leverage small business.

I see this in this regard when it comes to broadband deployment
and technological innovation. There is a widening gap. They men-
tioned this in a release back in January, and it is astonishing. The
U.S. trade gap is widening in advanced technologies. In one of the
papers that was released, it is more than $55 billion calculated
over a year period. It is widening in terms of how much we are im-
porting versus what we are exporting in terms of advanced tech-
nology. And the incubation for that development of technology is
going to occur with small businesses, so we are not doing enough
R&D, we are not nurturing them.

So what can we do in that regard? Is anybody able to answer
that question?

Mr. GENACHOWSKI. Well, I would say, Senator, this is one of the
driving reasons for objectives of the plan to make sure that the
U.S. is the world leader in innovation in the 21st century so that
both small and large businesses are creating the technologies here,
marketing them, distributing them, and that that continue. A
world-class broadband infrastructure available everywhere is nec-
essary for that, and it is a serious subject of concern and a driver
of the Broadband Plan.

Senator SNOWE. So what can we do about that? I mean, that is
a huge gap and a missed opportunity.

Mr. GENACHOWSKI. I think there are many things to do, but
transforming USF so that it supports broadband everywhere at
high speeds; second, unleashing spectrum so that we lead the world
in mobile. Mobile broadband will be a huge platform for economic
growth in the 21st century for innovation here, technological inno-
vation that we can then export, and a second major objective that
we need to pursue.

Senator SNOWE. I would be interested in having a timeline about
when this should all be happening, which is in conjunction also
with the grants that are issued by both of your departments, Ad-
ministrator Adelstein and Administrator Strickling. Why can’t we
have a timetable for all this in terms of broadband penetration, not
only for broadband but obviously for many businesses that are indi-
cating they may not even try to get high-speed Internet, for exam-
ple, because they use it primarily for basic applications.

Could we have some sort of timetable that we envision this will
happen throughout this country in terms of providing this deploy-
ment across the country?

Mr. GENACHOWSKI. Yes. We have set in the plan 5- and 10-year
goals for the country, and one of our next steps is to fill out all the
milestones along the way, so we look forward to working with you.

Senator SNOWE. Is that with respect to spectrum allocation or is
that with everything?

Mr. GENACHOWSKI. Yes, and, in fact, in the action plan that we
released a couple of weeks ago, we outlined exactly the steps that
we will take in the next 12 months to move all of these forward.
So we would be happy to follow up with you on that.

Senator SNOWE. Thank you.

Chair LANDRIEU. Thank you, Senator Snowe.
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I want to recognize Senator Cantwell, who has joined us, in a
minute and has been a great leader on this issue. But before I rec-
ognize her, I just want to submit to the record prices broadband
per month to some of our competitors around the world. Sweden is
about $10.80; Denmark is about $11 a month; the U.S. is $15. We
are in the ball park, still high, and we are fourth in the world. But
this is what is worrisome. The penetration of households—I do not
have penetration of businesses, but we are going to get that hope-
fully and submit it for the record as well. The U.S. ranks not first,
not 10th, but 20th. We only have 60-percent penetration in house-
holds. South Korea, which ranks first, has 95 percent.

But this is really startling. In speed, megabytes per seconds,
Japan is 94 megabytes per second, number one. The U.S. is 14th,
but at only 9 megabytes per second. So we have a tremendous chal-
lenge before this country, and I know there are jurisdictional issues
and controversial issues. We see these hearings playing out in the
Commerce Committee over the last several years. But this Com-
mittee is going to stay focused like a laser on small businesses in
America and their access to affordable, high-speed connections,
which is not just their safety net but our Nation’s safety net and
line out of this recession.

Senator Cantwell.

Senator CANTWELL. Thank you, Madam Chair, and thank you for
holding this important hearing, and the impact on small busi-
nesses, and to Senator Snowe for her attendance because it really
is an important issue for small business and for rural communities.
And we have many parts of the State of Washington that have in-
vested in broadband delivery as an economic strategy. We have
beautiful places to live, and now that people can live there and get
great access, they can operate many different kinds of businesses.
So it has been a very successful strategy.

I wanted to ask Chairman Genachowski if—you know, the FCC
recently eliminated the home roaming exclusion from mobile voice
and is looking at whether to extend that obligation to data services
such as the mobile broadband and Internet services. So with the
coming of 4G services, you know, the intensity of data usage by
small business is really going to be a big issue. I mean, they have
to have continuity. It is essential that the networks relied on by
small business have that ever present seamless coverage or else,
you know, there will not be able to locate into these areas.

So how will this impact the small businesses, the recent decision?

Mr. GENACHOWSKI. Well, there were two parts to the decision. I
completely agree with your premise that consumers, whether indi-
vidual consumers or small businesses, expect to have seamless
connectivity around the country, whether it is voice or data. As you
said, we removed that particular exemption in connection with
voice. At the same time, we launched the proceeding to determine
rules on broadband data roaming with the goals of making sure
that American consumers and small businesses can have seamless
connectivity and at the same time incentivizing the maximum pos-
sible investment in the networks and the fastest possible deploy-
ment.

So that proceeding is under way, and we are taking public com-
ment.
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Senator CANTWELL. How do you think some of the revenue that
was part of the American Recovery Act will teach us about some
of these deployments in rural communities? Do you think that is
goirag ?to give us good data and information about the demands and
needs?

Mr. GENACHOWSKI. I think it should give us very helpful infor-
mation. To the Chair’s point, it is one of the reasons—and Senator
Snowe’s point—for ongoing collaboration, information sharing. The
nature of this technology and the nature of our plan is such that
the technology and the plan will always have to change to accom-
modate what we learn, how technology changes. We approach it in
that spirit, and we will continue to have very strong collaboration
to look at what is working, what is not.

I would say one other thing. In the plan, there are a number of
areas where we suggest pilot projects. We reached a level of cer-
tainty that it makes sense to invest and experiment, but we do not
know enough yet to commit to a large program. An example is
rural health care for—sorry, telehealth for rural clinics and hos-
pitals around the country. We have a small program at the FCC.
We are going to expand it smartly with a series of pilot projects
around the country. We are going to learn from it. Our hope is that
it will work, and we will be able to come and say we need to invest
more in this program to make sure that rural doctors and clinics
and hospitals are connected so that we can get the full benefits ev-
erywhere of electronic health care records, the cost-savings benefits
and the improved health care benefits.

Senator CANTWELL. I definitely appreciate that. You know, we
have—because we have Inland Northwest already doing this tele-
medicine—unbelievable results because of the large geographic
area that people have to serve and the lack of physicians or phar-
macists or what have you to serve them, have done, you know, an
amazing jobs, and we have seen how these infrastructure invest-
ments—again, because we have been able to play off of the Bonne-
ville Power Administration’s redundancy and backbone into solving
some of these issues.

I think the results are there, and so I hope that we are able to
take those results, Madam Chair, because, you know—I do not
know—I have been here 10 years now, and it seems that we are
always running up against basic business models that do not just—
that just do not quite get us there. And yet we know for sure the
economic return on this investment is huge.

I appreciate the Chair having this hearing, and I hope that we
can continue to push ideas that will allow for this deployment to
take place in a much more rapid fashion. So I thank Chair.

Chair LANDRIEU. Thank you, Senator Cantwell.

Senator Shaheen you are next, and then we are going to move
to the second panel. Thank you all very much.

Senator SHAHEEN. Thank you, Madam Chair, and I will be very
brief. And if you have already responded to this question, I apolo-
gize, but one of the things that we have heard from some folks in
New Hampshire about the funds that were in the Recovery Act
that are going out now across the country in grants is that there
has been duplication from the RUS and NTIA for some of those
grant awards and that they have funded projects that are com-
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peting with providers who are already on the ground. Does any-
body want to comment on—I suppose that would be you, Mr.
Strickling.

Mr. STRICKLING. I think that we have heard the criticism at
Commerce, and I think Administrator Adelstein probably has
heard it at RUS.

Speaking for our program, I think that those are not serious ob-
jections. Our projects are designed to reach unserved and under-
served parts of the country. We focus on where we can bring the
most benefits. An underserved area by definition is an area that
has a certain amount of service, but we look to see how widespread
the service is, what the speeds are of the service. Many places that
may see fairly slow consumer speeds may not be providing the
high-speed Internet that the anchor institutions like the schools
and the hospitals and the Government facilities need. So we are fo-
cused on projects that will bring additional benefits to a given area
based on what is there today.

The idea of funding competitors, though, that is not the business
we are in. The facilities that we are funding at the Department of
Commerce are facilities that are open network facilities. They are
available to anyone. We also have focused on what we call com-
prehensive community projects where we are really trying to bring
what we call the middle mile, the high-speed pipe that may serve
a community or a series of communities. Our projects do not deliver
too many services directly to homes and businesses. We are leaving
that to private industry to do.

But what happens is when we put that high-speed facility into
a community, because of the open network nature of our projects,
it is available to everybody, including the incumbent. So we are re-
ducing costs potentially not just for the person who receives our
grant money, but also for anybody who would already provide serv-
ice in an area or who might wish to provide service in an area be-
cause there are these interconnection and non-discrimination obli-
gations that make that Government-funded pipe available to all
providers. And in that sense, we think that we are bringing a ben-
efit certainly to the community, but also to every provider who
might serve that community, whether it be an existing incumbent
or a new entrant.

Senator SHAHEEN. Mr. Adelstein, do you want to respond also?
And maybe you could also in your response—and, I do not know,
Mr. Strickling, if you want to add to this. But as we are thinking
about doing this in the future, funding these kinds of grants,
should we be thinking about better coordinating how that is done
and maybe instead of doing it through both agencies, think about
how to put some sort of a working group together or maybe giving
responsibility for one agency to fund those kinds of projects?

Mr. ADELSTEIN. Well, on that question I think we are very close-
ly coordinated now. We work almost daily—actually, we do work
daily on our staff level, and we talk almost daily about these pro-
grams. We very clearly distinguish between our program and the
NTIA program in this second round, where we are doing last mile,
they are doing primarily the comprehensive community middle
mile. We have separate NOFAs. So I think, you know, there is no
overlap. We have not overlapped on one grant application. We are
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very careful to ensure that we go to certain places, they go to oth-
ers, so there has not been one example of any overlap between us.

Now, in terms of the overbuild issue, maybe the best way—I
think that Secretary Strickling laid it out very clearly, but a good
way to illustrate that is what is happening in your State of New
Hampshire, something you are familiar with. We are very com-
mitted to going to the most unserved remote parts of the country,
and New Hampshire is no exception. Our grant in New Hampshire
to Bretton Woods, which you are very familiar with, is more than
50 miles away from any city or town, a very remote area in north-
ern New Hampshire, in the White Mountains, that today does not
have any broadband, according to the broadband service definition
that we have, the kind of broadband speeds that we need. And here
Bretton Woods came to us, we provided a grant so they can provide
fiber there.

Now this, as you know, is a very devastated part of New Hamp-
shire with relatively low incomes, high unemployment for the
State—the highest unemployment in the State, probably, because
the paper mills shut down. What are the jobs of the future? I
mean, there is tourism, there is second homes. But somebody who
is coming to a second home in that beautiful part of New Hamp-
shire cannot stay there, if they are from New York City, if they do
not have broadband. So how are we going to bring money into that
community for those service jobs, for everybody building it? We are
creating jobs there to an area that does not have any broadband
today. They are going to have broadband second to none with fiber
to the home, more than 20 megabits per second in an unserved
part of New Hampshire. And we have tried to focus on those areas
throughout the country and to go to those areas first. Some areas
that are underserved by definition there might be some pockets of
service there, but we are trying to bring them all up and really
bridge the digital divide between the more populated areas and the
less populated areas, and that involves a comprehensive approach
to funding the entire service area.

Senator SHAHEEN. Thank you.

Thank you, Madam Chair.

Chair LANDRIEU. Thank you. You all have been very good, and
let us move to the second panel. Again, thank you all for your testi-
mony. We appreciate it.

As the second panel comes forward, just to save time, I am going
to just go forward with their introductions as they are taking their
seats. Again, thank you all so very much.

Our first panelist will be Senator Gordon Smith, who has been
welcomed here by many of his former colleagues. He now rep-
resents the National Association of Broadcasters as President and
CEO. Welcome back, Senator.

Next is former Congressman Steve Largent. He served in the
House of Representatives for any number of terms between 1994
and 2001. He is now President of CTIA-The Wireless Association
and brings a little different perspective, of course, than Senator
Gordon Smith. We are happy to have him.

We have from Lafayette, Louisiana, Terry Huval at my request
to testify today. He is Director of Lafayette Utilities Service. In ad-
dition, Mr. Huval speaks fluent French and requested that we con-
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duct the hearing in French. On all of our behalf, I declined so it
will be Mr. Huval in English today. We are thrilled to have you.

