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According to the Paperwork Reduction Act of 1995, an agency may not conduct or sponsor, and a person is not required to respond to, a collection of information unless it displays a valid OMB control number.  The valid OMB control number for this information collection is 0572‑0130.  The time required to complete this information collection is estimated to average 118 hours per response, including the time for reviewing instructions, searching existing data sources, gathering and maintaining the data needed, and completing and reviewing the collection of information.

Rural Utilities Service (RUS)
Telecommunications Program
Rural Broadband Access Loan and Loan Guarantee Program

On August 25th and 27th, the Rural Utilities Service (RUS) hosted webinars focused on the Rural Broadband Access Loan and Loan Guarantee Program (Broadband Program), which provides financing to telecommunications providers in rural areas where traditional financing is not otherwise available for the construction, improvement, and acquisition of facilities and equipment to provide broadband service to eligible rural communities.

Following is the transcript from August 25th.

TRANSCRIPT

[bookmark: _Toc215038911][bookmark: _Toc215302971][bookmark: _Toc215303692][bookmark: _Toc215038912][bookmark: _Toc215302972][bookmark: _Toc215303693][bookmark: _Toc215038913][bookmark: _Toc215302973][bookmark: _Toc215303694][bookmark: _Toc215038914][bookmark: _Toc215302974][bookmark: _Toc215303695]Slide 1> Good morning everybody, this is Ken Kuchno with RUS. I'm the Deputy Assistant Administrator for our Policy and Outreach Program, and along with Laurel Leverrier who is one of my branch chiefs in the division, we'll be going over the broadband regulation, some in's and out's and some things to look for, some of the changes that have happened and then you know you guys can submit questions through the online chat and at the end of this we'll start going over those and try to provide you with as much information as possible. I would like to tell you that you know this is being recorded so you know all of your chats will be recorded on, in the presentation and we'll have a transcription of it, the presentation will be made available on our RUS webpage so it will be available to everybody, so with that I'll go ahead and get started.

Slide 2> The first thing I wanted to bring up is one of the changes that is pretty significant to the program: that is that we had to implement evaluation periods and we have to do at least two of these a year. What that really means is that we'll open up two different windows for application submission and you know, the first window that we opened up this year goes through the end of September; and after that point, the application submission will be closed until the next window is opened up and we really haven't decided on the next window yet, but once that window closes we will evaluate all of the applications for priority order that I will go through in some of the later slides here and the ones that rank the highest will get processed first. This year we only have about 55 million dollars available, so depending on the priority of your application, it is possible that there won't be sufficient funds to take care of all eligible applications, but keep this in mind as we go through everything.

Slide 3> The next item is we have some definitions in here, some of these definitions are similar to what we've had in the 2008 Farm Bill requirements, but here for broadband service which is the standard that we will use to determine if there is service in an area, the definition for this round is four megabits downstream and one megabit upstream. That means if we're in an area that is not receiving at least this minimal service, then we'll consider that an unserved area. For instance, somebody could be getting two megabits down and one megabit up and we would still consider that unserved for the purpose of eligibility.

The next definition to remember is broadband lending speed.  This is what you'll have to build facilities for and by that I mean every household and business that you pass will have to have the ability of receiving ten megabits down and one megabit up with the funded facilities. That doesn't mean that's the only package that you can offer - you can offer any package lower or greater than that - but the system itself has to have a ready capability of being able to deliver this standard.

Slide 4> Another definition, incumbent service provider. This one goes toward how to do we qualify an area as eligible. One, when we're talking about incumbent service providers, we're talking about terrestrial based service providers; we are not counting satellite providers in this. And, to be considered an incumbent, the local carrier will have to demonstrate that they have, are providing four down and one up service to at least five percent of the households in that area, and they will do that by submitting some things through our mapping tool and providing the information.  If they don't provide the information, then we won't be counting them as an incumbent service provider.

Slide 5> Unserved area or household - again as I said earlier the definition for unserved is four meg down and one meg up. You know, you'll see these definitions pop up throughout the entire presentation, and you know they drive a lot of how things are being done, so try to remember them.

Slide 6> Eligible loan purposes - we'll fund all the facilities that are required to deliver the ten meg down and one meg up service. Capital leases are eligible for financing as long as they support providing service at the broadband lending speed, but keep in mind we'll only provide up to the first three years of the capital lease. You may have a capital lease that extends longer than three years, but we'll only fund the fees for that lease through the first three years.  Pre-loan expenses are eligible when they're capped at five percent of the total loan amount.

Slide 7> We will fund an acquisition there are some requirements around that acquisition, know must be necessary to provide service at the broadband lending speed.  Obviously, we wouldn't fund a McDonald's because it's kind of hard to provide broad, well, you know, maybe McDonald's has a hot spot but that is an example, this has to be facilities that are necessary to be acquired to provide the service.  An acquisition cannot be more than 50 percent of the total loan amount and at the end of the day, the applicant applying for the financial assistance must end up with a controlling majority interest of whatever is being acquired.

Slide 8> We will provide some refinancing; the refinancing is only limited to our infrastructure loans and it has to be necessary again to provide broadband lending speeds. And when I say infrastructure loans that’s the program that RUS has been providing for more than 50 years.  It does not mean that we can refinance an existing broadband loan that's made under Title 6. It is only the infrastructure program, which is more geared toward the (Indistinct) world than where the broadband program is more open to everybody. The refinancing cannot be more than 40 percent of the total loan amount, must be current on existing payments, and amortization period will not be extended.  The refinancing may lower the interest rate but the amortization period will not be extended.

