UC2B Policy Board Agenda

Regular Meeting
March 22, 2012 – 6:00 p.m. – 7:30 p.m.
Council Chambers, 102 N. Neil Street, Champaign, Illinois
I.

Call to order

II.

Roll Call – Determine Quorum

III.

Approve agenda

IV.

Approval of Minutes

V.
*Action/Discussion Items: (In this section, items will be presented to the Board
and opened for technical questions, then we will go to the audience for comments –
audience comments are limited to five minutes per person – then we will return to the
Board for general discussion and questions)
a) *Approval of UC2B Pricing Recommendations and Feasibility Objectives
(NEO Fiber, LLC)
VI.

Tasks to complete for next meeting

VII.

Items for future meeting agendas
a) Field Orders – Interim J.U.L.I.E. Locating Services and Fiber Restoration
(Vandeventer, Shonkwiler)
b) UC2B Technical Committee Appointments – Voting member: Chris Hamb;
Non-Voting Member: Brian Bell (Alkalimat)
c) Proposed Policy for Private Expansion of UC2B (Smeltzer)
d) UC2B Core Values Discussion
e) Gig.U (Smeltzer)
f) Policy Statement Regarding Use of Public Resources by Private Entities
Furthering an Articulated Public Purpose (Schnuer)

VIII.

Public Participation

IX.

Adjournment

X.

Next Meeting:
Wednesday, April 11, 2012, 12:00 p.m. to 1:30 p.m.
Council Chambers, 102 N. Neil Street, Champaign, Illinois

UC2B is an inter-governmental body. The City of Champaign serves as its administrative agent. The City of Champaign strives to
ensure that its programs, services, and activities are accessible to individuals with disabilities. If you are an individual with a
disability and require assistance to observe or participate, please contact the City of Champaign at 217-403-8943 at least 72 hours
prior to the scheduled meeting date.

To:

UC2B Policy Board

FROM:

NEO Fiber, LLC and Staff

DATE:

March 12, 2012

SUBJECT:

UC2B Pricing, Services, Billing Decisions

The purpose of the reports that follow is to present the UC2B pricing and services evaluations provided
by NEO Fiber. A summary of the 15 most urgent questions needing Policy Board direction follows below
and is supported with detailed explanations in the report that is attached entitled “NEO Fiber Evaluation
and Recommendations for Pricing and Positioning Strategies, Best Practices for Retail Service Offerings,
Residential and Business Services.” This report is updated from that which the Policy Board reviewed in
January with additional market research and analysis.
Also attached is a report, “Feasibility Objectives, Background Information on the Financial Model” which
seeks Policy Board direction relating to UC2B’s feasibility objectives. Once the Policy Board determines
a set of feasibility objectives such as those recommended herein, the financial models (attached in a
draft workbook for Board information) can be refined.
All of this information is intended to be presented for Board discussion at its meeting on Wednesday,
March 14 so that Policy Board direction/action may be provided at its next meeting on March 22. Diane
Kruse will be joining the meeting on the 14th via Skype and will be present at the meeting on the 22nd.
Teri Legner
Interim UC2B Consortium Coordinator
Summary of Pricing and Services Recommendations:
1. What are the residential pricing tiers beyond $19.99 for 20 Mbps?
The following pricing is recommended for the grant area for residential services:
Advertised Speeds
Name of Tier

Average Speeds

Average Latency

Pricing Plan
$ Per Month

Downstream
Mbps

Upstream
Mbps

Downstream
Mbps

Upstream
Mbps

@ end-user CPE
milliseconds

UC2B 20/100Internet CNS

20

100

20

100

<10 ms

$19.99

UC2B 30/100Internet CNS

30

30

30

30

<10 ms

$29.99

UC2B 40/100Internet CNS

40

40

40

40

<10 ms

$39.79

Residential

A detailed write up of the pricing considerations, service area, the preliminary impact on the Financial
Plan is attached.
2. Does UC2Bprovide any email accounts?

No.
3. Does UC2B provide any web hosting?
No.
4. Is there an extra charge for more than 1 public IP address? And if there is what will they cost?
Yes. The following pricing is recommended:

Proposed Business/Commercial Pricing
Monthly Price
IP Addresses

1 IP Address
2 to 5 IP Addresses
6 to 10 IP Addresses
11 to 15 IP Addresses

Included in the
monthly price
$14.95
$34.95
$59.95

This is in addition to the Internet pricing outlined below under Question 5.
5. Is there different pricing for Businesses and Anchor Institutions? If so, what are those tiers and how
do we differentiate between the three groups?
The following tiers would be available for Businesses and Anchor Institutions:
1. Small Business and Non-profit Pricing. The pricing would be the same for small business and nonprofit pricing as the residential rates above. In order to qualify for the non-profit status, the business
must show the Federal forms designating it as a non-profit.
Small businesses qualify for this pricing if the following conditions are met:
a. The business does not require additional IP addresses.
b. The business has less than $1 Million in annual revenues.
c. The business has less than 10 employees.
2. Business and Anchor Institution Pricing:
The following pricing is suggested for Business and Anchor Institutions:
Advertised Speeds
Name of Tier

Downstream
Mbps

Upstream
Mbps

Average Speeds
Downstream
Mbps

Upstream
Mbps

Average Latency
@ end-user CPE
milliseconds

Pricing Plan
$ Per Month

Business and Anchor Institution
UC2B 20/20Internet CNS

20

20

20

20

<10 ms

$114.80

UC2B 40/40Internet CNS

40

40

40

40

<10 ms

$213.80

UC2B 60/60Internet CNS

60

60

60

60

<10 ms

$312.60
$411.00

UC2B 80/80Internet CNS

80

80

80

80

<10 ms

UC2B 100/100Internet CNS

100

100

100

100

<10 ms

$509.00

Private VLAN 10 Mbps

10

10

10

10

<10 ms

$100.00

Private VLAN 100 Mbps
Private VLAN 1 Gbps

100

100

100

100

<10 ms

$400.00

1,000

1,000

1,000

1,000

<10 ms

$1,200.00

If a customer wants more than one Public IP address they must pay the Business Rates in addition to the
extra charges for the additional Public IP addresses.
A detailed write up on the competitive analysis, pricing justification, and the preliminary impact on the
Financial Plan etc. is provided along with this response.
6. Is there a minimum term for residential service?
The pricing for the UC2B grant area is extremely competitive and should only be offered to the (11)
Census Block areas within the grant coverage area. It is recommended that in order to receive this
pricing, a two year term is required. The contract may be worded leniently if the customer needs to
cancel prior to the two year term; however, in order to reduce the cost of churn, and because this
pricing is extremely competitive, it is recommended to have a term contract in place.
7. Will an equipment deposit and/or the first month’s service charge be required to be paid at the time
of signing the service agreement?
It is recommended that UC2B require an equipment deposit. The cost to UC2B for the ONT is $389.
The demographics of the UC2B FTTP Residential service areas include a large number of lower income
families and students. A large, one-time deposit on the equipment may be difficult for a lower income
household to absorb. An equipment deposit may create a barrier for new customers to sign up. There
is risk for UC2B however; as the equipment is expensive and will need to be returned at the end of the
service agreement or when a customer terminates service. UC2B should have a policy in place to ensure
that the equipment is returned.
Therefore, the following recommendations could help mitigate the risk and yet not create a barrier for
signing up for the service:
•
•

The deposit on the equipment could be in the form of a credit card payment that is “held”
but not charged unless the customer does not return the equipment, or does not pay their
bill.
Or another consideration could be to spread the costs of the deposit over a 3-month or 6month timeframe.

Regarding credit card billing and billing in advance for services:

Billing One-Month in Advance. This is common practice in the telecommunications and cable TV
industry. The first month billing would include a pro-rated portion of what is left of the month, plus the
following month’s service. The customer is essentially billed in advance for services. This payment
would not necessarily be needed to be paid at the time of the customer signing up, if the customer has a
credit card and agrees to automatic credit card payment.
Credit Card Billing. In order to have service with UC2B, it is recommended that the customer be
required to have a credit card on file and have the credit card billed automatically monthly. This
eliminates much of the collection efforts and costs associated with billing and collections. This does not
eliminate the collection efforts entirely; however, much of the costs are diminished.
It is understood that many of the potential customers of UC2B may not have access to a credit card or
have a checking account. This will be a challenge for UC2B, as again, the demographics of the customer
base are of a low-income bracket. If this is the case, i.e. the customer does not have a credit card or a
checking account, UC2B could require that the customer pay in cash for the pro-rated portion of what is
left of the month, plus the following (2) months of service.

Does the customer have a
credit card? And will the
customer agree to automatic
credit card payments?

YES
An equipment deposit is not
required; however, language
is in the contract requiring
customer to return
equipment upon termination
of services or credit card will
be billed

NO

Customer will be required to
pay pro-rated amount of
current month, plus the
following (2) months of
service upon contract signing.