Next we have Mr. Tom Gerke, Executive Vice Chairman of
CenturyLink. Mr. Gerke brings years of industry and legal exper-
tise to this company. He was in private practice before
CenturyLink. He is headquartered in Monroe, Louisiana. We are
extremely proud of this company as it has grown and expanded,
and most recently signed an agreement to purchase Qwest, which
puts them in the top among industry leaders in this country.

And, lastly, we have Steve Friedman, who is currently Chief Op-
erating Officer for Wave Broadband, a Kirkland, Washington-based
company that serves more than 170,000 customers located in com-
munities in the states of Washington, Oregon, and California.

I think we have had our change-out conducted, and we are so
happy to have everyone here on the second panel. Senator Smith,
we will begin with you.

STATEMENT OF HON. GORDON H. SMITH, PRESIDENT AND
CHIEF EXECUTIVE OFFICER, NATIONAL ASSOCIATION OF
BROADCASTERS

Mr. SMITH. Thank you, Madam Chair. In the interest of time and
in respect of your schedule, I will put my extended remarks in the
record and speak briefly to a few points.

Chair LANDRIEU. Thank you. Without objection.

Mr. SMITH. Madam Chair, local broadcasters bring together com-
munities with information that entertains them, information that
often is life-saving. From Lake Charles, Louisiana, to Bangor,
Maine, local broadcasters take great pride in providing America’s
families with local news, weather, sports, emergency information,
and other highly valued programming. Broadcasters strongly sup-
port expanding access to high-speed broadband to every American
and believe we can play an important role in helping to achieve
that national goal.

Due to the complex nature of this plan, I believe that Congress
should have and take the time to fully scrutinize and dissect its
recommendations. I thank Senator Snowe and Senator Kerry for
the introduction of S. 649, the spectrum inventory legislation. It is
imperative that we get all the facts so that we do this right.

Local broadcasters are small businesses, and they rely on other
small businesses for advertising and for serving your constituents.
We must not jeopardize this fragile communications ecosystem
with policy solutions that jeopardize this.

It is important to remember, Senators, that we are not even a
year into the digital transition. And at the direction of Congress,
local broadcasters successfully transitioned to digital TV, giving
back more than a quarter of the spectrum that TV broadcasting
had. The Government spent nearly $3 billion getting converter
boxes. Broadcasters have spent $15 billion making the digital tran-
sition. The American consumers have spent untold billion dollars
getting new digital TVs. Local broadcasters are now offering
hyperlocal, multi-casting programs in high definition, and they look
forward to providing consumers with mobile digital television so
you can see live stuff right here on your phone, and 3-D television
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in the future. That is the promise that was made to the broad-
casting spectrum and to American consumers.

I thank you, Chairwoman Landrieu, for your help in facilitating
local broadcasters as first responders. In times of disasters, local
broadcasters run towards the problem, not away from it. We stayed
on the air during the Gulf Coast hurricanes, and when Washington
was blanketed by two back-to-back blizzards, essential emergency
information was supplied to the residents of this national capital
area. And in a day of terrorism, it is important to recognize that
broadcasting is the one signal that literally could be the difference
of life and death for people confronted with terrorist actions.

I would like to put on the record, Madam Chair, how much
broadcasters appreciated Chairman Genachowski coming to the
NAB show in Las Vegas and stating that this Broadband Plan
would never evolve from voluntary to compulsory. I would also like
to say that, contrary to a report in the trades, the Chairman and
I never reached any deal. What he said is what he said, and we
are prepared to work with him.

On the issue of voluntary, however, there is one piece of the plan
that is of great concern to broadcasters, and that is, the spectrum
fees that are proposed for broadcasters. We are concerned that this
is a mechanism to force broadcasters, small businesses, especially
who are small business broadcasters, that will force them off of the
air. Make no mistake. Such a punitive measure, such a fee would
be a devastating blow to small businesses that I represent in the
broadcast industry and the communities that they serve and who
serve your constituents.

While not a part of the Broadband Plan, I cannot help but say
that Congress should also resist shifting the scales of the fair mar-
ket-based system of retransmission consent. The FCC should en-
courage the deployment of fixed wireless broadband services in
rural areas using empty broadcast channels. If done the right way,
this service has the ability to greatly increase rural penetration for
hard-to-reach constituencies without taking spectrum from broad-
casting. The NAB is pleased to be part of the discussion about the
future of American communications, and simply put, any notion
that we are looking at a world of broadband versus broadcast is
false. It is a false choice. There are ways that we can help, and
there are certainly ways that the broadband users today can build
out their networks without compromising the essential service that
broadcasters provide to the American people.

[The prepared statement of Mr. Smith follows:]
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Good morning Chairwoman Landrieu, Ranking Member Snowe and members of
the Committee. My name is Gordon Smith, and | am President and CEQ of the National
Association of Broadcasters (‘NAB”). NAB is a nonprofit trade association that
advocates on behalf of thousands of local radio and television stations and broadcast
networks before Congress, the Federal Communications Commission (“*FCC") and other
federal agencies, and the Courts.

| am grateful for the opportunity to speak with you today regarding the impact that
implementing certain recommendations of the National Broadband Plan could have on
small businesses, and especially the small broadcasters that | represent. Broadcasting
is often mistakenly labeled “Big Media” — a collection of major companies that control
hundreds of stations. But that image is inaccurate. While there are some large
broadcasters, the majority of broadcast stations are smali businesses. Single station
owners can be found in communities across the country, both large and small. And like
any other small businesses, small broadcast stations are often the most impacted by
governmental regulatory decisions. | will also note other small business interests at
stake under the National Broadband Plan, including local small businesses that
advertise on broadcast television and new entrepreneurs that want to harness portions
of broadcast digital signals to provide innovative services to the public.

It is my hope that this Committee and Congress will look very closely at how
many of the recommendatioﬁs in the National Broadband Plan will affect small
broadcast stations that serve local communities — and your constituents — throughout
the nation.

f. The Release of the National Broadband Plan Should Facilitate a Discussion
about the Future of American Communications
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Let me first aéknowiedge the effort of the FCC under the leadership of Chairman
Julius Genachowski to develop the National Broadband Plan.’ The task that Congress
asked the FCC to undertake was daunting to say the least, but Chairman Genachowski
tackled it with enthusiasm. He assembled a team from both within and outside the
Commission called the Omnibus Broadband Initiative team. Over the course of seven
months, that team developed a comprehensive 359-page document containing detailed
information about the state of broadband deployment and recommendations for future
action.

The document is, as you know, controversial. As the departing head of
broadband team, Blair Levin, recently said: “We knew going in that people would like
about 80 percent of the ideas and really hate about 20 percent of them.”? They
expected mixed reviews — and, to their credit, have been clear that the plan was not
intended to be the final solution, but the start of a dialogue. The Chairman himself
described the plan as a “living, breathing strategic blueprint that will be reviewed and
revised in light of experience and growing knowledge.”®

As | am sure this committee is well-aware, the broadcast community has some
serious concerns with certain aspects of the National Broadband Plan. | will discuss
some of those concerns in more detail below. But first | want to make some general
observations about the Plan and its far-reaching proposais and ideas. | believe the

vision that produced this Plan should be applauded. No one ever said that government

' The National Broadband Plan, rel. March 16, 2010, avaitable at http://www.broadband.gov. (‘NBP"}.

% See “My chat with Levin about his broadband critics, surprises,” Cecilia Kang, Post Tech Blog,
WashingtonPost.com, April 19, 2010, available at
http://voices . washingtonpost.com/posttech/2010/04/my_chat with_levin_about his b.htm|. .

3 See Prepared Remarks of Chairman Julius Genachowski, Federal Communications Commission, March
2010 Open Agenda Meeting, “A National Broadband Plan for Our Future,” at 4 (March 16, 2010).
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had to remain behind the technological curve or be short-sighted. But given the breadth
of the plan and its recommendations, we strongly encourage this Committee and
Congress as a whole to scrutinize the plan carefully, ask how it will affect your
constituents and consider both the desires and needs of all Americans, not just those
purchasing a first generation iPad.

We believe the National Broadband Plan represents an ideal opportunity to begin
a serious discussion about the future of communications in our country. Contrary to
what you may have heard, broadcasters are not anti-broadband. Indeed, we believe, as
do many Americans, that expansive high-speed broadband connectivity will have strong
positive effects on the economy, on health care, and on the environment.

Broadcasters see the opportunity that broadband can create for businesses.
Already we are witnessing the effects of the so-called “over the top video” movement as
consumers move away from pay television regimes and embrace instead a combination
of on-demand {P-video and live, local digital television received via an antenna as their
primary sources of video entertainf'nent and news.* Additionally, for more than a decade
broadcasters have been repurposing existing content and creating new content for the
Web. Those efforts are paying off. According to one recent report, TV online advertising
revenue grew 10 percent in 2009 and was projected to grow 21 percent in 2010.° We
are encouraged by these signs and expect that broadcasters will continue to leverage

their unigque content for use on multiple platforms, including the Web and mobile video.

* See Erick Schonfeld, “Estimate: 800,000 U.S. Households Abandoned Their TVs For The Web,”
TechCrunch Biog, available at http:/techcrunch.com/2010/04/13/800000-househoids-abandoned-tvs-
web/.

5 See “Stations Outpace Papers In '09 Web Sales,” TVNewsCheck, April 20, 2010.
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Other small businesses also have a stake in the broadcast/broadband
confluence. Broadcasters have been approached by small start-up entities that want to
use portions of the digital capacity on current broadcast channels to provide service to
the public. For example, a small company called SEZMI has negotiated arrangements
with some local broadcasters to lease and aggregate spectrum to deliver high-demand
video content to customers. SEZM! presents itself as a direct competitor to muiti-
channel services such as cable and satellite.® Another small business, the CTB Group,
submitted comments in the National Broadband Plan proceeding describing a potential
partnership with broadcasters that would provide a wide array of mobile video and data
services along with digital broadcast signals.”

Significantly reducing the amount of spectrum allocated for broadcast television,
as the current plan suggests, couid stifle opportunities for new entrepreneurs like these
to develop innovative services for the public. It could also diminish possible
opportunities for other small businesses to gain access to affordable data networks.

Another potential (and not necessarily obvious) impact of the National Broadbanc¢
Plan’s proposal to significantly reduce the amount of spectrum allocated for iocal
television service could be on the smalf local businesses that advertise on local stations.
With the recent conversion to digital broadcasting, many stations are taking the
opportunity to provide new programming streams to the public. Multicast programming
includes news, weather, sports, religious, lifestyle, children’s and other programming
targeted toward underserved demographic groups. For example, LATV, based in Los

Angeles, is a bilingual network channel distributed on digital multicast streams that

& See Comments of Sezmi Corporation in GN Docket No. 09-51 (Dec. 22, 2009).
7 See Comments of CTB Group, Inc. in GN Docket No. 09-51 (Dec. 22, 2009),
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offers music and entertainment for young Latino audiences. Yet another example is
MHZ Networks, based in Northern Virginia, which programs 10 digital multicast
channels in the Washington DC market including channels that air Chinese, French,
Japanese, Middle Eastern, Nigerian, Russian, South African and Vietnamese news and
information.

Small businesses that want to reach likely viewers on specialized channels have
new opportunities to advertise at affordable rates. While the National Broadband Plan
does not propose elimination of multicasting, under a scenario where the number,
capacity and potential reach of broadcast stations is significantly reduced, the potential
for growth in this area is diminished. These are important issues that this Committee
should consider as it examines the National Broadband Plan.

We are very pleased that Congress is holding hearings to discuss the National
Broadband Plan and are especially pleased that you have decided to include
broadcasters in that discussion. As we describe below, we believe that broadcasting
has a very important role to play in the future communications landscape, for both
technical and important public policy reasons. We look forward to discussing with all of
you how our service, the most relied upon news and information source available, is
well positioned to take advantage of this movement toward greater connectivity. As
Chairman Genachowski said recently at the NAB convention in Las Vegas: “We're in
the midst of a transformative digital age.”® Representing an industry that last year
completed a remarkable transition to all-digital broadcasts, | couldn’t agree more. The

question before this Committee and Congress now is how we make this transformation

8 See “Remarks of Chairman Julius Genachowski, Federal Communications Commission, NAB Show
2010, Las Vegas, Nevada,” April 13, 2010, available at
http://hraunfoss.fcc.gov/iedocs public/attachmatch/DOC-297469A1.pdf.
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work for everyone — for broadcasters large and small, for small businesses throughout
the country and, most importantly, for consumers and communities.
il NAB Believes That Broadcast and Broadband Architectures Complement

Each Other and Should Each Be Part of a Future Communications Eco-
System

If the communications marketplace has taught us anything over the last seven
decades, it's that there is no one right way to reach consumers with news, information
and entertainment. First, radio was supposed to be the death of newspapers. Then
television was supposed to be the death of radio. Then cable was supposed to be the
death of broadcasting. And now the Internet is supposed to be the death of all other
media. And yet, just this morning, | listened to broadcast radio, watched television, read
a newspaper and accessed my email via the Web. Each medium provides a unigue and
important service and each medium has its strengths and limitations.