Slide 9> Some ineligible loan purposes - Operating expenses are ineligible we can only fund the facilities that are needed to provide the service. The next one, any cost incurred prior to the applicant receiving an offer letter for the loan other than eligible pre-loan expenses.  This is a significant change for some folks that like to get started early. In the past, we had allowed that once application was submitted and we called the application complete, that at your own risk, an applicant could start construction.  Because of the evaluation period and the possibility that we might not be able to get to an application, even if it meets the eligibility requirements, we have limited the interim construction to only being started once you have received the loan offer.  Once you've received the loan offer, as long as you accept that offer, then you will get the funds and we're confident at that point that the funds will be available for the construction. What we don't want to do is have the perception that we've approved the construction then at the end of the day I can't provide you any financing for it.  Acquisition of stock of an affiliated is ineligible; acquisition of facilities from an affiliate is ineligible; and vehicles not for construction.

Slide 10> Obviously facilities that don't meet the  construction standards, if you wanted and I'll make up stuff guys and I'm sure that you'll laugh at me but if you wanted to put in loaded plant, that wouldn't be eligible because it couldn't meet the broadband requirements. So, you know here, we're probably getting into the higher levels of DSL, with very short loops. Fiber to the home - at this point you're probably looking at 4G - and one day when somebody defines 5G - that might meet it too, but they, you know, that's just that the facilities have to be reasonable to deliver the 10 down and one up service. Facilities leased under an operating expense, under an operating lease aren't eligible. As I said before, we only fund facilities and then we don't fund the cost for doing a merger or consolidation of entities.

Slide 11> CPE is kind of in between - sometimes we fund it, sometimes we don't.  In general, if you do not own the CPE, we will not fund it. However, if you want to set it up where you're selling the CPE but that money is being put back into a revolving fund that then is re-used for more CPE, we can accommodate that so sometimes we can fund CPE and sometimes we can't it just depends of what your business plans are.

Slide 12> An eligible service area – one, the area has to be completely in a rural area. It can't be in an urban or an urbanized area. There is a layer in our mapping tool that identifies the ineligible non-rural area, so that is there for use when you're drawing your service areas, you know 15 percent of the households in a given service area have to be unserved. Again keep in mind that the unserved definition is four down and one up if it's not at least providing that level of service then it is considered unserved. This is per service area, per continuous service area.  Some applications may have more than one service area. Each service area has to have a minimum of 15 percent of the households being unserved. There can be no more than two incumbent service providers in an area. If there are three incumbent service providers in the area, then that area is generally ineligible for financing.  We will not provide funds to overlap a current RUS  borrower, this is getting to the security arrangements that we have with current borrowers out there so, you know, that has been prohibited. The next one is a little bit different, we don't fund, we do not overlap service areas of grantees that are RUS funded. In our broadband initiatives programs and our Community Connect program there are some cases where we provided 100 percent grant funding to provide broadband service in certain areas.  That doesn't necessarily mean that the entire company got an award to provide service through it, they may have some service areas that we funded and some service areas that we didn't fund. So, the for a grantee only for the service areas that we didn't fund, we will consider that in an application if it meets all the other eligibility requirements.

Slide 13> Now I'm going to go through just some examples of service areas, that eligible and ineligible stuff. You know, here we're starting with a service area that's in a rural area, so that's good. It has a thousand households in it. There's two incumbent service providers, so I don't have three, so that means this is still eligible. And then, I have 150 unserved households. So, that 150 gives me the 15 percent that I need so, this area is eligible.

Slide 14> Another example is, you know here I have the rural area and the thousand households again.  I have two incumbent service providers and so far that's good then I have 100 underserved households in one area and 100 underserved households in the other area.  That doesn't give me enough information to determine if this is eligible or not, since I did not say that these were unserved, then you know I would have to consider this ineligible. Underserved was a definition that was used in the 2008 Farm Bill regulation so keep in mind that, that definition has now been eliminated and we are going strictly to unserved. So this is an example of an area that if it came in at an application, that we would have to say this is ineligible.

Slide 15> Here, like I said earlier, we will provide funds for multiple service areas, so you can have more than one service area in an application. The 100 household totally unserved is an eligible area. You know, then I go over to 100 households with two incumbent service providers in two different areas of ten unserved households each, and that makes that eligible. The unserved does not have to be in a continuous area; it can be spread out throughout the entire service area.  Then I go down to the red circle where I'm saying there are 150 households that are unserved, but that service area had 10 households in a town over 20,000.  To be eligible, the town has to be under 20,000; so by itself, if that came in, in the application we would say that area is ineligible for funding. However, that is the one area we would come back to you guys and say hey, do you want to take this served area or this urban area out of here or, or not?  And, or if you want to leave it in you have to provide your own funding to cover it and if you take it out there's obviously going to be some roll through the whole application that will have to be adjusted so you have to make the business decision of how you want to move forward. The last example up there shows four incumbent service providers in an area, so that win would be completely ineligible.

Slide 16> Here we have, again rural area with 1,000 households. Two incumbent service providers, so that's good. Three hundred unserved households, so I meet my 15 percent, but then I come into, I have an area that has households that are served by an RUS borrower.  Again, that in itself makes this service area ineligible and we would come back to you guys and say hey this is the little ineligible part how do you want to handle it you'll have the option of either taking it out, providing your own funds for it and, that again it's a business decision that you guys will have to make.

Slide 17> (Wonderful.)  Okay, there are some exceptions to the service area requirements. If you are a existing broadband borrower, which means that if you've gotten a broadband loan from us under either the 2002 Farm Bill Requirements or the 2008 Farm Bill requirements, you can be exempted from the 15 percent unserved requirements, if you're doing upgrades to your existing service area only.  If you are adding additional service area, then that 15 percent requirement cannot be invoked. The other exception is that if you are an incumbent service provider in an area and you are coming in for upgrades, again only in the area that you are currently providing service in, then you can be exempt from the three incumbent rule for eligibility.

