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BROADBAND LOANS AND GRANTS

WEDNESDAY, MAY 16, 2012

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COMMUNICATIONS AND TECHNOLOGY,
COMMITTEE ON ENERGY AND COMMERCE,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
2123, Rayburn House Office Building, Hon. Greg Walden (chair-
man of the subcommittee) presiding.

Members present: Representatives Walden, Terry, Stearns,
Shimkus, Bilbray, Bass, Gingrey, Scalise, Latta, Guthrie,
Kinzinger, Barton, Eshoo, Matsui, Barrow, Christensen, Pallone,
and Waxman (ex officio).

Staff present: Carl Anderson, Counsel, Oversight and Investiga-
tions; Ray Baum, Senior Policy Advisor/Director of Coalitions; Mi-
chael Beckerman, Deputy Staff Director; Nicholas Degani, FCC
Detailee; Andy Duberstein, Deputy Press Secretary; Neil Fried,
Chief Counsel, Communications and Technology; Debbee Keller,
Press Secretary; Brian McCullough, Senior Professional Staff Mem-
ber, Commerce, Manufacturing, and Trade; Katie Novaria, Legisla-
tive Clerk; David Redl, Counsel, Communications and Technology;
Charlotte Savercool, Executive Assistant; Daniel Tyrrell, Counsel,
Oversight and Investigations; Phil Barnett, Democratic Staff Direc-
tor; Shawn Chang, Democratic Senior Counsel ; Elizabeth Letter,
Democratic Assistant Press Secretary; Karen Lightfoot, Democratic
Communications Director and Senior Policy Advisor; Margaret
McCarthy, Democratic Professional Staff Member; Roger Sherman,
Democratic Chief Counsel; David Strickling, Democratic FCC
Detailee; and Kara Van Stralen, Democratic Special Assistant.

OPENING STATEMENT OF HON. GREG WALDEN, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF OREGON

Mr. WALDEN. We will call to order the Subcommittee on Commu-
nications and Technology for our hearing on broadband loans and
grants, and certainly welcome our witnesses, the audience and our
members.

Today marks the third oversight hearing of our subcommittee to
examine whether taxpayers are getting their money’s worth from
the broadband loan and grant programs of the National Tele-
communications and Information Administration and the Rural
Utilities Service.

Our past hearings have focused on the Broadband Technology
Opportunities Program and the Broadband Initiative Program and
rightly so. The Recovery Act allocated $7.2 billion—billion—to
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these programs, dwarfing previous broadband loan and grant pro-
grams in size. And even though these agencies did not have grant-
making experience or operations scaled to such a large project, the
Recovery Act required that all awards be doled out within 18
months.

We were told such haste was necessary to get the economy going
and the money would go to “shovel-ready projects.” It has now been
3 years since the Recovery Act created BTOP and BIP, and more
than 18 months since the last broadband loans and grants were
awarded.

The fiber is beginning to fill the trenches. While all the money
has been awarded, however, only about a third of it has been spent.
And what have we gotten in return for that $2.5 billion? Well the
National Broadband Map is one thing; I think that was about $300
million for the map. And it tells us that 98.3 percent of Americans
had access to high-speed broadband service in mid-2011. That is up
from the 95 percent estimate in the 2010 National Broadband Plan.

That apparent 3.3 percent jump, however, cannot be attributable
to the broadband funding, since the money is only now working its
way through the system. And I know that we have a lot of impres-
sive statistics.

Administrator Strickling notes in his written testimony that
56,000 miles of broadband infrastructure have already been built
or improved upon using BTOP funds. Administrator Adelstein
notes that more than 100 colleges and technical schools and 600
rural health care facilities are in areas served by BIP grantees and
loan recipients. Indeed, I have seen evidence of this buildout in my
own rural district.

But these statistics do raise some questions. How many of those
miles already had broadband infrastructure, because we are con-
cerned about overbuilding? How many of those colleges and tech-
nical schools and rural health care facilities already had access to
high speed broadband? Overbuilding has been a perennial concern
when government gets involved. So I would like to hear how the
agencies are taking into account existing deployments when they
provide us these numbers.

And even if these were new deployments, might the private sec-
tor have met these needs more efficiently in the absence of this
cumbersome subsidy program?

So I would like to know how all of those miles translate into ad-
ditional access. And I would like to know how much that additional
access is costing us all.

And before turning away from the stimulus funded broadband
grants and loans, I wanted to thank Mr. Bass again, who is on the
committee, who took the lead in our committee on the House floor
last year on making sure that NTIA and RUS were properly look-
ing into allegations of waste, fraud and abuse and returning those
unused dollars or reclaimed money to the United States Treasury.

So, Charlie, thank you for your work and leadership on that.

Although our focus has been on BTOP and BIP, our responsi-
bility to treat taxpayer money with utmost care extends even to the
smaller broadband loans and grants programs of RUS. I have two
primary concerns about these programs. First, many of them ap-
pear to fund the same names as the Universal Service Fund, rather
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than dividing management between two agencies and oversight be-
tween two sets of inspectors general, consolidating the administra-
tion of these programs might save the taxpayer administration
costs while reducing inefficient spending.

Second, I am concerned about the performance of these RUS pro-
grams. The Open Range loan alone may cost taxpayers millions of
dollars, and other loans may fall through because RUS assumed
that the Universal Service Fund subsidies would reimburse the
subsidies it was providing but apparently did not anticipate the
FCC would reform the Universal Service Fund’s high-cost program,
a scenario we have talked about in private and public and one that
we remain concerned about just the funding scheme behind these
loans and whether they stay current.

I look forward to hearing from Administrators Strickling and
Adelstein to explain to us the performance of their broadband loan
and grant programs, to guide us through the statistics to the facts
on the ground.

And I look forward to hearing from the Inspectors General Zinser
and Deputy Inspector General Gray on their ongoing oversight and
how well NTIA and RUS have incorporated past recommendations
into their work.

So, gentlemen, thank you very much for being here today.

And with that, I would yield back the balance of my time and
recognize the ranking member from California, Ms. Eshoo.

[The prepared statement of Mr. Walden follows:]
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Opening Statement of the Honorable Greg Walden
Subcommittee on Communications and Technology
Hearing on “Broadband Loans and Grants”
May 16, 2012
(As Prepared for Delivery)

Today marks the third oversight hearing of our subcommittee to examine whether
taxpayers are getting their money’s worth from the broadband loan and grant programs of
the National Telecommunications and Information Administration and Rural Utility Service.

Our past hearings have focused on the Broadband Technology Opportunities Program and
the Broadband Initiative Program. And rightly so. The Recovery Act allocated $7.2 billion to
these programs, dwarfing previous broadband loan and grant programs in size. And even
though these agencies did not have grant-making experience or operations scaled to such a
large project, the Recovery Act required that all awards be doled out within 18 months. We
were told such haste was necessary to get the economy going and that the money would go
to “shovel ready projects.”

It’s now been three years since the Recovery Act created BTOP and BIP, and more than 18
months since the last broadband loans and grants were awarded under those programs. The
fiber is beginning to fill the trenches. While all the money has been awarded, only about
one-third has been spent.

And what have we gotten for that $2.5 billion? Well, the National Broadband Map is one
thing. The map tells us that 98.3 percent of Americans had access to high-speed broadband
service in mid-2011. That's up from the 95 percent estimate in the 2010 National
Broadband Plan. That apparent 3.3 percent jump, however, cannot be attributable to the
broadband funding, since the money is only now working its way through the system.

And I know that we have a lot of impressive statistics. Administrator Strickling notes in his

written testimony that 56,000 miles of broadband infrastructure have already been built or
improved using BTOP funds. Administrator Adelstein notes that more than 100 colleges and
technical schools and 600 rural healthcare facilities are in areas served by BIP grantees and
loan recipients. Indeed, I've seen evidence of this build-out in my own rural district.

But these statistics raise some questions. How many of those miles already had broadband
infrastructure? How many of those colleges, technical schools, and rural healthcare facilities
already had access to high-speed broadband? Overbuilding has been a perennial concern
when government gets involved, so I want to hear how the agencies are taking into account
existing deployments when they provide us numbers. And even if these were new
deployments, might the private sector have met these needs more efficiently in the absence
of this cumbersome subsidy program. So 1'd like to know how all those miles translate into
additional access, and I'd like to know how much that additional access is costing us all.

And before turning away from the stimulus-funded broadband grants and loans, I wanted to
thank Mr. Bass again, who took the lead in our committee and on the House floor last year
on making sure that NTIA and RUS were promptly looking into allegations of waste, fraud,
and abuse and returning unused or reclaimed money to the U.S. Treasury.

Although our focus has been on BTOP and BIP, our responsibility to treat taxpayer money
with the utmost care extends even to the smaller broadband loans and grant programs of
the RUS. I have two primary concerns about these programs. First, many of them appear to
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fund the same aims as the Universal Service Fund; rather than dividing management
between two agencies and oversight between two sets of inspectors general, consolidating
the administration of these programs may save the taxpayer administration costs while
reducing inefficient spending. Second, I am concerned about the performance of these RUS
programs. The Open Range loan alone may cost taxpayers millions of dollars. And other
loans may fall through because RUS assumed USF subsidies would reimburse the subsidies
it was providing, but apparently did not anticipate that the FCC would reform the Universal
Service Fund’s high-cost program.

I look forward to hearing from Administrators Strickling and Adelstein to explain to us the
performance of their broadband loan and grant programs, to guide us through the statistics
to the facts on the ground. And I look forward to hearing from Inspector General Zinser and
Deputy Inspector General Gray on their ongoing oversight, and how well NTIA and RUS
have incorporated past IG recommendations into their work.

#HE#



6

OPENING STATEMENT OF HON. ANNA G. ESHOO, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Ms. EsHOO. Thank you, Mr. Chairman.

I am pleased to welcome back to the committee Assistant Sec-
retary Larry Strickling and RUS Administrator Jonathan
Adelstein, who also served with distinction as a commissioner at
the FCC.

Your work to advance our Nation’s broadband infrastructure has
and will continue to bring broadband to more American homes, an-
chor institutions and public computer facilities. And I thank you for
your work. This is a big lift, and it is important for us to examine
all parts of it, but I want you to know that I appreciate and respect
your work.

Since our hearing last year, NTIA and RUS have continued to
make progress to achieve the Recovery Act’s stated goals for ex-
panding broadband deployment and adoption. Notably, NTIA has
reached 90 percent of its fiscal year 2012 goal by supporting the
deployment of 56,000 new or upgraded network miles across our
country. And through RUS funding, 625,000 households, about 1.5
million people, have access to new or improved broadband service.
So I think that this is real progress.

These programs are creating jobs and are fueling new economic
opportunities that would not be possible without broadband. For
example, using NTIA funds, the Foundation For California Com-
munity Colleges has launched a program to increase digital literacy
skills and broadband adoption among low-income residents in 18
counties in California.

Today, the program has enrolled more than 5,800 students, dis-
tributed 4,400 laptops and recorded 5,305 new broadband sub-
scribers. But the short- and long-term success of these and other
projects will depend on continued oversight from the Inspector
General’s Office. I have great respect and admiration for the IG’s
work, and I am pleased that we will hear from them today. The
important work of the IG’s office, including investigations to deter-
mine if there is any waste or fraud, will ensure that the taxpayers’
investment is protected.

I recognize there will be challenges along the way. Last Friday’s
decision to partially suspend the seven regional public safety
projects is one I know NTIA weighed very carefully. I think it is
the correct action to protect taxpayer dollars and ensure that these
projects are deployed consistent with the recently enacted legisla-
tion that we worked so hard on to construct a nationwide, inter-
operable broadband network for our first responders.

So thank you to each one of you for being here and for your work,
and I look forward to your important testimony that is going to
guide our subcommittee’s ongoing oversight of the Recovery Act
broadband grants and loans.

And with that, I will yield back the balance of my time.

Mr. WALDEN. The gentlelady yields back the balance of her time.

The chairman recognizes the gentleman from Nebraska, Mr.
Terry, for 5 minutes.
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OPENING STATEMENT OF HON. LEE TERRY, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF NEBRASKA

Mr. TERRY. Thank you, Mr. Chairman, for holding this hearing
so we can continue our oversight on the ARRA, dollars being spent
on behalf of making sure that all citizens in unsupported areas
have connectivity, have access to the broadband backbone.

Now, I think some of the key areas you have already stated, Mr.
Chairman, but I want to reiterate that ARRA funds were supposed
to help fund shovel-ready projects that would be completed within
2 years, but here we are 3 and a half years later, and the fact is
that recipients of $4 billion in NTIA awards have spent just $1.6
billion and less than a dozen projects have been completed; recipi-
ents of $2.4 billion in RUS awards have spent only $968 million,
and only five projects have been completed. Maybe this is because
too many have been found to be unwarranted or redundant and the
money is pulled back or the project, so I want to hear why more
haven’t been completed.

But also, the stimulus funds combined with BTOP and BIP grant
loans, the issue of subsidizing or subsidizing overbuilds has been
a question we have had since day one. And we have already re-
ceived complaints in the State of Nebraska about an entity that
was all privately funded, business, now has competition laid over
it with government subsidized broadband. So those are the type of
things I want to hear about as well.

And then, Mr. Adelstein, if you reviewed and seen if any RUS
loans have been put in jeopardy because of new projects; do you
think there has been an impact on their ability to repay?

Those are the questions I am listening for answers to.

And at this point, I will yield to my friend, Charlie Bass.

OPENING STATEMENT OF HON. CHARLES F. BASS, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW
HAMPSHIRE

Mr. Bass. I thank my friend from Nebraska for yielding to me.
And I would like to associate myself with not only his remarks
but also the remarks of the subcommittee chairman and have my
regular statement, without objection, be made part of the record.

Mr. WALDEN. Without objection.

Mr. Bass. Mr. Chairman, thank you for having this hearing. And
as was mentioned, we are interested in making sure that these
funds are spent where they are supposed to be, that there are no,
that we know a process of oversight occurs and that we don’t have
any embarrassing hearings at a later date about either the abuse
or misuse of funding in this very large program.

It is also important to focus on whether or not this buildout is
going where it is really needed, and it is not paralleling any exist-
ing capacity and competing directly with incumbent carriers or
anybody else who is trying to provide, as my friend from Nebraska
said, competing services.

I do have a constituent in New Hampshire who has raised sig-
nificant capital to build out areas that are now, because of this pro-
gram, putting this company’s business plan in real doubt because
they are going to have to compete with a vendor that is subsidized
by the stimulus grant.
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That doesn’t create jobs. For every job that is created, we may
lose jobs on the other side, and that is not how I define stimulus.
So I hope that this program can be implemented with a sensitivity
to the fact that it needs to go where it is really needed and not par-
allel existing capacity and not be set up in direct competition with
private entities that are trying to do it the way, the old-fashioned
way, which is to build it on the basis of a sound, profitable business
plan.

And so, with that, Mr. Chairman, I will yield back.

Mr. WALDEN. The gentleman yields back to the gentleman from
Nebraska.

Do you yield back your time, Mr. Terry?

Mr. TERRY. Yield back.

Mr. WALDEN. Yields back.

The chair recognizes Mr. Waxman for 5 minutes.

OPENING STATEMENT OF HON. HENRY A. WAXMAN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Mr. WaxMAN. Thank you, Chairman Walden, for scheduling this
hearing.

This is our third oversight hearing regarding the broadband pro-
grams created by the Recovery Act, and I support the chairman’s
ongoing effort to exercise our committees’s oversight of these pro-
grams and ensure they are being managed wisely and responsibly.

I would like to welcome Assistant Secretary Strickling, Adminis-
trator Adelstein, back to the Energy and Commerce Committee.

Your efforts to set up the broadband programs are paying off.
Broadband will soon be available in places where this essential
communication service has never been available before.

In particular, I want to commend Assistant Secretary Strickling
for NTIA’s transparency and accountability measures. These show
that the vast majority of broadband grants awarded by NTIA are
meeting or exceeding project benchmarks and are well on the way
to becoming completed by the end of next year.

Administrator Adelstein, I would encourage you to follow NTIA’s
model. It has been harder for us to get information about the sta-
tus of your grants than NTIA’s. More regular tracking and report-
ing of all RUS projects would improve confidence in your programs.

We had a vigorous debate about the merits of the Recovery Act
and the broadband programs it funded in the last Congress. Our
role today should not be to relitigate those issues. Instead, our
focus should be on our joint interest in ensuring the funds are
being well managed and the taxpayers’ interests are being pro-
tected.