While there is little doubt that the internet will continue its remarkable rise as a
pervasive communications medium, there is just as little doubt that citizens will still want
access to local news and information, high-quality video like high definition (“HD") and
3D, and live events such as the Super Bowl and the Academy Awards. Broadcasting
remains the ideal medium for delivering such content. This is particularly true in the
wireless and mobile context. Wireless broadband is heraided in the National Broadband
Plan as potentially more “transformative” than either the Internet or mobile
communications alone. NBP at 77. And yet wireless broadband, even the faster and
more robust variety imagined in the National Broadband Plan, has very distinct

.limitations. It cannot be all things to all people. And it especially cannot be all things to

all people at the same time.
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Wireless broadband operates using a point-to-point architecture. This unicast
design essentially means that each user has his or her own path in the cellular network.
This type of design has many advantages. One advantage is that two people standing
next to each other using the same type of device and operating on the same wireless
network can be accessing totally different types of information. The first person can be
watching a video and the second person can be looking up directions to the closest
ltalian restaurant. But, if those two people and hundreds or thousands of other people
near them are trying to access the same information at the same time ~ like they might
during an emergency - the wireless network will quickly be overwheimed.

In contrast, a broadcast point-to-muitipoint architecture will never become
overwhelmed. Additional users accessing the broadcast stream do not put any
additional strain on the network, as they would in a wireless broadband point-to-point
architecture. The lack of an uplink or return path feature in the typical broadcast model
(often a perceived shortfall of the design) is, in fact, an important advantage when many
people want access to the same content.® There is no need to request information, as
one must when using wireless broadband. The content is simply there and available.
For this reason, a broadcast architecture is the ideal and most efficient method of
supplying highly sought after content - whether local severe weather reports or major

sporting events — to many people at the same time.

® See James Krogmeier and David Love, Techinical Review: The Ongoing Need for Over-the-Air
Broadcasting, filed as Attachment A to Joint Comments of NAB and the Association for Maximum Service
Television (MSTV) in FCC GN Docket Nos. 09-47, 09-137, 09-51 (Dec. 22, 2009}, at 25-26.
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This is an important point because, according to a report recently released by
Cisco, almost 66 percent of mobile data traffic will be video by 2014." Predictions about
the tremendous growth in the demand for wireless broadband are predicated on a befief
that consumers will want to access much of the content — high-demand video — that
broadcasters will be providing. Broadcasters are currently beginning the rollout of
Mobile DTV, a service which, if successful, could help offload much of the traffic from
wireless broadband networks. And they will be providing this service using their existing
spectrum allocations. Mobile DTV operates on a thin slice of a digital broadcaster’s six
MHz channel, side-by-side with primary HD channels and multicast channels. Using no
more spectrum than that which is currently allocated to them, broadcasters should be
able to lessen the demand on wireless networks and lessen the need for a radical
reallocation of spectrum for wireless broadband use. But, reducing the spectrum
allocated for broadcast television, as the National Broadband Plan suggests, would
severely inhibit or even prevent the successful implementation of Mobile DTV.

. Federal Agencies Should Complete a Comprehensive Spectrum inventory
to Inform Significant Decisions about Spectrum Needs and Uses

An important first step in the process of developing broadband solutions is an
inventory and analysis of usage across all of the radio spectrum bands managed by the
National Telecommunications and Information Administration (“NTIA”) and the FCC. In
our dialogues with Congress and Federal agencies about broadband, NAB has
emphasized three key principles that should guide efforts to promote broadband access

and adoption, while preserving for the public the benefits of free, over-the-air

® See “Cisco Visual Networking Index: Global Mobile Data Traffic Forecast Update, 2009-2014,” Feb. 9,
2010, available at

httg:llwwaAcisco]com/en/US/solutions/collateral/ns341/ns525/ns537/ns705/n5827/white paper c11-

520862 htmi.
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broadcasting: (i) considering all frequencies that may be suitable for wireless broadbanc
in developing an accurate assessment of spectrum suitable for broadband; (ii)
prioritizing the efficient use of spectrum already allocated and suitable for wireless
broadband; and (jii) maintaining an awareness of the limitations of wireless solutions as
compared to wired solutions.

NAB believes that a comprehensive inventory — including spectrum allocated for
Federal government use — would serve the public interest. A complete inventory and
analysis of spectrum usage would inform the current debate over spectrum needs, and
help to determine whether steps towards fostering greater spectrum efficiency — such as
tightening service deployment deadlines for wireless licensees, or streamlining wireless
licensing processes to get services to the public faster — are appropriate at this time.

Additionally, an inventory will demonstrate the high efficiency and unparalleled
public benefits of the use of spectrum for free, over-the-air broadcasting. Digital
television broadcasters are using their six MHz channel increasingly efficiently,
providing HD programming, multiple program streams and soon Mobile DTV."
Broadcast services are a gritical part of a national communications infrastructure that
includes wired and wireless broadband services, wired and wireless voice services, and
non-broadcast audio and video services. Qur national priorities and public policies
should continue to recognize the value that both free, over-the-air broadcasting and

broadband can bring to every American.

" Local broadcasters are set to launch a Mobile DTV “consumer showcase” in Washington DC starting
on May 3. Nine local stations wili be airing more than 20 program streams to hundreds of viewers
equipped with new Mobile DTV-enabled smartphones, laptops and portable DVD players. See News
Release of the Open Mobile Video Coalition, “All Systems Go' For May 3 Launch of Mobile Digital TV
Consumer Showcase in Washington, D.C.,” April 12, 2010. Available at
hitp://www.omvc.org/_assets/docs/press-releases/2010/0MVC-All-Systems-Go-NAB-FINAL pdf.
Broadcasters expect to faunch similar trials over the next year and full deployment throughout the country
soon after.

10



107

NAB notes that, in tandem with the release of the National Broadband Plan, the
FCC deployed a beta version of a “spectrum dashboard” - a tool that allows users to
obtain basic informaﬁon on licenses (including frequency bands) and descriptions of
spectrum allocations. NAB applauds this initial step. As the Plan notes, however, the
dashboard does not currently cover all bands." The Plan recommends the
development of an NTIA spectrum dashboard for federal spectrum and further
expansion of the dashboard to cover additional FCC licenses, but observes that
legislation being considered by Congress would examine a broader range of
spectrum.’® NAB believes that a comprehensive inventory and report will be
indispensable to Congress and Federal agencies as they consider the critical questions
of broadband deployment and its impact on small business entities. It is simply not
possible to make rational determinations about spectrum allocation without clear and

up-to-date information about how all spectrum bands are being used.

IV.  Spectrum Fees Could Have a Serious Negative Impact On Broadcast
Stations, Especially Small Market Stations, That Operate with a Low or
Negative Profit Margin

in the National Broadband Plan, the Commission asks Congress to grant
authority to the agency to impose spectrum fees on license holders. See NBP at.

Recommendation 5.6. it also goes on to suggest that such fees “may help to free up

'2 The dashboard currently includes general information on non-federal use of spectrum bands in the
range of 225 MHz to 3.7 GHz, as well as more detailed information about bands of particular relevance to
broadband: the 700 MHz Band; Advanced Wireless Service (AWS); Broadband Personal
Communications Service (PCS); Broadband Radio Service (BRS); Educational Broadband Service (EBS);
Cellular; 2.3 GHz Wireless Communications Service (WCS); Full Power TV Broadcast; and Mobile
Satellite Services (MSS).

* See Radio Spectrum Inventory Act, H.R. 3125, 111th Cong. (2009) (requiring an inventory of spectrum
between 225 MHz and 10 GHz as of February 18, 2010); Radio Spectrum Inventory Act, S. 649, 111th
Cong. (2009) (requiring an inventory of spectrum between 300 MHz and 3.5 GHz as of February 18,

2010).

11
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spectrum for new uses such as broadband, since licensees who use spectrum
inefficiently may reduce their holdings once they bear the opportunity cost of spectrum.”
NBP at 84.

In tandem with the Nationa! Broadband Plan, the Administration’s proposed FCC
budget for FY 2011 includes the following recommendation:

“To promote efficient use of the electromagnetic spectrum, the Administration
proposes to provide the FCC with new authority to use other economic mechanisms,
such as fees, as a spectrum management tool. The Commission would be authorized to
set user fees on unauctioned spectrum licenses based on spectrum-management
principles. Fees would be phased in over time asa part of an ongoing rulemaking
process to determine the appropriate application and level for fees. Fee collections are
estimated to begin in 2010, and total $4.8 billion through 2020.”

This proposal is problematic from ‘any number of perspectives. First, there is no
real difference between those who hold “unauctioned spectrum licenses” and those who
hold licenses acquired at auction; the only difference is that the buyers obtained the use
of the licenses by paying different entities. The vast majority of entities using licenses
not purchased in a government auction paid a market-clearing price to the prior owner --
a price which reflected the true value of the ongoing business including the license at
the time of purchase. In addition, the FCC is required to award new broadcast licenses
via auction, and some broadcast station owners have obtained their licenses in these
Commission auctions, after having paid the full market price.

Second, local radio and television broadcasters do not enjoy billion dollar

surpluses in their checkbooks. Most radio licensees are small businesses, and many -

12
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far too many — are now operating in the red.* The FCC currently estimates that 97 AM
stations and 271 FM stations and translators have been silent at least two months. See
http://www.fcc.go v/mb/audio/status/silent.html. Imposing a levy like this would force
many more to go dark or even exit the business permanently. That's not good for them
as small businesses, but it's also not good for America, which depends upon local radio
stations for news, information and entertainment programming, provided to listeners for
free each and every day.

The same holds true of television broadcasters. While many larger television
licensees do not qualify as small businesses, there are a number of television
broadcasters, particularly in smaller markets, which do. Like all broadcasters, these
stations have struggled during the recession. But even aside from cu‘rrent general
economic conditions, they have faced the emergence of many new competitors for
viewers and advertisers, and these problems are reflected in their bottom lines. In light
of these competitive realities, the FCC has expressly recognized that small market
television statiohs, independent stations and stations affiliated with minor networks are
experiencing “particularly great” financial hardships. Third Report and Order, 22 FCC
Rcd 21064, n. 192 (2007). As NAB has demonstrated in submissions to the FCC, and
as the FCC has explained, “the ability of local stations to compete successfully” in the
video marketplace has been “meaningfully (and negatively) affected in mid-sized and

smaller markets,” primarily because “small market stations are competing for

' As the Pew Research Center's Project for Excellence in Journalism recently reported, broadcast radio
has the largest audience of all types of audio outlets, but “this is where the profit and revenue are under
the most pressure.” 2010 State of the News Media, Executive Summary, Audio Section (2010 (also
noting that broadcast radio experienced an 18% drop in ad revenue in 2009 compared to 2008, which
was itself a year in which ad revenue had declined from 2007).

13
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disproportionately smaller [advertising] revenues than stations in large markets.” Report
and Order, 18 FCC Red 13620, 13698 (2003).

If smaller broadcast stations already suffering from declining profitability, and
even experiencing financial losses, are forced to pay spectrum fees to the government,
then such stations will have even fewer financial resources for serving their viewers,
and will be forced to reduce their programming and other services to local communities.
After all, local news operations and other quality programming services are costly to
maintain. indeed, depending on the level of spectrum feeé imposed, many small market
stations, as well as non-major network affiliated stations in all markets that tend to serve
niche audiences, could even be forced out of business. NAB believes that it would not
be in the public interest for government-imposed fees to deprive viewers and
communities of the important local television and radio services upon which they rely,
including vital emergency information.

Clearly, these proposed fees are bad for the small businessmen and women who
own radio and television stations and bad for their viewers and listeners. But they are
also a bad way to govern. Think about the implementation of a new fee program as a
“spectrum management tool.”

What the FCC is really proposing is a mechanism to influence the behavior of its
licensees with new fees. From a spectrum management perspective that can mean only
one thing: that the Commission wants to clear bands of frequencies of incumbent
licensees by charging fees.

This Committee should not support this sub rosa way of spectrum reallocation. [f

the FCC wants to clear a band then it should commence a reallocation proceeding, tell

14
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the American people of the consequences of reallocating the spectrum currently used to
provide free, over-the-air broadcast services, and let the public comment. Raising fees,
and forcing stations out of business in order to achieve the same result, is not the way
that spectrum policy should be implemented. This is particularly true in light of the
recent transition to digital television, where the American people were promised that
they would receive crystal-clear digital pictures and additional services, including
multicast channels, if they invested in digital receiving equipment. Imposing spectrum
fees that would ultimately function to take spectrum away from digital television stations
would strand the investment of broadcasters, the government and, most importantly,

consumers in the digital transition.

V. Congress Should Direct the FCC to Focus its First National Broadband
Plan Efforts on Fostering Deployment of Fixed Wireless Broadband
Services Using Vacant Broadcast Channels in Rural Areas.