Slide 18> Here again examples. Here you have Title 6 service area, which means a broadband loan; so you have 1,000 households in the area and there's another provider in that area providing broadband service to 90 percent of the service area. Since you had already received a broadband loan for that area meeting all the requirements at the time, and you're not going outside that service area, you would still be eligible to receive the financing.

Slide 19> For the incumbent service provider, you know, I have 1,000 households with broadband service again.  As long as you're not eligible for an infrastructure loan, there are some different requirements - between a broadband loan and our other program, which we call the Infrastructure Loan then you can - you can invoke the exception of the incumbent service provider rule. If you're eligible for, of the financing under the under the under program then you cannot invoke this exception. It doesn't mean you can't come in for a broadband loan, it just means that you can't use the exception. And here, assuming you're not eligible for an infrastructure loan, and I have four other incumbent service providers in the area, and 400 households with broadband service, it can still be eligible for financing assuming you meet all other requirements.

Slide 20> With that, I'm going to turn it over to Miss Leverrier to continue on with a few of the slides.

Great, thank you Ken, so first we're going to talk about the preliminary assessment. So, before you submit an application you can come to us here at RUS and ask us to conduct a preliminary assessment of your service area or your funded service areas. This is not the definitive answer you're going to get for your application, this is a snapshot in time, but what we can give for you is a response whether or not the area is within a rural area under our definition. Does the area overlap with any existing RUS borrowers or grantees and does the service area overlap with any pending applications? So again, this is just a snapshot in time and you know, understand that things can happen between when you might come in for a preliminary assessment and when you actually submit your application but we can look at those limited things before you apply if that's helpful to you. If you need that, then you would need to reach out to us here at RUS and ask that we conduct a preliminary assessment.

Slide 21> Next on to loan terms. So this is in general across our, across this program we offer rates that are at the Treasury Rate, so whatever interest rates Treasury will give the funding to us, that's exactly what we pass on here at RUS.  Maturity is based on the life of the facilities funded so depending on the type of technologies, the type of project you have that will really impact the timeline or amortization period, how long you have to pay back that loan.  For wireless projects, if you're only doing the equipment or maybe you have some towers. We see something maybe in the range of seven to 10 years, whereas a fiber project you're going to see more out to 17, 18, 19 years; but again it's entirely based on the life of the facilities that we're funding.  We also provide a standard two year principal deferment starting with the first advance, so those first two years you're just paying interest expense as opposed to the principal amount as well. Ggives our, we see it gives our applicants some time to get their feet under, under them as they're constructing and we understand how costly that is.  And then additionally for this particular window, we have set the maximum loan amount is 20 million dollars. As Ken mentioned earlier, we only have 55 million dollars available for the program this year so that 20 million dollars is in line with that, so it enables us to hopefully make a couple of awards this year, of course you don't have to request that 20 million maximum.  If you have a funding amount below that you can certainly just request what type of, what level of loan funding that you need for your project.

Slide 22> So, moving on as we talk more about loan security. As standard we take a first lien position on all the assets of the entity for which the application is or eventually the loan will be with, as well as the revenues of that applicant.  We can share a first lien, and we do that regularly. We understand for a lot of existing companies, you have your own existing security arrangements with others, and if you're in that kind of situation, just number one: understand that we're going to want to share that first lien. We want all the assets of the company. We want all the revenue. So, if you are in a situation where you have existing debt, you're concerned about that, feel free to reach out to us and we can talk in terms of what might be and what you could expect.

Slide 23> Special terms and conditions, so the last two slide we sort of talked about what is the standard terms of our security arrangements.  We can offer special terms and conditions to projects that are serving over 50 percent unserved areas. So across your service area or your service areas is over 50 percent of the household where we're going to be putting our funding are unserved then we can consider providing special terms and conditions.  Those can include up to a 40 year principal deferral; a 25 percent, I'm sorry, a 25 percent extension of the standard amortization period, but that can't exceed 35 years; and we can also looking at modifying some of the other security arrangements as necessary so if you are in a very unserved area this can be a wonderful way to help make your project feasible. We understand how expensive it is operating out of rural America, so that's the, the point of these special conditions to allow us to modify our standard terms to enable some of those projects to be feasible.

Slide 24> Application submission. So this is a little bit different than our standard loan programs and also is a little bit different than our standard grant program. So basically what happens when you're submitting an application, you're going to submit it directly to the national office by the end of the window. So you need to get your application submitted on time; that's important. It's going to come directly to us here at the National Office, you do not need to send it to your GFR in the field, however you can reach out to your GFR and ask them questions should you need help as you're putting together your application. But, normally under our standard loan programs, our applications go to the GFRs and then get submitted here into the National Office. That is different in this case, because of the windows and the direct timeline, you're going to submit your application directly to us here, at the National Office. You're going to submit two hard copies and one electronic; but then, I did want to let you all know if you have not already heard, we are in the process of creating an electronic intake system whereby we'll be able to accept these applications electronically. That is still being worked on and developed, so today that's why we're asking for you to provide two hard copies and one electronic copy, but in the future we hope to have that online system ready and available.

Slide 25> Priority for processing applications - so when we're looking at that 55 million dollars worth of funding that we have available which very well we end up having as Ken mentioned, more eligible applications than we have funding for and we have to look at this priority in terms of how we will process the applications that we've received.  So number one, if there's no broadband service available anywhere within the application that'll get the highest priority; next 75 percent; 50 percent; 25 percent.  Of course we all know that at least 15 percent of the service area has to be unserved, so that's the minimum threshold for eligibility this is looking at priority for your applications so the more unserved you have in your application the more priority that you'll receive. Once the application window closes, we will take all the applications that are received and rank them based on the above criteria and that will determine your queue in the processing.