AND
AND

Customer will receive his first
invoice at the end of the
billing cycle

8. How will UC2B services be billed?
Emailed invoice.
9. Where can UC2B bill be paid in person?
Champaign City Finance Department
10. Will customers be able to pay for UC2B services on-line with a credit card?

We hope so. Again, it is recommended that if the customer has a credit card, then automatic payments
will be set up for the customer. If the UC2B Policy Board does not agree with automatic credit card
payments, then, it is desirable for the customer to have the ability to pay online with a credit card.
11. Will we offer a discount for direct bank draft or auto credit card?
It is not recommended to offer a discount for direct bank draft or automatic credit card payments.
12. What will happen if a monthly payment is late?
The following is recommended for temporary and permanent shut off of service.
If payment is not received within 7-10 days after the payment due date, UC2B can shut off service
temporarily. If payment is not received after 14 days, the service can then be permanently shut off. This
practice often facilitates timely payment for services.

13. How will we work with landlords of MDUs and MTUs?
A more detailed write up regarding the primary issues in dealing with Landlords of Multi-dwelling Units
is attached for your review.
It is recommended to do the following in working with landlords of MDUs and MTUs:
For UC2B, the vision was to run fiber into each apartment unit, and to be able to treat each tenant as if
it was a single family home. This strategy will eliminate the very likely risk of needing to use sub-par
inside wiring. As the grant will pay for the ONTs and the installation costs, this seems to be an excellent
strategy. To UC2B’s network management system, the unit at the MDU would have the same
appearance as a single family home, and therefore, there would be no need to establish different
operational and trouble resolution processes for MDU’s.
Bulk Pricing. The primary advantage of offering a Bulk Rate Program is that UC2B could obtain 100%
take rate or in other words, would receive 100% of the customers within the multi-dwelling unit. UC2B
would bill the landlord or HOA directly for the base pricing for 100% of the tenants in the building.
If UC2B cannot negotiate an agreement for 100% of the tenants, then perhaps UC2B negotiates to
receive no less than 80% of the tenants within the building.
Base Service Pricing. The same pricing would be available to MDU/MTU buildings as would the general
public. UC2B may negotiate which service level (i.e. 20 Mbps, 30 Mbps or 40 Mbps) as the Base Service
Pricing that would be offered through the Bulk Pricing Plan (meaning, billing the landlord for all of the
tenants). The benefit to the landlord would be that UC2B would install the service (i.e. the fiber, ONT
and upgrade the inside wiring) for free, in addition to the benefits received and detailed in the attached
write-up.
Upgrades and Customer Service. The customer relationship for customer service, billing upgrades,
trouble resolution would be between UC2B and the end user (mitigating the primary disadvantage of
Bulk Rate Programs.) UC2B would bill the landlord or HOA directly for the base pricing for 100% of the
tenants, or whatever percentage UC2B would be able to negotiate with the landlord. Customers who
elect to upgrade their Internet Service and/or obtain additional services would be billed directly by
UC2B. Additional services may be wi-fi, a community intranet, a computer concierge service or through
a partnership with a VoIP/IPTV player, voice and TV services. It may be negotiated with the landlord

which services are incorporated into the Bulk Rate Program in addition to the base Internet services.
Obviously bulking as many services as possible through the Bulk Rate Program is an advantage for UC2B.
These negotiations are usually on an individual case basis; the same program for one apartment/MDU
program may not always be replicated with a different landlord.
We believe the benefits of Fiber to the Home, UC2B’s competitive price offer to tenants, and bringing
fiber to each unit are more than sufficient reasons for the landlord to grant building/apartment access
to UC2B and engage in negotiations of Bulk Pricing.

14. When will the first services be installed?
May
15. What other services, if any, will be available in addition to UC2B Intranet/Internet?
None that we know of at this time.

NEO Fiber
Evaluation and Recommendations for
Pricing and Positioning Strategies
Best Practices for Retail Service Offerings
Residential and Business Services

Submitted by:
Diane Kruse
NEO Fiber
Contact: 970‐309‐3500
Email: dkruse@NEOfiber.net
Website: www.NEOfiber.net
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Background Information

Purpose of Market Analysis Section.
The purpose of this section is to provide market information and analysis, data and insight into
competitive service and pricing offerings in the marketplace, and to provide strategies and best
practices for retail residential and business service offerings and pricing considerations for
UC2B.
This report will address the following questions:
•
•
•
•
•

•

Provide recommendations on current pricing proposals and associated bandwidths
with particular attention paid to offerings in the FTTH areas.
Provide an evaluation of and recommendations for UC2B’s options for pricing retail
services for business v. residential customers.
Should UC2B consider non‐profit pricing alternatives?
Provide alternatives, advantages and disadvantages, and recommendations for
UC2B to consider related to FTTH equipment deposits.
Identify the terms and conditions for consideration and inclusion in retail customer
service agreements for all types of customer classifications, i.e. business, residential,
non‐profit. Provide draft agreements for UC2B to consider.
Identify UC2B’s options, the associated advantages and disadvantages, and
recommendations for addressing/providing service to multi‐use or multi‐family
structures. Should UC2B contract with landlords or the tenants? Provide draft
customer service agreements if different than above.

Methodology
NEO has access to a comprehensive, broadband Internet transactions database. This database is
the result of collecting and analyzing over a half a billion Internet transactions from all over the
country. We use proprietary analytical modeling, which includes demographic information,
speed tests, Internet order information, the physical addresses of subscribers and the IP
addresses of subscribers. These transactions come from hundreds of sources including e‐
subscription services, and various other sources where the consumer submits their address
information and the database captures the consumer’s IP address which the database tool then
discriminates between residential carriers and business carriers.

For this study, NEO analyzed database data for all of the zip codes and census tracts by block in
the Champaign‐Urbana area from January through September 2011. The Champaign‐Urbana
communities represent over 48,761 households and 1,760 businesses. The sample data was
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scrubbed for duplicate transactions (in other words, we eliminated the returning customer data
records in information regarding churn rate) and then we analyzed 5% of the total households
(1,845 discrete sample households) and 5% of the businesses (77 discrete sample businesses) to
determine providers or carriers, type of services, pricing information. A slightly smaller sample
(1,111 households and businesses) was analyzed to determine actual speed tests.

On the following pages, actual market data in the Champaign‐Urbana area was captured. This
data was used to make intelligent pricing, product, positioning and marketing
recommendations.

Market Analysis
Existing Providers and Market Share

Provider
America Online
AT&T
Comcast/Insight
Earthlink
Hughes Satellite
Other
Paetec
Sprint
Verizon/Verizon Wireless
Total

Internet Provider
56
535
993
42
8
19
14
145
33
1,845

% of Internet
Market
3.0%
29.0%
53.8%
2.3%
0.4%
1.0%
0.8%
7.9%
1.8%
100%

Comcast is the market leader with 53.8% of the market share. AT&T follows Comcast with 29%
of the market share. Third party providers such as America Online, Volo, Juno, Earthlink and
others make up over 6.4% of the market. Third party provdiers use DSL/Cable partners and
fixed wireless to deliver network access. Approximately 1.8% currently relies on wireless as
their sole Internet access service.
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Internet Provider Market Share
Champaign‐Urbana
Verizon/Verizon Wireless
Sprint
Paetec
Other
Hughes Satellite
Earthlink
Comcast/Insight
AT&T
America Online
‐

% of Internet Market
Internet Provider

100

200

300

400

500

600

700

800

900

1,000

America
Online

AT&T

Comcast/
Insight

Earthlink

Hughes
Satellite

Other

Paetec

Sprint

3.0%

29.0%

53.8%

2.3%

0.4%

1.0%

0.8%

7.9%

Verizon/
Verizon
Wireless
1.8%

56

535

993

42

8

19

14

145

33
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Type of Service Delivery

Satellite,
0.49%

% of Market

Wireless,
12.14%

Dial‐Up,
9.27%
Digital
Subscriber
Loop (DSL),
24.28%

Cable
Modem,
53.82%

Service

Subscribers
171
448
993
224
9
1845

Dial‐Up
Digital Subscriber Loop (DSL)
Cable Modem
Wireless
Satellite

% of Market
9.27%
24.28%
53.82%
12.14%
0.49%
100%

With Comcast/Insight having 54.6% of the market share, it makes sense that a similar
percentage of the service delivery is cable modem.
AT&T is offering their service via Digital Subscriber Loop (DSL) services. No one is currently
offering services via Fiber to the Home technology. As no other company is currently offering
their services using Fiber to the Home technology, UC2B should highlight this as a main selling
point and advantage of its service offerings. The benefits and applications only available on
Fiber to the Home are provided later in this document.
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Service
e Offering
gs
Existing Bandwidth and Speedss Available

Mean Sp
peeds
.030 Mbps
.078 Mbps
1.5 Mbps
2 Mbps
5 Mbps
10 Mbpss
15 Mbpss
20 Mbpss
30 Mbpss
Subtotall Speed Samp
ples

Do
ownload
3
10
40
37
304
351
316
48
2
1111

Upload
U
17
341
120
19
581
32
0
1
0
1111

Existing service offerrings are asy
ymmetrical; meaning, th
he download
d speeds are not the sam
me as
the uploa
ad speeds. The
T competiitors are prov
viding serviice offerings where the u
upload speed
ds
are much
h slower than
n the downlload speeds. Most of thee customers are subscrib
bing to
downloa
ad speeds between 5 Mbps and 15 Mbps.
M
The up
pload speed
ds that custom
mers are
subscribiing to are beetween less than
t
1 Mbps up to 5 Mbp
ps.