The first order of business for the National Broadband Plan should be
encouraging deployment of fixed wireless broadband services for rural areas. It is these
areas where broadband is less available and affordable, and where it is readily
achievable — using vacant broadcast channels. Indeed, as discussed below, Canada
has already authorized this technology to support its underserved rural populations.

As NAB has repeatedly advocated, use of vacant spectrum (aka “white spaces”)
between television channels for fixed licensed broadband in rural areas is a way to
improve broadband access for these underserved areas.'® Engineered properly, these

unused channels could presumably be also utilized for backhaul in these areas.

*® See, €.g., Joint Reply Comments of MSTV and NAB, ET Docket Nos. 04-186 and 02-380, at 5 (March
2, 2007) (*MSTV/NAB Joint Reply Comments) (supporting the introduction of fixed devices into the v
white spaces to “provide new broadband services, especially to rural and underserved areas of the United
States”); Letter from David Donovan, MSTV and Jane Mago, NAB, GN Docket No. 09-561 (July 21, 2009).
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Because the broadcast bands are used less intensively in rural markets, with
appropriate technical protections fixed broadband services can operate in this spectrum
without undermining consumers’ access to free, over-the-air digital television or new
mobile DTV services.'® Broadband deployment in rural areas can be swift, non-
disruptive, and serve areas with the greatest need.

Indeed, the broadcast spectrum is ideal as a technical matter for use by fixed
devices to provide rural broadband services. We emphasize, however, that certain
baseline interference protections must be implemented when fixed broadband services
are deployed in broadcast spectrum in rural areas. These include the proper desired to
undesired (“D/U") ratios, prohibiting operation within the contour of co- and adjacent
channel DTV stations and implementing stricter out-of-band emission limits.”
Congress should therefore instruct the FCC to ensure that these specific protections are
included in its broadband planning for rural markets. '®

Other parties that have addressed white space use in connection with the FCC'’s
National Broadband Plan have noted its utility in rural areas.'® The Canadian

government has likewise authorized licensed use of television spectrum for broadband

'8 These protections include a prohibition on operation in the channels immediately adjacent to an
occupied television channel {the “first adjacent channels®). See Unlicensed Operation in the TV
Broadcast Bands; Additional Spectrum for Unlicensed Devices Below 900 MHz and in the 3 GHz Band,
Second Report and Order and Memorandum Opinion and Order, 23 FCC Recd 16807, 16812 10 (2008).

7 See MSTV/NAB Joint Reply Comments, supra fn. 15 at 7-24.

'8 Use of the white spaces for fixed broadband should not be confused with use of the white spaces for
unlicensed mobile (a.k.a. “personal/portable”) devices. Whereas “fixed” wireless broadband couid heip
provide consumers in ruraf areas with retiable broadband access, mobile unlicensed devices do not
themselves make broadband access available. Indeed, in addition to degrading consumers’ access to
digitat television, unpredictable interference from unlicensed mobile devices may have the unintended
effect of preciuding use of the while-space spectrum for fixed broadband access.

" See, e.g., Comments of Public Knowledge, Media Access Project, the New America Foundation, and
U.S. PIRG, GN Docket No. 09-51, at 32 (June 8, 2009) (“Rural areas wouid have more white spaces
compared to urban regions due to presence of fewer broadcasting channels there”), Comments of
Wireless Communications Association international, GN Docket No. 09-51, at 47 (June 8, 2009).
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in “rural and remote” areas. That decision similarly reflects the fact that, unlike in urban
and suburban areas, in rural areas there is typically sufficient white-space spectrum for
fixed broadband use, including for backhaul purposes.”

Aside from the many technical advantages of authorizing licensed use of
television spectrum for broadband in rural/remote areas, there is also a practical
advantage in that it can bring a solution to market very quickly. in sharp contraét,
proposals involving realfocation or repacking of broadcast and/or other spectrum could
involve years of administrative rulemaking activity to determine exactly how specific
bands should be used, the establishment of service rules for various bands, adoption of
relocation rules and procedures and eventually an auction. Completion of an auction is
only the beginning of yet a new set of administrative processes inciuding FCC review of
“long form" applications to evaluate the qualifications of winning bidders, collection of
payments and then license grant.

This final step only means that Americans may receive new or expanded
services several years down the road, because FCC rules generally only require
wireless licensees to offer services to portions of their coverage areas within five or ten

years after license grant.21 Accordingly, if a near-term solution to the lack of broadband

® See interim Technical Guidelines for Remote Rural Broadband Systems Operating in the Band 512-
698 MHz (TV Channels 21-51), industry Canada (rel. March 2007).

21 See, e.g., 47 C.F.R. § 22.503 {within five years of license grant, paging licensees must construct and
operate facilities covering two-thirds of the population in their geographic service areas or demonstrate
substantial service); 47 C.F.R. § 24.103 (within 10 years of license grant, nationwide narrowband PCS
licensees must construct base stations covering a specified geographic area, serve 75 percent of the U.S.
population, or demonstrate substantial service); 47 C.F.R. § 24.203 (within 10 years of license grant,
broadband PCS licensees holding 30 MHz blocks must operate with a signal level sufficient to provide
adequate service to at least two-thirds of the population in their licensed area or demonstrate substantial
service); 47 C.F.R. § 101.1011 (within 10 years of license grant, local muitipoint distribution service
licensees must demonstrate substantiat service). If an extension of the construction period is not granted
and construction deadlines are not met by a ficensee, FCC rules provide that the licensee’s authorization
automatically terminates. See, e.g., 47 C.F.R. § 1.946(c).
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services in rural areas is desired, policymakers should pursue solutions that can and will
be implemented in a timely manner. We therefore urge Congress to direct the FCC to
pursue this path as its first priority. Quicker broadband deployment in rural areas would
obviously benefit consumers but also small businesses by helping them become more
competitive with larger entities and with entities in urban areas.

Television broadcasters can be an important component in the deployment of our
national broadband system. Based on our knowledge of the broadcast spectrum and
experience with digital television reception, NAB looks forward to working with Congress
and the Commission in these efforts.

VL.  Congress Should Also Direct the FCC and NTIA to Develop Policies That

Encourage More Spectrally Efficient Uses of Existing Wireless Broadband
Allocations

The National Broadband Plan recommends that the FCC make available 500
MHz of spectrum for wireless broadband use within the next ten years, 120 MHz of
which is expected to come from spectrum currently allocated for broadcast television
use. NBP at 77. This recommendation is guided by two beliefs: one, that a massive
increase in demand for wireless broadband will be driven by smartphones and similar
devices and two, that the existing wireless architecture will improve in speed but remain
largely of the samé design. Demand for wireless broadband undoubtedly will increase,
although no one can predict by precisely how much. But the second belief about the
capability of the existing wireless architecture is based largely on how much the
government guides and incentivizes wireless broadband companies to use their existing
allocations more efficiently.

Many experts do not agree that simply throwing more spectrum at wireless

companies is the best approach for ameliorating a perceived spectrum shortfall.
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According to a recent Aspen Institute publication entitled “Rethinking Spectrum Policy."
“Increased demand for wireless services does not automatically mean a need for
increased spectrum. Wireless network capability is a function of the amount of spectrum
available, spectrum efficiency, and frequency reuse, typically obtained in wireless
networks by reducing the size of cell sites.”®? Martin Cooper, the lead inventor of the cell
phone and leading expert in spectrum management, said recently that the solution to a
predicted spectrum shortfall “is not redistributing spectrum . . . . [iltis, in fact, creating
new capacity” using new technology.? Indeed, according to Cooper’s law, spectrum
efficiency doubles every two and a half years; over the last 90 years, spectrum
utilization has increased over a trillion times.?* ‘

As NAB has previously demonstrated, there is no necessary connection between
simply allocating additional spectrum and an increase in broadband penetration.?®
Indeed, as other observers have pointed out, obtaining more spectrum is merely the
cheapest way for wireless companies to expand service - it is not the only way or even

the optimal way. As recently noted in the Economist, wireless companies “tend to lobby

2 MacCarthy, Mark, Rethinking Spectrum Policy: A Fiber Intensive Wireless Architecture, The Aspen
Institute, Communications and Society Program, 2010, 9-10.

2 See “Cell Phone Inventor: Spectrum Reclamation isn't Answer,” Broadcasting & Cable, John Eggerton,
March 5, 2010.

24 See ArrayComm, Cooper's Law, http://www.arraycomm.com/serve.php?page=Cooper (last visited Dec.
18 2009) (describing the application of Cooper's Law).

%5 See James Krogmeier and David Love, Technical Review: The Ongoing Need for Qver-the-Air
Broadcasting, filed as Attachment A to Joint Comments of NAB and the Association for Maximum Service
Television (MSTV) in FCC GN Docket Nos. 09-47, 09-137, 09-51 {Dec. 22, 2009), at 10-11. This report:
explained that allocating more of a certain resource does not mean that the resource will be used or used
efficiently, and pointed out that reviews of broadband policies from around the worid had found no
consistent correlation between regulatory structures and spectrum policies, on the one hand, and third
generation wireless penetration, on the other.
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governments for more and better spectrum before investing” in technologies that help
them squeeze more capacity from their existing aflocations.?®

One technology that shows particular promise to help reduce demand on
wireless networks is the femto cell, a “low-power, short-range base station that users
connect to an existing wireline broadband connection to expand coverage within a
home or office.””” Femto cells, like WiFi hotspots, are a relatively cheap and easy way
to quickly offload traffic onto higher-capacity wired broadband lines. Employed
expansively through the country, and especially in high-population urban areas, Femto
cells and similar technologies could help alleviate much of the need for more wireless
broadband spectrum.?® Such technologies will enable much more efficient use of
spectrum, and will help enable the expansion of wireless broadband services without
compromising other valuable services, including free, over-the-air broadcasting.

NAB strongly encourages Congress to create economic incentives for wireless
companies to invest more in technologies like femto celis and to ensure they are using
their existing allocations most efficiently. Dumping new spectrum in their coffers will
have will have the opposite effect, discouraging investment and innovation, and will not
ultimately result in the most efficient use of the nation’s spectrum resource.

Vil. Conclusion

% See "Breaking up,” The Economist, February 13, 2010, at 65-66.
& See Rethinking Spectrum Policy, supra fn. 22.

8 NAB has previously discussed femto cells and other emerging technologies in more detail in
submissions to the FCC. James Krogmeier and David Love, Technical Review: The Ongoing Need for
Over-the-Air Broadcasting, filed as Attachment A to Joint Comments of NAB and the Association for
Maximum Service Television (MSTV) in FCC GN Docket Nos. 09-47, 09-137, 09-51 (Dec. 22, 2009}, at
18-21.
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NAB is very pleased to be a part of any discussion about the future of American
communications. We believe that the National Broadband Plan is a unique opportunity
for the government and private businesses to work together to shape how Americans
will be accessing information in the 21% Century. Broadcasters, both farge and small,
will continue to play a major role in their local communities in the digital age. In
particular, the broadcast industry urges this Committee to focus on fostering
development of fixed wireless broadband services using vacant broadcast channels in
rural areas. Such as effort should result in significant expansion of broadband
accessibility and use by consumers and small businesses alike. Thank you for your

attention.
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Chair LANDRIEU. Thank you very much, and that was an excel-
lent statement. Let me ask you all if you could try to keep your
comments to about 3 minutes each. We will submit your entire
statement for the record, and then Senator Snowe and I both have
a series of questions along with Senator Shaheen, and I am going
to ask Senator Snowe to go first for the questions because she has
got a 12 o’clock meeting and I have got a little bit more time.

Mr. Largent. Congressman.

STATEMENT OF HON. STEVE LARGENT, PRESIDENT AND
CHIEF EXECUTIVE OFFICER, CTIA-THE WIRELESS ASSOCIA-
TION

Mr. LARGENT. On behalf of CTIA, I want to thank Chairwoman
Landrieu and Ranking Member Snowe and all the Senators on the
Committee for the opportunity to participate in today’s hearing on
the National Broadband Plan and its impact on small business.

CTIA’s members include wireless carriers, network equipment
builders, handset manufacturers, integrators, application devel-
opers, each of which contributes to making the United States the
most competitive, innovative wireless marketplace in the world.
Large or small, CTIA’s members are focused intensely on helping
to provide wireless services and products that benefit every Amer-
ican consumer and business.

CTIA’s membership believes that the National Broadband Plan
represents a significant opportunity to expand broadband Internet
access to reach all Americans. This is especially true with respect
to the spectrum and the need to address what the FCC Chairman
has termed a “looming spectrum crisis.” Thus, we are excited by
the plan’s intensive focus on the need to make additional spectrum
available for mobile broadband services. Accomplishing that goal
quickly is critical.

As the plan’s author, Blair Levin, said last week, “if we get the
implementation of the mobile piece of the plan right, we can pre-
cipitate a massive private investment boom and build a world-lead-
ing broadband ecosystem. And if we get it wrong, we will cause our
economy to suffer.” We agree with Blair, and we are focused on
helping to get it right.