Slide 26> So if you're, in order to submit an application for funding under this program this is just a quick snapshot into what the items that are necessary in order to submit a complete application. The number one is the RUS Form 532. That's going to ask you some really basic information like the name of the entity or address, things like that as well as the funding amounts. The most important thing here is make sure you have it signed by someone authorized on behalf of your company, and make sure it matches the rest of your application.  If you're, put in there that you're requesting 15 million dollars in funding then, you know, ensure that, that matches elsewhere in your application. You're also going to provide service area maps that you will draw using our online tool or uploading your GIS file.  You're going to provide evidence of your equity most likely in the form of financial statements or if you need to, bank statements; a market survey if necessary to support your application; competitive analysis outlining who the existing competitors are in the service area in which you're looking for funding; as well as a five year pro forma - so that's a five year financial forecast telling us what the financial picture will look like for the entity that's submitting the application over the next five years; a network design; an estimated budget; a legal opinion and as well as licenses and regulatory approvals.  So that's just kind of a high level overview. Now, we're going to talk a little bit more specifically about some of those things, as well as some things that you should know about the program.

Slide 27> So number one, there is a searchable database that we've developed here at RUS, where you can go and find a listing of any pending or approved applications.  Right now, we don't have any pending applications because we're, that window has not closed yet, but once that window is closed, you will see all of the applications that have been submitted, as well as the amount of funding that they're requesting.  That's important to us because that was one of the statutory changes from the Farm Bill, which was implemented in, and so we have a searchable database that's out there, you all can look at it if you are interested and anybody applying to the program should know that your information will be made available. It's very, excuse me, particular pieces of information such as the name of your entity, a contact person, the amount of funding you're requesting, as well as the area you're looking at requesting funding for. We're not posting your financial statements or anything proprietary like that, but if you're at all interested or concerned, do take a look at that website so that you can see what will be posted.

Slide 28> This slide talks through a little bit of what those things are. So, for every application we receive under this program, we have to receive what we call a public notice and we'll eventually post that public notice on our website. Now, the public notice is essentially information that's going to come in through the application, that we are then going to post on our website to let people in the public know that we've received an application. And, that public notice will include: the identity of the applicant; the map of the service area for which you're requesting funding; the amount and type of support requested; we'll also provide the status of the application; as well as the estimated number of unserved households and types of services to be offered - so whether that's voice, video or data service. So again, just be mindful of this as you're applying, know that this information will be out there and available to the public.

Slide 29> It's a very important function for us because those public notice filings are part of what we use to get responses back and that's part of the public notice response process.  So essentially, we're going to get information through the application that tells us who you are, we're going to post that information up on one of our websites, and we're going to put it out there and we're going to ask existing service providers to take that information and let us know if they're already providing service in your area. So that's an important component and way for us to determine what areas really are unserved and as per the definition in this program. So that public notice response, we're going to put it out there, we're going to allow, ask incumbent service providers to respond back and if the information is not submitted through that process, it will not be considered an incumbent service provider.  So it's very important when we're looking at the eligibility of the application, that if you are an existing service provider that you take the opportunity to file a response, and if you are applying just know that this is part of our process and it's standard.

Slide 30> Here is a listing of what the respondent will actually provide for us and that will include the number of customers currently taking the broadband service of four down and one up; customers currently taking broadband service; and then as well as a map of their service territory.

Slide 31> Equity requirements. So very important for... to be eligible for the program you have to have a minimum of 10 percent equity. So, whatever 10 percent of the loan amount is, we want to see that you have that and as equity in your business or your organization, this must be booked or evidence of the commitment must be in the application. So if you don't have the 10 percent equity already in place, then we're going to want to see evidence that you have commitment to get that necessary funding in place. So for the application, we're going to want the commitment that, that funding can there and then we'll want additional evidence at the time when we're actually going to close on your loan and release the funding. But in terms of the application, we need to see that evidence of the commitment.

Slide 32> Additional cash requirement.  So there is the minimum 10 percent equity requirement that you have to have in order to be eligible, additionally some applications may be subject to an additional cash requirement. First off, is that if at any point during your five year forecast period you're projecting negative cash, then we're going to want that up front as part of closing, so that's first and foremost. Secondly, if you're a startup organization, we're going to conduct a sensitivity on your application, on your financial projections, to determine if you may perhaps need additional cash. So what that will include is for startup organizations we'll take your financial projections, we're going to cut your revenues in half, and then we're going to look and see if you need any additional cash under such a scenario. If that is the case, then that particular applicant and application will need to include an additional cash requirement. That will need to be provided up-front at closing, and in the application, we're going to want to see the commitment that you have for that cash.

Slide 33> Market surveys. So in general, if you are projecting penetration rates over 20 percent then you're going to need to provide a market survey. If you are projecting penetration rates below 20 percent for your service offerings, then you won't need to do a market survey. You're going to look at each of your service offerings separately. So you're data, your voice, your video, look at each one of those and say are you projecting over a 20 percent penetration rate if you are then you are going to need to provide a market survey to support those fiber projections. I should also note that if you're doing the market surveys as required because of your penetration rates, then you need to make sure those surveys were done for each individual service area.

Slide 34> Competitive analysis. No matter what your market surveys show and no matter what your penetration rate is you are going to need to provide a competitive analysis. We talked at length already about the public notice filing process and that is what helps us determine eligibility of an application but overall we're still looking to see is this a viable, feasible application and that's why this competitive analysis is so essential. So no matter what level of service somebody is providing, we want you to in your application outline any competitors that are in your market. So what's a competitor? If you're offering triple play - voice, video and data service - anybody on the market out there that is offering any of those services, you need to be considering them and listing them on your competitive analysis.