The charts above sho
ow what serv
vice offering
gs are being subscribed tto by custom
mers.
The charts on the following pagee show whatt actual speeeds are availlable to custtomers.
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The actua
al speed ava
ailable is lesss than the ad
dvertised speeed of the seervice. Anoth
her significaant
point to be
b made is th
hat customeers are payin
ng for bandw
width that th
hey are not ccurrently gettting.
This is an
nother differrentiator of Fiber
F
to the Home
H
netwo
orks; more sspeed is avaiilable for botth
upload and
a downloa
ad applicatio
ons, and sho
ould be emph
hasized as an
nother sellin
ng point of
UC2B’s service
s
offeriing.

Mean Upload
U
Spee
eds
.030 Mb
bps
.078 Mb
bps
1.5 Mbp
ps
2 Mbps
5 Mbps
10 Mbps
15 Mbps
20 Mbps
30 Mbps
Subtotaal Speed Sam
mples

Upload
1.53%
30.69%
10.80%
1.71%
52.30%
2.88%
0.00%
0.09%
0.00%
100%

Mean Do
ownload Speeds
.030 Mbp
ps
.078 Mbp
ps
1.5 Mbpss
2 Mbps
5 Mbps
10 Mbps
15 Mbps
20 Mbps
30 Mbps
mples
Subtotal Speed Sam

Download
0.27%
0.90%
3.60%
3.33%
27.36%
31.59%
28.44%
4.32%
0.18%
100%

peed test sam
mples were taken.
t
The actual
a
mean upload speeeds are betw
ween less thaan 1
Actual sp
Mbps and 5 Mbps, with
w most of the upload speeds
s
at 5 M
Mbps (52.3%
%). The actu
ual download
d
speeds ra
ange betweeen 5 Mbps (2
27.36%), 10 Mbps
M
(31.59%
%) and 15 M
Mbps (28.44%
%).
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Residential Pricing, Service Offerings
Note: These are mostly Asymetrical Services with a cap of around 5 Mbps upstream.
Residential/SMB
1.5 Mbps
6 Month Introductory Price
12 Month Intorductory Price
Post Introductory Price
Bundled Price
3‐4 Mbps
6 Month Introductory Price
12 Month Intorductory Price
Post Introductory Price
Bundled Price
5‐8 Mbps
6 Month Introductory Price
12 Month Intorductory Price
Post Introductory Price
Bundled Price
10‐12 Mbps
6 Month Introductory Price
12 Month Intorductory Price
Post Introductory Price
Bundled Price
18 Mbps
6 Month Introductory Price
12 Month Intorductory Price
Post Introductory Price
Bundled Price
20 Mbps
6 Month Introductory Price
12 Month Intorductory Price
Post Introductory Price
Bundled Price
24 Mbps
6 Month Introductory Price
12 Month Intorductory Price
Post Introductory Price
Bundled Price

AT&T

Comcast/Insight
DOCSIS Cable

OneEleven
Wireless

OneEleven
DSL

Conxxus
DSL

Volo
DSL/Wireless

Consolidated
DSL

HughesNet
Satellite
39.99

$

40.00

79.99

$
$

19.95
38.00

$

50.00

$

69.95

$
$

24.95
43.00

$

75.00

$

89.95

$
$

29.95
48.00

$

101.95

$
$

39.95
53.00

$
$

$

19.95

$
$

59.95
44.95

$

69.95

49.95
63.00
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$

39.95

$

32.00

$

19.95

UC2B is proposing to offer 20 Mbps for $20 per month. UC2B’s initial proposal at the time of
the grant applications was to offer 5 Mbps at the $19.95 price. After a more diligent market
analysis, it is clear that this offering 20 Mbps of bandwidth for the same price will encourage
current subscribers to move to UC2B, especially when it is pointed out that the customer is not
always receiving the level of bandwidth from the current providers that the customer is
subscribing to. In other words, the customer is not getting what they are paying for from the
competition.
With UC2B offering 20 Mbps for $20 per month; the competition is offering the same amount of
bandwidth for 2‐3 times this price. AT&T is offering 18 Mbps for $39.95 initially; with the price
increasing to $53 per month after 12 months. Comcast/Insight is offering 20 Mbps for $69.95.
Most of Comcast’s customers are on the 10‐12 Mbps offering, receiving 5 Mbps of service for a
price of $19.95 for six months, then jumping to $59.95 per month. Other competitors are
offering 3‐4 Mbps for $19.95 to $69.95.

Basic Services
Best Effort
Upstream

Consumer

Upgraded
Upstream 1‐2
Mbps Max

Upgrade
Upstream 2 to 5
Mbps Max

Price/Service Tie Low Price Tier Median Price Tier High Price Tier
1.5 Mbps
3‐4 Mbps
5‐8 Mbps
10‐12 Mbps
18 Mbps
20 Mbps
24 Mbps
Upstream
Low
Median
Max

$
$
$
$
$
$
$

39.99
19.95
24.95
19.95
39.95
69.95
49.95
<700 Kbps
$
19.95
$
39.95
$
69.95

$
$
$
$
$
$
$

40.00
38.00
59.00
46.48
46.48
69.95
56.48
1 to 2 Mbps
$
38.00
$
46.48
$
69.95

$
$
$
$
$
$
$

79.99
69.95
89.95
101.95
53.00
69.95
63.00
2 to 5 Mbps
$
53.00
$
69.95
$
101.95

All of the service providers offer a “best effort” service; meaning, they will make their best
effort, yet do not guarantee the level of service or the amount of bandwidth the customer will
actually receive. To receive a higher level of service and to upgrade the available bandwidth for
uploading data, the existing service providers charge the customer more. This could be a
differentiating feature of UC2B’s service offering. With Fiber to the Home, the minimum
bandwidth received by the customer could actually be guaranteed by UC2B.
UC2B should be aware that many of the consumers of broadband are currently purchasing
bundled services from cable/DSL providers. Comcast currently offers a bundled Triple play
service at $99 which is the predominate bundle within the underserved community. Since UC2B
is competing with bundled and unbundled services it will have to consider that the bundled
offerings will be tougher to compete with unless there is a VoIP/IPTV alternative. Comcast
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unbundled VOIP/TV will increase in price to as much as $112 for VoIP/TV without the data
component making the UC2B and Cable package more expensive for the existing consumers of
these services. Comcast has already announced that it will be lowering its price for bundled
services.

$120.00
$100.00
$80.00
$60.00
$40.00
$20.00
$‐
1.5 Mbps

3‐4 Mbps

Low Price Tier

5‐8 Mbps 10‐12 Mbps 18 Mbps
Median Price Tier

20 Mbps

24 Mbps

High Price Tier

What is interesting is that there are currently very few high bandwidth providers and only one
above 18 Mbps. So, the convergence of low, medium and high pricing at the 20 Mbps service
level around $66 per month is based on the fact that there is no competition above 18 Mbps. In
addition, there is a wide variance in pricing across the Cable, DSL and Wireless providers.
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Consumer Price Tiers Based on Upstream Services
$120.00
Axis Title

$100.00
$80.00
$60.00
$40.00
$20.00
$‐

<700 Kbps

1 to 2 Mbps

2 to 5 Mbps

Low

$19.95

$38.00

$53.00

Median

$39.95

$46.48

$69.95

Max

$69.95

$69.95

$101.95

Summary of salient points:
•
•

•

•

•

Comcast/Insight is the market leader with 53.8% of the market share. AT&T follows
Comcast/Insight with 29% of the market share.
With Comcast having approximately 54% of the market share, it makes sense that a
similar percentage of the service delivery is cable modem. AT&T is offering their
service via traditional Digital Subscriber Loop (DSL) services as well as U‐Verse,
which bonds DSL copper pairs for greater bandwidth. No one is currently offering
services via Fiber to the Home technology. In addition, Comcast/Insight and AT&T
have not upgraded their data cable network infrastructure to support the next tier of
services (100 Mbps). UC2B should market the advantages of its Fiber to the Home
offering, being the only service provider using this technology.
97% of the Upload Speeds are less than 5 Mbps. Over 35% of the download speed is
less than 5 Mbps, now considered underserved. Approximately 64% within the
urban setting have speeds greater that 5 Mbps, 12% lower than the national average.
The actual speeds are typically 20 to 30% less than advertised and because of
oversubscription, often are less than 50% of the advertised rates at peak periods. No
other provider is marketing symmetrical services or any kind of service level
agreement. This is an advantage for UC2B.
Customers are paying for a service level that they are not actually receiving. All of
the other service providers are offering their service as a “best effort.” In order to
actually receive the advertised bandwidth, especially for uploading data, the
customer needs to pay higher rates. UC2B could offer a guarantee on service levels
as a differentiator in the marketplace.
Comcast has a 6‐month introductory price of $19.99; after than it reverts to $59.99 or
a bundled price of $44.95 for bandwidth speeds of 10 Mbps of download,
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•

asymmetrical of 5 Mbps or less upload. AT&T has a 12‐month introductory price of
$29.95; after that it reverts to $48.00.
Comcast/Insight does provide bundled services (Triple Play) that reduce the overall
cost based on the uptake of the additional product offers. Both Comcast and AT&T
will be able to offer bundled rates, simplifying the “triple play” decision and
providing the appearance of lower rates for similar services. As UC2B does not have
this capability, this is a disadvantage for UC2B. UC2B could partner with other
VoIP/IPTV providers to mitigate this disadvantage. Groups like Roku, Boxee, and
others are building a portfolio of Over‐The‐Top applications to compete with the
local cable operators. UC2B will continue to negotiate with companies such as
Netflix and Google as peering partners to offer movies and content on demand.

