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Executive Summary

In little more than a year, Burlington Telecom
went from being a hopeful star of the
community fiber network movement to an
albatross around its neck. The controversies
surrounding it have encouraged cable and
telephone companies to use it as Exhibit A in
their case against communities going into the
telecommunications business. However, most of
those criticizing Burlington Telecom have very
little understanding of what went wrong and
how it happened. Examining what actually
happened helps to explain how these problems
may be avoided, as the vast majority of existing
community networks have already done.

In 2007, ILSR issued a case study on Burlington
Telecom. The report argued that Burlington
Telecom was a model for how communities
could build their own next-generation fiber-to-
the-home broadband networks.

Introduction

In November 2007, shortly after we published
our case study on Burlington Telecom (BT), its
creator and General Manager resigned after a
disagreement with the Mayor of Burlington
over the expansion of BT into communities
surrounding Burlington.

At the time of Tim Nulty’s resignation the
public was told that BT was covering all its
operating costs (not including debt payments
or capital costs), was on track to complete its
citywide build-out by 2009 and would break
even in that time frame with between 4,500
and 5,000 subscribers.

In late 2009, it became apparent that
Burlington Telecom had not only failed to
meet its targets but had borrowed almost $17
million from the City’s “cash pool”, the
cumulative balance of city enterprises. BT’s
use of these funds for more than 60 days
violated its Certificate of Public Good (CPG)
issued by the State Department of Public
Service as well as the City’s Charter and
Vermont state law.

In 2009, the state’s Department of Public
Service launched an investigation into

www.newrules.org

This report revisits and updates that report,
analyzes Burlington Telecom’s situation (for
better and for worse), and extracts useful
lessons for other communities pursuing
community fiber networks.

In preparation for this report, ILSR examined
many documents, including those available due
to the investigation of Vermont’'s Department
of Public Service. We interviewed many people
from Burlington, including former BT
employees, citizens active around the project,
and City Council members. We discussed
Burlington’s situation with a number of others
intimately involved in community broadband
networks around the country and posed
questions directly to a representative of BT.

Burlington Telecom. Subsequently, several
government agencies, including the FBI, began
investigating the situation. In 2010, BT ceased
making its lease payments to Citi, leaving the
future of the network unclear. On June 29,
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2011, the Chittenden County prosecutor
announced he would file no charges, saying “I
made the decision not to bring this charge
because I cannot be certain that the state can
meet its burden at trial.”?

What had gone wrong? What lessons can
we learn from Burlington?

This report sorts through the claims and
counterclaims to shed light on these
questions. There are some obvious answers:
BT spent too much and failed to attract
enough subscribers, particularly after Nulty
resigned. After 2008, BT’s management
strongly downplayed legitimate concerns over
the worsening financial situation from the
City Council and public.

Still, it remains unclear how BT could have
gone into such deep debt given its present
assets and what is known about its costs. At
this time there is insufficient information
available to make a determinative finding.

The Vermont Department of Public Service
commissioned an audit that many hoped would
make serious progress toward answering the
financial questions. It remains unclear what
the purpose of the audit actually was.

« If it was to prove that BT had violated its
CPG by borrowing from the city’s cash
reserves, little examination was needed.
Everyone agreed it had.

« If the audit was intended to identify and
analyze financial mismanagement it was
poorly executed. It was not a forensic audit
(which would entail a more meticulous
investigation). Several network experts
have raised serious questions about the
auditor’s telecommunications expertise
after reading the report.

Our own investigation begins by recounting the
history of BT from its creation through 2007.
Much of it is taken from our earlier report.

www.newrules.org

Overview

Burlington officials and activists had
considered a community network long before
they found a plan to build one. Dissatisfied
with the second-rate services of the incumbent
phone and cable companies, Burlington
Electric Department (BED, a public power
company) initiated a public-private
partnership that was abandoned in 2001 when
the private partner failed to fulfill its
obligations. The City then tapped Tim Nulty to
build Burlington Telecom, a city-owned fiber-
to-the-home network. Nulty was alocal
Vermonter with a deep resume, having been
Chief Economist of the US Senate Commerce
Committee as well as US House Energy and
Commerce Committee before overseeing
telecom projects for the World Bank and
becoming a telecommunications entrepreneur
in Eastern Europe.