Slide 35> Financial information.  With your application you should provide audited financial statements for the last three years. If you are a subsidiary, we also want to see audited financial statements of your parent. If you are a startup organization or you don't have audited statements, go ahead and give us your historical statements as you have them, and if you have tax or IRS filings that can support what you're providing, give those to us as well...

Hey guys, I think we're having some audio problems again. If you can hear me, somebody please shoot me an email back and we're checking on things.  

<Audio Issues encountered>

Note: Due to audio issues, slide 36-40 transcripts were derived from the recordings of August 27th.  If anyone needs a copy of those recordings, please contact RUS directly and we can provide them.

Slide 36> Financial Viability – In terms of the projections going forward, on a financial perspective, we’re going to #1 want to see your financial, your subscriber projections, so that’s going to tell us for voice, video, data what type of services you’re going to offer, how many customers you anticipate getting in each of the five years of the forecast.  Then we’re going to want to see a balance sheet, income statement and statement of cash flows for that five year period projected forward, so that we can see that you’re able to get through the construction and remain financially viable.  At the end of the fifth year, the program regulation requires that you be able to obtain a Tier of 1.25 so while we understand that Tier may go up and down during the construction phase by the end of that fifth year you need to demonstrate a Tier of at least 1.25.

Slide 37> Network Design – Yeah and this is Ken, I’m coming back & I’ll finish out the presentation.  The next item that we need is a network design.  This is a pretty important one.  You will need to submit enough evidence to demonstrate the facilities that are being constructed can provide service at the broadband lending speed, that’s the ten down and one up.  We need to have a description of any existing facilities that are out there.  It’s not just the proposed facilities, but we also want to know about all the existing facilities even the existing facilities in areas that we may not be providing funding for in this loan application.  Obviously we need to know what the estimated costs of the proposed facilities are.  We want both what you’re going to be asking for funding for and we also want to know are you going to be spending any internal or funds for construction as well.  This becomes important when we’re looking at the financials to make sure that there is enough loan funds as well as existing working capital available to build the system as proposed.  And then we need to see evidence demonstrating that the construction can be completed in three years.  This is a statutory requirement so what we need to see is that all major construction with the exception of the drops and connections to the house, the CPE, is completed within three years.  So we will need to see how you’re going to do that. So you know the bigger the loan, the tougher this gets to be but this is going to be the one thing we look at.  We can’t see a construction plan that has major construction going on in year 4.  That will be an ineligible application.  

Slide 38> Construction – Construction must begin within 6 months from the date the funds are made available.  You know, we’ve had a lot of applications come in here and for whatever reason, they don’t get off the ground for a year and a half two years they don’t start doing anything. We want to see movement.  The movement can be that we’re working on a lot of the engineering stuff to get the construction going, but you know we have to see that things have been started and not that the loan has been made and that it’s just sitting there.  This plays into the fact that we only have a three year construction window and we need to get things started so that we have adequate time to build the facilities.  That three year period will actually start after 120 days.  The 120 days is the period that we allow for closing the loan once we provide all the closing documents.

Slide 39> Notification of Completeness – You will either receive a notification once we do a preliminary review of the application that everything is there and we will be going into more detailed analysis to validate everything or you will get a notification that the application is incomplete or inadequate and the application will be returned and it will be out of that particular window.  You will be able to make the updates that we identify as being deficient in the application and resubmit it in a following window if you would like to, but it will come back to you as ineligible.  This is a little different than we have done in the past and that we do with some of the other loan programs in that we have in the past allowed a notice of incomplete and give you an opportunity to submit information and we would still process the application if it got to a good point. Because again of the evaluation periods, we cannot allow this because with that evaluation period, how long you know do we give you to submit application where you are competing against other applicants for the amount of funds that are there.  So you are going to be either good or you’re going to get it returned so please pay attention to what the requirements are.  There is an application guide that is available up on our webpage and if you follow that pretty closely, you should be in good shape and you know we try not to ask for anything in an application that we don’t need.  Even if you don’t want to provide us something in that application guide, you know that we need it and if you don’t submit it, there’s a good chance that the application will get returned.

Slide 40> Loan Offer – The loan offer will consist of an unexecuted copy of all the loan documents and requirements.  So we’ll put all the terms on the table.  This won’t be the 1st time you’re hearing from us as to what these are.  We’ll be working with the applicant as we review things and going back and forth with a continual conversation that you’ll know what these are going to be before they come out.  This is a formal process.  We generally allow up to 10 days to accept that.  You know there are exceptions.  You know if we send it out and you’re a cooperative or you have to get board approval, and for whatever reason that can’t happen, we will consider extending that, but that’s going to be tough.  We’re looking at getting acceptance back within a couple of weeks.  Then once we get that we go to execute loan documents.  Those are then sent out once the administrator signs off on them and you have up to four months to then close the loan 

<Audio Issues corrected>

Okay it looks like we're back. Sorry about that guys and I've seen some comments come in, somebody says we probably need better broadband service here at the Department of Agriculture and probably we do, so hopefully this won't happen again til we're done. I apologize for that. It was unintentional, believe me... Okay, let's go on to the next slide.

Slide 41> Reporting requirements. We will have quarterly financial statements that need to be  submitted. These are your income statements, cash flow statements and balance sheet. There will be an annual CPA audit that's required once a year and a new requirement that came through in the Farm Bill is semiannual progress reports for three years after progress, project is completed so, you know, once a project is completed then for the next three years we will be asking you to submit some semiannual progress reports to us to go over a few things, we will build that into our online quarterly financial statement system where you will be putting that information just into the quarterly reports that are submitted.