Recommended Positioning and Pricing Information to Consider
including in Sales Materials
Positioning, Fiber to the Home Benefits
Advanced Fiber‐To‐The‐Home (FTTH) Networks
There are many advantages that UC2B can provide as the only company that is offering
Fiber to the Home as a network service delivery technology. These advantages include:
•

The future demand for more bandwidth is expected to increase to over 1 Gbps within
three years (by 2015). Fiber to the Home is the only service delivery that will be
“Future Proof,” offering virtually unlimited capacity for accommodating “bandwidth
hungry” emerging technologies and consumers. With You Tube and Skype, cable
modem and DSL are not adequately meeting the bandwidth needs of today, let alone
the projected need for bandwidth in the near future.
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Urbana area are more competitively priced; these results reflect national survey
information.
•

With FTTH, customers will be able to more easily telecommute, with a direct
connection to the business’ data applications. Many of UC2B’s customers will be
anchor tenants (the University, hospitals, major employers, the City and
government offices) with a direct connection to the Fiber to the Home network.
Having the ability to connect directly to UC2B’s network over a fiber optic
connection gives the appearance to the computer user that they are simply an
extension or “on” the corporate or university network, given speeds and access as
if they were working in the corporate or university office.

Fiber to the Home can more readily support Symmetrical Service; Why Do We Care About
This?
There is a significant emergence of advanced, bandwidth‐intensive applications that not only
require large availability for download speeds, but also upload speeds as well. Customers are
creating videos, pictures, and CAD files that need to be uploaded, requiring large bandwidth
upload speeds. In addition, over‐the‐top TV applications, gaming and cloud‐based services
are driving up the need for available capacity and the move towards expanded two‐way
communications. These over‐the‐top frameworks are also increasing the need for attaching
and sharing home/business access creating the need for greater two‐way service access.
The Fiber to the Home Council, a non‐profit organization whose mission is to promote and
educate about the need for more Fiber to the Home connections, cites research concluding that
consumer demand for symmetrical bandwidth, with the increasing use of applications such as
cloud computing and a host of essential services in the areas of education and healthcare will
ʺeasily exceed 25 Mbps within just five years.ʺ
What are the applications that are available only on a Fiber to the Home network?
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and economic development initiatives? As many of these anchor tenants will be directly
connected to the UC2B network over a fiber optic connection, what other applications could be
packaged with UC2B’s Internet services to help solve many of the communities’ problems or
initiatives?

What Price/Service Offering will get Residential Customers to Change?
Typically, a 25‐30% price reduction will incent a residential customer to change providers, if all
other things are equal. If the price reduction is coupled with greater bandwidth speeds,
enhanced services, and symmetrical bandwidth, this may provide an even greater incentive for
customers to make a change to UC2B.
UC2B’s initial thoughts regarding pricing and bandwidth offerings are provided on the
following chart, along with a side‐by‐side comparison of pricing and bandwidth offerings
available from the competition:

Comparison of UC2B Pricing vs. the "Market"

Consumer
Price/Service
Tiers
1.5 Mbps
3‐4 Mbps
5‐8 Mbps
10‐12 Mbps
18 Mbps
20 Mbps
24 Mbps
30 Mbps
40 Mbps
Upstream
Low
Median
Max

Symetrical

Basic Services
Best Effort
Upstream

UC2B's Pricing

Low Price Tier

Upgraded
Upgrade
Upstream 1‐2 Upstream 2 to
Mbps Max
5 Mbps Max
Median Price
Tier
High Price Tier

$
$
$
$
$
$
$

39.99
19.95
24.95
19.95
39.95
69.95
49.95

$
$
$
$
$
$
$

40.00
38.00
59.00
47.95
46.48
69.95
56.48

$
$
$
$
$
$
$

79.99
69.95
89.95
101.95
53.00
69.95
63.00

$
$
$

<700 Kbps
19.95
39.95
69.95

$
$
$

1 to 2 Mbps
38.00
47.95
69.95

$
$
$

2 to 5 Mbps
53.00
69.95
101.95

NA
NA
$
$

19.99
29.99
NA

$

39.99
NA

$
$

49.99
59.99

Conclusion and Recommendations
UC2B has an ambitious goal of gaining 50% market share in the underserved areas within six
months. As an initial introductory and incentive program, offering a price/service delivery of
20 Mbps symmetrical service for $20 per month would seem to be an aggressive and impressive
offering that would incent customers to change to UC2B. The service offering is 2‐4 times better
than the 5 Mbps – 15 Mbps “best effort” service offering for 50‐75% of the price.
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The initial feedback from UC2B’s door‐to‐door canvassers is that between 50% and 60% of all
the people they have talked to are interested in the service and want a follow‐up ʺsalesʺ visit.
ʺ20 Mbps for 20 bucksʺ would help close those sales. If UC2B hits a 50% penetration level,
UC2B’s financial model shows positive earnings, and positive IRR. The model works because
the grant is funding the build. If UC2B expands the network to other areas, the pricing may
need to be modified for the expansion areas.
The following pricing is recommended for the grant area for residential services:
Advertised Speeds
Name of Tier

Average Speeds

Average Latency

Pricing Plan
$ Per Month

Downstream
Mbps

Upstream
Mbps

Downstream
Mbps

Upstream
Mbps

@ end-user CPE
milliseconds

UC2B 20/100Internet CNS

20

100

20

100

<10 ms

$19.99

UC2B 30/100Internet CNS

30

30

30

30

<10 ms

$29.99

UC2B 40/100Internet CNS

40

40

40

40

<10 ms

$39.79

Residential

The pricing for the UC2B grant area is extremely competitive and should only be offered to the
(11) Census Block areas within the grant coverage area. It is recommended that in order to
receive this pricing, a two year term is required. The contract may be worded leniently if the
customer needs to cancel prior to the two year term; however, in order to reduce the cost of
churn, and because this pricing is extremely competitive, it is recommended to have a term
contract in place.
Coupled with the other benefits mentioned above, we at NEO believe this is an excellent price/
service delivery to introduce into the marketplace to meet UC2B’s goal of gaining as much
market share as soon as possible within a relatively short amount of time. We recommend a
term agreement is needed to secure this pricing to reduce churn and to lock‐in customers.
Something else to consider may be to offer this service and pricing coupled with other
initiatives that UC2B would like to incent, working in partnership with UC2B’s anchor tenant
community. This may be another way to lock in a customer in the long‐term and gain market
share quickly. This second option may take longer for UC2B to put in place; however, having
the ability to be a neutral player and not a typical service provider, coupled with the fact that
UC2B is a local provider that can focus and provide a hyper‐local offering, will be an excellent
competitive advantage over what other providers can offer in the marketplace.
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Business and Commercial Services
Pricing Strategies for Business and Commercial Services
Pricing is typically significantly higher for business services versus residential services, and this
is certainly the case with the Champaign‐Urbana market.
The following is the existing pricing and service delivery offered in the marketplace:
Commercial
Speed Tier
100 Mbps
1 Gbps

Bronze
Low‐end
Internet/Voice
$
475.00
$
850.00

Silver
High‐End
Internet/Voice
$
475.00
$
850.00

CIR‐100 Mbps

$

$

CIR ‐ 1 Gbps

$

100 Mbps
1 Gbps

Low‐end
Internet/Voice
$
425.00
$
1,530.00

High‐End
Internet/Voice
600
2000

Comcast

22/5 Mbps
50/10 Mbps
100/10 Mbps

Low‐end
Internet/Voice
$
399.00
$
489.00
$
650.00

High‐End
Internet/Voice
$
899.00
$
948.00
$
1,048.00

High Speed Solutions

10/10 Mbps
20/20 Mbps
50/50 Mbps
100/100 Mbps

$
$
$
$

AT&T Ethernet

Paetec Ethernet

700.70

1,004.25 $

Have seen combine servies for health and education as
low as $650 for 100 MBPS PORT/CIR
Have seen combine servies for health and education as
1,189.68
low as $1,100 for 1000 MBPS PORT/CIR
818.26