We also have new issues to consider in light of the February en-
actment of the spectrum and public safety provisions in the bipar-
tisan Middle Class Tax Relief and Job Creation Act. The law cre-
ated a First Responder Network Authority, or FirstNet, to oversee
the design and construction of a new broadband public safety net-
work. It is essential that the projects funded by public safety
grants awarded under the 2009 Recovery Act be harmonized with
the FirstNet network.
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And I want to commend NTIA’s difficult but necessary decision
last week to partially suspend these public safety awards. We all
want these public safety projects to be completed on a timely basis,
but the ultimate success of these projects will depend on how well
they fit into the rest of the nationwide network.

By going a little slower now, NTIA is helping to ensure that we
achieve the nationwide interoperable network we should all want.

This short delay is prudent because it will help achieve the long-
term goals of these grants, but it should not become a prolonged
slowdown. We need to do everything possible to help public safety
grant recipients move forward as expeditiously as possible.

I thank all of today’s panelists for your participation. I look for-
ward to your testimony, and unless any of my colleagues on the
Democratic side wish any time—I will yield my time back.

Mr. WALDEN. I thank the gentleman.

The gentleman yields back his time.

And we will now proceed with our witnesses.

STATEMENTS OF LARRY E. STRICKLING, ASSISTANT SEC-
RETARY FOR COMMUNICATIONS AND INFORMATION, NA-
TIONAL TELECOMMUNICATIONS AND INFORMATION ADMIN-
ISTRATION, DEPARTMENT OF COMMERCE; JONATHAN
ADELSTEIN, ADMINISTRATOR, RURAL UTILITY SERVICE, DE-
PARTMENT OF AGRICULTURE; TODD J. ZINSER, INSPECTOR
GENERAL, DEPARTMENT OF COMMERCE; AND DAVID R.
GRAY, DEPUTY INSPECTOR GENERAL, DEPARTMENT OF AG-
RICULTURE

Mr. WALDEN. And we will start with Mr. Strickling. Thank you
for being here, sir, and we look forward to your testimony.

STATEMENT OF LARRY E. STRICKLING

Mr. STRICKLING. Thank you, Chairman Walden, and I would also
like to acknowledge Ranking Member Eshoo, Vice Chair Terry, and
Mr. Waxman.

I want to thank you all for the opportunity to testify this morn-
ing regarding the status of NTIA’s broadband programs. I am also
pleased to appear here today with our Inspector General, Todd
Zinser, who has helped us improve our oversight of these programs,
as well as RUS Administrator Jonathan Adelstein, whose agency
the Department of Agriculture is celebrating its 150th anniversary
this week.

Today I am proud to report that our broadband grant recipients
are making significant progress and delivering meaningful benefits
to their communities. Taken as a group, our projects are exceeding
their performance goals in deploying new infrastructure, con-
structing new public computer centers and encouraging greater
Internet adoption.

As of March 31, our grantees have deployed more than 56,000
miles of broadband infrastructure. They have connected more than
8,000 community anchor institutions to high-speed broadband serv-
ice. They have installed more than 30,000 work stations in public
computer centers where they have provided more than 7 million
hours of technology training to approximately 2 million users. We
have generated approximately 350,000 new broadband subscribers,
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and our grantees have funded more than 4,000 jobs in the second
quarter of the fiscal year.

As impressive as these numbers are, they only tell part of the
story. We hear from people across the country validating the need
for these projects and the benefits they bring. Our investments are
helping fiberoptic cable manufacturers and other businesses to cre-
ate jobs. We are stimulating demand for broadband services, such
as smart grid, telehealth and remote learning, and we are retrain-
ing workers to give them the skills they need to compete in the
21st century economy.

One of our California grantees, the California Emerging Tech-
nology Fund, has helped over 1,000 people find jobs through its
training program.

These broadband investments are also priming the pump for ad-
ditional investment by public and private entities. Our philosophy
to focus on middle mile projects combined with our open access and
interconnection requirements are making it easier for incumbents
and other last mile providers to expand their broadband services
and speeds for American consumers and businesses. To date, our
grantees have entered into 400 interconnection agreements with
last mile and other providers.

As you are aware, protecting these Federal funds is of paramount
importance to NTIA, and we have been providing diligent oversight
and technical assistance to our recipients. To do so requires ade-
quate resources, and we appreciate the bipartisan support you have
provided to ensure that we have the resources we need for these
tasks. Our focus, as it has always been, is to ensure that our grant-
ees complete their projects on schedule and on budget and provide
the benefits they promised to their communities.

We designed our oversight program to mitigate waste, fraud and
abuse, to ensure compliance with award conditions and to monitor
each project’s progress. Our staff is in frequent contact with recipi-
ents and requires them to report regularly on key financial and
programmatic activities. To date, we have also conducted more
than 130 site visits to projects representing 80 percent of the grant
dollars, we have held three grantee workshops, hosted over 50
Webinars and conducted more than 3,000 check-in and conference
calls. These activities help us to identify and resolve issues as soon
as possible. We have been able to provide technical assistance that
has helped some projects get back on track.

In a few cases, however, our oversight has led to the cancellation
of projects, and to date, eight projects, totaling $125 million in Fed-
eral funds, have been canceled. And while I am disappointed that
these projects will not deliver their intended benefits to their com-
munities, I am pleased that our diligence and oversight and our
early intervention will result in 99 percent of the Federal dollars
being returned to the Treasury.

We intend to apply many of the lessons learned from our
broadband grants to the new public safety broadband network
called for in the Middle Class Tax Relief and Job Creation Act of
2012. Thanks to your work, Congress created FirstNet as an inde-
pendent authority within NTTA and has allocated $7 billion of spec-
trum auction proceeds to build, deploy and operate a nationwide
interoperable public safety broadband network. We are many com-
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mitted to the success of this network because of what it promises
in improved safety and better communications for first responders.

Consistent with this goal, we recently took the difficult but nec-
essary step of partially suspending the projects of our seven public
safety broadband recipients. The new law dramatically changed the
assumptions on which we awarded these grants in 2010 and allow-
ing these seven projects to continue unchecked before the FirstNet
board has even met, much less made the basic technical decisions
about the new network could have put at risk millions of taxpayer
dollars and negatively impacted the success of first net.

In the coming weeks, we will work closely with each recipient to
find the best path forward with the dual goals of keeping their
grant dollars in their communities and ensuring that this equip-
ment can ultimately be incorporated into FirstNet.

Going forward, NTIA is focused on maintaining rigorous over-
sight for its broadband grants as they cross the finish line while
working to ensure their sustainability and leverage the projects to
the fullest extent possible. We are also ramping up to meet our
next broadband challenge with first net, and I look forward to
working with you as we achieve these goals. Thank you.

Mr. WALDEN. Thank you Mr. Strickling.

[The prepared statement of Mr. Strickling follows:]
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1.  Introduction

Chairman Walden, Ranking Member Eshoo, and Members of the Subcommittee, thank
you for your invitation to testify on behalf of the National Telecommunications and Information
Administration (NTIA) regarding the implementation of the Broadband Technology
Opportunities Program (BTOP) and State Broadband Initiative (SBI). Iam very pleased to
highlight NTIA’s progress in achieving President Obama’s vision of a nationwide, 21% century
communications infrastructure, our efforts to expand broadband Internet access and adoption in
the United States, and our success in developing the National Broadband Map.

A key element of President Obama’s strategy to build the innovation economy of the
future — one that supports new and better jobs, and enhances America’s global competitiveness —
is expanding the availability and adoption of high-speed Internet access in America. In the near-
term, investments in broadband infrastructure help create jobs by supporting the installation and
upgrade of fiber-optic networks and other high-tech components. Public computer centers offer

critical job and educational training as well as Internet access for those without home access.
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Sustainable broadband adoption efforts help vulnerable populations become proficient in
computer-related skills on the path toward home subscribership of high-speed Internet service.
In the long-term, expanding broadband Internet access and adoption will facilitate growth and
innovation, especially for small businesses, enhance health care delivery, promote energy
independence, improve public safety, and lay a foundation for long-term economic development

in communities throughout the United States.

II.  Progress in Achieving Program Objectives
a. Meeting and Exceeding Performance Goals
As directed by the American Recovery and Reinvestment Act of 2009 (Recovery Act),

NTIA invested nearly $4 billion in approximately 230 projects to expand broadband access and
adoption in the United States. Today, about a year and a half after NTIA met the
Congressionally-mandated deadline to award all BTOP funds by September 30, 2010, I am
pleased to report that recipients are making significant progress in achieving their anticipated
outcomes and delivering meaningful benefits to their communities. BTOP recipients are
exceeding their performance goals in deploying new fiber-optic infrastructure, constructing new
public computer centers, and encouraging greater Internet adoption. As of March 31, 2012 — the
most recent reporting quarter for which we have data — BTOP recipients reported that they had:

e deployed or upgraded more than 56,000 miles of broadband infrastructure;

¢ connected more than 8,000 community anchor institutions to high-speed

broadband Internet service;
» entered into nearly 400 interconnection agreements with third-party providers to

leverage or interconnect with their networks;
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¢ installed more than 30,000 workstations in public computer centers;

. i)rovided more than 7 million hours of technology training to approximately 2
million users;

e generated approximately 350,000 new broadband Internet subscribers; and

¢ funded more than 4,000 jobs in the second quarter of Fiscal Year 2012.

Indeed, some BTOP projects are now wrapping up. In the case of our public computer
center and sustainable broadband adoption grants, some projects are complete with others
nearing completion. In these locations, demand for job training and educational resources is in
many cases exceeding the supply. Several infrastructure projects are nearing completion. For
example, BTOP recipient Level 3 has completed its infrastructure investments in California,
Florida, Georgia, Kansas, Tennessee, and Texas, and MCNC has completed its Round One
BTOP grant that has delivered almost 400 miles of new fiber, and upgraded another 400 miles
more, for the benefit of more than 1,000 research and educational institutions in North Carolina,

In all, BTOP recipients have spent approximately $1.6 billion in federal funds and
approximately $670 million in non-federal matching funds towards building the nation’s 21%
century infrastructure. 1 expect the pace of construction to remain strong over the next several
quarters as recipients work hard to meet, and, in many cases, exceed their performance goals.

In April 2012, NTIA launched an interactive map, entitled BTOP’s Connecting
America’s Communities Map,' to display how BTOP investments are connecting communities
across all 50 states, U.S, territories and the District of Columbia. The map depicts the
communities benefitting from high-speed middle mile connectivity, along with anchor

institutions, new and improved public computer centers, and broadband adoption programs, and

! Available at: http://www2.ntia.doc.gov/btopmayp/.
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includes 27,000 unique data points. The map will help stakeholders and the public more easily

see the impact of BTOP projects in their area, and make it easier for potential industry partners

and local community members to find new resources in their area.

b. Impacting Local Communities

As impressive as these numbers are, they only tell part of the story. Below are just a few

examples of how these investments are making a positive impact in the communities they serve:

MCNC, a nonprofit broadband provider that has operated the North Carolina
Research and Education Network (NCREN) for more than 25 years, is using
Recovery Act funds to deploy or upgrade 2,600 miles of fiber in rural areas across
the state. MCNC’s project is already creating construction jobs and jobs for local
vendors such as Hickory, NC-based CommScope, which is supplying fiber and
other materials for the project. It is also laying the groundwork for economic
revitalization in places such as Kannapolis, NC, a former textile mill town that is
reinventing itself as a biotechnology and life sciences hub.

The California Emerging Technology Fund (CETF), a non-profit established at
the direction of the California Public Utilities Commission to help close the
state’s digital divide, is using a Recovery Act investment to provide computer,
digital literacy, and workforce training for low-income communities and other
vulnerable populations. This training has helped over 1,000 participants to find
jobs. One of this project’s beneficiaries is Kevin, a 27 year-old Bay Area resident
who returned home after serving in the Air Force and was eager for a career in
technology, but a layoff resulted in him having to move back into his parents’

home. Without work, Kevin bounced around between relatives and friends and
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even slept in his car. Kevin enrolied at The Stride Center, a partner of the CETF
project that provides workforce training and access to technology. After 22
weeks of classes, he received his A+ Certification, obtained a full-time job, and is
now financially self-reliant.
SDN Communications, a partnership of 27 independent telecom providers

" covering 80 percent of South Dakota, is using a Recovery Act grant to expand its
1,850-mile, 300-gigabit-per-second fiber-optic network by another 360 miles and
add an additional 100 gigabits of bandwidth along high-capacity routes. The new
network, which will be completed later this year, has produced construction,
engineering, and electrician jobs around the state. Among the institutions that
will benefit from new high-speed broadband capabilities is the
Telecommunications Lab at the Mitchell Technical Institute. The Lab prepares
students for careers in the telecommunications industry and is training workers to
operate broadband networks such as those being built with BTOP funds.
Using funding from NTIA’s State Broadband Initiative, the Massachusetts
Broadband Institute (MB]) is building an innovative web portal that will allow
veterans and their families to obtain federal, state, and local services and benefits,
including resources on housing, education, and employment. The project
represents an innovative collaboration between the Massachusetts Department of
Veterans’ Services and the Home Base Program, a partnership between the Red
Sox Foundation and Massachusetts General Hospital. MBI is also leveraging its

BTOP infrastructure grant to expand fiber-optic broadband for anchor institutions,
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businesses, and homes in underserved areas of Western Massachusetts, helping to
dramatically improve the economic competitiveness of the region.

These examples are but a few of the innovative ways that BTOP investments are already
demonstrating an impact in communities throughout the United States. The approximately $4
billion we are investing will not solve all of America’s broadband needs, but it is already helping
to “prime the pump” for additional investment by public and private entities. In particular, the
open access and interconnection requirements of BTOP grants are encouraging other last-mile

and incumbent broadband providers to tap into our middle mile networks to expand broadband

services and speeds for American consumers and businesses. For example, recipient Delta
Communications (d.b.a. Clearwave) plans to deploy fiber to several dozen cell sites that will
enable a national wireless carrier to expand its 4G services in southern Ilinois. .In Western
Massachusetts, several broadband service providets have signed up to utilize our grantee’s
backhaul services to expand and enhance their broadband offerings for the region. Another
grantee, Com Net, is working with a broadband operator to deliver fiber-optic service to an
otherwise underserved industrial park to serve small and medium-size businesses. As our open
access middle-mile investments progress in the coming months, we expect the benefits to

continue to multiply.

¢. Empowering States, Collecting Broadband Data, and Promoting Digital Literacy

In addition to its infrastructure, public computer center, and sustainable adoption grants,
NTIA has become a leading source of public data on broadband access and adoption in America.
Our SBI grants fund states to collect and verify broadband data in each state, territory, and the
District of Columbia, and play a critical role in helping states and territories identify and address

obstacles to broadband deployment and adoption. In February 2010, NTIA released the National
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Broadband Map — America’s first public, searchable nationwide map of broadband Internet
availability — and we continue to update it twice a year. Each update is powered by an extensive,
publicly available dataset — more than 20 million records collected from nearly 1,800 U.S.
broadband providers ~ that shows where broadband is available, the technology used to provide
the service, the maximum advertised speeds, and the names of the service providers. Itis the
most extensive dataset of its kind. Among the findings from the data is that, while well over 90
percent of Americans have access to some level of broadband service, many communities still
need new and better broadband infrastructure. Countless community anchor institutions — such
as public safety facilities, hospitals, schools, and libraries — lack adequate broadband to fulfill
their missions for their communities. We continue to enhance the map through a
“crowdsourcing” feature that enables users to submit data to improve its accuracy and it has
already proven to be a powerful tool for researchers, economic developers, state government
leaders, and business owners seeking to better harness the power of broadband to improve their
communities,

Meanwhile, our Digital Nation® survey with the Census Bureau indicateé that a third of
households — more than 100 million Americans — do not subscribe to broadband Internet access
at home. In addition, about one in five households — 20 percent — do not use the Internet from
any location. This is unacceptable in the 21 century economy, when broadband access and
digital literacy skills are needed to compete in the workforce. NTIA’s research reveals that
households do not adopt broadband because the service is too expensive, they lack an adequate
home computer, or they do not see a need for broadband service. Our BTOP-funded SBA

projects are identifying best practices to overcome these hurdles. For example, a few common

2 See hitp://www.ntia.doc.gov/press-release/201 1/new-
rises-digital-divide-pers.
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threads are starting to emerge from our sustainable adoption programs. The first is the
importance of making Internet applications useful in people’s everyday lives. Having Internet
services that are relevant to people’s immediate interests, such as finding a job, applying for
benefits, or connecting with family members, helps demonstrate the value of broadband to
citizens that might not otherwise subscribe. We also have learned that trusted mentors and
community leaders can play a very important role in reducing barriers to adoption by
demonstrating the positive impact that broadband can play towards social and economic
advancement. This is especially true for the vulnerable populations that are primary
beneficiaries of the BTOP-funded programs.