Slide 42> What goes in the semiannual progress report and keep in mind that these are statutory requirements, the number and location of businesses and residents receiving broadband service, you know, to the extent possible identify where in your service area people are taking the service. The, you know, requirement came out for Geo Coding but we're not quite there we're going to be asking you to Geo Code all the households that are receiving service. So just a general description of, you know, what, who is receiving the service. Types of facilities constructed. This, this will be just that we'll be putting out there if you're building fiber to the home system; we'll have, need a general description that will be posted.  Now keep in mind this does, this information will go public so it will be recognized in the reporting that this will go public, so whatever you give us there will be posted on our webpage.  We'll be looking at the tiers of broadband service being offered, speed and cost and then to the extent possible broadband adoption rate, a number of new customers taking broadband service. This is kind of a carry on from what we were doing in our Broadband Initiatives Program, and we're just trying to track and see what is the outcome of providing the financing for a certain area.

Slide 43> Q&A - At this point we're going to start going through the question and answers. It looks like we have a few I think we could probably get through all of them.  Laura will read the question and then either her or I will, will answer it.

Wonderful, so our first question and this goes back into the beginning of your presentation really but when you were talking about the eligible and ineligible costs, did you say that fiber to the home will not be eligible?

No, fiber to the home will be eligible. This is a completely technology neutral program, so any technology that can provide the 10 down and one up service will be eligible. Obviously fiber to the home has fairly, I won't say unlimited but really high capacity and there's no problem with that meeting the requirement.

Wonderful, we had a number of questions about the PowerPoint presentation.  Just to reiterate the PowerPoint that we went over today will be available online, on our website, so for anybody that's interested you will be able to get a copy of that.

Next question, does this program have a Buy American provision for equipment or OSP?

Yeah, the program does have a Buy American provision and it has to meet those requirements but keep in mind over the last, I don't know, five years or so there have been numerous countries that have been added to the exception list, so where it was only say, you know, the North American countries that were exempt, there's now countries all over the globe that are exempt, so I would just advise that you look at that list and if we don't have that list up on our webpage then we'll probably look at the, putting that exempt country list up there but it is, it is that you do need to meet the Buy American provision.

Wonderful.  What is the best method of determining whether you're in a service area of an existing RUS borrower?

Well to start with I would say look at our mapping tool.  Today, we have a certain number of areas up there and we are going to be working with all of our existing grantees and borrowers to put their service areas up there so that eventually that will be the one place to go look, but you know will we look there, and that then just contact us, talk to the local GFR and pretty much just send in a request and say “hey, I'm looking at this area are there any RUS borrowers in there?” That's kind of part of the preliminary assessment that is an option inside of the regulation.

Similar question but from a different standpoint, what's the best way to determine the percentage of unserved households within somebody's application, short of going door to door surveying?

Yeah, you know, there's really no one catchall way to do that and it's going to be that you have to be familiar with the area that you're going in to. I will tell you that in the mapping tool, you'll be required to draw where the unserved areas are at and we will send our field staff out to do some major spot checking, if you will, to validate there is really no four down and one up service in those areas. There's no one answer to that. It's just, you know - look at local advertising, talk to local businesses, local chamber of commerce, local government - to see just what's in there but you're really, it's up to the applicant to understand their service area.

Do you consider a Verizon Wireless air card with data cap as served or unserved?

Today, well to start with, you know the regulation was set up for we could put different requirements in for mobile and wire line services.  Today we've elected to include that as the same; so it's the same, four down and one up. Air card, you know we will validate that Verizon is literally providing four down and one up in an area. I mean some air cards, if you're into the 4G, can do it. Some areas are still providing 2.5G or 3G, and some of those areas may not be able to meet those requirements, but it is possible that a Verizon air card can eliminate an area. We'll monitor how this playing through as we're getting in applications, and in future evaluation periods, we may make some differences between mobile and wire line as to what's eligible.

Next question, does the prevailing wage requirement apply to these loans? So the Davis Bacon.

Okay so somebody must be familiar with what we did on our Broadband Initiatives Program and I'm happy to say that Davis Bacon will not apply to this program that was only to our Broadband Initiatives Program and at this point it does not apply to any other telecom program.

What is the standard amortization period?

Standard amortization period is dependent on what type of facilities you are building. If you're building a wireless facility and you're asking for a lot of CPE equipment, then you know your average is probably going to be somewhere in the neighborhood of nine to 12 years, so that would be the amortization period. If I'm building a wire line system, and let’s just say that I'm putting in the majority of facilities I've construction in this loan is fiber, then you're probably looking at somewhere in the neighborhood of an 18 to a 20 year amortization period. But it's based on a composite economic calculation of all the depreciations for the facilities being funded. It's a weighted average based on the amount of each category.

Okay, so given the short window that folks have to apply what level of engineering are you looking for?

Yeah, and we understand that this is a particularly short window. Couple of reasons for that before I answer the question. And you know this is, this regulation went out is what we call an interim regulation which means that I'm allowed to accept applications but that I still have to make it available for public comment, and those comments depending on what they are, can change the regulation for future windows. So to answer the question, what engineering information will be required is sufficient information to determine that the facilities that are being funded can deliver the 10 down and one up service.  So you know it, will have to be fairly comprehensive as to what I am putting in - what kind of backbone facilities I have, how much bandwidth am I bringing in to start with, how much bandwidth to kind of easily bring in - we'll be looking at that. You know the determination for 10 down and one up is, I won't say it will be a super hard look. You know we'll look at things like over subscription rate and you know, I don't have a standard in like over the subscription rate. Obviously if we see 1,000 to 1, then that's going to be a little bit of not so hot service so we would have to deal with that, but somewhere in the neighborhood of 20 to 1, 40 to 1, we're probably just going to take a look at what we have but it will have to be reasonable amount of detail engineering stuff.

What is the URL address for the database completed application? Or maybe we should say how can someone get to that?