Quote
1,076.00
1,326.00
1,888.00
2,735.00

Side‐by‐Side Comparison, Commercial Services

Mbps
10
20
50
100 $
1000 $

Low‐End
AT&T

1,175.00
1,854.25

High‐End
AT&T

$
$

1,293.68
2,039.68

Low‐End
Paetec

$
$

High‐End
Paetec

425.00
1,530.00

$
$
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600.00
2,000.00

Low‐End
Comcast
$
$
$

399.00
489.00
650.00

High‐End
Comcast
$
$
$

899.00
948.00
1,048.00

$
$
$
$

High Speed
Solutions
1,076.00
1,326.00
1,888.00
2,735.00

UC2B’s desire is to offer reliable and affordable Internet connectivity for businesses to attract
businesses to Champaign‐Urbana. UC2B could most certainly break from tradition in its
pricing strategy by offering a similarly priced offering to small businesses as it is offering to the
residential market, as its entry point in the market. Will a small 8‐person office with a 20 Mbps
connection use more bandwidth than a two‐parent two‐kid household with a 20 Mbps
connection? Probably, but their demands will be at different times of the day with only overlap
in the late afternoon. The demand placed on the UC2B network by business users during the
day will not impact how UC2B sizes its upstream connection. It will be the residential usersʹ
evening demand that will determine that. Larger businesses that require additional IP
addresses, or higher bandwidth needs would be priced competitively in the marketplace.
UC2B’s vision for the UC2B network is to be one that does not slow down whenever the kids
are home from school or late at night. If a customer is a customer, no matter if they are a family,
a home business or a business in its own building, UC2B does not have to care about what the
customer does with its Internet connection. The customer signs up for as much bandwidth as is
needed (or can afford) and UC2B does not spend any time worrying about whether someone is
running a business on a residential connection. There is no gaming the system, because there is
no system to game.
NEO recommends the following pricing and qualifications:
1. Small Business and Non‐profit Pricing. The pricing would be the same for small business and
non‐profit pricing as the residential rates above. In order to qualify for the non‐profit status, the
business must show the Federal forms designating it as a non‐profit.
Small businesses qualify for this pricing if the following conditions are met:
a. The business does not require additional IP addresses.
b. The business has less than $1 Million in annual revenues.
c. The business has less than 10 employees.
2. Business and Anchor Institution Pricing.
The following pricing is suggested for Business and Anchor Institutions:
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Advertised Speeds
Name of Tier

Average Speeds

Average Latency

Pricing Plan
$ Per Month

Downstream
Mbps

Upstream
Mbps

Downstream
Mbps

Upstream
Mbps

@ end-user CPE
milliseconds

UC2B 20/20Internet CNS

20

20

20

20

<10 ms

$114.80

UC2B 40/40Internet CNS

40

40

40

40

<10 ms

$213.80

UC2B 60/60Internet CNS

60

60

60

60

<10 ms

$312.60

UC2B 80/80Internet CNS

80

80

80

80

<10 ms

$411.00

UC2B 100/100Internet CNS

100

100

100

100

<10 ms

$509.00

Private VLAN 10 Mbps

10

10

10

10

<10 ms

$100.00

Private VLAN 100 Mbps

100

100

100

100

<10 ms

$400.00

1,000

1,000

1,000

1,000

<10 ms

$1,200.00

Business and Anchor Institution

Private VLAN 1 Gbps

If a customer wants more than one Public IP address they must pay the Business Rates in addition to the
extra charges for the additional Public IP addresses.
UC2B is providing one IP address included in the $19.99 price. If the customer only has one IP
address, then the customer qualifies for the residential package of 20 Mbps for $20. With
additional IP addresses, the customer receives the higher priced business rate. Many businesses
will need additional IP addresses, and the pricing could be structured in tiers, something
similar to the following:
Proposed Business/Commercial Pricing
IP Addresses
Monthly Price
Included in the
monthly price
$14.95
$34.95
$59.95

1 IP Address
2 to 5 IP Addresses
6 to 13 IP Addresses
14 to 29 IP Addresses

NEO also suggests offering businesses the option of subscribing to more bandwidth, again with
a tiered pricing approach. The tiered pricing approach would also narrow the gap between
what UC2B is offering versus what the competition is offering.
This pricing would narrow the gap between what UC2B is offering and what the competition is
offering, and it is still very competitively priced. It also meets the requirement of covering the
potential operating expenses for outsourcing customer services, and gives a discount on
bandwidth with more volume of bandwidth.
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Assumptions
$15.00
$5.00
60%
$150
$0.01
$0.02
$0.03
$0.04
$0.05
$0.06
$0.07
$0.08
$0.10

Bandwidth In
Mbps
20
40
60
80
100
125
150
200

Monthly cost of providing support and billing to a customer
Starting point for cost of Bandwidth for a 10 Mbps For‐Profit business customer
Discount for Non‐Profits
Monthly Add‐On for Ringed Service
Per Mbps rate reduction for 20 Mbps
Per Mbps rate reduction for 30 Mbps
Per Mbps rate reduction for 40 Mbps
Per Mbps rate reduction for 60 Mbps
Per Mbps rate reduction for 80 Mbps
Per Mbps rate reduction for 100 Mbps
Per Mbps rate reduction for 125 Mbps
Per Mbps rate reduction for 150 Mbps
Per Mbps rate reduction for 200 Mbps

Monthly
Support &
Billing
$15.00
$15.00
$15.00
$15.00
$15.00
$15.00
$15.00
$15.00

For‐Profit
Bandwith
Charge
$99.80
$198.80
$297.60
$396.00
$494.00
$616.25
$738.00
$980.00

Ringed
Customer Total Ringed
Total
Bandwidth Business
Non‐Profit
Non‐Profit
and
Customer
Bandwidth Organization Redundancy Monthly
Charge Monthly Rate
Cost
Rate
$39.92
$54.92
$249.80
$264.80
$79.52
$94.52
$348.80
$363.80
$119.04
$134.04
$447.60
$462.60
$158.40
$173.40
$546.00
$561.00
$197.60
$212.60
$644.00
$659.00
$246.50
$261.50
$766.25
$781.25
$295.20
$310.20
$888.00
$903.00
$392.00
$407.00
$1,130.00 $1,145.00

Total
For‐Profit
Business
Monthly
Rate
$114.80
$213.80
$312.60
$411.00
$509.00
$631.25
$753.00
$995.00

UC2B is also considering pricing for a direct connection or Private VLAN connection on the
network. Anchor tenants would be charged this pricing for Ethernet connections to other
customers on the network.
Private VLANs are used for connecting multiple locations of an organization to each other. This
is sometimes referred to as ʺMetro Ethernetʺ. There is no Internet connectivity or Community
Network Service connectivity included in the Private VLAN Service. In this model,
organizations would typically centralize Internet connectivity, and then use the Private VLAN
to distribute Internet and organizational data to all remote locations.
UC2B is planning to offer the following pricing:
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Business and Anchor Institutions, Private VLAN, Layer Two Service

Private VLAN 10 Mbps Location
Private VLAN 100 Mbps Location
Private VLAN 1 Gbps Location

Downstream
Mbps
10
100
1000

Upstream
Mbps
10
100
1000

Pricing
Plan per
Month
$
100
$
400
$ 1,200

This pricing seems to be competitively priced as well. AT&T is offering a Private VLAN
product for health and education applications of $650 for 100 Mbps (UC2B is offering this at
$400 per month) and $1,100 for 1Gbps. UC2B may want to adjust their pricing to be more
competitively priced with AT&T (UC2B is planning to offer this at $1,200).
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Other Issues regarding Contracting, Deposits, and Best Practices

The demographics of the UC2B FTTP service areas include a large number of lower income
families and students. There is significant risk of non‐payment of invoices. In order to mitigate
this risk, the following strategies could be put in place:

1. Deposits on Equipment. It is recommended that UC2B require an equipment deposit. The
cost to UC2B for the ONT is $389.
The demographics of the UC2B FTTP Residential service areas include a large number of lower
income families and students. A large, one‐time deposit on the equipment may be difficult for a
lower income household to absorb. An equipment deposit may create a barrier for new
customers to sign up. There is risk for UC2B however; as the equipment is expensive and will
need to be returned at the end of the service agreement or when a customer terminates service.
UC2B should have a policy in place to ensure that the equipment is returned.
Therefore, the following recommendations could help mitigate the risk and yet not create a
barrier for signing up for the service:
•

•

The deposit on the equipment could be in the form of a credit card payment that is
“held” but not charged unless the customer does not return the equipment, or does
not pay their bill.
Or another consideration could be to spread the costs of the deposit over a 3‐month
or 6‐month timeframe.