In addition to its BTOP grants that seek to tackle these challenges head on, NTIA, in
collaboration with the Department of Education and other federal agencies, created

www.Digitall iteracy.gov to provide librarians, teachers, workforce trainers, and others access to

resources and tools to teach computer and online skills necessary for success in today’s
economy. NTIA and its partners continue to add content, with approximately 500 individual
resources available for users, such as college preparation tools and resources for veterans. And,
through our efforts to promote its resources, we are seeing, on average, more than 1,000 visitors

to the site each week.

II.  Monitoring, Oversight, and Technical Assistance

Protecting the federal funds we are spending and the investments we are making is of
paramount importance to NTIA. As the members of the Subcommittee are well aware, achieving
these objectives is challenging and requires NTIA to perform diligent oversight and provide

technical assistance to our recipients, We are very appreciative of the bipartisan support shown
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by this Subcommittee’s leadership to ensure we have the resources needed for our ongoing
broadband grants administration and management.

To solve the issues that arise, yet maintain the rigorous implementation schedule
demanded of BTOP projects, NTIA has put into action a program-wide oversight strategy to
mitigate waste, fraud, and abuse; to ensure compliance with award conditions; and to monitor
each project’s progress. This rigorous framework includes a set of integrated activities,
including active engagement with recipients, to prevent issues from arising, to detect issues early
and resolve them in a prompt manner, to provide technical assistance that recipients need to
navigate the federal grant process, and to get their project built on schedule.

a. Providing High-Quality Technical Assistance and Customer Service

NTIA remains in close and frequent contact with award recipients via regularly scheduled
conference calls, email exchanges, drop-in calls on specific administrative or programmatic
topics, and in-person conferences. These contacts serve as both a monitoring tool and a means to
reinforce the terms and conditions associated with each award, and helps ensure that NTIA
quickly addresses challenges that arise during project implementation. Additionally, recipients
must report quarterly and annually to NTIA on key financial and programmatic activities. These
reports are posted publicly and provide detailed information on progress in achieving program
outcomes, use of funds, challenges faced, and expected future progress.

The technical assistance, oversight, and outreach activities that NTIA has conducted to
date include the following:

e More than 130 site visits representing more than $3.3 billion in federal award
dollars, Site visits typically involve teams of staff and contractors spending

several days on the ground with recipients to monitor progress and resolve issues;
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e Three multi-day grantee workshops, allowing recipients to share lessons learned
and to benefit from one-on-one consultations with federal staff;

» More than 85 BTOP in Action articles posted online to highlight success stories
and share best practices;

o 20 fact sheets created, providing detailed guidance on key project implementation
topics;

» Over 50 webinars and drop-in conference calls hosted to provide guidance on key
compliance topics;’

e More than 3,000 check-in and conference calls conducted with recipients to
monitor weekly progress in achieving outcomes;

¢ A 130-page Recipient Handbook published with detailed guidance for grantees;’

¢ An online workspace and collaboration tool created for recipients to share best
practices;

o Monthly recipient newsletters published and as-needed emails generated
regarding training, lessons learned, and answers to frequently asked questions;

» A comprehensive monitoring plan and site visit checklist created to streamline the
oversight process;S

b. Acting Early to Address Issues that Arise

A primary goal of NTIA’s rigorous outreach, oversight, and monitoring is to identify
issues as early in the process as possible and resolve them promptly. As issues arise, NTIA

utilizes tools such as technical assistance, Performance Improvement Plans (PIPs), Corrective

? Some of the webinars are available online at hitp:/www2.ntia.doc.gov/compliance.
* The Recipient Handbook can be found at http://www2 ntia.doc.gov/ManagementResources.
5 BTOP’s Monitoring Plan and Site Visit Checklist are available at http://www2.ntia.doc.gov/compliance.
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Action Plans (CAPs), Award Suspension, and Termination, to highlight concerns, provide
opportunities for recipients to get back on track, and protect taxpayer investments. In most
cases, recipients get their projects back on track. In a few cases, however, oversight led to
recipients deciding to terminate their awards with minimal expenditure of public funds,® and in
one case, NTIA took action to terminate a grant to a recipient that materially failed to comply
with the terms and conditions of its award,” To date, eight projects have been returned or
deobligated totaling $125 million in Federal award dollars, of which $124.2 million (99 %) has
or will be returned to the Treasury. In each of these instances, NTIA worked with the recipients
proactively to identify and address issues that jeopardized the success of the project and
potentially wasted taxpayer dollars. While I am disappointed that these particular projects will
not deliver their intended benefits to unserved and underserved areas, [ do believe that these
experiences underscore the importance and value of NTIA’s strong federal oversight and
monitoring of its BTOP projects, and highlight its commitment to working closely and
proactively with all recipients to ensure the success of the program as a whole.

¢. Collaborating with the Inspector General

To this end, [ appreciate the ongoing efforts of the Department of Commerce’s Office of
Inspector General (O1G) in helping to oversee NTIA’s broadband programs and to prevent
waste, fraud, and abuse of taxpayer dollars. NTIA and the OIG have worked closely and

collaboratively to implement BTOP in the most responsible and efficient manner possible. The

® These projects include Education Networks of America, Inc.,
hitpy//www2.ntia.doc.gov/grantees/EducationNetworksofAmerica; State of Wisconsin Department of
Administration, http://www2.ntia.doc.gov/grantees/WiscDeptofAdmin; the City of Tallahassee,
httpy//www2.ntia.doc.gov/grantee/city-of-tallahassee; and DigitalBridge Communications (3 grants),

http://www2.ntia.doc.gov/idaho.
7 For more information, see State of Louisiana Board of Regents,

http://www2.ntia.doc.gov/grantees/LouisianaBroadbandAlliance. Consistent with existing law and Department of
Commerce practice, NTIA returns all unobligated funds for deobligated awards to the Treasury within 30 days of
deobligation.

1
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OIG has issued several reports that have provided valuable input to strengthen our oversight,
identify lessons learned for the future, and ultimately demonstrate that we have managed BTOP
with the highest degree of responsibility, efficiency, and vigor possible for a novel program of
this size, scope, and speed of implementation.

d. Ensuring Sufficient Resources for Adequate Oversight

Among the OIG’s recommendations in its November 2011 report, NTI4 Has an
Established Foundation to Oversee BTOP Awards, But Better Execution of Monitoring Is
Needed, was that given the current federal budget environment, NTIA should identify oversight
strategies for different funding levels.® The Consolidated and Further Continuing Appropriations
Act, 2012 provided $25.6 million for monitoring and administration of BTOP in Fiscal Year
2012. The Fiscal Year 2013 President’s Budget includes $26.9 million to support the
administration of broadband programs. In terms of actual expenses for BTOP oversight and
management, this represents a decline in overall spending for 2013 from 2012 by approximately
$2 million. This funding request, and the staffing it supports, is critical to ensure that NTIA can
continue its oversight and administration of grants, to ensure continued adequate levels of
performance by recipients, and to prevent waste, fraud, or abuse of federal funds. As the grants
move toward their completion, these resources will help to ensure project completion and the
recovery of unused funds during the grant closeout period.

e. Sharing Lessons Learned

Going forward, NTIA is focused on maintaining its rigorous oversight, monitoring, and
technical assistance activities for BTOP grants, and ensuring that projects achieve their 2013

completion dates. We are also focused on leveraging our projects’ benefits to the fullest extent

# Available at: hitp://www oig.doc.gov/Pages/NTIA-Has-Established-Foundation-to-Oversee-BTOP-Awards,-But-

Better-Execution-of-Monitoring-Needed- aspx.
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possible to help ensure that the broadband benefits are sustainable and grow even after the
projects are completed. One of the ways we will do that is by sharing successful strategies
across the grant portfolio on issues ranging from procuring fiber to streamlining the
environmental review process. In September 2010, NTIA contracted with ASR Analytics, LLC
(ASR) to conduct an evaluation of the program’s economic and social impacts. The study will
assess the degree to which NTIA’s implementation of BTOP has met the Recovery Act goals by
measuring the short- and long-term economic gains in the grant-funded communities. ASR has
submitted its final study design for the project and begun its field work. An initial report
summarizing results of its analysis of PCC and SBA recipients will be completed in mid-2012,

with its analysis of infrastructure projects to be completed near the end of next year.

IV. BTOP Grants and the Nationwide, Interoperable Public Safety Broadband Network

Thanks to the efforts of Members of this Subcommittee and others, Congress passed the
Middle Class Tax Relief and Job Creation Act of 2012° (“Act”) earlier this year that, among
other things, authorizes and funds the building, deployment, and operation of a nationwide public
safety broadband network. Title VI of the Act establishes the First Responder Network
Authority or “FirstNet” as an independent authority within NTIA, and charges FirstNet with
taking all actions necessary to ensure the building, deployment, and operation of the network.
The Department of Commerce and NTIA are working to implement the Act’s directives as
expeditiously as possible with the same rigor and dedication we have applied to BTOP.

Toward that end, NTIA is working to ensure that its seven BTOP 700 MHz public safety
grants proceed in a manner that supports the nationwide public safety broadband network. Our

goal in this effort is to ensure that these much-needed investments remain in their communities

? Pub. L. 112-96.
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and to avoid investments that might have to be replaced if they are incompatible with the
ultimate nationwide architecture of the new public safety broadband network. We are committed
to working with all stakeholders towards our shared goal of meeting the communications needs

of America’s first responders.

V. Conclusion

President Obama, Secretary Bryson, and everyone at NTIA share the goal of expanding
broadband Internet access and adoption in'the United States so that we may boost America’s
competitiveness, build the innovation economy of the future, and support new and better jobs for
Americans. BTOP grants represent a critical component of this effort, and NTIA is committed to
ensuring that grant funds are spent wisely, responsibly, and achieve their intended benefits for
American communities. NTIA is also hard at work fulfilling the President’s goal of making
available 500 megahertz of Federal and nonfederal spectrum for wireless broadband by 2020. 1
want to commend the bipartisan leadership of this Committee, the Senate, and elsewhere in the
Congress for your diligent oversight of the BTOP program and your support for the Middle Class
Tax Relief and Job Creation Act of 2012 that will free additional spectrum for broadband use,
support a nationwide, interoperable public safety broadband network, and reduce the deficit.
NTIA is committed to working with you to achieve these goals.

Thank you.

14
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Mr. WALDEN. Mr. Adelstein, we are delighted to have you back
before the committee. We look forward to your testimony as well.
Please proceed.

STATEMENT OF JONATHAN ADELSTEIN

Mr. ADELSTEIN. Thank you, Mr. Chairman, Ranking Member
Eshoo, it is great to be back and thanks for the opportunity to tes-
tify on the progress of our broadband investments.

It is also good to be back together with Larry Strickling, who has
been my partner, such a wonderful partner in all this. You men-
tioned this is our third time together, so let’s hope the third time
is thel 1charm. And it is great to be here with our inspector general
as well.

I appreciate your help in getting this program running as well
as it can be.

I am pleased to report to you that the broadband initiative pro-
gram is right on track. It is creating thousands of jobs. It is pro-
viding new and improved broadband service, and it is proceeding
as the administration and Congress expected.

The Recovery Act will pay dividends to rural communities and
the entire country for years to come. These projects are creating
high-wage high-skill jobs right now as they are being built. As they
were being planned they were creating jobs. They will create more
jobs as they become operational, and they will provide the founda-
tion for even more jobs and economic growth as broadband is used
by communities to spur innovation, new business and employment
opportunities.

RUS broadband investments will connect nearly 7 million rural
Americans, including 360,000 businesses in more than 30,000 crit-
ical community institutions, like schools, health care facilities and
rural public safety agencies. They will bring broadband to 45
States and one U.S. territory. Grant dollars were targeted to those
areas that were in the greatest need of service and to those that
were the most rural. They overlap with 31 tribal lands, including
Warm Springs, which we provided a grant to in your district and
125 persistent poverty counties, which is most of the persistent
poverty counties in the United States. They are projected to create
more than 25,000 immediate and direct jobs for rural workers in
a variety of industries and countless more as the communities ben-
efit from the broadband once it is deployed.

Data provided by the U.S. Department of Education show that
more than 1 million K-12 students attend schools within areas
served by BIP awards. More than 100 colleges and technical
schools are located in those same areas, as you indicated. HHS
data shows that nearly 600 rural health care facilities are located
in areas served by BIP awardees. All of these health care facilities
can expand use of telemedicine, electronic medical records initia-
tives and improve the quality of health care for citizens in those
areas.

Now the Recovery Act funded two types projects; those that were
immediate and those that were transformative. Big infrastructure
projects, like the ones RUS has been financing now for 60 years,
whether done by telecommunications, water or electric facilities,
are transformative, and they do take time to build out. Projects
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have to be carefully planned constructed and operated. All award-
ees must comply with Federal, State, environmental, historic pres-
ervation and, in some cases, tribal or intergovernmental reviews
that often require significant consultation with the public. Based
on our experience, these projects are on track with what we have
seen historically in terms of the time it takes to build out these
large broadband projects.

But RUS is working hard to accelerate the spending of remaining
funding. We have repeatedly urged awardees to move quickly. Our
field employees are vigorously monitoring and working with our
awardees to get construction underway. Compliance is being care-
fully monitored by our field staff as well as our staff in D.C. We
are actively working with awardees, Federal partners and govern-
ment entities to address issues impacting the completion of the
projects. We are vigilant to ensure that the projects remain viable.
Our goal is to make sure that each one of these succeeds.

We also want to build businesses on top of these networks. RUS’s
traditional broadband programs serve as a strong foundation for an
initiative we launched called Build Out and Build on. It encourages
continued expansion of broadband economic growth impact using
all of our programs, including the rural business services so that
we can build businesses on top of the new broadband networks we
are creating.

One of the ongoing challenges in building out broadband in rural
areas is ensuring the financial feasibility and sustainability of the
proposed service providers. Strong rural economies buttress the
availability of sufficient revenue sources to make these projects
succeed.

RUS appreciates our partnership with the USDA OIG to ensure
that our programs meet their statutory objectives. All OIG concerns
and recommendations raised with regard to the previous Farm Bill
Broadband Loan Program have been addressed. That audit, which
is the central topic of today’s OIG testimony, was closed over a year
ago.

I compliment OIG for raising concerns with the statutory defini-
tion of rural in the 2002 Farm Bill. RUS could not, of course,
change that definition on its own. Only Congress can do that, and
Congress itself did act in the 2008 Farm Bill to revise the defini-
tion of “rural,” and that definition has been completely imple-
mented by RUS.

I am pleased to report that this administration made no loans
under the broadband program until all OIG concerns and rec-
oanmendations were addressed and RUS final actions were accept-
ed.

We look forward to continuing to work with OIG on the Recovery
Act and look forward to any recommendations we may receive in
the future regarding the program.

There are a lot of challenges that remain in terms of getting
broadband out to rural communities. These places have, as you
know, coming from Oregon, and as many you know from rural
parts of the country, maybe not so much our ranking member,
there is a little bit of a rollback on the hills, but there is a lot of
difficult terrain out there. There are high costs associated with dis-
tance and topography. Access to a skilled workforce is sometimes
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lacking, as long-term financial feasibility is more difficult when you
are trying to build out over large areas, but we are continuing to
see an explosion of new technology that can increase access to
health care, expand education opportunities and facilitate all kinds
of new business activity. But their success will rely on having
broadband in those areas so it is an honor with your support to
make that possible.

I thank the committee and its members for the opportunity to
testify and look forward to any questions you may have much.

Mr. WALDEN. We appreciate your testimony. Thank you again for
being here.

[The prepared statement of Mr. Adelstein follows:]
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Statement of Jonathan Adelstein
Administrator, Rural Utilities Service
United States Department of Agriculture

House Energy and Commerce Subcommittee on Communications and Technology

Chairman Walden, Ranking Member Eshoo, and members of this Subcommittee, thank you for
the opportunity to testify on the U.S. Department of Agriculture’s Broadband Initiatives Program
(BIP) and the progress on RUS-financed broadband investments under the American Recovery

and Reinvestment Act of 2009 (Recovery Act).

[ am pleased to report that the RUS Broadband I[nitiatives Program (BIP) is on track, creating
jobs, deploying new and improved broadband service, and proceeding as the Administration and

Congress expected.