Yeah, right now if you went up to our webpage and you logged in through to the mapping tool that will be available through there.  I don't have the URL in front of me right now, but what we're going to be doing everybody is - you know I have another webinar on Thursday of this week - and we're going to take all these questions that we're receiving, and we're going to put them into a frequently asked question and then post it up on our webpage. So you know, when we do that, I'll make sure to put the URL into there, but if you just go up to the broadband webpage on the RUS webpage site and log into the mapping too,l then you'll see the links on the mapping tool to open up that database.

Yeah that sounds great and then I would also just add it's the same site that people are using to draw your service area.  So as Ken said if you to go to our program webpage, you'll see a link to the mapping tool that's what we're talking about there.  Alright, so, we know that the first round ends in September what, will round two be in early 2016 or can you give any ideas of when you think that will happen?

Yeah, and right now we haven't really decided. We know what having to run at least two evaluation periods, our goal is to open up the next window probably before the end of calendar year 2015. Part of that will be dependent on the amount of questions that we get when the question period closes at the end of September. Let's say we get no substantial questions, and you know we'll probably open it up somewhere in the November early December timeframe, to give us an adequate period to run the second evaluation period. Obviously with opening up the program so late in Fiscal 2015, we're only doing one window and not two windows. I will tell you that the next application window will be a little bit longer than two months. We know that, that that's a very short period, but keep in mind if you miss this window, there will be other windows. The budgets for next year aren't as high as we'd like to see them, but in both the House and Senate versions that are floating around right now, there is additional funding. Any funds that isn't, are not used in Fiscal 2015, it appears will get carried over. So, if you missed the first window, you know, the second window will be there, so just plan on there at least being two different windows in each Fiscal year.

Can you provide more information on the market survey requirements, oh, I'm sorry, the market study requirements, is that an internal study that the applicant performs or do they need to get a third party?

It can be either or. Well, there are no set requirement for how that’s done. It can be an internal study or you can hire a third party.  I would advise that everybody that wants to submit an application, download the application guide from our webpage, and in that application guide we give you some examples of things that can be used. There are no right and wrongs, other than you need to do a reasonable look at what is in the area; what are people willing to pay; and what do people want.  If you're looking at offering 100 dollar service and the area has a low income and can only afford 25 to 30 dollars service, then obviously we have a problem and we'll be looking at that. So those are the kind of things that we need to see addressed in a market survey.

Are middle mile projects eligible?

Middle mile projects is standalone projects are ineligible. There has to be a last mile component where you're providing service to households and businesses, otherwise there's no way to meet some of the, the statutory eligibility requirements. So if you're looking simply to build a level three type of backbone system where you're only providing backbone to last mile carriers, that by itself is ineligible.  If you are building some middle mile facility to bring in bandwidth to a last mile area as a whole then those types of facilities will be eligible.

So the question is how do I locate a wholesaler? And so I think we're talking with respect to competitive analysis in determining the unserved areas.

Again, that will be up to the applicant to go into those areas and pretty much do your homework.  We will do our own homework once we have an application submitted. We will and, you know, be looking at, there's a lot of different things online from a lot of different folks in an area. We are required to go out and identify all the providers in a service area and ask them if they want to submit information that could potentially make an area ineligible, so it pretty much putting feet on the ground and understanding what's going on in that service area.

When do you anticipate the awards for this first round will be made?

I would anticipate before the end of the calendar year, that gives us about, you know, from September to through December.  A lot of this will just depend on the quality and how many applications that we get in, but I'm hoping that by the end of this calendar year we'll be making the awards.  We'll definitely be notifying folks if they become ineligible so that they can consider submitting that application to the next window, when it's opened up.

If people are interested in having a pre-assessment done when should they do that?

Again, as the slide indicated, the pre-assessment is a snap shot in time. So you know... do you do it on day one of starting the application, do you do it halfway through?  That's really a decision that each applicant is going to have to decide on as to what works best for them, and the applications can cost a few dollars, so that's just a business decision to make on asking us.  I would say earlier in the process versus later in the process, but that's really up to you guys.

If an applicant has identified non-contiguous service areas that require a middle mile facility to connect the non-contiguous service areas is the middle mile eligible for inclusion in the broadband loan?

In this case, that middle mile in needed to provide the last mile service so it would be eligible in this instance.

Next question, where is the exception list?

And by that one I'm assuming you're talking about the exception for 15 percent unserved and the number of incumbent service providers and there is really no particular list there other than the requirement listed in the regulation.  If the person that asked that question can provide additional clarity, I'll try to provide a better explanation for that. I'm just not sure exactly where that might be going.

That was what I thought the question was, but George if you have follow-up just go ahead and put it in the chat if we didn't really address what you were looking for there.  Alright, next question, what about the environmental questionnaire requirements?

Yeah, those will be similar to what we used in the Broadband Initiatives Program, so to start with we'll be looking for the same type of environmental information that we have traditionally looked for. When we get around to actually putting up our online system, some things may look a little different, but today we're pretty much going along the lines of, of the environmental questionnaire.

Just want to remind everybody that we will be posting this presentation on our website. We also mentioned that we will be recording and so we will work to get that posted on our program website as well. Just want everyone to know that. Next question, if we're a startup company within the last two years, what's the best way for us to demonstrate the 10 percent equity?  We've had previous private investments, but I don't think we've been able to acquire an additional cash infusion from those investors.

Guys we're looking at gap requirements here so you would be pretty much showing us your balance sheet that shows that you have a 10 percent equity requirement in the company.  If you're uncertain about that and you want to bounce that question off of RUS, either the GSR or the Washington staff, please ask it up front because that is a definite requirement and again if you're a startup company, keep in mind that you need to be showing positive cash flow for the past two years or we have to take a look at what we're simply calling additional cash requirement and from the past depending on what you're looking at doing that can get to be in a pretty high dollar amount that may be needed over the life of the construction period.