With adequate spectrum and continued significant private in-
vestment and innovation, we can ensure that every American has
access to broadband at home, at work, at school, and in our public
institutions. We believe that continued evolution towards always
on, always available, high-speed wireless broadband has profound
implications for every segment of our society, including America’s
small businesses.

I am going to skip over some of my statement here and submit
it for the record. But implementation of the spectrum recommenda-
tions in the plan, aided by the enactment of Senator Kerry and
Snowe’s Radio Spectrum Inventory Act will enable all of these com-
panies and others to grow, while also helping to promote continued
U.S. leadership in the wireless industry.

Beyond addressing the looming spectrum crisis, policymakers can
enhance small businesses’ ability to succeed by reforming the Tax
Code to better reflect the realities of our information-driven econ-
omy. Mobile devices are no longer a luxury for business; they are
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a necessity. The Tax Code must reflect this shift. And Senator
Kerry’s MOBILE Cell Phone Act would make a much needed
change in the Tax Code by eliminating the outdated recordkeeping
obligations devised in a day and age when the wireless device was
called a car phone and a minute of air time cost an order of mag-
nitude more than a minute of use does today. Requiring every per-
son with an employer-provided device to comply with detailed call-
by-call recordkeeping requirements might have made sense in the
late 1980s, but it sure does not make sense today.

I will just say the wireless industry looks forward to working
with Congress, the FCC, and other stakeholders to ensure that
every American consumer and business has access to robust mobile
broadband service. By adopting the National Broadband Plan’s
spectrum recommendations, updating our tax policies, and con-
tinuing a strong commitment to encouraging private investment,
we can make that vision a reality.

I appreciate the opportunity to share these thoughts, and I look
forward to your questions.

[The prepared statement of Mr. Largent follows:]
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On behalf of CTIA - The Wireless Association®, I want to thank Chairwoman Landrieu and
Ranking Member Snowe, and all the Senators on the Committee, for the opportunity to

participate in today’s hearing on the National Broadband Plan and its impact on small business.

CTIA is an international organization representing the wireless communications industry, Our
membership ranges from some of the largest, publicly traded companies in America to small,
privately held companies with just a few employees. Our members include carriers, network
equipment and handset manufacturers, integrators, and applications developers, each of which
contributes to making the United States the most competitive, innovative wireless marketplace in
the world. Large or small, CTIA’s members all are focused intensely on helping to provide .

wireless services and products that benefit every American consumer and business,

CTIA’s membership believes that the National Broadband Plan represents a significant
opportunity to expand broadband Internet access to reach all Americans; This is especially true
with respect to spectrum and the need to address what Federal Communications Comimission
Chairman Genachowski has tenmed a “looming spectrum crisis.” Thus, we are excited by the
plan’s intensive focus on the need to make additional spectrum available for mobile broadband
services. Accomplishing that goal ~ quickly — is critical. As the plan’s author, Blair Levin, said
in a speech last week, “if we get the implementation of the moEile piece of the Plan right, we can
precipitate a massive private investment boom and build a world leading broadband ecosystem,
And if we get it wrong, we will cause our economy to suffer huge losses in wealth and jobs,”

We agree, and we're focused on helping to get it right.

With adequate spectrum and continued, significant private investment and innovation, we can
ensure that every American has access to broadband at home, at work, at school, and in our

public institutions. We think that the continued evolution toward always-on, always-available

abtes,
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high-speed wireless broadband has profound implications for every segment of our society,

including America’s small businesses.

Whether accessed by aircard or smartphone, wireless broadband creates significant opportunities
for small businesses to appear large, for remote businesses to appear local, and for nimble
businesses to compete more efficiently. Without the need to be tied to a desk or wall jack,

wireless broadband enables employees to be more productive.

While a 2009 Harris Interactive study found that businesses of all sizes are increasing their
reliance on wireless data services, this shift is perhaps most profound in small businesses, since
employees in smaller companies tend to be highly mobile. That is particularly the case with
respect to home-based businesses, where workers have to be out and about to visit with
customers, suppliers, and partners. As a result, employees in small office/home office
companies tend to be more dependent on their mobile devices than employees in larger
enterprises may be. In fact, a recent study by Compass Intelligence found that workers in a small
office/home office setting spend 50% more time on their wireless devices than employees in an
enterprise setting do. Enhanced wireless broadband access will benefit these companies, and

thus they have a stake in the outcome of the National Broadband Plan’s implementation.

Examples of mobile products and services that can help drive efficiency gains, enable
innovation, and expand business opportunities are growing by the day, but let me highlight justa
few for you, Most of these companies are less than five years old, and if you haven’t heard of

them yet, you probably will soon.

Stelera Wireless: After buying licenses in the 2006 AWS-1 spectrum auction,
privately held, Oklahoma City-based Stelera has launched wireless broadband
service in a variety of markets in Texas , Colorado, and Kansas, none of which are
larger than 20,000. Stelera’s service enables companies doing business in these
markets access to connections as fast as 14.4 Mbps downstream and 2 Mbps
upstream, enabling users to access a global supply system while marketing their
goods and services on a broad basis.

-Mozido: This Dallas-based company provides electronic banking solutions to
carriers, banks, and retailers. Mozido’s service provides end users with an FDIC-
insured stored value account that enables a variety of financial transactions to be
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completed over the mobile device, generally at a fraction of the cost of traditional
banking services.

KoreTelematics: This company, based in Alpharetta, Georgia, is at the forefront
of enabling machine-to-machine communications that will assist in a range of
integrated telematics services, including smart-grid monitoring and fleet
management,

Square: Developed by a San Francisco-based company, the Square is a tiny
device that plugs into the audio port on an iPhone and transforms a mobile phone
into a check-out stand capable of accepting credit/debit card payments. An
Android version of the device is in development and there is no reason why this
concept can not be expanded to work with any device that has audio port that can
run software. This sort of mobile payment advance can expand the capability of a
small business to accept a wide variety of payments for goods or services.

TPPLEX/iVisit: This Santa Monica, California-based company has developed
LookTel, a smart phone application which automatically scans and recognizes
common household objects and provides other assistance to the visually impaired.
The technology was developed with the help of grants from the National Institute
of Health and National Eye Institute. LookTel won first place in the Mobile
Applications - Healthcare category at 2010 CTIA E-Tech Awards.

Zoom Safer: This Reston, Virginia-based company is focused on developing
innovative software that prevents consumer and corporate motorists from texting
and emailing while driving.

The wireless platform is the common tie between these companies that are helping drive the
transformation of our e-commerce, telematics, and health care marketplaces, often in competition
with much larger companies. They need access to a robust wireless broadband to succeed, and

with it, the services and products these entrepreneurs offer can be leveraged to help other small

businesses succeed too.

Implementation of the spectrum recommendations in the Plan, which will be aided by enactment
of Senator Kerry and Senator Snowe’s Radio Spectrum Inventory Act (8. 649), will enable these

companies and others to grow, while also helping to promote continued U.S. leadership in the

wireless industry.

In addition to ensuring that the wireless industry has sufficient spectrum to meet rapidly growing

consumer and business demand for mobile bandwidth, policymakers can enhance small

[S3)



123

businesses’ ability to succeed by reforming the tax code to better reflect the realities of our
information-driven economy. Mobile devices are no longer a luxury for business, they are a

necessity, The tax code must reflect this shift.

Senator Kerry’s MOBILE Cell Phone Act, S. 144, would make a nuch-needed change in the tax
code by eliminating outdated record-keeping obligations devised in a day and age when the
wireless device was called a “car phone” and a minute of airtime cost an order of magnitude
more than a minute of use does today. Wireless devices are now nearly ubiquitous in the small
business environment, and data from Harris Interactive suggests that a majority of those devices
are provided to employees by their employer. Requiring every person with an employer-
provided device to comply with detailed, call-by-call record-keeping requirements might have

made sense in the late 1980s, but it doesn’t malke sense today.

Enactment of S. 144 would cure this problem by eliminating the record-keeping obligation and
treating an employer-provided wireless device the same way a wireline telephone or desktop
computer are treated. Treasury Secretary Geithner and RS Commissioner Shulman have
expressed support for the bill and two weeks ago the House passed companion legislation. We
thank the Senators on this Committee for their support of the Kerry bill and strongly urge its

adoption during the current session.

The wireless industry looks forward to working with Congress, the FCC, and other stakeholders
to ensure that every American consumer and business has access to robust mobile broadband
service. By adopting the National Broadband Plan’s spectrum recommendations, updating our
tax policies, and continuing a strong commitment to encouraging private investment, we can

make that vision a reality.

[ appreciate the opportunity to share these thoughts with you and look forward to your questions.
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Chair LANDRIEU. Thank you very much.
Mr. Huval.

STATEMENT OF TERRY HUVAL, DIRECTOR OF UTILITIES,
LAFAYETTE CITY-PARISH CONSOLIDATED GOVERNMENT

Mr. HUvAL. Bonjour, Madame La Presidente. I could not pass it
up. “Madam Chair” in French is “Madame”——

[Laughter.]

Chair LANDRIEU. I told you he would do it if I did not

Mr. HuvaL. I thought you would enjoy that. I also want to thank
Ranking Member Snowe. In the Northeast, of course, we share a
very common heritage between—from my ancestors.

My name is Terry Huval. I am the Director of Utilities for the
Lafayette utility system, and I had some prepared remarks, but in
consideration of time and what I have heard so far, I have some-
thing to share with you.

The things that were being espoused during the first panel today
are what we are doing in Lafayette today. We are providing 100
megabits per second of connectivity to our entire city. We do not
discriminate between one side of town or the other. Everyone, the
poor and the rich and the small businesses, all have access to the
system. And we did not do it with $1 of Federal Government funds,
State government funds, or local taxes. We did it because people
in our community said they are willing to allow us to borrow the
money to move forward with this initiative. And you would think
that that would be, you know, a pretty easy place for us to go be-
cause we are not borrowing money—not having to get tax dollars.
But I will tell you, the challenge has been great.

The 1996 Telecommunications Act provided language that said
that any entity could provide telecommunications services. Local
governments perceived that as meaning that they could provide
that type of service. We found out later on that through cases that
went to the U.S. Supreme Court, a State could prevent or adjust
the ability for local governments to get into this kind of business.
And so in Louisiana, the Local Fair Competition Act, Local Govern-
ment Fair Competition Act was passed in 2004, which, despite its
label—its label has been anything but—excuse me, I have a cold—
has been anything but a fair act. It provides numerous costs and
challenges for us to overcome to provide these services to our cus-
tomers, and continued intimidation by Cox Communications and
Bell South over the years to try to make it more difficult and more
costly for us to provide these services.

We believe that the simple measure of trying to get complete
shackles off of local governments to provide these services will have
the greatest impact on getting broadband out, because then you
will have a truly competitive option that companies who decide not
to make those investments, even though they are requested to. In
Lafayette, we asked the cable company—the telephone company to
provide these services. They said no, Lafayette was too small, they
were not going to make that kind of investment. But yet when we
try and do it ourselves, they oppose us.

So if you have local governments able to provide these kinds of
services, then the private companies will get it. They will either de-
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cide they are going to do it, or they are going to allow local govern-
ments to provide the services.

We could do this ourselves. Since 1896, Lafayette and many
other public power systems have built and operated complex elec-
trical utility systems, and we can do this. And we are doing it al-
ready in Lafayette.

My written testimony has much more complete stories about
what we went through, but suffice it to say that our statement is—
we have the solution to this problem.

[The prepared statement of Mr. Huval follows:]
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Testimony of Terry Huval
Director of Utilities
Lafayette, Louisiana

Before the
Committee on Small Business and Entrepreneurship

Hearing on “Connecting Main Street to the World: Federal Efforts to
Expand Small Business Internet Access”

Madam Chairman and Members of the committee, my name is Terry Huval,
and I serve as the Director of Utiliﬁes of the Lafayette City-Parish Consolidated
Government in Lafayette, Louisiana. I am appearing here today on behalf of my community
and on behalf of the American Public Power Association (APPA), an association
representing the interests of over 2000 public power communities in North America. Thank
you for the invitation to participate in this important hearing regarding efforts to expand

Internet access to small businesses in both commercial locations and in the home.

|8 LAFAYETTE’S VISION AND COMMUNITY SUPPORT

Lafayette believes the Internet and major broadband is as important to the
future of our citizens and businesses as was the coﬁstruction of our own electric utility
system, a critical infrastructure proposition that received a unanimous vote of approval from
its community in 1896. Some 109 years later, Lafayette’s citizens overwhelmingly
supported the entry of our local government into the telecommunications business through a
62% vote of approval at a public referendum in 2005. This new communications system is
named after the city’s utility enterprise, Lafayette Utilities System (LUS) and operates

under the trade name of “LUS Fiber”.
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LUS Fiber is already serving thousands of customers today, both homes and
businesses, and is providing its customers with the nation’s fastest Internet speeds at
unprecedented low prices. Lafayette is currently the largest U.S. city with a community-
owned fiber system, The LUS Fiber to the Home and business system is expected to
complete its citywide street-by-street deployment by July 2010, which is some 9 months
ahead of schedule. While this brief description of Lafayette’s progress on this initiative
would appear straightforward enough, the lengthy and costly struggle to reach these

important milestones has been anything but simple.