The Recovery Act brought an unprecedented level of investment in rural infrastructure and
economic development. RUS was honored to administer major Recovery Act investments in
rural water and broadband infrastructure. These investments are already creating high-skilled,
high-wage jobs and will pay dividends to their communities and the nation in terms of further job
creation and faster economic growth for years to come. This infrastructure investment, which
has been a cornerstone of the Obama Administration’s economic recovery strategy, creates jobs
when projects are planned and built, additional jobs when these projects become operational and

again as these services are used by communities to spur further economic expansion.
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To maximize the “bang for the buck,” the agency used a portion of its budget authority
appropriated by the Recovery Act to make grants, loans and loan/grant combination awards. In
total for the broadband program, more than $2.33 billion in grants and $1.19 billion in loans were
made to 320 projects totaling over $3.5 billion. Of those 320 projects, 297 were for
infrastructure, 4 for satellite broadband service support and 19 were for technical assistance, the

majority of which went to tribal communities.

Grant dollars were targeted to those areas that were the in the greatest need of service and were
the most rural. Grant dollars were also used to leverage additional private investments in
broadband infrastructure projects. As the Recovery Act statute directed, RUS focused its efforts
to help communities gain “sufficient access to high speed broadband service to facilitate rural

economic development....”.

RUS broadband investments will connect nearly 7 million rural Americans, along with more than
360,000 businesses and more than 30,000 critical community institutions like schools, healthcare
facilities, and rural public safety agencies, to new or improved service. The projects funded will
bring broadband service to 2.8 million households, spanning across more than 300,000 square
miles in 45 states and 1 U.S. territory. These projects also overlap with 31 tribal lands and 125
persistent poverty counties, and they are estimated to create more than 25,000 immediate and

direct jobs for rural workers in a variety of industries.

Data provided by the U.S. Department of Education show that more than one million K-12

students attend school within areas served by BIP awards. More than 100 colleges and technical
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schools are located in areas served by BIP awards. Data provided by the U.S. Department of
Health and Human Services show that nearly 600 rural healthcare facilities are located in areas
served by BIP awards. All of these healthcare facilities will gain access to advanced broadband

services, which can expand the use of telemedicine and electronic medical records initiatives.

The response to BIP was tremendous. Our funding ratio was roughly only one in ten grants
approved. Tt was a rigorous competition with multiple checks to verify compliance with the
statute and regulations. There were a number of good projects which simply could not be
funded. We are hopeful that many of these applicants consider participants in our ongoing Farm
Bill broadband program and our Community Connect Grant program, and some are submitting

new applications to bring needed services to rural areas.

The Recovery Act funded two types of projects -- those that were immediate and those that were
transformative. Big infrastructure projects, whether done by telecommunications, water or
electric utilities, are transformative and take time to build out. Projects have to be carefully
planned, constructed and operated. All awardees must comply with federal and state
environmental, historic preservation and in some cases tribal or intergovernmental reviews that
often require significant consultation with the public. Large telecommunications projects, like
those financed under the Recovery Act, often take between three and five years to complete,

although many are able to move more quickly.

Winning an award in a competitive process is only the beginning. The agency’s scrutiny of

projects continues throughout the project’s life. Portfolio management is a rural development
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priority. Tough calls have to be made. That sustained level of vigilance, supervision and review
has led to the rescission of 36 Recovery Act awards. As a result, nearly $266 million has been

returned to the Treasury.

Before commencing BIP projects, recipients were required to execute RUS loan and grant
documents. They are also required to complete environmental and historic preservation reviews.
In order to receive loan and grant funds, or “advances,” under a loan or grant, the recipient
project must be fully compliant with these requirements and can only submit a request for funds

to the RUS staff after they are met.

RUS technical and financial staff reviewed the requests for advances to ensure that they comply
with the BIP requirements and are consistent with the budget and network system design
submitted and approved by RUS under the application process. Recipients generally determine
the timing of the loan/grant advances. Under the Recovery Act, contracts signed by awardees
require that all loan/grant funds must be advanced by September 30, 2015, or they will be
rescinded by RUS and returned to the U.S. Treasury. In light of the current economic climate
and the urgent need to put Americans back to work, the Administration directed agencies to
accelerate spending of the remaining Recovery Act funding. Accordingly, RUS and senior
USDA officials have repeatedly encouraged awardees to complete Recovery Act projects as
quickly as possible, and have asked each awardee for a schedule by which they expect to expend
funds and complete their projects. RUS field employees vigorously monitor the progress of

construction and compliance by recipients with BIP requirements,
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The vast majority of the BIP awards were obligated between March and September, 2010.
Projects are progressing well and within expectations. The RUS has worked closely with
Federal and state partners to complete required reviews and to address regulatory or processing

issues. The Agency is working closely with awardees to expedite project construction.

All of the 19 Technical Assistance awards have been fully disbursed.

The $100 million satellite broadband program has disbursed 68 percent of its funds to date to the

four satellite awardees.

Infrastructure projects, which are larger and more complex, are also progressing well. Nineteen
projects, representing $148 million in funding, have been completed. About $1.8 billion
construction contracts for projects are complete, in active construction or under coniract.
Because loan funds are released as projects progress, the pace of construction exceeds the pace
of reimbursement. We anticipate a vigorous level of activity as the spring construction season

opens in northern states,

Presently, approximately 7.5 percent of the projects representing over 4 percent of the funding
have not drawn any loan or grant funds. The agency is in regular contact with all awardees and
there are multiple reasons why these projects have not advanced far enough to draw funds.

Several projects are engaged in inter-agency and inter-governmental clearance issues related to

environmental reviews, rights of way and historic preservation.
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RUS is actively working with awardees, Federal partners and government entities to address
issues impacting completion of these projects, and being vigilant to ensure that projects remain

viable, Our goal is to make each award a success.

It is also vitally important that we build on the cycle of broadband investments in rural America,
which comprises over 75 percent of the total land mass of the United States, and is necessary for
all America to benefit from the full participation of rural America in our digital economy and

community.

Working as a team, the Rural Development mission area of the USDA has launched the Build
On/Build Out initiative which seeks to encourage thé continued expansion of broadband
capability in rural areas using our programs and our ability to bring people together and to help
rural businesses and community anchor institutions create new economic opportunity by using

broadband networks to create jobs and wealth.

Our current rural broadband expansion efforts were initiated through RUS’ other
telecommunications programs, including the Telecommunications Infrastructure Program, the
Rural Broadband Loan Program and the Community Connect Program. The traditional
telecommunications infrastructure program, authorized in 1949 under Titles IT and 11 of the
Rural Electrification Act, was created to ensure rural areas had access to reliable and affordable
telecommunications systems. Beginning in 1995, RUS required that telecommunications
borrowers be broadband capable to facilitate use of computer networks and information
highways for business, educational and medical services. Since 2009, this program has provided

broadband service to nearly half a million rural subscribers.
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The Rural Broadband Loan Program, first authorized under the 2002 Farm Bill and revised by
the 2008 Farm Bill, has provided broadband loans to independent telephone companies, cable
companies and broadband service providers. Community Connect grants are available to areas
completely lacking broadband service. The funds are used to build broadband infrastructure and
awardees are required to establish community centers that offer free public access to broadband.
In fact, on May 3, we just announced over $10 million in funding is now available for FY 2012

Community Connect awards.

These programs, with a combined portfolio of over $6 billion, help deliver affordable, reliable
advanced telecommunications services to rural communities—services comparable to that in the
rest of the United States. These USDA programs play a vital role in bringing broadband to rural

America.

One of the ongoing challenges in building broadband out in rural areas is determining the
financial feasibility and sustainability of the proposed service territory. It is important to ensure
the availability of sufficient revenue sources to make projects successful in accelerating
broadband service to underserved areas of the country. The Recovery Act gave priority in
funding service that would deliver a choice of more than one service provider, and to REA Act
Title 1l borrowers. Audits conducted by the USDA Office of Inspector General (OIG) of The
Rural Broadband Loan Program criticized the RUS for not maintaining its focus on rural
communities most in need of Federal assistance. The audit noted that “this is largely because its
definition of rural area, although within the statutory guidelines, was too broad to distinguish

between suburban and rural communities.” In addition to clarifying the rural definition, the OIG
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also recommended RUS create a management structure to approve and service the broadband

joans.

RUS appreciates our partnership with the USDA OIG to ensure that our programs meet their
étatutory objectives. All OIG concerns and recommendations in the report have been addressed,
and the audit was closed over a year ago. OIG is to be complimented on raising concerns with
the statutory definition of “rural” in the 2002 Farm Bill. RUS could not, without an act of
Congress, alter that statutory definition. Congress itself acted in the 2008 Farm Bill to revise the

definition of rural that has been fully implemented by RUS.

I am pleased to report that this Administration made no loans under the broadband program until

all OIG concerns and recommendations were addressed and all RUS final actions were accepted.

We have considerable challenges to address in providing broadband to rural communities that
involve difficult terrain, high costs associated with distance and topography, access to a skilled
workforce and the long term financial feasibility of small rural systems. While we continue to
see an explosion of technology that can increase access to health care, expand educational
opportunities and facilitate business activity, economic success will rely on robust broadband in

both urban and rural areas.

[ thank the Committee and its members for its continued interest in the Recovery Act and Farm

Bill broadband programs.
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Mr. WALDEN. Now we are going to hear from the inspector gen-
eral from the Department of Commerce, the honorable Todd Zinser.

Mr. Zinser, thank you for being here as well. We appreciate your
work and we look forward to your testimony.

STATEMENT OF TODD J. ZINSER

Mr. ZINSER. Thank you, Mr. Chairman, Ranking Member Eshoo,
members of the subcommittee, and thank you for the opportunity
to testify today about the Broadband Technologies Opportunities
Program and the challenges facing the program moving forward.

The BTOP program is currently funding 228 grants, totaling $3.8
billion. The grants were awarded in three categories. There are 120
infrastructure grants, which total more than $3.3 billion. This is a
approximately 88 percent of the program’s funding. Seven of these
grants, totaling more than $380 million, were awarded to fund
interoperable public safety network projects.

There are 65 public computer center grants, which total just
about $200 million, around 5 percent of the program’s funding, and
43 grants for sustainable broadband adoption, which total $250
million or around 6 percent of the program’s funding.

Since our testimony before the subcommittee last year, we have
examined NTIA’s program for monitoring its BTOP grants, looked
into one of the public safety grants and recently completed an audit
of how well NTIA is managing the matching share requirements
under the program.

This morning, we would like to highlight five issues concerning
the BTOP program. First is the rate of spending. BTOP spending
has improved since the end of the last fiscal year, from 20 percent
at the end of September 2011 to 42 percent as of the end of last
month. However, the disbursement rate of infrastructure grants,
including the public safety awards, remain critical watch items.
Many of these infrastructure projects, around 41 percent of them,
have spent 40 percent or less of their grant moneys and are at
some risk of not meeting spending deadlines.

One common problem causing project delays, outstanding envi-
ronmental assessments have been largely resolved. Nevertheless
these initial delays and other reasons, such as local permitting and
predeployment activities, still affect the likelihood of BTOP
project’s timely completion.

Second, while NTIA is addressing our recommendations to
strengthen its oversight, equipment procurement needs to become
more of a focus. We think that NTIA has been successful in estab-
lishing a BTOP program office and addressing the challenges such
a diverse program encounters. This past fall, we reviewed the agen-
cy’s award monitoring program and recommended ways NTIA can
improve the tools it uses to oversee the grants, including the need
to verify data provided by the grantee and closer tracking of those
projects that have schedule risks.

NTIA has responded with a number of corrective actions. As
BTOP continues, NTIA’s next focus should be whether or not the
equipment for these projects can be procured and deployed on
schedule and meet the specifications necessary to achieve intended
BTOP objections.
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Third, our issues concerning grant match documentation. Grant
match is an important Federal requirement. While Federal funding
for BTOP is $3.8 billion, the grantees have committed to providing
more than $1.4 billion in matching funds. We have issued a draft
report to NTIA. For the most part, we did not find significant prob-
lems with grantees’ matching shares, but we will be making rec-
ommendations to strengthen NTIA’s oversight of this area, espe-
cially with respect to how grantees account for and document their
matching shares and their financial records.

Fourth, NTIA has a new program called FirstNet which will im-
pact the seven public safety projects funded by BTOP. FirstNet is
the name given to the recently authorized first responder network
authority, which NTIA is charged with establishing. Presumably,
the seven BTOP public safety projects will need to transition to
FirstNet if they are deemed compatible. In doing so, those projects
will need to address issues with FCC spectrum waiver transfers,
long-term evolution technology purchases and extensions to project
deadlines associated with the BTOP grants.

Finally, Mr. Chairman, we wanted to inform the subcommittee
that we have requested a waiver from the provisions of the Dodd-
Frank legislation that requires Recovery Act funds be returned to
the Treasury if they are not obligated by December 31, 2012. We
requested a waiver because the Recovery Act funds transferred to
us to oversee the BTOP program are being used to pay the salaries
of investigators and auditors. Unlike grants or contracts, we cannot
obligate funds for salaries in advance. So we have requested a
waiver. Without the waiver, we will lose our dedicated funding 9
months before many of the projects funded by the BTOP grants are
even required to be finished.

As you know, Mr. Chairman, audit and investigative activities
can extend long after the completion of a project. While our com-
munications with the department and OMB have been positive, we
do not yet have a waiver, causing a great deal of uncertainty about
our future oversight efforts for BTOP. We also note in our testi-
mony that NTIA is facing funding issues for its oversight of the
program as well.

This concludes my statement Mr. Chairman.

I would be happy to answer any questions you or other members
of the subcommittee may have.

Mr. WALDEN. Mr. Zinser, thank you. Thanks for the work you do
and your colleagues.

[The prepared statement of Mr. Zinser follows:]
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Testimony of the Honorable Todd }. Zinser
Inspector General
U.S. Department of Commerce
before the House Energy and Commerce Committee
Subcommittee on Communications and Technology

May 16, 2012

Broadband Loans and Grants

Chairman Walden, Ranking Member Eshoo, and Members of the Subcommittee:

| appreciate the opportunity to testify today about our oversight of the Broadband Technology
Opportunities Program (BTOP), as well as the challenges the National Telecommunications and
Information Administration (NTIA) faces in overseeing a large and diverse BTOP award

portfolio.

The American Recovery and Reinvestment Act of 2009 (Recovery Act) provided NTIA
approximately $4.7 billion to establish BTOP. This competitive grant program provides funds
for deploying broadband infrastructure in unserved and underserved areas of the United States,
enhancing broadband capacity at public computer centers, improving access to broadband
services for public safety agencies, and promoting sustainable broadband adoption. BTOP

awards were made in three major areas:

* program infrastructure (comprehensive community infrastructure, or CCl), to provide
institutions such as schools, libraries, and medical facilities with internet connectivity,
including seven grant awards, totaling approximately $382 million, targeting 700

megahertz (MHz) interoperable public safety wireless networks;
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e public computer centers (PCCs), to establish-new public computer facilities or upgrade
existing ones to provide broadband access to the general public or specific populations
such as low-income individuals, the unemployed, seniors, children, minorities, and

people with disabilities; and

'« sustainable broadband adoption (SBA), to foster broadband Internet usage and adoption,

including among specific populations traditionally underserved by this technology.

Table | provides a summary of BTOP funding:

Table 1. BTOP Funding

| Rescission

| Cancelled, modified, or terminated awards

Source: OIG, based on NTIA data

*includes transfer to OIG, transfer to Federal Communications Commission, and NTIA
adrministrative expenses (figures have been rounded)

At the conclusion of the BTOP award process on September 30, 2010, N'TIA had awarded 233
grants. As of April 30, 2012, the total number of BTOP grants decreased from 233 to 228 due
to grant cancellations, modifications, and terminations, which resulted in approximately $127

million returned to the U.S. Department of the Treasury (see table 2).
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Table 2 BTOP Grants

_ Portion of -
Federal Fund
Awairded

Source: OIG, based on NTIA data

Thie Recovery Act also established a central role for Offices of Inspector General in monitoring
their agencies’ use of funds to prevent fraud, waste, and abuse. To date, our oversight efforts
have assessed the establishment, implementation, and program operations of BTOP: this
includes 6 reports and 29 recommendations developed to improve the administration of BTOP
and monitoring of approximately $4 billion in grant awards. Additionally we have provided
training and established a formal complaint intake and analysis process. We currently have three
open BTOP audit engagements, including an audit of BTOP grantees’ matching share, NTIA’s
management and oversight of its contract for BTOP administration, and BTOP subrecipient
monitoring. (Please see appendix for further details.) These, along with our Department-wide
Recovery Act review of lessons learned, comprise our most immediate efforts to anticipate and

address NTIA’s ongoing challenges in administering the program.
Given the complex BTOP grant award profile, there are a number of challenges that now
confront BTOP. My testimony will address these challenges, which include:

1. Slow awardee spending could result in unfinished grant projects;

2. NTIA Is addressing program office monitoring issues but additional monitoring of

equipment procurement may be needed;

3. Issues with awardee grant match documentation require closer NTIA oversight;
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4. NTIA needs to assess the impact that the recently established First Responder Network

Authority (FirstNet) program may have on existing BTOP public safety projects; and

5. Funding questions about 2013 and beyond raise concerns over continued BTOP

oversight.