BURLINGTON

TELECOM

By mid 2003, BT had replaced the leased
broadband and voice lines of the schools and
city departments with city-owned fiber-optic
connections while decreasing the City’s
telecom expenses. The network was financed
with a municipal capital lease from Koch
Financial Corp? for $2.6 million. When BT
began expanding the network to residents and
businesses in 2005, Koch Financial again
provided the financing, adding another $20
million to their arrangement.

In 2006, Bob Kiss became the new Mayor of
Burlington. He appointed a new Chief
Administrative Officer (Treasurer), Jonathan
Leopold. Leopold and Nulty clashed repeatedly
over a number of issues. Around that time, BT
began connecting its first residential customers.

By August 2007, Burlington had arranged a
third tranche of financing to continue building
BT -- $33.5 million from Citi Financial. This
paid off the $22.5 million in funding previously
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received from Koch and left some $10 million
to finish the citywide buildout. To be clear,
BT’s total debt was $33.5 million at this point.

Throughout 2007, with the full knowledge of
the Mayor and others, Nulty was working with
nearby towns on agreements to expand BT.
Many of the towns had even worse access to
broadband than Burlington. BT had built its
head end with plenty of room for expansion.
The plan called for towns to finance their own
fiber-optic infrastructure and Burlington
would provide the service.3

In September, 2007, BT announced that
Burlington Telecom was “operationally cash
flow positive” - which is to say that incoming
revenues paid for operating the network but
were not sufficient to cover debt service or the
capital costs of connecting new users. Nulty
forecast that with the Citi financing and the
continued addition of 40-50 subscribers per
week (their average at the time), they would
break even by early 2009.

Around this time, the Mayor decided it was
unwise to expand BT beyond city limits before
all residents in Burlington had access. He told
Nulty to stop the expansion process he had
initiated. As a condition of its CPG, Burlington
Telecom had agreed to complete a full build-out
of the city within 36 months of turning on the
first customer - a deadline of September 2009.
This is a common feature of CPGs negotiated
with cable operators to prevent them from
focusing on wealthier neighborhoods while
underserving low income areas.*

The Mayor’s decision to halt the initiative to
expand outside the city, coupled with ongoing
tensions with the Mayor’s office, led Nulty to
resign, effective Nov 1, 2007.

Nulty then began work with a group of rural
towns to build a FTTH network called the East
Central Vermont FiberNet (EC Fiber). That
network is currently building a pilot project
they are financing themselves.

Chris Burns, formerly the Director of Outside
Plant, replaced Nulty as General Manager.
Leopold, to whom BT’s General Manager (GM)
reported, began taking a much stronger role in
running BT than he had when Nulty was GM.

www.newrules.c g

In April and May 2008, Leopold affirmed that
the network was operationally cash-flow
positive, while noting that revenues were not
sufficient to make debt payments yet.

After Nulty left, BT hired a consultant, Creative
Telecom Ventures, to revise the business plan.
This plan (frequently referred to as the
Shanahan report), was made public in 2010 by
Vermont’s Department of Public Service.
Shanahan’s plan recommended that BT
increase its focus on commercial sales and
marketing since the build-out was nearly
complete. The report recommended hiring a
larger sales staff, something BT included in its
next budget.

However, BT did not have an effective
marketing campaign - Leopold had cancelled it
when he took over, according to Director of
Marketing Richard Donnelly. Donnelly was told
to focus on up-selling, that is, expanding
services to existing customers and managing
customer service. Donnelly later made another
effort to establish a marketing campaign aimed
at residents but was again rebuffed by Leopold.
For approximately a year after Nulty left, BT
continued to add 40 to 50 subscribers a week
on average, but the additions declined after the
summer of 2008.

“The economy collapsed, freezing capital
markets. Leopold chose to continue
relying on cash from the City’s pool to
finance Burlington Telecom.”

In 2008, Leopold began to seek a fourth
tranche of financing, which would bring BT’s
total debt to $45 million. $45 million is
considerably more than what most consultants
estimate building a FTTH network in
Burlington should cost.

Before any deal was finalized, the economy
collapsed and capital markets froze. Leopold
chose to continue relying on cash from the
City’s pool to finance BT. He later testified that
he first became aware this practice violated
Condition 60 of the CPG (requiring that BT
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return any money borrowed from the City
within 60 days) in November 2008.