II. LEGAL INTERFERENCE BY INCUMBENT TELECOM PROVIDERS

Subsequent to the initial pubiic announcements made relative to Lafayette’s
exploration into this venture in April 2004, the city’s major incumbent private telephone
company (BellSouth) and cable TV company (Cox Communications), were repeatedly
invited to build a fiber to the premise infrastructure in our city, in lieu of Lafayette doing so.
Those companies steadfastly refused to do so, stating that Lafayette was too small of a
market to make such a large investment. Despite their refusal to make the investment
themselves, these telecommunications providers aggressively opposed the city’s entry into
the telecommunications arena. Within days of the city’s announcement to perform a market
survey to find out if there was sufficient interest in the community for the c{ty to move
forward with such an initiative, BellSouth orchestrated legislation which, while self-styled
as a “fairness” bill, would have effectively prohibited any local government in Louisiana

from offering telecommunications services. Because of the political influence and
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unlimited resources of these mammoth telephone and cable corporations, Lafayette could
not kill this legislation outright and was forced to negotiate provisions that, while not
prohibitive, placed Lafayette at a significant disadvantage as compared to these very
established private companies. As a result, the so-called “Local Government Fair
Competition Act” (LGFCA) was enacted.

The FCC National Broadband Plan, on page 153, includes Louisiana as one
of 18 states that “have passed laws to restrict or explicitly prohibit municipalities from
offering broadband services.,” While the Louisiana law did not prohibit Lafayette from
providing broadband services, its mere presence provided, and continues to provide, a
fertile playground for BellSouth (and its successor AT&T), Cox and their allies to create
mischief, resulting in discouraging local governments from stepping in to provide these
services even when the private telecom companies refuse to do so. In the case of Louisiana,
no other local government has stepped up to attempt to provide communications services,
even in instances when the private providers decline to do so. This is not surprising when
one considers the direct cost for communities to pursue this as a result of lawsuits and other
further provisions these private telecom companies have effectively lobbied into law. Add
to that, the undesirable experiences Lafayette endured due to the aggressiveness of
BellSouth, Cox and their surrogates, and it is easy to see why this law is an effective barrier
to entry, even while paying lip service to the possibility of municipal involvement. In
essence, the LGFCA — despite its oft stated purpose of “leveling the playing field” -- has

effectively become the biggest impediment for local government to offer these services.
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The LGFCA was touted by the incumbent telecom providers as being
necessary to create a “level playing field” when a governmental entity enters the market
place; however, one cannot help but note the irony of that assertion. Lafayette certainly
agrees that the playing field is not level, but all of the advantages go to the private

providers,

For example, while Cox Communications can make rate decisions in a private
conference room several states away, Lafayette conducts its business in an open forum, as i
should. While Cox can make repeated and periodic requests for documents under the
Public Records Law, it is not subject to a corresponding obligation - a “show me your
plans, but dc;n’t dare ask to seec mine” mentality, Louisiana law limits the ability of a
governmental enterprise to advertise, but nothing prevents the incumbent providers from
spending millions of dollars in advertising campaigns. An important focal point of the legal
challenges involved the right or ability of Lafayette to pledge assets of the utilities system
as security for the bonds, something that the private corporations do all of the time without
the slightest scrutiny. To be sure, the “playing field is not level,” but it is the government

which is disadvantaged, not the private companies.

Lafayette’s story continues...Once the Lquisiana legislation was put into law in July
2004, BellSouth took advantage of their first opportunity to file suit. The suit pushed the
envelope concerning a referendum election, which was not a direct requirement in the
negotiations of LGFCA. However, as a result of adverse rulings in the state district court
and state court of appeals, Lafayette of its own accord brought the issue to a public
referendum vote. As it turned out, the arrogant push back by BellSouth and Cox ignited

many in the community. Grasstoots support sprang up in many sectors of the city. By the
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time the July 16, 2005 election rolled around, Lafayette’s fiber initiative had gained the
endorsement of both the Parish Democratic Executive Committee and the Parish
Republican Executive Committee. It also received the endorsement of the Greater
Lafayette Chamber of Commerce and a number of other established organizations in the
community, In addition, the local daily newspaper issued five editorials in support of the

initiative and the local weekly paper also issued editorials in support of the initiative.

Despite an aggressive campaign by the private telecom entities and their allies
designed to incite fear or uncertainty in the citizenry, the referendum passed by a 62% vote,
with nearly every precinct in support. The only organized opposition was from a group
consisting of three citizens whose arguments seemed curiously consistent with those of the

incumbent telecom companies and their state organizations.

With a successful public vote behind it, Lafayette began its efforts to secure funding
for the project through the issuance of tax-exempt municipal bonds. The corresponding
bond ordinance was unanimously approved by both the governing authority of the utilities
department and the city-parish council, as well as the State Bond Commission, but soon was
challenged by the filing of suits by the incumbent companies and their respective state
organizations. The state district court ruled in favor of the city, but that decision was
overturned against the city by the state appeals court. Although Lafayette disagreed with
the higher court ruling, Lafayette modiﬁed its bond ordinance accordingly and again
received unanimous support from the aforementioned bodies. The bond ordinance again
received a legal challenge, but this time by two citizens of the community. To this day I
still do not know what these two citizens even look like. Some suggest the extensive legal

costs associated with the subsequent court proceedings were underwritten by others. Even
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the Chief Justice of the Louisiana Supreme Court — a long standing friend of your family,
Madam Chairman -- asked the plaintiffs’ attorney if they were being paid by the telephone

company, during the ultimate Supreme Court hearing on this issue.

This third case also resulted in a ruling in Lafayette’s favor by the state district
court, but was subsequently overturned by the appeals court. This time, Lafayette appealed
the ruling to the State Supreme Court, which overturned the appeals court by a unanimous

7-0 decision in February 2007.

During these court battles, Lafayette also had to endure additional struggles in the
Louisiana Public Service Commission (LPSC). Although state law does not allow the
LPSC to regulate a municipally-owned utility system, certain aspects of the LGFCA
regarding cost allocations and affiliate transactions required additional rule-making beyond
the Act itself. Lafayette agreed that the LPSC, which has developed similar rules for
private telecom companies, would be an appropriate forum to develop such rules. Again,
however, BellSouth and Cox used this additional opportunity to try to make the mandates of
the LGFCA even more onerous for Lafayette, Those interventions forced more costs on

Lafayette through some of the resultant rules.

In addition, the private telecom companies were successful in 2005 to amend
LGFCA by including a mandatory provision in the LGFCA forcing a public referendum,
even though the prior year’s negotiation of ‘the act did not include such a requirement. This
same amendment to the LGFCA included an unduly onerous provision that would suspend
the obligation of a private cable TV or telephone to pay franchise fees to any local
government choosing to provide telecom services in the event a public referendum was not

held. This suspension of franchise fee payments would remain in force until the
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communications enterprise of the local government paid the same level of franchise fee paid
by the private providers over the previous 10 years. The punitive nature of this provision
meant that local governments would have to reduce their budgets, perhaps cutting vital
services like police and fire protection, if the community wanted to enter the
telecommunications arena for the good of its community. This is yet another example of

the “unfair” Act, which was supposedly based on the concept of “fairness™.

As one can readily see, the incumbent providers have gone to grossly excessive
lengths to do all they can to discourage local governments from providing these essential

services to their citizens and businesses.

By the time the Louisiana Supreme Court rendered its decision in 2007, almost three
);ears had passed since the city’s first announcement of this project in 2004. The political
and legal battles brought and promoted by the incumbent telecoms cost the city of Lafayette
nearly $4 million. Interestingly enough, Cox Communications, which had been increasing
its rates several times a year prior to Lafayette’s initial announcement to explore its offering
of telecommunications services, decided to freeze its rates in Lafayette between 2004 and
2007. At the same time, Cox continued to increase its rates in other parts of the state.
Estimates indicate that Lafayette citizens and businesses saved nearly $4 million due to
these deferred cable rate increases, so in a roundabout way Lafayette’s citizens saved in
reduced cable TV rates the amount the city spent defending itself in this extensive litigation

process.



133

III. CONTINUED INTIMIDATION BY INCUMBENT TELECOM PROVIDERS

It has been interesting to observe the interplay between BellSouth and Cox, which
sometimes resembled a strategy of “good cop/bad cop”. For example, BellSouth was
clearly the leader in the legislative battle and early lawsuits. Cox would remain quiet for a
while and let BellSouth take the public blows, and then suddenly Cox would become the
notable aggressor with strategies like push-polls, attempting to poison the minds of the
community members being polled in order to get responses that would be against the city’As
fiber initiative. One member of the community recorded the push-poll he was receiving.
One of the questions alluded to the city requirements for lawn watering during dry summer
conditions. The question generally was phrased as “Since the city only allows you to water
your lawn only three days per week, how do you feel about the city offering you cable TV
service where you could only watch television three days per week?” The cofnmunity
member and, ultimately, the out-of-state questioner in this push-poll, are both heard

chuckling at the ridiculous nature of the questions.

Since the Supreme Court decision, Cox Communications has made very frequent
public records requests and is using other tactics to attempt to undermine Lafayette’s market
penetration efforts. Cox has increased its rates in the multi-parish area, which includes
Lafayette, and is going door-to-door to offer lower customized pricing to regain customers
already being served by LUS Fiber. Apparently the notion of “fairness” espoused by the
private companies does not include the increasing of rates to customers in non-Lafayette

areas who have very few competitive options which allows Cox to use the resultant higher
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revenues to offer much lower pricing in Lafayette areas where there is now meaningful

competition from LUS Fiber.

In addition, Cox representatives were recently active in attempting to undermine
the future of the city’s century-old electric, water and sewer utility system. During a recent
rate increase effort for these traditional utilities, Cox representatives were lobbying
Lafayette council members to oppose the rate increase in order to adversely affect the utility
system’s future viability. All of these examples indicate an underlying strategy to hurt the
city simply because the city voters dared to choose to authorize the building of their own

telecommunications system.

Lafayette has observed that intimidating issues with the telephone company virtually

ceased after AT&T absorbed BellSouth, but one can only wonder what may lurk ahead.

As long as the LGFCA remains in force, the private telecommunications companies
will continue to retaliate against Lafayette’s communications initiative in an effort to

intimidate Lafayette and its citizens.

IV. LAFAYETTE DEPLOYS ITS SYSTEM ~ AND EXCEEDS EXPECTATIONS
Subsequent to the favorable state Supreme Court ruling, Lafayette issued $110.4
million in tax-exempt municipal bonds in June 2007. The city secured the necessary
resources to help it engineer the project and bid out certain sections of it for construction,
The city added the staff necessary to support this effort. Field construction began in
February 2008 and the city established its trade name of “LUS Fiber” and began serving its

first customers in February 2009. LUS Fiber offers video, phone and Internet services to
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residential and business customers at pricing levels, on average, 20% less than the private
companies.

While the provision of these traditional services is necessary to satisfy the financial
obligations of LUS Fiber, the primary purpose of this initiative is to build the broadband
infrastructure of the future. The gradual convergence of video and phone to the Internet
will create a greater demand for significant bandwidth. The LUS Fiber system is designéd
to offer likely the fastest home and small business Internet speeds in the U.S. today, but
more importantly the system can be incrementally upgraded to even faster speeds as the
technology continues to mature.

As aresult of LUS Fiber’s focus to offer superior Internet fees at great value,
many consider LUS Fiber’s Internet services as its most impressive product offering. Its

Internet service offerings are:

Residential Commercial

10 Mbps - $28.95 10 Mbps ~ $64.95
30 Mbps - $44.95 50 Mbps - $119.95
50 Mbps - $57.95 100 Mbps - $199.95

Even more significant than these speeds and competitive price points, is the fact that these
Internet speeds are symmetrical, which means the same speed for both upload and
download. This is in stark contrast to the Internet offerings of most telephone and cable
companies where the upload speeds are about 1/1 0" of the download speeds. A faster
upload speed means less time to upload large files, such as video and large data files. In

addition, because of the inherently robust nature of a fiber-to the-premise infrastructure,
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these Internet speeds are achievable virtually 100% of the time, even during peak usage
conditions.

The most notable feature of LUS Fiber’s Internet offering, however, is that all of its
retail Internet customers receive 100 Mbps peer-to-peer Intranet capacity at no additional
charge. This provides a true level playing field for all residents and businesses in the
community. While there may be few applications for such high bandwidth today, local
medical and other business institutions are already searching out ways to use this bandwidth
to provide for better healthcare and more efficient business transactions. The Lafayette
initiative has been held up as a model for local governments wanting to improve the future
of their communities.