{. Slow Awardee Spending Could Result in Unfinished Grant Projects

In my November 201 | testimony to the House Subcommittee on Investigations and Oversight

(Committee on Science, Space, and Technology), | reported that slow Recovery Act spending

posed a challenge. Although overall BTOP disbursement increased from 20 percent (September

30, 2011) to 42 percent as of April 30, 2012, spending—particularly with infrastructure

projects—continues to lag. Figure | below provides a summary of BTOP disbursements

through April 30, 2012.

Figure 1. BTOP Disbursements by Project Type (as of April 30, 2012)
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The July 2009 and January 2010 notice of funds availability (NOFA) required that all BTOP
projects.be fully completed within 3 years of the grant issuance and all BTOP grants be awarded
by September 30, 2010. Since the first BTOP grants were awarded in December 2009, the
forecasted completion dates range from November 2012 to September 2013, Also subsequent
to December 2009, the Office of Management and Budget (OMB) has issued memorandum
OMB M- |-34, stating that federal agencies “should work collaboratively and tiansparently with
redpients of discretionary Recovery Act grants to accelerate the spending rate for all awarded
funds while still achieving core programmatic objectives.” In this September 15, 2011,
memorandum, OMB directs federal agencies to “establish aggressive targets, consistent with
programmatic objectives, for outlaying remaining funds. . . . [and] take steps to complete
Recovery Act projects by September 30, 2013.” While it aims to “accelerate the spending rate
for all awarded funds while still achieving core programmatic objectives,” OMB's directive does
allow for deadline extension waivers where complex environmental review, the long-term
nature of programs, or other special circumstances or contractual commitments prevent

adjusting the timeline for spending.

Table 3 below provides additional details on projects with spending levels at 40 percent or less.
With approximately |8 months or about one-half of the 3-year grant life remaining, those
projects that have spent 40 percent or less of their grants present a higher risk of not meeting

their spending deadlines.
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Tabie 3. BTOP Grants with Spending Less Than
or Equal to 40 Percent (as of April 30, 2012)

Number | }%s"tism of
of | Types
| Grants | Total Grants

Project
Type

Source: U.S. Department of the Treasury,
Automated Standard Application for Payment

Spending delays result from multiple causes, For example, special award conditions included in
CCl awards require that an environmental assessment {EA) conclude prior to the start of
construction, In our November 2011 BTOP award monitoring audit report, we noted that 118
BTOP grants required an EA and, at September 30, 2011, 12 awards continued to have
outstanding EAs, Although all but one EA are now complete, the initial delay continues to affect
the progress of BTOP projects. Additionally, in its March 2012 Quarterly Program Status Report,’
BTOP reported to Congress that local permitting and agreements for predeployment activities
have caused implementation schedule delays for some grant awards, including public safety

awards.

2. NTIA Is Addressing Program Office Monitoring Issues but Additional Monitoring

of Equipment Procurement May Be Needed

NTIA has overcome significant challenges in setting up and administering the BTOP program
and continues to face challenges in overseeing such a diverse program. Given BTOP's complex
grant portfolio and recipient profile, continual monitoring of the program and technological

challenges becomes essential to ensuring $3.8 billion in federal funds are safeguarded. In our

! National Telecommunications and Information Administration, March 2012. Broadband Technology Opportunities
Program (BTOP} Quarterly Program Status Report. Washington, DC: NTIA, 12,
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November 2011 BTOP award monitoring report, we determined that NTIA had taken steps to
establish a comprehensive BTOP award oversight framework. However we also provided
recommendations for improving internal controls over monitoring activities, including that

NTIA:

e strengthen the federal program officers” (FPOs’) monitoring efforts—by revising the FPO
handbook to guide the performance of due diligence on seemingly inconsistent recipient
information, as well as reinforcing the importance of following up on unresolved issues;
streamlining site visits to provide additional time for onsite inspection of project
progress and verification of source documents; and conducting FPO training to ensure

consistency in the use of monitoring tools and execution of monitoring activities;

* work with recipients at risk of not meeting award progress and completion requirements—by

helping them develop action plans that aim for revised completion dates; and

o develop alternative strategies for those awards that will not be able to satisfy award terms—

possibly including project extensions or rescopings.

Implementing recommendations such as these improves NTIA’s ability to ensure that operable
broadband systems are deployed nationwide with financial integrity and in the spirit of the
program’s intent. NTIA submitted a responsive action plan to our report and has already taken

a number of corrective actions.

As NTIA continues to implement our recommendations on program monitoring, we have
identified grantee equipment procurement and installation as areas for NTIA to monitor.
Approximately $3.4 billion in grants have been awarded to infrastructure projects, with 60

percent of spending remaining. With a large portion of those funds being spent on equipment
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procurement and deployment, it becomes even more important to ensure that the equipment
works and meets the intended objectives of BTOP. Based on the BTOP NOFA, it is our
understanding that the equipment will meet the minimum technical requirements for broadband
data rates: at least 768 kilobits per second (kbps) downstream and at least 200 kbps upstream
to end users. OIG will continue to monitor equipment procurements and testing closely; our
FY 2012~13 audit plan identifies effective implementation of technology as an important area

for review.

3. Issues with Awardee Grant Match Documentation Require Closer NTIA

Oversight

In April 2011, we initiated an audit to determine whether NTIA has processes in place to
monitor BTOP recipient match and verify that match contributions meets federal administrative
requirements. Since then, we have completed our interviews and testing; identified
improvements needed to strengthen NTIA’s monitoring of BTOP grant match; and issued our
draft report. Qur findings include: (1) PCC and SBA grantees do not receive the same detailed
match review as CCl projects; (2) grantees permitted a contractor and a subrecipient to access
cash drawdowns through the U.S. Department of the Treasury; (3) grantees did not record the
grant match in the financial records; and (4) some grantees were behind schedule in

contributing their nonfederal match,

NTIA's review of all CCl infrastructure match budgets has identified and addressed many
potential match issues, However, its review of PCC and SBA match budgets is not as extensive

and does not include all relevant grants. Since PCC and SBA awards have lower award amounts
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that might not meet the grantees’ independent auditors’ testing thresholds, match issues may

not be identified in a timely manner if NTIA does not address them.

Additionally, BTOP grant recipients are required to contribute and expend nonfederal matching
share at the same general rate as they spend federal funds (i.e,, proportionaily). NTIA also
tracks federal and nonfederal spending quarterly. As of December 30, 2011, 49 grant recipients
had not met proportionality requirements (see figure 2). It is important that match funds are
contributed in proportion to drawdowns, to ensure that projects are appropriately funded

throughout their development and remain on schedule.

Figure 2. Status of Match Spending (as of December 31, 201 1)
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Source: OIG, based on NTIA data

We also reviewed BTOP award recipients’ processes for drawing down federal funds and found
that 2 of the 25 recipients we reviewed allowed third parties (a contractor in one instance and
a subrecipient in the other) to draw down funds, which increases the risk of funds

misappropriation. Because of the increased risk, NTIA should ensure award recipients are



48

aware of the issue and are monitoring the drawdowns appropriately. Table 4 provides a

summary of the drawdowns that occurred.

Table 4. Treasury Cash Drawdowns ‘ad‘e by Entities Other Than Grantee

} " Total Draw wn Numhe' " Duration
as of September 30,2011 of 3 of :
| {in millions). - - i Drawdowns U Drawdowns §

$7:

g Project Type
{OIG tested)

Source; OIG analysis, based on NTIA and U.S. Department of the Treasury,
Automated Standard Application for Payment

4. NTIA Needs to Assess the Impact that the Recently Established First Responder
Network Authority (FirstNet) Program May Have on Existing BTOP Public Safefy

Projects

The passagé of new legislation requiring NTIA to establish an interoperable nationwide public
safety broadband network (PSBN) while continuing to oversee BTOP will place additional
requirements on NTIA, increasing program risk. As we track the establishment of FirstNet, its

impact on key BTOP public safety projects should be closely monitored.

dn February 22, 2012, Congress enacted the Middle Class Tax Relief and Job Creation Act of
2012 (P.L. 112-96), reallocating the D-block spectrum and $7 billion in funding to NTIA for the
establishment of an interoperable nationwide PSBN. Specifically, the law réquires NTIA to
establish an independent authority called the First Responder Network Authority (FirstNet) to
(a) administer the D-block and existing public safety spectrum and (b) oversee the

éstablishment and deployment of the PSBN.
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Several BTOP projects involve networks simitar to FirstNet's PSBN; as a result, our BTOP
oversight helps us anticipate issues and concerns that could potentially arise with FirstNet. We
have been closely following the progress of BTOP's seven existing public safety grant awards
(totaling $382 million), having already reviewed the BayWEB grant in a report issued May 2011
and a memorandum issued in January 2012. These seven large, complex infrastructure projects

have already faced multiple deployment challenges, resulting in slow awardee spending:
¢ the Adams County (Colorado) Communications Center, Inc. (ADCOM)
e the city of Charlotte, North Carolina (CharMeck Connect)
» the Executive Office of the State of Mississippi (MESHNet)
« the Los Angeles Regional Interoperable Communications System (LA-RICS)
* Motorola, Inc. (in the San Francisco Bay area)
e the New Jersey Department of Treasury
¢ the New Mexico Department of Information Technology)

Causes include delays in EAs, vendor selection, design modifications, and establishment of
governance structure. Figure 3 below depicts the federal fund amounts and the spending rates
as of April 11, 2012, for these projects; only one of the projects has spent more than 50

percent of its federal funds.
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Figure 3. Disbursement (by Percent) of BTOP Public Safety Grant Funds
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If deemed compatible, FirstNet will integrate the progress achieved by the seven public safety

grantees into the PSBN (see table 5):

Source: NTIA BTOP infrastructure project reports;
sea hupiiwwwntia.docgoviawards

Given the complexity and time requirements of PSBN, it will take FirstNet several more
months to establish technical guidance, as well as rules and regulations, NTIA has informed OIG
that it has asked all seven BTOP public safety projects to halt all long-term evolution (LTE)

deployment activities while it establishes program requirements to avoid any waste of federal
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funds. All seven projects currently are at risk of not completing by September 30, 2013, unless

they transition to PSBN. As NTIA analyzes this issue, some potential areas of impact we

anticipate are:

.

FCC spectrum waiver transfer to FirstNet. The public safety network grantees were
required to obtain a waiver from the FCC to gain a license to operate on the 700 MHz
spectrum, Existing spectrum waivers will need to transfer to FirstNet, which will hold
one license for the whole public safety spectrum. The existing seven projects will need

to re-apply for the waivers from FirstNet.

LTE equipment purchases halted. In an effort to avoid waste of funds, NTIA has asked
BTOP public safety awardees to halt any future equipment purchases in light of
upcoming directives from FirstNet containing network-related guidance. Three of the
seven grants (i.e., ADCOM, CharMeck Connect, and MESHNet) already have received

LTE equipment.

Grant deadline extensions. NTIA officials are seeking extensions from OMB on BTOP
grant deadlines for the seven public safety awards so that halting LTE efforts will not

jeopardize federal funding,

With so much significant spending on public safety equipment procurement and deployment, it

is imperative to ensure that the equipment works and meets the intended BTOP objectives.

OIG continues to oversee NTIA efforts to ensure it can monitor grantees' equipment

procurements.
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5. Funding Questions About 2013 and Beyond Raise Concerns Over Continued

BTOP Oversight

Finally, Mr. Chairman, we would like to inform the Subcommittee that we have requested a
waiver under section 1306 of the Dodd-Frank Wall Street Reform and Consumer Protection
Act, which requires unobligated Recovery Act funds be returned to the U.S. Department of the

Treasury on December 31, 2012,

Recovery Act funds were transferred to OIG to fund oversight of BTOP. Howéver, OIG has
managed its BTOP budget so that it will have funding necessary to pay for FY 201315 salaries
and expenses of auditors and investigators. These expenses cannot be obligated in advance.
Without a waiver, OIG will lose its dedicated funding for BTOP oversight up to 9 months
prior to the projected September 30, 2013, completion dates for the last BTOP projects, and
even longer before project closeout procedures are completed. Our future BTOP oversight
plan includes a combination of program audits and targeted audits of risky grants. In addition,
we are responsible for investigating and resolving complaints of wrongdoing made against BTOP

award recipients, for which we have established a formal complaint monitoring process.

On January 17, 2012, a request for a waiver for five Offices of Inspectors General was
submitted to the President Sy the Council of Inspectors General on Integrity and Efficiency.
While our communications with OMB have been positive, the request awaits OMB’s decision.
That it has not yet been approved by the President requires us to proceed with a degree of
uncertainty, which has a significant impact on OIG's FY 2012 operations and FY 2013 planning.
Given the Subcommittee’s interest in oversight, we wanted to raise your awareness of this

issue.
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Additionally, while OIlG is not in a position to speak to the Administration’s budget request for
NTIA oversight, that agency also faces challenges in funding the oversight of BTOP's
responsibilities. As BTOP project completion dates for recipients approach, NTIA must
continue monitoring awards. Recent NTIA reports concerning those grants with two-thirds
completion deadlines of February 29, 2012, indicated that half may not meet the deadline
because of slower spending. If this trend of project delays continues, NTIA may need to
consider granting no-cost extensions or cancelling projects; this underscores the importance of

continued oversight.

In conclusion, Mr. Chairman, for FY 2012 and beyond, these complex grant implementation
issues present BTOP with many and unique challenges, particularly to NTIA's administration
and oversight of this important program. The subcommittee’s continued attention and oversight
are important. For the Department to ensure effective implementation of BTOP, especially in
light of fulfilling OMB and legislative requirements, CIG and NTIA will require Congress to
continue your oversight efforts. This concludes my prepared statement, and | will be pleased to

respond to any questions you or other Subcommittee members may have.
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Appendix

O1G BTOP-Related Testimony, Reports and Memorandums, Works in Progress,

and Training

OIG’s BTOP oversight efforts began immediately after passage of the Recovery Act. Our
ongoing monitoring activities include: tracking grant recipient spending, reviewing quarterly
progress reports submitted by recipients, attending BTOP biweekly meetings to learn updates
on program status, attending quarterly meetings with contractors providing program services,
reviewing single audit and program-specific audit reports (as well as complaints), and responding
to BTOP program office questions. Further, our outreach efforts have resulted in 52 total
training sessions, reaching more than 3,100 program staff and grant recipients with more than

3,300 total training hours. For further detail, see table below:

Table A. OIG Oversight of BTOP (2009-Current)

| n Update ‘ Committee on Stience, Space, and Technology
| on Accountability, Transparency, | November 30, 2011 | Subcommittee on Investigations and Oversight
and Performance (O1G-12-012-T) (U.S. House of Representatives)
] Committee on Energy and Commerce

. ARRA Broadband Spending
| (OIG-11-019-T)

Related Reparts and Memorand

February 10, 2011 | Subcommittee on Communications and Technology
(U.S. House of Representatives)

N B
. Misrepresentations Regarding » “[Mlake 2 determination whether the corrective

Project Readiness, Governance : actions underway by the grantee and political
. Structure Put at Risk the Success of | 10, 2012 jurisdictions are sufficient to overcome the
 the San Francisco Bay Area | January 10,20 defects in the initial application”
- Wireless Enhax.wced Broadband ~ » “[With the Department,] gather lessons learned
(BayWEB) Project (OIG-12-016-M) . from this award to employ on other BTOP and

future grant programs”
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Related Reports and Memorandums (continued)

NTIA should
» Take prompt steps to strengthen federal
program officers’ monitoring efforts
« Verify source documentation as part of its
monitoring efforts

Strengthen its monitoring tools’ internal control

NTIA Has an Established capabilities
. Foundation to Oversee BTOP ol id for recini h
| Awards, But Better Execution of November 17, 2011 mprove guidance for recipient matc
| Monitoring Is Needed documentation during site visits
- (O1G-12-013-A) » Help recipients at risk of noncompliance with

award progress and completion requirements to
revise completion dates, request project
extensions, or rescope projects

Incorporate continuous trend analysis into its
award monitoring process

* ldentify oversight strategies for all funding levels
NTIA should: o

« Ensure independent review of complaints and
document responses and results

o Develop policies and procedures for timely
| response to complaints, including the
Review of BTOP Award for the communication of issues with OIG

San Francisco Bay Area Wireless
Enhanced Broadband (BayWEB)
Project (OIG-11-024-1)