The Mayor and his Administration say they
notified the City Council of this violation and
generally kept the Council informed of BT’s
situation. City Council members have strongly
disagreed, noting that the Mayor had some
incentive to downplay any problems with BT in
the run-up to the March 2009 city elections (in
which Mayor Kiss was reelected). The Board
of Finance (composed of three City Council
members, the Mayor, and Leopold) spent little
time overseeing BT, in part because Leopold
wanted to keep as much financial information
as possible out of the public eye, where BT’s
competitors could access it.

In October 2009, BT’s problems became public.
The network had long ago exhausted the $10
million from Citi financing and had
accumulated by November 2009 a $17 million
debt to the City’s cash pool. The debt to Citi
($33.5 million) and to the cash pool ($17
million) totaled over $50 million.

The Department of Public Service, already in
negotiations with BT to modify the citywide
build-out date, launched an investigation into
BT over these additional CPG violations. This
process resulted in an audit (the Larkin report)
released in December 2010.

Meanwhile, the Kiss Administration was floating
an agreement from Piper Jaffrey to loan BT $63
million using Certificates of Participation. The
Administration pushed hard for the City Council
to quickly agree to the terms, suggesting that BT
could fail if the City Council failed to agree to it.
Instead, the City Council appointed a Blue
Ribbon Commission (BRC) to study BT’s
problem and recommend a solution.

A strong consensus of the Commission found
that BT was too deeply indebted to break even
given the size of its customer base. Pursuant
to the BRC report, BT is currently being
managed by a consultant, Dorman & Fawcett,
that is restructuring its debt load.

The City is fortunate the Council did not simply
ratify the Piper Jaffrey offer, however unlikely it
is that Piper Jaffrey would have found willing
investors to complete the deal. It would have
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resulted in far greater debt while continuing to
hide the problems of BT’s management.

During a Special Council Meeting on Burlington
in January 2011, several commented that the
City would be in a much worse position had the
City accepted the Piper Jaffrey financing.® The
Mayor’s Administration, on the other hand, has
suggested on multiple occasions that BT’s
problems would have been significantly
ameliorated by the Piper Jaffrey financing, a
conclusion in conflict with the BRC findings.

In early 2010, BT ceased making payments to
Citi as required by the municipal lease
agreement and began to negotiate with Citi to
amend the terms. But when Burlington failed
to appropriate funds for the lease in FY 2011,
the lease terminated. According to the City:

The lease states that the obligation to make lease
payments is a current expense and is not to be
construed as creating a debt of the City of
Burlington in contravention of any constitutional
or statutory limitation or requirement
concerning the creation of indebtedness.”

Figure 1. Funding Timeline

2001 - Nominal costs from planning

2003 - $2.6 million capital lease from Koch
Financial

2005 - $20 million additional from Koch

2007 - $33.5 million from Citi Financial, pays
off Koch, leavin a balance of $10
million

2008 - Leopold unsuccessfully seeks fourth
tranche of funding, $11.5 million,
markets freeze. BT begins drawing
from city general funds

2009 - BT $17 million debt to City becomes
public

2010 - Kiss floats $63 million loan from
Pipper Jaffrey, is not passed by
Council

2011 - Burlington ceases lease payments to
Citi.
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By canceling the lease, BT no longer owes
$33.5 million to Citi. However, Citi owns the
vast majority of the network assets. Burlington
owns the building in which BT’s head end
operates, but all the fiber and electronics
belong to Citi. The City has suggested it will
simply return the electronics to Citi (replacing
them with gear supplied by a future partner,
allowing the network to continue operating).
However, Citi does not appear to have agreed to
this solution and has given few indications how
it will resolve the matter. At present, it seems
that Citi is the entity that will decide the future
of BT - but no one knows when. BT is just
another non-performing asset to Citi, not a
high priority.

The Kiss Administration has said that Dorman &
Fawcett are negotiating with potential future
partners of BT who would replace Citi’s
equipment to keep the network functioning, but
Burlington’s authority to do so is dubious. Any
entity wishing to take over BT will likely have to
come to an agreement both Citi and the city of
Burlington, with the City wanting to recover the
$17 million in debt attributed to BT.