Just this past week a highly successful event was held in Lafayette, bringing in some
of the most prominent players in the international broadband arena. The event, Fiber Féte,
was hosted by businesses from Lafayette, the Louisiana Economic Development
Department, Lafayette Economic Development Authority, LUS Fiber and the ‘Lafayette
Consolidated Government. A stated goal of the event was to ignite innovation on how to
best use the significant bandwidth being offered by Lafayette.

The turnout at the event by significant players in the broadband world was visible
evidence of the enthusiasm expressed by many in the country concering Lafayette’s bold
initiative. In attendance were representatives from Google, Harvard University Law
School, Cisco, City of Seattle, City of San Francisco, the Ford Foundation and many other
visionaries, all intent on discussing the many potential uses of the power of broadband. The
event provided an opportunity for local innovators and business leaders to interact with
leading global application developers, network builders, venture capitalists, entrepreneurs

and policy experts, and on-line business leaders. Fiber Féte effectively created a forum to

11
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discuss specifics of what our connected future can look like in a networked environment.
Numerous practical and futuristic ideas emanated from the participants.

With the extraordinary robust capacity being offered by LUS Fiber, health care,
hospitals and doctors’ offices can now send large X-ray or MRI files to specialists anywhere
in the world who can examine and diagnose on the spot, allowing for more responsive and
lower cost health care. Through Lafayette’s fiber system, students in Lafayette’s public
classrooms have already participated in a live video conference collaboration with students
in San Francisco — the possibilities for future collaborations are endless, either from coast-
to-coast or internationally. The oil and gas industry can now transmit large files of seismic
information for offshore oil and gas exploration to Houston at lightning speeds. Movie
animators producing films can transport them from Lafayette back to Hollywood or New
York. Lifelike video conferencing from the home can reduce commuter traffic, and the
resulting impacts of highway congestion and corresponding CO, emissions. The
possibilities are virtually endless.

Imagine what Lafayette leaders envisioned in 1896 with the establishment of its own
electric system, Chances are they could only see light bulbs and motors as the new
inventions of the day. Just like the vast evolution in the uses of electricity, the uses for true
high speed broadband (100 Mbps and above) are on the verge of continued evolution.
Fiber-connected communities will help small businesses flourish and create more
opportunities for creativity and entrepreneurship.

It cannot be stated enough that Lafayette’s objectives in this initiative are far more
than just providing competitive options for cable TV, phone and Internet. LUS Fiber’s
service offerings and pricing are what are necessary to bring in the revenue stream to pay

for this highway of commerce of the future. All indications are that all these separate

12
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services will converge into one major service — Broadband. One can look at this in the
same way as in the various ways to use electrical power — to power air conditioners,
televisions, computers, toaster, and the list continues. Yet, there is no “separate power bill”
for the services to power each of these devices. Instead, it is simply referred to as electric
services, which power an endless number of devices used in home and business. In the case
of today’s telecom services, it will become simply Broadband as the infrastructure for
tomorrow,

As we wrap this concept of broadband around the purpose of this Committee for
Small Business and Entrepreneurship, it is easy to imagine a world where broadband access
is no longer a limiting factor, but is instead an enabling factor. Significant broadband
access to masses allows all citizens and small business an equal footing to innovate, create
and develop new applications that can be marketed. It now opens a door, that for too many,
has remained shut due to the sleight of hand antics of many private telecom companies who
talk the game of broadband but only offer embarrassing low levels of capability.

Lafayette’s initiative is to build and operate an infrastructure that offers a “hand up”
to those who need the tools to make a better life for themselves and their community, and to

pay for that infrastructure through selling popular services to customers.

V. OTHER RELATED ISSUES

Digital Divide - One of the stated visions of LUS Fiber in proposing its communications
system was to help bridge the digital divide. With the approximate 20% savings customers
could enjoy through LUS Fiber’s lower rates for conventional telephone and cable TV
services, a home without an Internet connection could now purchase Internet services with

those savings. For example, LUS Fiber offers a “Triple Play” of video, Internet and phone

13
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for $85 per month (83 channels of video service, 10 Mbps Internet and local phone service).
Many customers, especially those in low-income areas, find this offer attractive.

In a focused effort to address the digital divide, LUS Fiber conducted a survey in
conjunction with the University of Louisiana at Lafayette’s Department of Sociology,
Anthropology, and Child and Family Studies to determine a baseline for broadband
penetration rates in the City. The study was developed to achieve maximum comparability
with data at the national level. Some questions mirrored those asked by the Pew Internet
and American Life Project and the Annenberg's Digital Future Report (USC Annenberg
School Center for the Digital Future).

This survey “Internet Use in Lafayette, LA — 2009 Baseline Study” provides a solid
reference point that can be used to measure the future effectiveness of the deployment of
various LUS Fiber programs and other efforts in our community to bring more of
Lafayette’s citizens into the digital economy.

Results frqm the survey concluded that low-income, African American Internet
usage falls well below the national averages in the United States. The national average of
African American computer use is 66% while Lafayetie computer use is 61% and 57% for
African Americans and Creoles, respectively. The national average of African American
Internet use is 67% while Lafayette Internet use is 51% and 40% for African Americans and
Creoles, respectively.

To have expended resources to perform the study is strong evidence that Lafayette’s
focus is in finding ways to help everyone in the community who aspires to a better way of

life.

14
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BTOP Grant Application — Leveraging the power of the bandwidth capabilities of LUS
Fiber, the Lafayette Consolidated Government applied for several Broadband Technology
Opportunities Program (BTOP) grants. Using the survey previously mentioned will provide
a solid means to monitor and determine the effectiveness of the deployment of this BTOP
grant and other efforts in our community to bring more of Lafayette’s citizens into the
digital economy. As part of this proposed BTOP application, LUS Fiber would provide free
Internet service for two years to graduates of the Build (or Earn)-A-Computer program.

The Lafayette Students Build-A-Computer Program proposes to increase broadband
adoption among low-income students by providing training and free computers for
graduates of the program. It has already shown success in its early efforts, made possible
through lécal donations of used business computers, and will be able to expand to serve
more community need with additional funding. The program is administered through The
Heritage School of the Arts & Technology, a non-profit entity which provides volunteers to
assist the students to re-purpose these used computers. The Heritage School trains the
students in the building and operation of computers.

Through its BTOP grant application, LUS Fiber proposes to provide additional new
computers and Internet service. The program will target 1,000 disadvantaged students from
low performing schools in the City and provide a total of 35,000 hours of training. The
project goal is to educate our youth and increase access to the Internet in our community.

In addition, the Lafayette Consolidated Government has made a BTOP grant
application to expand public computing centers in the city libraries and the local low-
income housing authority. These expansions will help address the established and
expanded demand for public computer access already experienced in the current public

computing centers operated by these two entities, LUS Fiber will be the service provider at
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all of these locations.

Smart Grid Investment Grant — Lafayette Utilities System through Lafayette
Consolidated Government applied for and was awarded a Smart Grid Investment Grant
through the Department of Energy for $11.63 million. The project is greatly enhanced by
the potential availability of fiber to every home and business in the city of Lafayette.
Advanced metering infrastructure will be installed including two-way communications via
the fiber system. Customers will be able to hamness the power of information about their
electricity and water use through the customer systems and in-home displays installed.
Electric distribution and transmission automation will be possible to automate, monitor and
control devices on the grid, all to the benefit of more reliable and cost-effective utilities
services. Benefits expected from this program include more stable utility bills, consumer
monitoring and control of utility usage, outage management, demand side management

reducing system loadings and corresponding green house gas emissions.

VI. CONCLUSION

Lafayette, Louisiana is an oasis of major broadband connectivity through its
successful fiber deployment. This accomplishment has come at a high cost to Lafayette’s
citizens and associated delays due to the significant impediments placed by private telecom
entities, like BellSouth and Cox. It is unfortunate that the national policies of the past have
failed to even approach a world-class broadband system. The U.S. continues to lag behind
many countries in Europe and Asia. Clearly, major policy changes need to be made in this
country that will allow and encourage ALL possible participants in the construction and

operation of major broadband infrastructure, preferably a fiber to the premise system.
16
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Lafayette joins with a growing number of communities, citizens and business
owners who believe that the answer to the issue of inadequate broadband is to remove
limitations and impediments on local governments wishing to make these investments to
help move their communities forward. We further believe that such a policy change is of

considerable importance to consumer protection and the public interest.

* kK
Madam Chairman, thank you again for inviting me to testify. Lafayette
appreciates this opportunity to help it help its small businesses, entrepreneurs and

residential customers.
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Chair LANDRIEU. Thank you very much, and I am glad that you
are here to testify, and I wanted you to be because I know this is
a very controversial issue that has come before the Commerce De-
partment particularly. I think these views are important to be
heard by small businesses that may be in towns that have munic-
ipal providers as this debate goes on to have a voice at the table
to see how we work through it. We are extremely proud, actually
I am, of Lafayette for being one of the first parishes in the whole
country to have virtually universal high-speed service. How you got
there is a different subject, but the results are, you know, very im-
pressive, and I want to thank you for being here.

Mr. Gerke.

STATEMENT OF THOMAS A. GERKE, EXECUTIVE VICE
CHAIRMAN, CENTURYLINK

Mr. GERKE. Good morning, Madam Chair, Ranking Member
Snowe, and members of the Committee. Thanks for the opportunity
to testify today on these Federal efforts to expand broadband across
America for all of our small businesses.

CenturyLink is one of the nation’s leading rural providers of
voice, broadband, data, and video services with about 7.2 million
customers spread across 33 States. Small businesses and entre-
preneurs are an important part of our past, our present, and our
future. In fact, CenturyLink began as a small business in rural
northeast Louisiana. In 1930, our founders, Clarke and Marie Wil-
liams, bought a small family telephone business for $500, with just
75 paid subscribers and a switchboard set up in their front parlor.
Today, of course, we have a national footprint operating in hun-
dreds of rural communities, but our core values and our commit-
ment to service, including service to small businesses, has not
wavered.

CenturyLink serves over 414,000 small businesses, including
nearly 12,000 in Louisiana alone. We understand how important
broadband is to small businesses, especially in rural communities,
where it is a central component of economic development and
reach.

As just one example, a small tree nursery that we serve in rural
central Louisiana was able to extend its sales from a purely local
market into a much larger multi-state region, growing the busi-
ness, bringing economic development and jobs to the community.

Just as traditional phone service was critical to linking to the
rest of the world, in today’s environment broadband is now the key
enabler for communications, entertainment, and commerce.

The National Broadband Plan sets out an important framework
for reforming Federal policies and regulations that impact both the
availability and affordability of broadband. We appreciate Chair
Landrieu’s leadership in highlighting the need for the plan to focus
on small businesses, especially in rural areas.

For small businesses in rural communities, perhaps the most im-
portant recommendation in the National Broadband Plan is to re-
form universal service and intercarrier compensation. Both issues
have a tremendous impact on the economic case for bringing
broadband to rural communities, especially because all telecom pro-
viders rely on rural carriers, carriers of last resort like
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CenturyLink, to carry voice and data traffic in the sparsely popu-
lated areas where cable and wireless competitors often do not
serve.

Universal service and intercarrier comp payments deliver the
support necessary for carriers to provide service quality and rates
comparable to those in large urban areas. This is one of the key
mechanisms that helps keep broadband and other services afford-
able for small businesses.

As the nation focuses on broadband deployment, we believe our
fiber-rich core wireline networks offer the best, fastest, and most
economical hope to meet the rapidly increasing demands of small
businesses. As the FCC considers its open Internet proceedings, we
urge its leaders to work closely with broadband providers and com-
panies that have committed to continue providing a positive Inter-
net experience. We urge the FCC and Congress to avoid a heavy-
handed regulatory approach that would impose legacy voice tele-
phone regulations on modern networks.

In summary, I am pleased to share with you last week our an-
nouncement of the actual of Qwest. We believe this combination is
an important, positive transaction not only for consumers but also
for the small businesses. The combined networks offer incredible
potential to accelerate deployment and improve broadband services.
Our goal is to provide the highest quality and affordable voice and
broadband services for our customers. We trust the members of
this Committee and the FCC will see the strong public interest
benefits of this merger, its great potential, and join us in gaining
the necessary state and federal approvals as promptly as possible.

We look forward to your questions.

[The prepared statement of Mr. Gerke follows:]
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Testimony of Thomas A. Gerke
Executive Vice Chairman, CenturyLink

Before the
U.S. Senate Committee on Small Business and Entrepreneurship
April 27, 2010

Connecting Main Street to the World:
Federal Efforts to Expand Small Business Internet Access

Good morning Madam Chair, Ranking Member Snowe, and members of the Committee.
Thank you for the opportunity to testify today on federal efforts to expand broadband Internet
access for America’s small businesses. The importance of this committee’s work on behalf of
small business owners cannot be understated - especially as it relates to connectivity in a global

economy.