May 6, 2011 o Emphasize for BTOP staff the importance of
communication with the grants office when
responding to complaints

* Ensure, when monitoring awards, that equipment
is valued at cost (consistent with cost principles)

o Direct BTOP to promptly communicate potential
problems or deviations to the grants officer

. NTIA should:
: ] | » Manage the future lack of funding for BTOP by
- Broadband Program Faces : | developing alternative approaches to monitoring
| ] N | d igh
‘ Uncertain Funding, and NTIA Needs " November 4, 2010 | and oversight
| o Strer'wgthen fts Post-Award j | » Ensure that agreements with other agencies,
Operations (OIG-11-005-A) ! | manuals and guidance, training and development,

and monitoring procedures are clearly
documented and fully adhered to
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Related Reports and Memorandums k:méwe}

NTIA Must Continue to Improve its
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NTIA should:
* Create a staffing plan that outlines the necessary

management resources and adjusts to key

positions lost

Develop and implement documientation policies .

and procedures

Have in-house counsel document arising program

“Management and Timely Execution
of $4.7 Billion Broadband
Technology. Qpportumtves Program

Raiatﬁd Wcsrk:; in Progr ess ‘

NTIA's Processes for Broadband
Technology Oppcrtumtxes Program
“(BTOP) Grantees'-Matching Share

Award Process for its Broadband April 8,200 issues and opinions from the Department’s
Grants Program: (ARR-19842-1) Office of General Counsel
» Supplement reviewing staff to address
unforeseen delays
» Develop procedures for monitoring recipients at
risk of experiencing delays in completing post-
. awdrd NEPA requirements
NTIA Should Apply Lessons NTIA should:
- Learned from Public Safety o Seek t6 extend program office funding to ensure
Interoperable Communications proper oversight
Program to Ensure Sound March 31, 2009 e Use joint peer reviews before making grant

awards

¢ Complete a prompt environmental assessment of

Determine whether as adequate processes in place to ensure
BTOP grantees’ matching shares of approximately $1.4 billion meet both
administrative requirements and the terms and-conditions of the individual
awards

Management and Oversight of the
Booz Aller Hamilton BTOP
Contract

| payment processes; and (3) how NTIA mitigates risks associated with time
. and material contract and task orders

Determine (1) how NTIA ensures the receipt and quality of the goods and
services they pay for; (2) what specific controls exist to verify invoices dnd

BTOP Subrecipient Monitoring

I Assess whether all subrecipients have been identified and properly classified
| and determine whether adequate controls are in place to ensure effective
. subrecipient monitoring and compliance with award terms and conditions

i Recovery Act Lessons Learned

§ Sciocred Trainings

. As part of a federal government-wide Recovery Accountabifity and

. Transparency Board initiative, identify actiohs, mechanisms, and processes
| federal agencies used that were effective for implementing and

- administering Recovery Act programs—as well as those that were

. obstacles to successful Recovery Act programs (particularly relacmg to the
{-overarching goals of transparency and accountability)

BTOP October 6, 2011 | Grant recipients (mixed local, state, nonprofit)
State Broadband Data Initiative April 28,2011 | NTIA staff; awardees
Subrecipient Monitoring February 3, 2011 | NTIA staff; awardees
Fraud Prevention Various NTIA staff; awardees
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Mr. WALDEN. Mr. David Gray is up next. He is the deputy OIG
for the U.S. Department of Agriculture, and happy 150th birthday
to the Department.

STATEMENT OF DAVID R. GRAY

Mr. GraY. Thank you. Good morning, Chairman Walden and
Ranking Member Eshoo, and other members of the subcommittee.
I appreciate the opportunity to appear before you today and talk
about our oversight work of the Department of Agriculture and
RUS’s broadband grant and loan programs.

Our inspector general appeared before you last February of 2011
and spoke about the audits that we had performed in 2005 and
2009 of the RUS’s administration of its regular broadband loan pro-
grams.

In those audits, we found that RUS was funding projects and
communities that were close to major metropolitan areas. We also
had concerns over the funding of projects in areas with preexisting
broadband service.

At the time of our second audit, RUS was soon to receive the
$2.5 million under the Recovery Act to implement BIP. Following
our meeting with the subcommittee, we began a two-phased audit
work. The first phase focuses on the controls that RUS had in place
pre-award, and our second phase audit focuses on its post-award
controls.

Our first phase audit should be complete this September, and the
second phase audit should be completed by the end of December or
hopefully before then the end of December.

We expect that our current work will identify some of the same
issues as our prior audits as they relate to BIP specifically. How-
ever BIP differs from the existing and prior broadband programs
significantly. For one thing, they received significantly more money
than any previous RUS broadband program.

Also, because BIP was a new program, it was necessary for RUS
to define and interpret key statutory criteria including, to what ex-
tent served areas should be rural and which areas should receive
priority? For our audits, we selected a statistical sample that al-
lows us to provide a broad perspective and to provide nationwide
analysis.

Our sampling for both phases include a selection from all three
of the projects that BIP funds, interest, infrastructure, satellite and
technical assistance programs projects. Because RUS’s interpreta-
tion of the Recovery Act policies will shape how it administers BIP,
we will be looking to make sure that these definitions, terms and
usages meet the purpose of the Recovery Act and the Recovery Act
funds are used as intended to benefit rural areas and communities.

We are committed to working with RUS to ensure that these
broadband programs and operations fulfill their important missions
as intended.

This concludes my written statement. Thank you, again, for in-
viting me, and we are happy to answer any questions.

Mr. WALDEN. Mr. Gray thank you for your testimony and for the
work that you and your colleagues do.

[The prepared statement of Mr. Gray follows:]
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Good morning, Chairman Walden, Ranking Member Eshoo, and Members of the
Subcommittee. I thank you for inviting me to testify before you today to discuss the
Office of Inspector General’s (O1G) work to help improve oversight of the Department of
Agriculture’s (USDA) broadband grant and loan programs.'

Since 2001, the Rural Utilities Services (RUS) has administered broadband programs to fund
projects intended to provide broadband service to rural communities, particularly those that may
not otherwise have access to this important communications technology. As partof OIG’s
mission to promote the efficiency and effectiveness of USDA’s programs, we assessed RUS’
administration of USDA’s broadband programs to ensure that these programs meet their intended
purposes and benefit those needing broadband service.” We are currently undertaking work to
evaluate RUS’ program operations for USDA’s Broadband Initiatives Program (BIP), which
received $2.5 billion in funding with the passage of the Recovery Act.® While this program
differs from prior broadband grant and loan programs in some regards {discussed in more detail
below), it shares a common goal to expand and provide access to broadband service for those in

rural areas across the Nation.

Prior Audits of USDA’s Broadband Grant and Loan Programs

As our past audit work shows, RUS has not always maintained its focus on providing broadband
service to rural communities without existing access to broadband service. When we first
reviewed RUS’ administration of broadband programs in 2005, we found that its definition of
“ryral communities” did not distinguish between rural communities and affluent suburbs near
major metropolitan areas.® This led to RUS issuing loans to provide broadband service to

64 communities within a few miles of major cities, We also reported that RUS devoted
significant resources to funding service in areas with preexisting broadband service, even though

the law establishing the program emphasized that funds should first be used for expanding

! In this testimony, we will refer to USDA broadband grant and loan programs collectively as “broadband
programs.”

% Qur audits covered the period from October 2000 to June 2008.

* American Recovery and Reinvestment Act of 2009, Public Law No. 111-5, Division A, Title I, dated February 17,
2009. .

4 “Rural Utilities Service Broadband Grant and Loan Programs,” 09601-0004-Te, dated September 30, 2005.

1
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services to communities with no broadband service.” We questioned whether RUS should be
loaning money for competing services when the areas they serve might not be able to reasonably
support multiple broadband service providers. Our findings, which included defaulted loans,
incomplete applications, and grant funds used for inappropriate purposes, caused us to question
$340 million of the $599 million in grants and loans we reviewed. We consequently
recommended that the agency improve its administration of the broadband programs and focus

its resources on rural communities without preexisting broadband service.

At the request of Congress, we conducted a followup audit in 2009 to determine if RUS had
taken sufficient corrective action to address these issues and found that the agency continued to
provide questionable loans to providers near very large cities or in areas with preexisting
service.® At that time, RUS was soon to receive $2.5 billion in Recovery Act funds to implement
this broadband initiative, and we expressed concern that RUS’ broadband programs may not
have controls in place to meet the objectives of the Recovery Act and properly administer

associated funding.

Current RUS Broadband Work

Given the seriousness of the issues raised by our prior audits and shortly after our meeting with
this Subcommittee last year on February 10, 2011, we initiated further audit work to look
specifically at Recovery Act BIP grants and loans to assess the effectiveness of RUS’ corrective
actions and to evaluate whether RUS had controls in place to meet the purposes of the Recovery
Act and its program objectives. We coordinated with the Government Accountability Office,
which performed a multi-department review of Recovery Act broadband grants and loans, as
well as the Department of Commerce (DOC) Office of Inspector General, which has performed
audits of DOC’s Broadband Technology Opportunities Program in two phases. Our current
work is similarly divided into two phases: fieldwork is near completion for the first phase, which
focuses on the controls RUS had in place prior to awarding grants and loans; and we have started

the second phase, which focuses on RUS’ post-award controls. Because BIP’s focus was to fund

* Amendments to the Distance Learning and Telemedicine Program, Public Law 106-387,114 Stat. 1549A-22, dated
October 28, 2000.
S “Rural Utilities Service Broadband Grant and Loan Programs,” 09601-0008-Te, dated March 31, 2009.

2
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grants and loans to provide broadband service in rural areas, our work will take up some of the
same issues as our ptior audits. However, BIP differs from prior programs in significant ways,

which we have also considered in our audit methodology.

As part of the Recovery Act’s efforts to boost the economy nationwide, Congress provided BIP
with significantly more funding than other USDA broadband programs. For instance, in fiscal
year (FY) 2008, according to RUS, it obligated about $453 million to 38 broadband grants and
foans.” By contrast, by the end of FY 2010, RUS reported that BIP awarded 320 grants and
loans in 46 States and territories for a total of $3.5 billion.® RUS utilized a contractor to address
more than 2,000 BIP applications in two rounds of funding. Additionally, the agency divided
projects according to three types: infrastructure projects (which included last mile projects to
provide service to end-users and middle mile projects to establish necessary infrastructure to
make broadband connectivity possible); satellite projects to provide satellite broadband to rural
areas; and technical assistance projects to plan the future development of broadband

infrastructure.

We selected projects to review according to a statistical sample, which enables us to review
program operations from a broad perspective and provide nationwide analyses. Our statistical
sampling for both phases includes selections from each of the three project types. Of the

320 awards,’” we selected 86 for review that are spread across 22 geographic locations.'® In our
first phase of work we are also reviewing how RUS managed the high volume of applications
and handled approvals, its controls over contractor reviews, and its coordination with DOC’s

similar Recovery Act efforts.

Because BIP was a new program rather than an extension of prior and existing broadband
programs, RUS had to define and interpret key statutory broadband criteria, including to what
extent served areas should be rural and which areas should receive priority. The Recovery Act

stipulated that at least 75 percent of service areas be rural areas without sufficient access to high

7 $438 million was obligated to 13 loans, and $15 million to 25 grants.

8 USDA Broadband Initiatives Program Awards Report, “Advancing Broadband: A Foundation for Strong Rural
Communities,” dated January 2011.

° « Awards™ refers to loans, grants, and loan/grant combinations.

' Of the 86 awards, 2 were ultimately rescinded.
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speed broadband to facilitate rural economic development. It also required that RUS give
priority to projects that would deliver broadband service to the highest proportion of rural
fesidents without access and projects that would provide end-users with a choice of more than
one service provider."! OIG’s audits will look at several of RUS’ program-level changes—
particularly how RUS defined “underserved” and “unserved”'*—to ensure that BIP grants and

{oans are awarded and that funds are used for intended purposes.

With BIP, RUS policies allowed overlapping broadband coverage, a practice that, as we have
noted before, could lead to RUS encouraging competition rather than expanding service to areas
without any broadband access. Such competition could even result in RUS-funded providers
failing due to too much competition in markets where there is little demand. In prior broadband
programs, to prevent competition among existing or previous loan or grant recipients, RUS
generally did not fund additional projects in areas where a RUS loan or grant recipient was
already providing broadband service. Similarly, the 2008 Farm Bill broadband programs did not

fund service in areas where three or more providers were already present.

However, BIP did not have these limitations. In round one, RUS allowed applications to be
approved for any eligible service area—regardless of possible overlap with existing RUS loan or
grant recipients’ service areas. In round two, RUS did prohibit overlapping service areas of prior
RUS grant or loan recipients and BIP round one providers. However, RUS allowed “de
minimis™ geographic overlap between BIP service areas in each of the funding rounds. " While
our work is still ongoing, we are assessing the impact these policies may have on rural

broadband coverage.

Because RUS” interpretations of the Recovery Act’s policies will shape the effectiveness of its

program administration, we will be looking to make sure that these definitions, terms, and usages

"I American Recovery and Reinvestment Act of 2009, Public Law No. 111-5, Division A, Title 1, dated

February 17, 2009,

12 Notice of Funds Availability 1, 74 Federal Register 33109, dated July 9, 2009; Notice of Funds Availability 2,
75 Federal Register 3825, dated January 22, 2010,

¥ RUS’ internal guidance limited overlap within the first round to 10 percent. Notice of Funds Availability 2
limited overlap within the second round to 25 percent and prohibited overlap between the first and second rounds.

4
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meet the purposes of the Recovery Act, and that Recovery Act money is reaching the rural
population it was intended to serve.

Conclusion

0IG’s work is designed to help USDA enhance program performance and efficiency by
identifying potential areas of concern. OIG is committed to working with RUS to ensure these

broadband programs and operations fulfill their important missions as intended.

This concludes my written statement. I thank you again for the opportunity to testify today

before the Subcommittee and would be pleased to address your questions.
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Mr. WALDEN. I will start out with some questions I have.

First, without objection, I would like to submit for the record this
article from the West Virginia Gazette regarding some spending
under the BTOP grant.

[The information follows:]
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5/16/12 Firm to audit W.Va. broadband stimulus spending - News - The Charleston Gazette - West Virginia Ne...

the Charlestony {I’ e iwiﬂﬁcvw
‘ ;'a Zﬁ‘ ‘e wvgazette.com
)

May 7, 2012 o Recommend 1
Firm to audit W.Va. broadband stimulus spending
By Eric Eyre

CHARLESTON, W.Va, — A consulting firm has been tapped to review how state officials are
spending move than $126 million in federal economic stimulus funds to expand high-speed
Internet in West Virginia, state Commerce Secretary Keith Burdette said Monday.

“At the end of the day, [ suspect we've made some mistakes,” Burdette said. "I'm reading stuff in
your storfes and learning stuff in the process,”

Farlier this week, the Gazette reported that the state of West Virginia is usiog $24 million in
stimulus money to put more than 1,000 high-powered Interpet reuters in small lbravies,
elementary schools and health clinies, even though the equipment is designed to sexve major

research universities, medical centers and large corporations.
The routers cost $22,600 each,

"1f those routers are bigger than we need, then we need to figure out what do we do aboent it,"
Burdette said. "Where do we go from here? Let's figure out how we can use them.”

Tn March, the state Department of Commerce hived Fairfax, Va.-based ICT International to
analyze West Virginia's existing broadband infrastructure and to provide advice to Burdette and

the governar's office.

ICF's assignment has been expanded to include a review of the $126.3 million federal stimulus
grant, Burdette said. The review is expected to include a financial andit.

"We need guidance from folks who aven't trying to sell us something,” Burdette said.
Burdetie said he doesn't want the consultants to point fingers and dwell on past decisions.

Instead, Burdette said TCF's consultants would be asked to provide a roadmap to help the state

maxinmize the stimulus money and improve broadband aceess across West Virginia.

*1 dow't want to spend a lot of time on things we cannot change,” Burdette said. "If we made

saistakes, then we need to look at how do we take lemons and muke lemonade.”

In March 2010, the state received a $126 million federal stimulus grant to bring fiber optic cable
s. health-cave facilities. state police detachment, 911 dispatch centers, county
courthouses, jails and Hbraries. It was the largest federal broadband award given to any state.

to schools, ibr;

*The grant appheation was put together in record time,” Burdelte said. "1 don't know if the
decisians were the right ones or the wrong ones, [ want somebody to come inand say, "This Is what

has taken place and this is what we should do.