Since all of the problems around BT have
become public, its credit rating has been
downgraded and its image is not helped by the
all the current uncertainty over the future of
the network. Additionally, the constant
negative press and uncertainty has resulted in
a drop to 4,000 subscribers as of Jan 2011,
down from a high of approximately 4,800.
After so many years in operation, the network
should have had almost twice as many
subscribers. Further declines in subscribers
greatly lessen its value to any potential partner,
which is why supporters have called on
residents and businesses to subscribe in
greater numbers.®

As a condition of the Certificate of Public Good
from the Department of Public Service, BT
agreed to completely build out the network by
September 2009. Depending on how one
defines the build-out, they are between 85%
and 93% completed.’

A problem with BT fulfilling its commitment to
offer universal service is that a number of
scattered blocks and neighborhoods require
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special and costly attention. Each of these areas
has unique circumstances, mostly due to utilities
having been recently moved underground.
Estimates to pass all these potential subscribers
range from $3.5 to $5.5 million. Plans to
complete the build are part of the ongoing
negotiations the City is having with potential
partners to resolve BT’s problems.

Debt Discrepancies

Perhaps the most curious, but least
investigated aspect of BT is what the $17
million (funds from the City cash pool and in
excess of the $33.5 million from Citi) was
actually spent on. As of now there is no clear
public explanation, just some vague statements
that the capital costs were higher than
expected. Most everyone has accepted that BT
simply spent too much, but experts closely
reviewing the finances have been puzzled. We
hoped the an audit (the Larkin Report) would
answer these questions, but it did not. The
report took far longer to complete than
expected and included numerous errors and
omissions that left most of its conclusions in
doubt.!0

“BT still spent far more than it should have in
the years following Nulty’s departure and
some question how BT could have even spent
that much.”

The only conclusion we can say with certainty
regarding the $17 million is that Burlington’s
citizens deserve a proper audit to learn how
their money was spent. There are serious
disagreements between Nulty’s claims about
BT’s financial position when he resigned and
competing claims from the Mayor’s
Administration.!!

Tim Nulty has consistently argued that the
network was on path to financial solvency after
the Citi refinancing. In August 2007, the Citi
money paid off previous debt and left
Burlington Telecom with some $10 million in
the bank (of which $1 million was part of a
loan reserve and could not be touched).'? On
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September 12, 2007, WCAX covered BT’s
celebration over connecting its 2000th
subscriber; noting that revenues now covered
operated expenses.

Here is where the financial thicket becomes
impenetrable and requires a forensic audit to
provide a definitive paper trail. We have
included an appendix to detail what information
is available. The short explanation is that Nulty
and the Kiss Administration disagree about how
much was spent prior to Nulty’s departure. It
should be noted that even if Nulty had left BT in
the worst possible position, BT still spent far
more than it should have in the years following
Nulty’s departure. Some question how BT could
have even spent that much regardless of BT’s
state when Nulty left.

“The Board of Finance did not know what
they did not know -- they did not know what
questions to ask and were insufficiently

curious about BT’s problems.”

Twenty six months after having cash in the
bank from the Citi financing in the summer of
2007, BT was indebted to the City’s cash pool
by some $17 million and was far below
subscriber targets. Of this total, less than $3.5
million was paid to Citi for interest. The capital
to connect approximately 2500 subs over this
period should not have exceeded $4 million.
According to various statements from Leopold
and the Mayor, the network was mostly
operationally cash flow positive over this
period. The network pass (the wires up and
down streets that can then be connected to
homes and businesses) was largely finished
when Nulty left, leaving the bulk of the $17
million debt unexplained.

Though the FBI joined the investigation of BT
in November 2010, nothing seems to have
resulted. We do not know, and may never
know, exactly how the $17 million was spent
but we can draw a variety of other lessons from
the network saga.

www.newrules.c g

Transparency / Oversight

One might wonder why the City Council and
public were so caught by surprise in 2009
when alerted to the $17 million debt.
Community networks generally have strong
public oversight and requirements to operate
in a transparent fashion. For years,
Burlington’s auditors warned that BT did not
have proper internal controls to ensure it was
adhering to its CPG but no one fixed the
problem (though they did resolve other
problems noted by the auditor).

The City Council has argued it was cut out of
the loop by the Mayor’s Administration but the
Mayor countered that City Council was fully
appraised of problems as they occurred.

As an outside observer, [ was surprised at the
transparency change that occurred in BT after
Nulty resigned. Nulty was quick to share
information and had an open relationship with
the citizen oversight boards.!3  After he left,
BT became much more secretive, justified as an
effort to lessen the advantages of private
incumbents who could study BT’s plans and
budgets. Regardless of the reason, wisdom, or
justification, BT became quite opaque, to the
point that employees were no longer allowed
to speak to me.