2. Billing One‐Month in Advance. This is common practice in the telecommunications and
cable TV industry. The first month billing would include a pro‐rated portion of what is left of
the month, plus the following month’s service. The customer is essentially billed in advance for
services. This payment would not necessarily be needed to be paid at the time of the customer
signing up, if the customer has a credit card and agrees to automatic credit card payment.

3. Credit Card Billing. In order to have service with UC2B, it is recommended that the
customer be required to have a credit card on file and have the credit card billed automatically
monthly. This eliminates much of the collection efforts and costs associated with billing and
collections. This does not eliminate the collection efforts entirely; however, much of the costs
are diminished.
It is understood that many of the potential customers of UC2B may not have access to a credit
card or have a checking account. This will be a challenge for UC2B, as again, the demographics
of the customer base are of a low‐income bracket. If this is the case, i.e. the customer does not
have a credit card or a checking account, UC2B could require that the customer pay in cash for
the pro‐rated portion of what is left of the month, plus the following (2) months of service.
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Does the customer have a
credit card? And will the
customer agree to automatic
credit card payments?

NO

YES
An equipment deposit is not
required; however, language
is in the contract requiring
customer to return
equipment upon termination
of services or credit card will
be billed

Customer will be required to
pay pro‐rated amount of
current month, plus the
following (2) months of
service upon contract signing.

AND
AND

Customer will receive his first
invoice at the end of the
billing cycle

4. Temporary and Permanent Shut off of Service. If payment is not received within 7‐10 days
after the payment due date, UC2B can shut off service temporarily. If payment is not received
after 14 days, the service can then be permanently shut off. This practice often facilitates timely
payment for services. Another suggestion may be that UC2B customers who pay late may lose
their Internet connectivity, but not their Intranet connectivity. This allows children to still do
their homework and parents to still be able to work from home; and serves as a gentle reminder
that payment needs to be made in order to connect to the Internet.
Draft agreements for end users have been provided to UC2B by NEO.
24
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Dealing with Landlords, MDUs,
Apartments, Master Planned Communities
Key Objectives:
The principal objective in negotiating a private communications transaction is to install a high
quality Fiber to the Home (FTTH) infrastructure platform capable of delivering a broad array of
best‐in‐class high‐speed internet access (HSIA) and communications related services. This
FTTH platform will serve as an amenity of the property that will help market the property /
community and enhance the pace and revenue associated with occupying units. A secondary
objective of the transaction is to derive a mutually beneficial revenue stream from the sale of
these communications products and services.
A notable aspect of the arrangement is that the Property Owner is not required to fund the full
cost of the infrastructure. The arrangement also ensures that the services provided to the
property are of the highest quality, and includes service and performance standards that exceed
the best of what is otherwise currently available, as well as provisions for service and system
upgrades in light of changing technology and end user demand for greater amounts of
bandwidth.

The Product:
High‐Speed Internet Access (HSIA)
Typical service tier offerings based on the competitive marketplace for MDU’s:
•

5 Mbps download / 1 Mbps upload ‐ basic service, lowest product in marketplace.
Good product to bulk.

•

8 Mbps / 2 Mbps ‐ competitive product, usually Cable lowest speed available, also
good product to bulk

•

15 Mbps / 3 Mbps ‐ generally highest tier that is typically offered in the
marketplace

•

25 Mbps / 5 Mbps ‐ only FTTH providers are able to offer this level of service

•

50 Mbps / 10 Mbps – unmatched in marketplace, super user status; again, only
available with Fiber to the Home

The Sales Strategy Options: To provide services on a “Bulk” service plan or not? What are
the advantages and disadvantages of a Bulk Plan?
Offering a Bulk Plan typically means contracting with the landlord of the MDU or master
planned community for 100% of the tenants in the apartment or community. Usually there is
one invoice that is sent to the landlord for 100% of the tenants; the landlord then bills the end
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users or the price for services is included in the Homeowners’ Association fee or in rent.
Generally, pricing is established on a bulk per unit price; however a flat monthly price for the
building or for the community is also an acceptable practice. Bulk price discounting typically
reflects a 20‐30% reduction off of the retail marketplace pricing for like or similar service tiers.
Typically as an incentive to offer a Bulk Plan, the landlord receives a percentage of the revenue
(i.e. a “revenue share”) or an up‐front door fee based upon the number of subscribers.
Offering a Bulk Plan – Advantages to UC2B:
•

100% take rate. UC2B eliminates its competition in the building or community.

•

The Property purchases the desired HSIA product tier from UC2B in bulk and
provides service to individual units as a part of their rent or as a separate service.

•

Marketing rights are typically included in the contract with the landlord. UC2B is able
to provide marketing collateral to the end user in the community or common areas;
and most likely receives move‐in customer information, and has exclusive rights to
market its services to tenants of the building.

•

UC2B has opportunity to up‐sell higher tiers of HSIA service or other services directly
to end‐users. Base pricing could be bulked through the landlord or HOA and
customers who elect for higher tiers of HSIA service or other services would be billed
directly for the upgraded service.

•

Minimal UC2B cost associated with end‐user “churn” (move‐in/move‐outs)

•

Minimal UC2B debt collection issues, one primary commercial grade client, one
invoice, one collection point

•

Limited customer billing requirements and marketing cost

•

Potential for the provisioning of other communication services that can be carried on
FTTH infrastructure including voice, traditional video and over‐the‐top, home
security, etc.

•

Bundling of all products to create higher penetration/ higher margin returns.

•

Opportunity to up‐sell higher tiers of HSIA service, billing the tenant directly for these
upgraded services

•

Incremental business from other adjacent commercial clients that require higher
bandwidth capacity and incorporating marketplace economies of scale.

Offering Bulk, the Disadvantages to UC2B:
•

In many cases, the landlord is not technology‐savvy and dealing with the landlord
versus working with each individual tenant can be cumbersome. The landlord acts as
a gatekeeper to the tenant.

27

•

The Cat 5 wiring within most buildings built over five years ago or longer is often sub‐
par. If UC2B decides to have one demarcation point and one common Ethernet switch
within the building, the existing inside wiring must be upgraded. With the early
entrants of Fiber to the Home service providers (i.e. Verizon, Connexion Technologies
and Zoomy Communications) the number one trouble issue could be blamed on
existing sub‐par inside wiring.

•

The landlord often has trouble keeping power to the shared Ethernet switch.

Non‐bulk or Subscription; Contracting directly with the Tenants – Advantages to UC2B
•

Pricing for services is the same as dealing with any other customer. No special pricing
is offered to the tenants.

•

No “deal” is needed with the landlord; no door fees, or revenue share.

•

Individual end‐users subscribe with UC2B for the provision of HSIA service. Product
is priced at retail rates competitive within the marketplace.

Non‐bulk or Subscription; Contracting directly with the Tenants ‐ Disadvantages to UC2B:
•

Must compete against other providers on property (or wireless carrier) including their
introductory or special offers.

•

Must support all end‐user churn. Apartments can churn at 40% annually, student
housing 100%.

•

Higher bad‐debt from individual users (possible solution is to require auto‐pay with
use of credit card on file).

•

More billable accounts to support and higher marketing cost to attract subscription.

Landlord Deal Strategies / Benefits to the Landlord
•

The Fiber to the Home or to each unit becomes another property amenity, providing
the best infrastructure (FTTH) and HSIA product in marketplace which will contribute
directly to the Property establishing and maintaining higher occupancy levels thus
more rent.

•

Highly reliable network.

•

Offer Service Level Agreement (SLA) superior to incumbents.

•

Ability to bundle with other service providers offering better value to end‐user.
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•

Competitive advantage as the Property can market itself with a premiere broadband
service offering.

Other common offerings as part of the deal to the Landlord:
•

Establish demonstration center / kiosk in community center or leasing office.

•

Free service in Business Center.

•

Free service to property management office.

•

WiFi “hot spots” in common area locations; community centers, pool, fitness center.

Other Common Practices in Dealing with the Landlord.
A common practice in Bulk Subscription Agreements is to offer a revenue incentive where the
Landlord has the opportunity to earn incremental revenue based upon the number of
subscribers that participate in the program. These revenue incentives are typically structured in
the following manner:


Door Fee (Marketing Assistance Fee), one‐time payment per servable
unit (door) for the right and privilege to serve property, typically $200 ‐
$300 per door. Higher door fees have been paid (up to $750) for longer
deal terms in excess of 15 years. These Door Fees are not covered by the
grant; NEO’s comments regarding Door Fees are provided below.