The state purchased the Cisco series 3945 routers in July 2010, even though a state Office of
Technology administrator warned that the pricey devices "may be grossly oversized,” according
o an email obtained by the Gazette, Department of Education and Library Commission officials
alsa raised questions about the size of the routers.

Burdette said, in hindsight, state officials should have hired a Htanlt before g
Ih

and starting the b d expansion project.

"1 we: had an independent consultant to help us with our decisions at the very beginning, we'd all

be smarter,” Burdette said, “We probably should have had someonc like ICF at the front end.”

Burdette said [CF is expected to issue a report about West Virginia's use of the $126.3 miltion
grant in 30 to 90 days. The state must finish the broadband expansion project by February 2013

wvgazette.com/News/201205070200
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§/16/12 Firm to audit W.Va, broadband stimulus spending - News - The Charleston Gazetts - West Virginia Ne...

or risk losing wispent funds.

“This thing is pretty far down the pike,” Burdette said. "[f there are things we need to do, we need
to know pretty quickly, At the same time, we want a thorough review.”

At a mesting last summer, West Virginia Broadband Deployment Council members learned that
the state could have $30 million to $40 million in lefrover stimulus funds.

f that happens, ICF would likely recommend how the state could use the unspent funds - and not
have to return the grant money to the lederal government, Burdette said.

“If money is left over, where are we going to put the money?" he said. "Hopefully, they're going to
help guide us."

The Gazette also reported this week that the state has 366 unused routers in storage - ne:

after purchasing them, The state by

¥ n't found a place to put about half of those routers. The
devices direet data, such as email and web pages, from one computer network to another.

State afficials have said they will find a home for every router by the time the stimulus grant

expires.

The Cisco routers are designed to serve up to "tens of thousands™ of users or device connections.
Yet state officials have directed the installation of the stimulus-funded rotiters in West Virginia
schools with fewer than a dozen computers and libraries that have only a single computer terminal
for patrons,

State Homeland Security chief Jimmy Gianate, who heads West Virginia's broadband projeet
tearn, has defended the rauter purchase, saying the equipment will meet the West Virginia's
technology demands well into the future,

Burdette noted that the National T ications & Information inistration, which
oversees broadband spending, has previously reviewed and approved West Virginia's equipment
purchases under the federal atimulus grant,

"This grant was big and complicated,” Burdette said. "The bottom line is we're going to catch up

real quick naw that we've got the consultants on board.”

ICF opened a West Virginia office in Charleston in 2009,

Reach Eric Eyre at evice... @eugarette com or 304-348-4869.

wygazette.com/News/201205070200
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5116112 State paid $22K each for internet routers - News - The Charleston Gazstie - West Virginia News and...

C s;mml?'te—m @} WVEAZELe.com

Gar CONNEDT!

May 5, 2012 Recoprand - 59
State paid $22K each for Internet routers
& libraries, school

Chip HiFs

The ters 2t the Hurrisane branch of Putnam Carnty fibvaries ave conneeted 108 nes, highe

epd reuter, which is stilt booke o old copperawire e while awaiting  fihes connection

By Frie Eyre
CHARLESTON, W.Va,

Internet pouter in the branch Hbrary's s

2,600

Nohody told Hurricane librarian Reberca ERiot that the

torage closet was powerful enough to serve an entive
college camnpus.
Nobody told Bt how much the router cost or who paid for it. Workers just showed wp and

wal.

ey ot Dehind bo nstruetions, ao user ma

installed the device,

¢ to Patnam Cownty.

The high-end router serves four public computer terminals at the small fibra

ko meh about thase kin vt said last week, before potitely leaving to

help an elderly patran select books, "L just work her

The state of West imutns money to put high-

powered Interset

using $24 million i federal econoni

g

smputer vouters i stall Hbraries, elementary schools and health clinies, even

oh universitics, medical conters and

though the pricey equipment is designed to serve mjor 1

found.

targe corporations, a Gazette-Mail Investigation has

o, after revelving a $126 million federal stimulus

The state purchased 1,064 routers two years ag
4 8

grant 1o expand high-specd Internet across West Vivginda,

600 each, are built to serve "tens of thousands” of

The {Uiseo 3945 series routers, which cost $2

s sales agent. The routers we designed to serve

users or de

fee connections, aceording to a Usce

mininuwm of 500 vsers.

tion of the stimulus-fasded Ciseo ronters

et state broadband project officials divected the in
fn West ¥

terminal for patrons

inia schools with fower than a dozen computers and Hbravies that have ondy te

sin

suid Karen Goff, executive seeretary of the West Virgivia

routers ate 50 big, our tech gays had to build shelves for them.

s fadd 5o other place e put th

wvgazette com/News/201205050057
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5116112 State paid $22K each for Internet routers - News - The Charleston Gazette - West Virginia News and...
Morgantown-based WVNET, the state government Internet services agency, uses six Cisto
routers with similar capacity to serve all state agencies and public universities.

West Virginia Homeland Security chief Jimmy Gianato, who's leading the state broadband
project, defended the $24 miflion router purchase last week, saying the devices "could meet many
different needs and be used for multiple applications.”

“Our main cancerns were to not have something that would become obsolete in a couple of years,”
Gianate said. "Looking at how technology evolves. we wanted something that was scalable,

expandable and viable, five to 10 years out. We wanted to make sure avery place had the sume

opportunity across the state.”

‘Grossly oversized

InJaly 2010, 2 West Virginia Office of Technology administrator warned that the Cisco 3945
series routers "may be grossly oversized,” according to an email obtained by the Gazette-Mail,

The adiministrator asked state officials to postpone plans to spend $24 miltion on the routers so
he would have time to evaluate the proposed purchase.

Five days later, state officials signed the $24 million contract with Verizon Network Integration to
buy the Cisco routers.

Verizon delivered an additional 100 routers to the state for free. West Virginia officials never
asked for the additional equipment - valued at more than $2.26 million.

Verizon spokesman Keith Iriand said the company simply responded to router specifications

detaited in the state's bid posting,

"They specified the equipment they wanted,” Irtand saidl. "That's what they requested, that's what
we bid on, We had the lowest price, and we won the bid for the equiproent and related

maintenanee.”

The Gazette-Mail contacted two Cisco s

5 agents last week, asking whether the 3045 series
routers were appropriate for schaols and libravies.

"The 3945 is our router solution for campus and large enterprises, so this is overkill for your
network,” a Cisco representative responded.

The sales agents recommended a smaller router — with a st price of $487.

State Department of Education ufficials questioned the size of the routers before Glanato and the

Office of Technology executed the $24 miflion purchase order.

1t didu't make sense to buy the same size route

for # 1.8oo-student high school and a 100~

studeut ol y schaol, according to in the Department of s

technology division. The state is distributing 471 of the high-priced routers to schools.

“The WYDE asked if the size of the routers could vary based on the needs of a school," said Liza
Cordeiro, spokeswoman for the Department of Education. "At that time, it

s our understanding

that, for consistency and future expansion, the plan was to buy alt the same size.”
Gianato said putting the same size router in every school was about "equal opportunity.”

“We wanted to make sure a student in McDowell County had the same opportunities as a student
in Kanawha County or anywhere else," Iie said. "A student in a school of 200 students should have
the same opportunity as a student inva school with 2,000 students.”

John Dunlap, operations director at the state Office of Technology, had similar concerns over the

size of the routers.

aversized for several

“The Office of Technology is concerned that this equipment may be grossly
of the facilities in which it is curvently slated to be instalied,” Dunlap wrote in a July 12, 2010,

wvgazette.com/News/201205050057
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email to Glanato. "As a result, the Office of Technology would Tike 1o evaluate these and make
recommendations to deploy the 3.000 series router where it may be better utilized for this

project.”
Last week, the Gazette-Mail asked Dunlap to explain his email. He referred questions to Gianato.
Gianato acknowledged that he didn't heed Dunlap’s advice or wait for an evaluation.

“The vouters alveady had been bid out,” Gianata said. *¥ think John was Jooking at our needs now,

not looking at our needs into the future.”

Where's the accountability?'

1n March 2010, the state received a $126 million federal stimulus grant to bring fiber-optie cable
t0 schools, libraries, health-cave facilities, State Police detachments, 911 dispateh ceaters, county
courthouses, jails and libraries.

Tt was the largest broadband award given to any state.

West Virginia's broadband grant application menlions nothing about router purchases. Routers
steer data, such as email and web pages, from one computer network to another.

“The grant was not an equipment grant. Tt was to build fiber,” said Jim Martin, CEO of Citynet, a
Bridgeport-based Internet provider. "These routers were not needed and could have been

purchased through other funding sources. Where's the accountability
Gianato said federal officials have approved all equipment purchases under the grant,

"“The grant included paying for everything except the recurring cost of {Iaternetyservice,” he
said. "1t doesn't pay the monthiy bill.*

A handful of West Virginia facilities -- called "community anchor institutions” under the federal
broadband grant -- thal initially were scheduled to receive routers, such as Charleston Area
Medicat Center, might have required the powerful equipment. However, state broadband project
teaders later discovered that the facilities already had fiber-optic connections and suitable

routers,

'T1' cards add $1M to price

The routers alone cost the state $7,800 each, but "add-ons" -- additional equipment that came
with the devices - boosted the price tag by $14,800.

"1t's like buying a car,” Gianata said. "You get a lot of options with the car.”

Anonline Cisco retajler was selling new 3945 sexies routers for $5.800 last week. The routers

have alist price of $13,000 each.

Cisco was the lower of two bidders for the $24 million router sale. Hebron, Ky -based Pomeroy

bid $24 .8 million for the 1,064 Cisco routers.

State officials requested that the devices include a "T1 interface card” that would allow schools,
libraries and other sites to use the high-capacity routers with their existing copper-wire T1
broadband connections —~ while waiting to hook up ta fiber optic cable.

The adapter cards added $1.08 million to the purchase price.

*T'1 cards were used to hook the existing lines into the new routers until the fiber could be
installed and the Hines switched to the new ones," said Cordeiro, spokeswoman with the state
Department of Education. “If this had not heer done, the routers could not have been operational
with the existing lines while waiting for the complete fiber runs.”

‘West Virginia paid the extra cost because it purchased the 1,064 routers ali at the same time,
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before running fiber cable to the public facilities.

The state also has delivered hundreds of routers to sites - mostly schools — that already had

fiher-optic connections. So those routers' adapters were never used or needed to connect to a Tt

line.

Gianato said the T1 cards have other uses - video confereneing, wireless Internet and "voice over

futernet protocol.”

"T'm not an expert on the technical side,” he suid. "but these have all kinds of capabilities and

applications.”

"We're in the dark’
West Virginia Library Commission technicians are installing 176 Cisco routers at public libravies.
Library officials also have raised questions about the size of the routers,

"[Gianato] said it was important to have that capacity in case it was needed for homeland security
reasons,” Goff said, "In some places, the lbrary may be the only anchor institation in the
community.”

That's not the case in Burricane. The public Hbrary stands next to Hurricane Middle School -«
which also has a new $22,600 router,

Putnam County Libraries Divector Steve Christe, who stopped at the Hurricane branch fast week,
said Frontier workers recently brought fiber cable into the building, However, the library's high-
end Cisco router s still connected to a T1 broadband line because the phone company hasn't

extended fiber o the area.

Chyisto said he has no idea when the Hurricane Hbravy will get a high-speed fiber connection to
serve its four public computer terminals,

"1 don't know exactly where {the routers] are from. They're not the Library Commission's,”
Christo said, before noticing a router tag with the letters "AARA," which stands for American
Recovery and Restoration Act - the formal name for the 2009 federal stimulus package. "We're
inthe dark about this.”

Gianato sald he has no regrets about the router purchase.

1 thisk we made the right decision,” he said. "We have positioned our state ta expand and move

into the next generation of technology "

Coming Monduy in The Charleston Gazette: Why are hundreds of the routers stilt unused?

Reach Eric Eyre at erice suguzetie.comor 304-348-4869.

01205050057
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Mr. WALDEN. And Assistant Secretary Strickling, I don’t know if
you are familiar with the situation in West Virginia.

Mr. STRICKLING. I am, sir.

Mr. WALDEN. It seems pretty disturbing that they would spend
$126 million, receive $126 million BTOP grant. It says the State
then bought more than 1,000 Cisco 3945 series routers, enterprise
grade routers, designed to serve a college campus and then in-
stalled them in local libraries with only one to two dozen com-
puters. Each router costs about $22,600, or about $22,000 more
than a smaller router that would have worked just as well.

My understanding is that these routers are designed to handle
a minimum of 500 computers, and yet, in some of these little li-
braries in West Virginia, they are handling maybe one public work
station.

Can you tell me what NTIA is doing about this and the $22 mil-
lion of taxpayer money that seems to be wasted here?

Mr. STRICKLING. Yes, sir. First off, I would warn everyone, don’t
believe everything you read in the newspaper.

But the facts of the situation are not exactly as described in the
newspaper article. In West Virginia, they have bought routers.
They chose early on, because of the deal they could get, to buy the
same router to install in all of the anchor institutions that were
going to be served. The average cost of those routers is not $22,000;
it is about $12,000. And some of those are going into very large fa-
cilities, like universities and hospitals and such.

But overall, had they tried to determine the individual router ca-
pacity needed for every of these anchor institutions, they felt they
would end up spending more money, as opposed to being able to
take advantage of the package discount Cisco offered them on buy-
ing all of the same gear.

This gear is scaleable, it will be allowed to be expanded, and
while I think you are right to be skeptical as to whether some of
these very remote and rural locations will ever need the full capa-
bility of the particular router that was purchased, many of these
anchor institutions will benefit from this. And overall, our sense is
that this was the most economical way forward.

Certainly in terms of maintaining this gear, there will be effi-
ciencies gained by the State by having trained their technicians to
only deal with one particular box as opposed to a variety of dif-
ferent pieces of equipment that might have been involved had they
chosen a different course.

So, overall, it appears to us, based on our review of the situation,
that the State made an economical decision that is well-justified by
the facts here.

Mr. WALDEN. So a router that can handle 500 is, was a better
buy for a library with half a dozen computers.

Mr. STRICKLING. Now the issue here is what was the best buy to
serve the 1,000 institutions that were being served by this project.
And on average, West Virginia believes that they have found the
most economic solution by buying a single product, getting a sub-
stantially discounted per router rate from Cisco, which again is a
router that is necessary to meet the needs of many of the anchors
they are connected to, but just by selecting out some of the specific
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small locations is giving a very, I think, distorted picture of what
is actually happening in the State.

Mr. WALDEN. So Cisco wouldn’t have given them a discount for
the big ones and also a price discounts for small ones? Really?

Mr. STRICKLING. What West Virginia told us was this led to the
least amount of dollars being spent on the routers on average.

Mr. WALDEN. So they did submit then an alternative? Did they
do any kind of deep analysis? I was a small business owner for 20
years—22 years—and it just seems to me that I would have said
I have got X number of libraries out here in the rural areas; it
would be real easy to have an intern call and say, how many com-
puters do you have, and determine I only need a router that costs
100 bucks or 200 bucks or whatever, and then I have got bigger
ones out there.

I mean, I am giving them money here, right? They can’t—I can’t
collect that basic information? Did they competitively bid this?

Mr. STRICKLING. Yes, they did, and Cisco provided the lowest
price of the bidders who responded to their competitive bidding
process.

Mr. WALDEN. So I understand there was a quarterly report on
this project that noted that it had dramatically decreased its plan
for fiberoptic buildout, cutting almost 40 percent of the community
institutions on its list. One reason was that the grantee discovered
that 88 of these community institutions on its buildout list already
had fiber. So is that accurate?

Mr. STRICKLING. I can’t dispute the numbers. I don’t have the re-
port in front of me.

Mr. WALDEN. But you are familiar with the report?

Mr. STRICKLING. In general, I am aware that, yes, through their
diligence upon receiving the grant, they have found it not nec-
essary to overbuild into areas that already had fiber, and I think
we should applaud their action in that regard.

Mr. WALDEN. I do, too. I guess what I am trying to figure out
here is the independent analysis NTIA might be doing.

It sounds like your agency takes the word of whoever is asking
for the grant there, in both of these cases, and then hands out the
money before verifying the project costs wouldn’t duplicate existing
infrastructure.

Let me put it more clearly, you are relying on whatever you are
told is going on then.

Mr. STRICKLING. If we are going back to the application period,
you will recall that we received 10 times the applications than we
had dollars to spend. We were under very tight time frames. We
did, I think, an incredible amount of due diligence on the applica-
tions we received.

But did we go out and check every anchor institution in all of
these projects to determine what existing services they received?
No. We relied instead on letters from these anchor institutions in-
dicating this they were not being well-served and that they needed
upgrades or needed broadband brought into them that where it
didn’t already exist.