Budget documents illustrate the increasing
drive for secrecy. In the 2009 fiscal year city
budget, Burlington Telecom’s revenues and
expenses were broken out at the subsidiary
level but by 2010, the only numbers available
about Burlington Telecom were the total
budgeted revenues and expenditures with no
detail. The intense focus on secrecy may have
distracted BT from its core mission. While
evaluating BT for the Blue Ribbon Commission,
Hiawatha Broadband Communications (a
company that builds and operates fiber-optic
networks) called on BT to “put aside its
preoccupation with legal and public scrutiny
and re-focus its efforts on building a solid
business.”'* Becoming so secretive may have
ultimately caused more problems for BT than
its competitors.'®

The increase in secrecy was compounded by a
Board of Finance ill equipped to oversee BT’s


http://www.newrules.org
http://www.newrules.org

New Rules Project

management. The City Council’s Board of
Finance included three City Council members,
the Mayor, and the Clerk-Treasurer. However,
while BT was getting into financial trouble, the
only person on the Board of Finance with any
real financial expertise was Leopold - the
person running BT. Few would suggest this
arrangement conducive to oversight.

To steal a line from Donald Rumsfeld, the
Council members on the Board of Finance did
not know what they did not know -- they did
not know what questions to ask and were
insufficiently curious about BT’s apparent
problems. To top it off, the City’s auditor had
not presented any of his audits to the Board of
Finance since before the Kiss Administration
took office.'® BT was publicly running a deficit
in the City’s budget, but Leopold and Burns
explained that it was a result of past errors and
was being corrected.

When the Council did have
questions that required
digging into BT’s numbers,
Leopold made it difficult.
Karen Paul, a new member
of the Board of Finance in
2009, was only allowed to
read many of the documents
in Leopold’s office.

Karen Paul

The Mayor’s administration has published a list
of all the meetings in which BT’s problems were
disclosed to the City Council and the Board of
Finance.!” But Council members report being
intimidated when asking questions of Leopold
or the many lawyers accompanying him. City
Councilor Nancy Kaplan related one particular
experience from an executive session discussing
BT. She felt ridiculed after asking if the City was
violating the law with transfers from the city
cash pool to BT.!® Many of the BT discussions
occurred in executive sessions, leaving Council
members unable to get outside opinions to
verify Leopold’s statements without violating
the rules.

“Burlington Telecom has a technically
exceptional network.”

www.newrules.c g

In short, the oversight was extremely lacking.
The Mayor’s Administration was not keen to
share information with the City Council, which
itself was ill-equipped to evaluate anything
shared by the Mayor. And still, BT’s
competitors were able to gather more
information about BT than they had to reveal
about their own operations.

While examining BT’s mistakes and
challenges, it is important to also examine
some of the positive contributions BT created
for the community.

Benefits From BT

We have categorized positive contributions
from the network into several subsections,
including next-generation networking,
economic, and intangible benefits.

Next-Generation Networking

If there is one point on which the many
consultants and managers of BT have agreed, it
is that Burlington Telecom has a technically
exceptional network. The term commonly
used is “fiber-rich,” which is to say that BT was
over-engineered to be especially future-proof:

The people who planned and built
Burlington Telecom have provided
Vermont’s largest city with a marvelous
asset that is, as evaluators have said,
superior to any other communications
network in place in the community -
superior, in fact, to most in the nation.”

Some rather ignorant outside observers have
claimed Verizon’s FiOS is superior to BT merely
because FiOS advertises faster speeds. From
an engineering perspective, the BT network is
superior. This point warrants some attention
as just about every fiber-to-the-home network
claims to be future-proof. That is true, but
some are more so than others. Some network
designs result in multiple households (rarely
more than 32) sharing a fiber strand at some
point in the network. Though it is true that the
capacity of that fiber is effectively limitless, the
BT network design is a modified “homerun”
network, which means that each subscriber
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has its own fiber strand back into the
distribution hut. This design allows more
flexibility for she future, should advances in
technology may make it less desirable to share
traffic from multiple households.