Revenue share incentive. Should be combined with an Exclusive
Marketing Agreement and tied to service penetration on the property.
EXAMPLE revenue share penetration formula (based on 100% of units):
(Service penetration = Revenue Share)
0 – 49% = 0%
50 – 59% = 3%
60 – 69% = 5%
70 – 79% = 8%
80%+ = 10%

NEO’s Input and Recommendations
For UC2B, the vision was to run fiber into each apartment unit, and to be able to treat each
tenant as if it was a single family home. This strategy will eliminate the very likely risk of
needing to use sub‐par inside wiring. As the grant will pay for the ONTs and the installation
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costs, this seems to be an excellent strategy. To UC2B’s network management system, the unit
at the MDU would have the same appearance as a single family home, and therefore, there
would be no need to establish different operational and trouble resolution processes for MDU’s.
Bulk Pricing. The primary advantage of offering a Bulk Rate Program is that UC2B could
obtain 100% take rate or in other words, would receive 100% of the customers within the multi‐
dwelling unit. UC2B would bill the landlord or HOA directly for the base pricing for 100% of
the tenants in the building.
If UC2B cannot negotiate an agreement for 100% of the tenants, then perhaps UC2B negotiates
to receive no less than 80% of the tenants within the building.

Base Service Pricing. The same pricing would be available to MDU/MTU buildings as would
the general public. UC2B may negotiate which service level (i.e. 20 Mbps, 30 Mbps or 40 Mbps)
as the Base Service Pricing that would be offered through the Bulk Pricing Plan (meaning,
billing the landlord for all of the tenants). The benefit to the landlord would be that UC2B
would install the service (i.e. the fiber, ONT and upgrade the inside wiring) for free, in addition
to the benefits received and detailed in the attached write‐up.

Upgrades and Customer Service. The customer relationship for customer service, billing
upgrades, trouble resolution would be between UC2B and the end user (mitigating the primary
disadvantage of Bulk Rate Programs.) UC2B would bill the landlord or HOA directly for the
base pricing for 100% of the tenants, or whatever percentage UC2B would be able to negotiate
with the landlord. Customers who elect to upgrade their Internet Service and/or obtain
additional services would be billed directly by UC2B. Additional services may be wi‐fi, a
community intranet, a computer concierge service or through a partnership with a VoIP/IPTV
player, voice and TV services. It may be negotiated with the landlord which services are
incorporated into the Bulk Rate Program in addition to the base Internet services. Obviously
bulking as many services as possible through the Bulk Rate Program is an advantage for UC2B.
These negotiations are usually on an individual case basis; the same program for one
apartment/MDU program may not always be replicated with a different landlord.

Although it is common practice to offer the landlord a door fee or a revenue share, the benefits
to the landlord of having fiber to each unit may outweigh the need to provide compensation.
As Door Fees are not grant eligible, and as UC2B is currently the only Fiber to the Home based
service provider in the market, coupled with the fact that UC2B is providing fiber to each tenant
(a substantial investment from UC2B; an excellent amenity for the landlord), NEO recommends
that UC2B avoid the practice of revenue sharing or Door Fees. We believe the benefits of Fiber
to the Home, UC2B’s competitive price offer to tenants, and bringing fiber to each unit are more
than sufficient reasons for the landlord to grant building/apartment access to UC2B and engage
in negotiations of Bulk Pricing.
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Agreements typically required to facilitate transaction:
•

Construction Agreement (terms of FTTH infrastructure placement)

•

Service Agreement (Bulk or Subscription) SAMPLE AGREEMENT PROVIDED

•

Exclusive Marketing (includes Landlord incentives)

•

Right‐of Entry / Perpetual Easements (establishes rights to be on property)

Items to be contemplated, mitigated or negotiated:
There are a number of other considerations that need to be “thought through” in terms of
implementing strategies with landlords. These items are highlighted below.
•

Training for leasing agents and property managers

•

Inside wiring ‐ older existing wiring can have limitations:




CAT5E or better required. Buildings over 15 years old may require
some re‐wiring.
Business deal could be to offer rewiring as an alternative to door fees or
revenue share
FTTH building and wiring specifications for distribution to Landlord

(These issues regarding FTTH specifications and addressing older inside wiring
standards are not a concern if, in fact, UC2B installs fiber directly to each unit)
•

Student Housing challenges: hacking, gaming, bandwidth utilization, heavy
customer transaction activity twice annually associated with beginning and ending
of school term.




•

CPE (customer‐owned premise equipment), i.e. switches, routers, gaming devices



•

Offer additional maintenance products to support
Sell common wireless router that you can support

WiFi “hotspots”


•

Require a student surcharge; student user application monthly base
support fee
Put in place strong provider “Terms & Conditions” that allow you to
shut down any end‐ user for reasons you deem necessary to protect the
network
Consider not allowing the use of wireless routers in dorm rooms

Open or secure requiring authentication?

Ongoing Client Relations / the Property Support Team


Free service to the Property Manager and on‐site superintendent
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•

Service Activation Specialist to support new activations


•

Possible outsource to a “gmail” type solution

End of Service Agreement term alternatives



•

Many users will need on‐site set‐up support

Managing Email and Storage requirements


•

Develop program to incent the Property Manager for monthly move‐in
lists

Renew
Buy out of infrastructure

Competitor use of infrastructure and Compensated access

Indefeasible Rights of Use (IRUs) and Dark Fiber Leases
Dark fiber is optical fiber infrastructure that is currently in place but is not being used. Optical
fiber conveys information in the form of light pulses so the ʺdarkʺ means no light pulses are
being sent. To the extent that these installations are unused, they are described as dark.
An Indefeasible Right of Use (IRU) is the effective long‐term lease (or often thought of as
temporary ownership) of a portion of the capacity of fiber optic cable. IRUs are specified in
terms of a certain number of fiber counts for a given segment of a fiber optic network. In most
cases, the IRU is a 20‐ to 25‐year agreement to use the fiber count for a segment. Payment for
the IRU is typically an upfront fee based upon the fiber count miles. The fiber count miles are
the number of miles of the segment times the number of fibers used.
Typically, the per route mile fee can range anywhere between $1,500 to $3,500 per fiber count.
These numbers are based upon national statistics. In the State of Illinois, the per route mile fee
has ranged anywhere between $500 to $6,500 per fiber count for long‐haul fiber routes. For very
shorter routes, the per route mile fee can be up to $25,000 per route mile. This large range in
pricing is due to a number of factors. Before we discuss these factors, an example of how the
pricing for the IRU is shown below.
For example, ABC Company wants a 20‐year IRU agreement for a (6) count fiber cable from
Location 1 to Location 2. The distance on the network between Location 1 and Location 2 is 100
miles. ABC Company will pay $2,200 per mile. The upfront payment would be:
(6) counts of fiber * $2,200 per mile * 100 route miles = $1.32 Million
Additionally, there is typically an annual maintenance fee in addition to the up‐front payment.
Annual maintenance fees are typically anywhere from $200 to $350 per mile. In some cases, the
annual fee is included in the up‐front payment as it is treated as a capital expense from the
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buyer. In other cases, the maintenance fee is paid monthly or annually for the term of the
agreement. Also, in some cases, the maintenance fee is a simple monthly or annual fee per
customer and the number of fiber counts is not taken into consideration.
Assuming the annual maintenance fee is $200; the annual maintenance payment would be:
(6) counts of fiber * $200 per mile * 100 route miles = $120,000 annually or valued at $2.4
Million for (20) years.
Pricing for rural‐based and long‐haul IRU’s are thought to be lower than metropolitan IRU’s
because a metropolitan lease may bring more customers and more revenue potential. Based
upon national pricing, the up‐front fee for a rural, long‐haul IRU may be $1,500 ‐ $2,500; the
pricing for a metropolitan IRU may be $2,500 ‐ $3,500. However, pricing is also dependent
upon supply and demand factors. For instance, if there is little fiber available for lease, the
pricing will be higher. Many of the incumbent phone and cable companies will not provide
IRU agreements, which create a greater demand for IRU’s. Pricing for IRUs is also not
regulated, and unpublished; and therefore, there is often a large fluctuation of pricing offered to
various customers from providers.
In addition to the up‐front payment and maintenance fees, additional revenue can be gained
through leasing rack‐space at UC2B’s hub or equipment locations. Collocation is another term
used for leasing space for placement of equipment in hub locations along UC2B’s fiber network.
Collocation fees are typically charged monthly by the rack, by space on the rack, or by chassis or
cabinet. Additional fees are typically charged for use of power at the facility. In some cases,
additional up‐front fees can be charged for make ready use.
UC2B has proposed IRU rates of $1,500 per fiber‐strand‐mile for a 20‐year IRU and has required
early IRU customers to purchase entire backbone rings at a time. The rate is well within national
averages for similar communities. Requiring full ring purchases increases revenue for UC2B,
reduces stranded fiber strands, and encourages best practices in networking with ring‐based
topologies.
UC2B has proposed an annual maintenance fee of $300 per route mile, which again is within
national averages.
NEO has provided sample IRU agreements and language that is often included in IRU
agreements to UC2B. NEO also provided feedback for UC2B on its initial agreement with the
Illinois Department of Transportation (IDOT).
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Background Information on the Financial Model
NEO Fiber was asked by UC2B to run various financial scenarios to determine the following:
1. What should the UC2B pricing for business/commercial, anchor, non‐profit and residential
customers be for the grant‐funded FTTP areas and to Anchor Institutions in the entire community?
2. Verify whether or not the pricing proposed is financially feasible for the grant‐funded FTTP
areas and to the Anchor Institutions. Verify the assumptions originally submitted by UC2B during the
Due Diligence process are realistic.
3. Could UC2B extend the network beyond the grant‐funded FTTP neighborhoods and
businesses, and how? NEO was asked to provide financial models for extending the network for
residential areas, business and commercial subscribers and to look into various Wholesale Models.
4. What would it cost to use the network to support public sector wireless applications?
UC2B had a fairly sophisticated financial model that was created and submitted to NTIA for the Due
Diligence process. Rather than recreate the proverbial “wheel,” NEO Fiber took this model and stripped
away future and projected installation, revenue and capital costs occurring after the grant period. This
created a Base Model from which to build upon various financial scenarios on how to further expand the
UC2B’s grant‐funded FTTP network. We also expanded each spreadsheet to include projections for ten
years, as the initial model only included financial projections for the first five years.
An additional worksheet was added to the Base Model to include one page with all of the Key
Assumptions. This allowed NEO to make changes to the model easily to see what outcomes would
occur. All of the existing spreadsheets were linked to the Key Assumptions page.
The Base Model assumptions were also verified and updated based upon the network topology and
system design, the current competitive environment for pricing, and the projected operating and capital
expenses made. Most of the assumptions regarding operating and capital expenses were nailed down;
however, there are still a few areas that need further investigation. There is a Request for Proposal that
has been written to obtain bids and pricing information regarding outsourced customer service call
center services and maintenance/repair services. NEO’s team is still investigating the various costs and
models for day‐to‐day operations of the network and for providing customer service. As the proposals
from the RFP are received, we will further update the preliminary financial plans and an even clearer
picture will be available.
An additional worksheet was added to the Base Model that provides metrics to assist in making the
decision to further expand the network. A Financing Worksheet was created with “go/no‐go” tools to
assist UC2B in the decision to seek additional financing and what the return on investment would be.
This essentially is the Feasibility Analysis of the various scenarios.