Alright, next question, for the 20,000 city cut off, does that number apply to the population or to the number of households?

That is the population in the area. If the city’s population is 20,000 or more, and it is by the 2010 Census, in that mapping tool there is the Census layer of the 2010 so by drawing your service area or again all towns of 20,000 or more are clearly identified in the mapping tool, so it will show what the ineligible areas are in that mapping tool.

So the question is, is it possible to challenge the existing service area map, i.e., validate the claims of the areas, and I would just say Ruben if you want to just clarify I think what you're saying is if somebody responds back as a respondent then, you know, how could they refuse that, saying no they're not really a service provider, does RUS independently verify or what is that process?

Yeah, and you know one, we will ask the information to be provided by, by the local providers but we won't take that, take that just as their word. We will do our own independent evaluation of that and have our field staff go out to those areas and do a physical inspection, contact people in the area and make sure that that type of service is being provided.

So understood the minimum speed requirements, but what if the service is unaffordable to the point that the majority of the homes don't even have the broadband service?

Well, and keep in mind we're looking to build and construct very robust facilities out there so that we can provide what people need.  You're not tied to having to offer only a 10 down and one up service. You can offer a 200 megabit service for five dollars a month if that helps prove in the business plan. But, we are looking that the facilities being built have the capability for meeting those minimum requirements and if they don't, then that will cause the application to be ineligible.

Can you explain the projection requirements for positive cash. Are you looking for free cash slope, post cap ex, or positive EPITDA?  To be honest with you, it's free cash flow, so we're looking at on your cash flow statement that you had a positive operating cash flow for the last two years.

Alright, next question. It was stated that operating expenses would not be eligible for the purpose of this loan.  Just to confirm, does that mean that the direct cost with providing the facilities including additional hires and services need to be, meet the deadline, will need to be funded by another source?

Yeah, again as we indicated throughout the presentation we can only fund the, the facilities themselves that are needed to provide the service. So for other things that have to be done, other soft costs, those will have to be funded in some other fashion other than they're requesting loan funds for it.

Okay, and then what level of environmental studies need to be completed?

Yeah again we're back to the environmental type questionnaire and you have to look at NEPA, section 106 which is Native American, endangered species. It is a fairly comprehensive look of the environmental things in the area and I will refer again back to the application guide that we have posted online for a more detailed list of what we'll be looking for.

So this is a follow-up to a previous question from George asking about the Buy American list. The exception he was looking for is the exception to the Buy American.

Oh, right...

... I'm so glad you clarified that George so we're going post that on the program website. Okay, and then also he followed up asking is the, is it equipment type based or strictly country source based?

It is, we will look at the, where the facilities originate in the country and then there's a certain percentage I believe it's 50 percent have to be domestic and fall within those exception countries. Again, we'll post those exceptions up on our webpage so that everybody has access to them.

And Mike I appreciate you following up as well.  He was saying if we're the ones who are submitting the information how do we defend ourselves against say ILEC's, who might refuse our study, and I think Ken you addressed this a little bit but you know, we at RUS do independently verify all the information ourselves. So whether it's coming in from the applicant or from the existing service provider who responded, we're going out and we're independently verifying that information.

Yeah, that's it. And if something comes in and it's fuzzy then we, like I said, we will do our own verification in any all sources available.

Looks like we have just a couple more questions, if we have time for those.

Sure.

If we currently serve four/one but have a fully depreciated plant previously funded by RUS, do we qualify?

Generally speaking I would say you do qualify, but each case would be different. If you're only, if you're staying inside your service area and you're an existing borrower then we can provide some of the exceptions, but in general you would qualify for, for upgrades. Obviously even if, even if the plant wasn't fully depreciated and you wanted to, you know, if you're only at four/one today and our requirements are 10/one, then obviously we will provide funding for that.

Okay, and then in the 1738 Interim Rule notice in the Federal Register affordable and reliable broadband was discussed, what latitude does RUS have to include affordable and reliable in their evaluation of an application for a loan with respect to the broadband lending speed?

For the broadband lending speed again, you know, it will have to be demonstrated the 10 down and one up service is available to all the premises in that service area.  As far as the affordable and reliable, you know affordable, again you don't have to only offer 10/one or higher service you can offer lower services and then we just evaluate the feasibility of the financials for the operation and if that is a sustainable operation.

Okay great. And then the last question we have is, is there a separate application for the pre assessment or what would they do to go about getting that done?

You know, for the pre assessment, you would just contact RUS and say I'd like a free assessment and we'd probably ask you to maybe draw your service area map in the mapping tool, at least submit a paper copy of the service area so we have something to work with in doing the assessment, but there is no formal process other than just requesting RUS's assistance there.

Okay, had a couple or one more question come in. Is triple, are triple play providers given any greater weight in the process?

Triple play providers aren't given any greater weight. Obviously in the more services that you're providing, you're going to have more cost to provide the services, but you also have the potential to get more revenue to make it feasible.  Really, the biggest item that will weigh in the process will be is how much unserved households are you proposing to serve in the application.

Alright, well that is all the questions I show in the chat right now. I want to say thank you, obviously to all of the participants today and we apologize for some of the audio problems that we had, but we appreciate all your patients in hanging in there with us.

Yeah and one thing popped up and it says should we work through our field rep?  You know, like we said applications need to be submitted directly to the RUS national office here in DC, but we highly encourage you to work with your field reps because they can provide some valuable information and assistance. And as Laurel said, we would like to thank everybody, especially with our audio problems that we had today, but some things don't work out the way you want them to all the time. And one last thing, someone was asking this will be the exact same presentation we give on Thursday, so if you're interested in asking more questions or following through it again, it will be the same presentation. And with that everybody thank you and have a wonderful day.
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