Further, BT’s head end is capable of supporting
100,000 users, five times as many as it would
serve even if all of Burlington subscribed.
Some might question the wisdom of planning
for such a large capacity, but the economic
reality is that modestly increasing the size of
the head end increases the costs very little
while allowing for vastly higher revenues.
Whether BT ever expands or not, it has space it
can lease to others who may want to build
networks nearby. And most of the
communities around Burlington are stuck with
even worse options than Burlington had when
it started, making them eager for more choices
in these networks.

While both the fiber-rich design of the network
and its expansive head end added some costs
to the network, neither was responsible for the
financial problems BT later encountered. Their
additional costs were small relative to the
eventual cost overruns.

Kconomic Benefits

Though it may be counterintuitive to suggest
that BT is anything other than a financial
problem for the City, the network did produce
considerable economic benefits to the city
prior to the debt incurred by mismanagement.

BT, as with other city departments like the
electrical department, had to make payments
in lieu of taxes (PILOT). These payments are
based on the value of the enterprise and offer a
devastating rebuttal to those who claim
community broadband networks unfairly
compete with the private sector because they
do not have to pay taxes.

2008 2009 2010 Total

Comcast | $27K $28K $38K $93K

FairPoint | $65K $68K $72K $205K

BT $440K [ S$173K | $224K | $837K

Table 1
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Figure 2. Value of BT’s Services to
City Departments

BT was charging the city approximately
$600,000/year for 16 buildings with 1Gbps
connections and 20 buildings with 100Mbps
circuits. Prior to BT, no providers were offering
these connections. The price of a DS3 (45Mbps)
would be something like $2500/month (probably
more, averaged from 2004-2010). Assume the
100Mbps circuits are replaced with leased DS3’s.

20 buildings x $2500/month x 12 months/year =
$600,000/year.

That leaves the 16 buildings with gigabit circuits.
Again, such circuits were not privately available,
but by comparing where such circuits are
available, we believe $8,000/month is a fair
estimate of the cost to lease such a circuit in
Burlington.

16 buildings x $8,000/month x 12 months/year =
S1.5 million/year

After building BT, Burlington was paying
$600,000 for more than S2 million worth of
telecommunications, saving almost $1.5 million
dollars every year for 6 years.

BT was making payments to the city far in
excess of the taxes paid by FairPoint and
Comcast combined. In the three years from
2008 to 2010 BT paid Burlington some $500k
more than Comcast and FairPoint combined
(see Table 1).

BT’s first phase was financed by replacing
overpriced leased lines from the incumbents
with lower cost, higher capacity, and more
reliable fiber connections. BT charged the city
its internal cost of providing the services, with
no markup. The Larkin audit suggested that
BT was in the wrong for not charging “market
rates.”?% As BT was the only provider offering
100Mbps and gigabit services at that time,
there was no market on which to base a price.
However, we can do a rough calculation of the
value BT services created for the city over this
time (see Figure 2).
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Whether or not BT should have priced a margin
into its charges is debatable - and a debate that
should be public knowledge in every
community that creates its own network.?!

The reality is that every other provider with
which the City might contract for
telecommunications will include a margin, so it
is certainly reasonable for an entity like BT to
do so. However, the margin should be
substantially less than the norm in an industry
characterized by monopoly. In 2010, BT
decided to increase the charges to city
departments to 90% of the fair market value of
the service.

Beyond the direct savings to the City
Government from BT’s high capacity, low cost
connections are a variety of indirect savings to
the community from the lower costs created by
BT’s entry into a broadband duopoly and cable
monopoly, as well as the community benefits
gained from the impact of their telecom bills
being spentlocally. For example, every time a
subscriber called BT, she spoke to someone
employed locally, unlike those who call
Comcast or Fairpoint support.

“Marketing Director, Richard Donnelly, noted
that BT bent over backward to help any
business. This practice was not only to develop
a good reputation, but also because BT’s
mission was to drive ‘economic prosperity’ for

the community.”

Most communities have a telephone/cable
duopoly. A third market entrant, BT in this
case, often changes the equilibrium and results
in lower prices (at least temporarily while
incumbents cut prices to try to stop
subscribers from shifting to the new provider).
In this case, Burlington residents have
benefited from lower prices due to two factors:
BT’s standard prices were less expensive than
non-promotional rates from incumbents (what
most people pay most of the time) and
incumbents charged less in response. A typical
tactic of incumbents in response to competitive
pressure is to run promotional periods
indefinitely rather than lower their published
non-promotional rates.
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Thus, as is common with community broadband
networks, the indirect savings to the community
touch almost everyone regardless of whether
they sign up to the new network. According to
Samuel Osbourne, who does market analyses,
these savings in Burlington add up to
approximately $1 million in savings in aggregate
for the community each year.