Feasibility Objectives; Needing the Policy Board’s Approval
The UC2B Policy Board will need to agree upon the financial objectives for defining what is “feasible.”
Every entity, whether it is a business, or a non‐profit organization, or a government agency, will have a
different set of financial objectives that will assist in its decision making. These decisions may be to seek
financing, to further expand the network, to roll out new products, etc. For example, a typical business
may need to see an unleveraged IRR of 30% or greater in order to obtain financing to further extend the
FTTP network. Without an IRR of 30% or greater, the business may have trouble getting financing
approved by a banking institution or an investor. For a business, this objective may then require an
installation charge of $2,500 per subscriber in order to make the model “feasible.” Being a quasi‐
governmental consortium, in order to meet its goals, UC2B may not need to see an IRR of 30%; but
rather a positive IRR.
As UC2B is government consortium, their set of financial objectives to meet the “feasibility test” may be
vastly different than a private sector business. The purpose of this exercise is to gain buy‐in from the
Policy Board on the financial objectives that will meet UC2B goals. After the Policy Board makes the
decision on the feasibility objectives, the Financing Worksheet on the Base Model will be modified to
reflect the Policy Board’s decision and the Financial Base Models will be run to determine how to further
expand the network beyond the grant coverage area.
To facilitate this decision on the definition of “feasible,” or to create a set of financial objectives for
UC2B, NEO recommends the following feasibility objectives to be considered. These objectives are
typical for an entity expanding or investing in infrastructure.
1. Debt Service Constant on Outstanding Debt. The Debt Service Constant calculates the factor that,
multiplied by the original loan principal, yields the annual debt service payment (principal plus interest)
required to amortize a loan. NEO provided a Debt Service Constant on Outstanding Debt with Net
Operating Cash flows that ask the questions, “Can Net Operating Cash flows cover the payment of
principal plus interest on the outstanding debt? And what percentage of Net Operating Cash flows can
service the debt?” When this formula is over 200 percent, there is a likely opportunity to refinance; or
use the collateral of the network and the collateral of the Net Operating Cash flows to further expand
the network. As a litmus test, we want to see if the network is “financeable” with this Debt Service
Constant on Outstanding Debt calculation of greater than 200 percent within the first 4‐5 years.
2. Cumulative Cash flows of the Network over 10 years are greater than the Debt Service. This objective
provides that UC2B will be able to cover its Debt Service by the operating cash flows generated from the
network, if UC2B decides to expand the network beyond the grant coverage area.
3. Positive Income. Operating income covers interest, taxes, depreciation and amortization. This
objective allows UC2B to seek debt financing, if it decides to expand the network beyond the grant
coverage areas, and have operating income cover interest, taxes, and depreciation and amortization
expenses. This objective meets UC2B’s goal of expanding the network without public financial support.

4. Positive IRR. A typical business may need to see an IRR of 30% or greater in order to obtain financing
from a banking institution or an investor. UC2B may not need to see an IRR of 30% or greater in order to
seek debt financing to further expand the network beyond the grant‐funded FTTP areas. UC2B may
simply need to see a positive return on the investment.
5. Asset Value of $1,815 or more per subscriber. This may be a good objective for UC2B to determine
the financial feasibility of expansion because the asset value per subscriber is greater than the cost to
pass all of the customers, and light 50% of the passed customers. In the worst‐case scenario, if UC2B
decided to sell the network, the asset value per subscriber would be greater than the cost to install the
network.
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In order to determine the asset value, NEO has provided a calculation for the Asset Value of the
Network by calculating the Net Present Value of Cash flows from Operations divided by the number of
subscribers passed.
After the Policy Board provides a set of feasibility objectives to NEO, NEO will then run the financial
model and provide a list of circumstances, pricing, take rates, etc. to meet the feasibility objectives. The
following scenarios will be shown and preliminary numbers have been run:
1. No further expansion of the network after the grant period, no revenue is generated from wholesale
activities. Assuming UC2B does nothing to expand the network after the grant period, the Base Model
shows that UC2B could break even operationally with 50% take rate with 2400 residential customers,
and serving 100% of the 137 anchor institutions and 167 of businesses with the pricing recommended
for residential and business/commercial customers. UC2B could implement the grant, continue to
provide services to the customers, continue to maintain the network and its customers, and would not
need to seek additional financial funding, provided that the 50% take rate was achieved. The entity
breaks even on EBITDA, and may need additional funding to cover shortages of operating funds as
needed if the take rate targets are not met. The 20 Mbps for $20 pricing with a 50% take rate, again,
allows the entity to breakeven on EBITDA.
It is requested of the Policy Board to approve the pricing recommended for residential and
business/commercial subscribers for the grant coverage area only. The preliminary financial model has
been submitted with these assumptions.
2. Expand the FTTP network to the Businesses and Commercial areas. This scenario creates an IRR of
greater than 20%, positive EBITDA, positive income covering interest, taxes, depreciation and

amortization, asset value of greater than $1,815 per subscriber with the recommended pricing and the
assumption of 40% take rate.
3. Expand the FTTP network to the Residential areas. Most FTTP networks are offering triple play
services (voice, Internet and cable TV) via a retail model. As UC2B is providing Internet services only,
there is substantial revenue that is not being generated per customer under this scenario. Providing
services to the Other Residential Neighborhoods with Internet services only, at the 20 Mbps for $20
pricing with a 50% take rate is not feasible. It is feasible only in the (11) census blocks covered by the
grant because the grant is paying for the capital costs of the network.
If UC2B wanted to expand the network to other residential areas, the following scenarios would be run
to meet the feasibility objectives that the UC2B Policy Board approves:
A. The pricing would need to be increased to _____, and UC2B would need to obtain a ____ take
rate within 3 years.
B. Customers would pay __________ in an installation fee and _____ monthly with a 30% take
rate within 3 years.
C. Customer would pay ____________ in an installation fee and ______ monthly with a 40%
take rate within 3 years.’
D. Customer would pay ____________ in an installation fee and ______ monthly with a 50%
take rate within 3 years.
4. Expand the FTTP network under a Wholesale model.
5. Combination of various expansion and revenue sources.
As in every business environment, the Business Plan and Financial Plan are working documents.
Changes should continue to be made to the plans to make them more accurately show the current
operating and competitive environment, as well as provide options for other alternatives for UC2B as
they come available. For example, once the responses to the RFP for Outsourced Operations are
received, the models will be changed to reflect the information. Another example is the grant requires
compliance with Davis Bacon prevailing wages for labor and services provided. After the grant period,
the wages and fees for services will most likely change, and the Business Plan and Financial Plan should
be updated to reflect those changes. Additionally, as UC2B continues to evolve, there may be better
options available for operating and expanding the network. The word of caution is to continue to seek
out ways to improve the Business and Financial Plans for UC2B, and to reflect changes in the operating
environment.