About CenturyLink

CenturyLink is a national telecommunications provider with a true local focus in the
markets we serve. We are the nation’s leading rural provider of voice and Internet services, with
approximately 7.2 million customers in 33 states. We offer high-quality local and long distance
telephone, high-speed Internet, video, and other services, including IPTV, over advanced

networks.

Small businesses and entrepreneurs are an important part of CenturyLink’s past, present
and future. In fact, you could say we are ourselves a small business success story. CenturyLink
began as a small business in the rural northeast Louisiana community of Oak Ridge. In 1930,
our founders, Clarke and Marie Williams, bought a small family telephone business for $500 --
less than the price of a typical new car back then. There were just 75 paid subscribers, and the
switchboard was set up in the Williams’ front parlor so the family could handle calls 24 hours a
day. Marie Williams wrote out bills by hand, and their eight-year old son Clarke McRae
Williams delivered them on his bicycle.

Clarke M. Williams went on to grow the company over many years by acquiring other
small rural telephone companies in surrounding states. The timeline of our growth covers
several decades now and is too lengthy to cover today. However, within the past 10 years, the
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acquisitions have become larger and our footprint more expansive nationally, but our core values

and commitment to service have not wavered.

Today, we are fortunate to be one of the largest local telecommunications company in the
United States, and the largest such company primarily focused on deploying broadband in rural
areas. As many of you know, just last week CenturyLink announced its intent to acquire and
merge with Qwest, important news I will address later in my testimony. For now, let me say that
our service territory extends from the Pacific Northwest to the Florida Everglades, and from
northern Minnesota to the plains of Texas. In our rural areas and small towns, we serve many
small businesses. They are very important to our success, and we genuinely value the small

business customer.

Even as CenturyLink has grown, it has strived to maintain its commitment to Louisiana.
The company has appreciated the support of our community and the leadership of our federal
delegations in all the local markets we serve.

The Importance of Broadband

CenturyLink serves over 414,000 small businesses nationally, including over 12,000 in
Louisiana alone. In fact over 90 percent of our business customers are small businesses with
fewer than 100 employees. Among our small business customers, the most in-demand
broadband product is a 3 Mbps connection, although we expect that to grow sharply in the
coming years as more and more business shifts to the online environment.

We understand that broadband is very important to small business, especially broadband
availability in rural communities, where it is a central component to economic reach and
development. We have seen what broadband connectivity can do to expand the reach of small
businesses, to open economic opportunities, to create jobs and to revitalize small towns and rural
communities. In just one example, thanks to CenturyLink’s broadband service, a small nursery
in rural central Louisiana was able to extend its sales from a purely local market into several
states, growing the business and bringing its community new employment and economic
opportunity that before had seemed out of reach. Just as traditional telephone service was a
critical link to the rest of the world for the previous generation, broadband is now the key enabler
for communications, entertainment and commerce for today.
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The National Broadband Plan

The National Broadband Plan sets out an important framework for reforming federal
policies and regulations -- policies and regulations that impact both the availability and
affordability of broadband. We appreciate Chair Landrieu’s leadership in highlighting the need
to focus on small businesses in the National Broadband Plan, particularly in rural areas.

A key recommendation in the National Broadband Plan is reform of universal service and
intercarrier compensation. Both issues have a tremendous impact on the economic case for
bringing broadband to rural communities. One important thing for policymakers to keep in mind
is that all telecom providers rely on the networks of other providers to originate and terminate
voice and data traffic. Additionally, companies like CenturyLink serve as carriers of last resort,
which means we have a regulated obligation to serve areas where most of our cable and wireless
competitors do not. The cost of serving such markets is high and the population density is very

low.

. We provide service to rural residents and businesses -- including thousands of small
businesses -- at rates that are below the actual cost required to provide the service. Universal
service and intercarrier compensation payments deliver the support necessary to provide network
and voice service in these areas, They allow carriers to provide service quality and rates
reasonably comparable to large urban areas. Today, however, we all face intense competition --
from other providers and other technologies -- even as we move quickly to transform our voice
networks into broadband-capable networks that deliver the advanced services. That makes

reform of the current rules appropriate and timely.

The National Broadband Plan also rightly recognizes that private capital is key to
broadband deployment. Deploying a broadband network is hugely expensive, and broadband
providers must invest in their networks continuously just to keep up with growing bandwidth
demand. In Louisiana alone, CenturyLink has invested almost $900 million in network and other
infrastructure that will be needed for data-intensive network traffic. In larger states that
investment is in the billions. The plan notes that simply deploying broadband networks to reach
every American could cost $350 billion or more. Private investment built today’s voice and
broadband networks, and private investment is the fastest and certainly the most efficient way to
expand America’s broadband networks. We also believe that our fiber-rich, core wireline
networks offer the best and fastest hope to meet the rapidly increasing demands of small business

owners for speed and reliability in their broadband services.
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As the FCC considers its “open Internet” proceeding, we urge its leaders to work closely
with broadband providers and companies that have committed to continue providing a positive
Internet experience. We urge the FCC -- and Congress -- to avoid a heavy-handed regulatory
approach that would impose legacy voice telephone regulations on modern broadband networks.
This is key to ensure that no one class of provider is subject to heavier regulation than its
competitors. Outdated or lopsided regulation serves only to increase costs, limit legitimate
business opportunities, and discourage investment. That investment is critical if America is to
expand broadband service availability and bandwidth speeds for all small businesses.

Broadband Stimulus Programs

CenturyLink appreciates the ARRA’s goal of bringing broadband to unserved and
underserved areas and Senator Landrieu’s leadership in focusing the attention of NTIA and RUS
on the broadband needs of small business, especially in rural America. Appropriately
implemented, stimulus programs can help make broadband investment viable in areas where it
would otherwise be uneconomic. Programs to stimulate demand and promote adoption certainly
have benefits, especially in economically distressed communities. In fact, boosting the “take
rate” for broadband can improve the business case for investing in a more robust network.

Programs to promote infrastructure deployment are far more challenging to implement, as
NTIA and RUS know first-hand. The challenge is to identify those places where economic
realities make broadband deployment uneconomic without public incentives, without
undermining the economics of existing providers or diminishing the viability of adjacent areas.
Done right, stimulus awards can justify deployment or upgrades in low-density areas where such
investment is otherwise uneconomic. But if they subsidize overbuilding of existing networks or
take away anchor institutions that were already anchoring private investment, they undermine the
competitive market and render existing and adjacent areas nonviable for broadband network

investment.

Like many major broadband providers, we concluded participating in the NTIA and RUS
programs was not a viable option for us at this time. We determined after much deliberation that
our focus must instead be on the successful integration of Embarq and focusing on our ongoing
broadband deployment program which we believe is highly aggressive. CenturyLink has reached
an overall availability for approximately 90 percent of our 7 million customers. However, we do
envision playing a role in the stimulus funding process. Our company is working with many
named and pending grant applicants in multiple states as a possible vendor or contractor to assist

them with completing their proposed projects.
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Providing broadband requires a huge and ongoing investment. As you know, bandwidth
demand is growing almost exponentially. Simply to maintain existing levels of service requires
nonstop investment in capacity upgrades and the latest technology. In rural areas, overbuilding
or doing the equivalent of building bridges next to bridges can make it impossible to justify those
ongoing upgrades, and consequently can condemn rural customers to slower speeds. From a
trending standpoint, we have seen an unusually high number of applications in Round 1 that
essentially overbuild existing broadband infrastructure in rural and urban markets versus a focus
on providing broadband to those currently unserved. We hope both agencies will continue to
recognize the potential long-term negative outcomes resulting from overbuilding as they evaluate

applications in Round 2.

Our Merger with Qwest

In closing, I am pleased to share with you that last week, the boards of CenturyLink and
Qwest approved the purchase of Qwest by CenturyLink and the merger of the two companies.
We believe this is an important and positive transaction not only for our consumers and small
business customers, but also for the future of advanced telecommunications services in our
country. The combined CenturyLink and Qwest networks offer incredible potential to both
accelerate deployment and improve broadband services in a multitude of urban and rural markets
from coast to coast, and the 173,000 mile fiber network will enhance our ability to provide

broadband in hundreds of communities.

Qur goal is to provide the highest quality voice and broadband services for our customers
-- including the small businesses that are the backbone of our economy and the lifeblood of our
small towns and rural communities. We trust members of this committee and the FCC will see
the strong public interest benefits of this merger and the great potential it holds for small
business owners and entrepreneurs and join us in gaining the necessary state and federal

approvals as quickly as possible.

CenturyLink has grown from a family’s front parlor to what will be a leading national
broadband and wireline voice provider. This transformation shows the potential of every small
business entrepreneur, regardless of where they choose to live and work. It helps illustrate the
importance of policies that promote broadband investment and quality service.

Thank you again for convening this important hearing and I look forward to your

questions.



150

Chair LANDRIEU. Thank you.
Mr. Friedman.

STATEMENT OF STEVE FRIEDMAN, CHIEF OPERATING OFFI-
CER OF WAVE BROADBAND AND CHAIRMAN, AMERICAN
CABLE ASSOCIATION

Mr. FRIEDMAN. Thank you. As an association representing small
and medium-sized independent cable operators, we bring a unique
perspective on the broadband marketplace. Our members have his-
torically served communities where the “big guys” find it unattrac-
tive to serve, ranging from rural parishes in Louisiana to more
urban and suburban markets in all 50 States.

Today cable offers access to high-speed broadband service to 95
percent of the country, the vast majority of which receives speeds
ofdat least three megabits per second, faster than most DSL pro-
viders.

As a result, small businesses are increasingly turning to cable for
broadband. Cable is the best technology in the ground today to
meet the administration’s goals of delivering 100 meg broadband
speed to all. With the advent of DOCSIS 3.0, cable operators can
deliver these speeds over their existing cable network without the
need for Government funding.

However, still has an important role to play. ACA recommends
that Congress and the FCC address four items.

First, many focus on the need to upgrade last-mile infrastruc-
ture, the final network connection to the user; however, more at-
tention needs to be paid to the middle mile, that part of the net-
work that runs between a broadband provider’s system and the
Internet backbone. For ACA members, the middle-mile links avail-
able are often high-cost, low-capacity pipes creating a bottleneck
that slows data speeds to our customers. ACA members have con-
sidered constructing their own middle-mile links, but the construc-
tion is cost prohibitive. We are pleased by the NTIA’s focus on the
middle mile in the second round and the FCC’s focus on the issue
in the National Broadband Plan. The key now is to ensure the FCC
acts quickly on its recommendations.

Second, for a smaller cable operator with limited network capac-
ity to provide DOCSIS 3.0 speeds, the provider must come up with
additional bandwidth. For many operators, the most cost-effective
way of doing this is by transitioning analog channels to digital. To
ensure that cable operators’ subscribers do not lose access to the
new digital programming, the cable operator must provide a digital
set-top box for each of its subscribers’ TVs. ACA is pleased that the
FCC recently recognized the benefits of allowing smaller operators
to purchase and deploy low-cost, low-functionality HD set-top
boxes. This modification will free up channel capacity needed to
offer customers broadband speeds of up to 100——

Chair LANDRIEU. If you could just wrap up in 30 seconds.

Mr. FRIEDMAN. Okay. Finally, we support the administration’s
goals of providing more broadband services to consumers in popu-
lated areas of the country. However, we are disappointed that RUS
and NTIA have funded projects in the first round that would over-
build ACA members and others who have already invested private
capital to deploy broadband in their communities.
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On behalf of ACA, we appreciate what Congress, the FCC, and
the funding agencies are doing to support broadband expansion and
growth in smaller markets and rural areas.

Thank you for your time and attention, and I welcome your ques-
tions.

[The prepared statement of Mr. Friedman follows:]
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* Thank you, Chairwoman Landrieu and Members of the Committee. itis a great honor
and a privilege for me to be here before this Committee to tell you about the investment in
broadband being made by my independent company as well as the members of the American
Cable Association (ACA).

My name is Steve Friedman, and { am the Chief Operating Officer of Wave Broadband
and Chairman of the ACA. ACA represents nearly 300 small and medium-sized cable companies
providing advanced video, telephone service, and, most importantly, high-speed broadband
Internet access to more than 7 million customers in predominantly rural and smaller markets in
every state.

My company, Wave Broadband, is a cable, internet and phone services company
currently serving more than 175,000 customers in Washington, Oregon and California.
Headquartered in Kirkland, Washington, we employ more than 600 individuals. Wave also
provides business-class Internet, phone and cable service to companies of all sizes, from Seattle
to San Francisco.

The communities we serve vary from suburban to rural areas and are unique from large
urban providers who, like other ACA members, pass fewer homes per mile with plant necessary
to serve our customers, This increases the cost to construct and upgrade our systems and to
operate them on an ongoing basis. Wave has built a broadband co