“Local businesses thrived with connections from
BT that proved faster, more reliable than

incumbent providers.”

Many local businesses thrived with connections
from BT that proved faster, more reliable than
incumbent providers. Faster speeds (especially
upload) are great, but reliability can be a far
more important metric than simply faster.
When small local businesses needed attention,
they got it from BT who saw them as an
essential part of the community rather than
simply another customer.

For instance, Union Street Media, a successful
small business in Burlington approached BT
before the network was officially live and asked
to be hooked up - Verizon'’s prices for their
needed connectivity were far too high. BT
hooked them up with faster speeds at far lower
prices - and they were not the only ones. BT’s
former Marketing Director, Richard Donnelly,
noted that BT bent over backward to help any
business. This practice was not only to develop
a good reputation, but also because BT’s
mission was to drive “economic prosperity” for
the community.

In a January 2011, public meeting about
Burlington Telecom, several people running
small businesses testified that BT was
essential for them.?? Though many who
testified were angry about how the network
has been managed, they were extremely
pleased with its services.
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Intangible Benefits of BT

Prior to offering citywide services, BT
convened focus groups to determine the
community’s priorities in customer service.
The groups overwhelmingly called on BT to not
act like a “distant mega-corporation.”?®> BT
followed their advice and provided superior
customer service, avoided fine print charges
(cable modem charge, for instance) that
increase the cost of service above the rate
advertised, and avoided promotional pricing
that ballooned after a number of months.

When installing new services, customers could
have BT pay for a new electrical outlet (helpful
for that new big TV or computer). BT’s
customer service was quite responsive (though
it reportedly declined when morale suffered
under the new management after Nulty
resigned). In most community networks, this
value translates into stronger support from the
community, but BT failed to capitalize on it.
Nonetheless, a dedication to serving the
community has an intangible value that
massive incumbents do not provide.

Additionally, Burlington offered a greater
variety of channels to the community than does
Comcast. For instance, BT carried the Al-
Jazeera English network (AJE) - which became
locally controversial in 2008. Some wanted it
removed due to its relationship to the more
controversial Al-Jazeera channel but most
Burlingtonians wanted to make their own
decision to watch or not in their homes rather
than having BT decide no one could watch it.
Consequently,

Burlington was

one of three cities

in the US with AJE

access in January

2011- allowing

them far greater

and in-depth

coverage of the

fascinating

Egyptian protests

leading to Mubarak

stepping down.

Detailing the benefits above in no way suggests
that they negate the additional $17 million in
debt that BT is saddled with. The point is to
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reflect on BT’s actual record. Indirect
contributions to the community must be
included in the conversation as the City decides
how to solve with BT’s problems. The PILOT
fees and direct savings to the City total almost
$10 million over six years and the community
has saved some $3-4 million in aggregate since
BT started offering residential services.

BT Challenges

The vast majority of community fiber networks
have succeeded, making BT’s problems highly
unusual. However, it bears remembering that
overbuilding massive companies like Comcast
is quite difficult for any entity; this is why so
few in the private sector try and even fewer
have succeeded. In fact, it sometimes seems
that bankruptcy is a natural part of the lifecycle
for private telecommunications companies.
Incumbents - particularly national behemoths
like Comcast - have almost all the advantages,
something we documented in Breaking the
Broadband Monopoly: How Communities Are
Building the Networks They Need.?*

“The delays and legal fees (by incumbents)
slowed BT’s momentum and fundamentally
disrupted the business plan.”

BT began its citywide build-out when the two
incumbent providers were both weak - the
cable company, Adelphia, was hated by the
community and bankrupt (and yet did not
“prove” that entire privately-owned network
paradigm is a failure). Verizon was focused on
areas of the country with higher potential for
profits and trying to offload all of its New
England operations. Nonetheless, Adelphia
delayed BT’s planned start of offering
residential services by challenging its
Certificate of Public Good in Vermont's
Department of Public Service. The delays and
legal fees slowed BT’s momentum and
fundamentally disrupted the business plan -
which is, of course, the reason incumbents are
quick to issue challenges and lawsuits they do
not expect to win. The delay is the win.
















