Mr. WALDEN. And I know the pressure you were under and I
know I am over my time here. But when they come back and say,
we were 40 percent off, that just raises flags for me.
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Mr. STRICKLING. It is not 40 percent off in terms of the total
number of anchors that they are serving and we will be able to
take the opportunity

Mr. WALDEN. That is in the report that they

Mr. STRICKLING. I thought you said 80 anchors.

Mr. WALDEN. No, they cut almost 40 percent of the community
institutions on their list.

Mr. STRICKLING. I would want to go back and check that. I am
not sure of the accuracy of that. But in any event, I think again
that shows good project management and good oversight. And the
important thing is we will now be able to use those dollars to reach
anchors that perhaps weren’t in the original project that now can
bedreached based on the additional information that we all have
today.

Mr. WALDEN. My time is more than expired.

Thanks for the answers.

And I will turn now to the gentlewoman from California, Mr.
Eshoo.

Ms. EsHOO. Thank you, Mr. Chairman.

To Mr. Zinser, earlier this year, your office completed its exam-
ination of Bay Web, a public safety project covering a good part of
Bay area. Did you find any evidence of fraud?

Mr. ZINSER. Thank you, Ms. Eshoo.

We did not find evidence of fraud. We issued a report in January
that detailed our findings. Our findings went more toward issues
concerning governance and some of the information included in the
application wasn’t completely accurate, and we have sent our re-
port to NTIA.

Ms. EsHO0O. Thank you.

As a follow up to Assistant Secretary Strickling, has NTIA ad-
dressed the recommendations outlined in the, I mean this is going
back because now these are suspended, but I still would like to
know, since it is a Bay Area effort, have you addressed any of the
recommendations outlined in the IG’s Bay Web report?

Mr. STRICKLING. The IG issued two reports. One was an audit,
and one was a supplemental report. In the audit, they rec-
ommended that we needed a more robust complaint resolution
process. As we received complaints from third parties about
projects, we did institute a much more process-rich approach to
dealing with complaints as a result of that recommendation.

With respect to the January report that the inspector just men-
tioned, we reviewed the report. The concern that was raised there
was whether or not any of the—what the IG had felt were
misstatements in the application rose to the level of material mis-
representations that might have changed the outcome of the grant
award.

We had already done a thorough analysis of the application and
all of the supporting materials we received, and we felt that, not-
withstanding the issues that the inspector general raised about the
application and some statements that were in the application, we
did not feel that in any way we had been overall misled and that
we had a full appreciation of the challenges of that project at the
time we made the award.

Ms. EsH00. Thank you.
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To Administrator Adelstein, transparency and accountability are
the essential bookends in terms of the work that is done. They are
essential ingredients for any program involving a substantial tax-
payer investment.

Do you support a requirement that RUS broadband loan recipi-
ents file regular publicly accessible reports documenting their
progress toward completing their project?

Mr. ADELSTEIN. Yes, that would be helpful I think. We get reg-
ular reports, and we are monitoring them on a biweekly basis. I
have my field staff going out every 2 weeks and making sure they
touch each one of these projects. And it has been an extensive ef-
fort. I just want to make sure that any requirements didn’t release
proprietary information.

Ms. EsHOO. As I understand it, approximately 11 percent of the
projects that RUS initially agreed to support have been terminated.
How does this figure compare to other RUS loan programs? And
can you help us understand the nature of these terminations?

Were there any common themes, such as noncompliance or
fraud?

Mr. ADELSTEIN. Not noncompliance or fraud. We find fairly typ-
ical when we make loans that a number of them never do follow
through, they are drawn down. A similar percentage in our experi-
ence, this may be a little bit ahead

Ms. EsHOO. Excuse me. They applied for the loan, but they don’t
fo%low through with the application and therefore nothing comes of
it?

Mr. ADELSTEIN. Exactly. That does happen to 5 to 10 percent of
our loans. These projects that were rescinded, as I indicated, 99.9
percent of the funds were returned to Treasury. There was a num-
ber of reasons for it. Sometimes awardees were unable to produce
promised funds that they said they would have. We make sure that
every dime they say they have is there. Sometimes they couldn’t
comply with the terms as we worked with them on that. In some
cases, competition moved closer to where they were, and they no
longer had the business case for it.

One case, a buyer sold the operation, and the new buyer didn’t
want to follow through with it. Another case major restructuring
caused significant material changes. One awardee refused to show
the necessary documents for the closing requirements. There are
inter-creditor issues. We put a fairly aggressive mortgage on them
to make sure we get taxpayer money back and other lenders

Ms. EsHOO. I am almost out of time. But I appreciate your an-
swer because I think kind of tucked in there is something that we
need to appreciate, and that is that there was a great deal of scru-
tiny that went on in that process, and that is why they did not
come to fruition, which is probably the best outcome in terms of
some of these circumstances that you just described.

Between the two projects, the BTOP and the BIP, there are
many that are far from completion. Would these be completed by
the deadline? I think someone touched on that in their opening
statement, but——

Mr. STRICKLING. I will speak with respect to the BTOP program.
All of our projects are on schedule to be completed within 3 years,
with the exception now of the seven public safety projects, for
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which we will seek an extension from OMB given the reality we
are facing with FirstNet. But the other ones are all on schedule.
We have not granted anyone any extensions. I won’t even entertain
extensions or requests for extensions for these projects at this time.

We are pushing everyone to stay on schedule, and that is our
hope and our plan.

Ms. EsHOO. Thank you very much.

I am out of time, Mr. Chairman. Thank you.

Mr. WALDEN. The chair recognizes the gentleman from Ne-
braska, Mr. Terry, the vice chair of the subcommittee for 5 min-
utes.

Mr. TERRY. Thank you, Mr. Chairman.

Mr. Zinser, did I say that correctly?

Mr. ZINSER. Close enough.

Mr. TERRY. I want to follow up on part your testimony, and we
understand that the oversight components, funding oversight
comes out of the actual funding for the program; it is not a sepa-
rate fund. But I am curious, in your testimony, what is the totality
of the amounts spent in oversight preventing waste, fraud and
abuse?

Mr. ZINSER. The totality that my office has spent?

Mr. TERRY. Yes.

Mr. ZINSER. The act required that NTIA transfer $10 million to
my office for BTOP oversight. We have spent about $6 million of
that fund, and right now, we have about 54 million. And the plan
was to spread it out throughout the length or life of the project and
then a little bit beyond, and now we have, that is going to be ab-
breviated.

Mr. TERRY. It is obvious, but I want to point out for the record,
you just, that oversight is not for RUS but just NTIA.

Mr. ZINSER. Yes, sir just NTIA.

Mr. TERRY. And Mr. Adelstein, who does the oversight for RUS
t(])o ma‘l){e sure that the RUS projects are free of waste, fraud, and
abuse’

Mr. ADELSTEIN. Mr. Gray and his team.

Mr. TERRY. Mr. Gray, how much has been spent on oversight,
fighting waste, fraud, and abuse in the allocations by the RUS?

Mr. GRAY. I am not sure that I know the specific numbers. Over-
all, we received $22.5 million under the Recovery Act to perform
oversight of all USDA programs. I can find out the specific amount
for RUS.

Mr. TERRY. Would you?

And then, both for Mr. Zinser and you, Mr. Gray, the same, and
I will ask if you are OK with this, but can you break that down
into the number of projects that you have actually reviewed for
waste, fraud and abuse?

Mr. GrAY. Yes, sir.

Mr. TERRY. Mr. Zinser?

Mr. ZINSER. Yes, we can itemize the kind of activities that we
use the money for.

Mr. TERRY. That would be helpful.

Mr. Adelstein, we go way back. I think you do good work. Re-
cently, and this is probably going to be a hearing some time in the
future on USF reform that the FCC has taken up. But I worry that
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as the RUS issues grants, that the yin and then the yang. And the
yang is, if there is competing grants or that rules proposed by the
FCC are making it difficult for the RUS loans to be paid back; have
you engaged, RUSengaged in any review of the RUS loans to deter-
mine if any are in jeopardy from ARRA grants and/or other rules
proposed by the FCC?

Mr. ADELSTEIN. Yes, Congressman Terry, we certainly have. We
are doing an ongoing risk assessment and stress testing of our en-
tire portfolio. We are going forward using sensitivity analysis about
what would be the impact of loans that we make in the future. So
we are very carefully monitoring the impact on our existing port-
folio.

Mr. TERRY. Any findings from your investigations?

Mr. ADELSTEIN. Well, we are still determining; it is a work in
progress. The FCC order, as you know, part of it took place imme-
diately, other parts are moving targets. They are going to do more
I think very soon. We just changed their regression analysis a cou-
ple weeks ago, and we are looking at the impact of the new regres-
sion. So we are overall looking at it on a company-by-company
basis, and it is going to be a while before the FCC has completed
its activity.

Mr. TERRY. True. But has RUS, at this time, found any of the
recipients of RUS loans in the broadband telecom area to be
stressed or kind of borderline stressed?

Mr. ADELSTEIN. Some of our borrowers have indicated to the
FCC in waiver requests that they face bankruptcy if waivers are
not allowed by the FCC, so we have had direct communication from
a number of our borrowers who have come to us indicating that
they are under severe stress as a result of the changes. Now some
of that might have changed as a result of the new regression anal-
ysis that the FCC recently published.

Mr. TERRY. My time is nearly up. So I will yield my last 5 sec-
onds back.

Mr. WALDEN. The gentleman yields back the reminder of his
time.

The chair recognizes now the gentlelady from Virgin Islands, Dr.
Christensen.

Mrs. CHRISTENSEN. Thank you, Mr. Chairman, and welcome to
the panel this morning. Before I ask a question, I just want to say
to Mr. Strickling, that, you know, I really had an opportunity to see
almost firsthand how NTIA is protecting the taxpayer’s money, but
at the same time, aggressively pursuing the expansion of
broadband, in the unserved and underserved areas. So I want to
thank you for working with the Virgin Islands project. We have
had a CAP, but in coming out of it, I think we came out stronger
with better control for our accountability. But it does slow down
the project somewhat, and I was wondering, and Mr. Adelstein can
also answer, did the collective action plans and suspensions affect
meeting deadlines and is there any built-in consideration given for
those kinds of delays?

Mr. STRICKLING. As of now, no, we do not see them affecting any
of the completion dates of any of the projects that are currently un-
derway.
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Mrs. CHRISTENSEN. OK, great. And Mr. Adelstein, we have not
in the Virgin Islands been as successful in the BIP loan program,
and I would like to just get a better understanding of how you look
at the applications. So how does RUS analyze the financial feasi-
bility and sustainability of BIP applications? Do you examine the
extent to which competing broadband providers were present in all
or part of the proposed service areas for BIP awardees, and did
RUS consider whether and to what extent BIP awardees rely on
other Federal funds such as subsidies from the Universal Service
Fund?

Mr. ADELSTEIN. Yes, we do very carefully analyze financial feasi-
bility. As a matter of fact, the main reason that we turned down
the bulk of the nine out of ten applicants that applied was for ei-
ther financial or technical infeasibility. These are very difficult
projects to prove out feasibility. Obviously, it is difficult in rural
areas to make these businesses work, and businesses need to come
with substantial equity in order to be able to do the working cap-
ital because we don’t provide for operations funding. Competition
is an issue. Sometimes if there is not an area, if it is an area that
has too much competition, there is not going to be a business case
that works. If there is—if there is competitors that are about to
build, that is an issue that we also look at, so we are looking at
the entire market. And we ask all of our borrowers to do a market
analysis. We also ask incumbents in the area to report to us wheth-
er or not there are competitors in the area, and then we send our
field staff into verify it, so that we know whether or not they are
not going to be able to make the anticipated take rates that they
use as a justification for the revenues that they expect in their ap-
plication. So we do a very rigorous financial analysis.

Mrs. CHRISTENSEN. Thank you. Mr. Gray, how does OIG deter-
mine whether or not to investigate a complaint? For example, could
you discuss why your office declined to investigate allegations of
fraud in the BIP award to Lake County, Minnesota, and did the
OIG refer that complaint to RUS for any further action? And if you
did, are you aware of any action taken by RUS?

Mr. GRAY. When we receive complaints, we review them. Usually
our criminal investigators review them for potential allegations of
crime. We review whatever evidence is submitted with the allega-
tions. We do a certain amount of preliminary inquiry, and then de-
termine how much further to take it.

In the case—if it becomes apparent to us that there is no crimi-
nal criminality involved, usually we will let our auditors review it
as well, but if it appears to be an administrative matter, perhaps
policy dispute, we refer it to the program agency, in this case, RUS.
In the case of the Lake County, we did that similar analysis. I
think the allegations were that there was misrepresentations in
the applications. We did not find that to be the case in our prelimi-
nary inquiry, and we did refer it to RUS.

I believe RUS got back to us in January of this year, and they,
in turn, found no substance to the allegations and found that the
application was appropriate and proper.

Mrs. CHRISTENSEN. OK, thank you. I guess I will yield back my
5 seconds. I don’t have time for other questions.
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Mr. WALDEN. The gentlelady yields back, and just for the record,
we are talking about the Rural Utility Service. There is really not
a person named Russ, not Russ Adelstein. We turn now to the gen-
tleman from New Hampshire, Mr. Bass, who has played an impor-
tant role in this effort and recognize you for 5 minutes.

Mr. BAass. Thank you, Mr. Chairman, and I have two questions
for our distinguished panel today, and I want to thank you for
being here. It is important. Under the stimulus bill, the purpose of
the BTOP infrastructure grants was to, and I quote, “provide ac-
cess to broadband services to consumers residing in underserved
areas,” and to “provide improved access to broadband services to
consumers residing in underserved areas.”

Assistant Secretary Strickling, NTIA recently unveiled an online
map that shows where and how BTOP grants are being spent. It
would be more helpful, however, if the map were integrated with
the National broadband map so that we could see whether the
BTOP project is really going to underserved communities, instead
of overbuilding. When can we expect to see that integration?

Mr. STRICKLING. You are making a very good point, Congress-
man. I don’t have a time frame as to when we will actually have
them on the same platform, but I do think it is possible to make
some comparisons, even now. But more importantly, I think you
have to keep in mind the difference in the data that the two maps
reflect. Our projects, for the most part, are middle-mile projects.
They don’t serve end users other than anchor institutions. So that
what we are really doing is building a robust infrastructure that
can be utilized by those last-mile providers in those communities
to improve the speed of service they offer, and perhaps to reach,
make it more economical for them to reach communities that they
don’t currently reach.

So we are comparing apples and oranges a little bit when you
look to see where the middle-mile circuits are going compared to
where end users are being served.

Mr. Bass. So I guess what you are may be warning us perhaps,
is that when this does get integrated, it is not going to really show
that you are reaching underserved areas directly, but that you are
providing the potential to reach underserved areas directly, but
there is no guarantee that it will actually happen?

Mr. STRICKLING. Well, I wouldn’t agree with that statement as
made. Certainly, we are able to reach anchor institutions, and one
of the things we find early on in this program is that there is really
a separate market for broadband for anchor institutions than there
is for the typical residential consumer. The types of speeds at 1-
1/2 or 4 megabits per second might be adequate for consumers, al-
though even today, that is increasingly coming into question. But
it absolutely doesn’t meet the needs of anchor institutions such as
hospitals and schools and libraries, where we need to be looking at
minimum speeds, 25 megabits per second, 50 megabits per second.

So our projects are definitely meeting the needs of anchor institu-
tions in these areas who are able to get connected to these facili-
ties. But you are right, in terms of the mass market, the residential
consumers, we are depending on these investments, as I said ear-
lier, priming the pump for private investment by last-mile pro-
viders.
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Mr. Bass. OK, thanks. Administrator Adelstein, the FCC has
been looking into reform of the USF, Universal Service Fund for a
decade with serious efforts in 2008 and another call for reform in
2010’s National broadband plan. How did RUS account for poten-
tial reforms in the USF in reviewing BIP applications? Can you ad-
dress that?

Mr. ADELSTEIN. Yes, in fiscal year 2011, we analyzed infrastruc-
ture loans losing as much as 10 percent of their USF support to
determine if they were feasible despite that loss. And we, of course,
know that the FCC has been doing Universal Service Reform and
was considering changes since 1997 since the very first order. So
if we were waiting for each time the FCC was about to act, and
I was on the FCC when we almost acted in 2008

Mr. BAss. Right.

Mr. ADELSTEIN. —we wouldn’t have been able to do any loans if
we were assuming that they were going to change it. So given the
statute requires that the funding be predictable and sufficient, we
moved forward based on what we anticipated with some stress test-
ing done in more recent years as the indication became clearer,
that the FCC was, in fact, about to act.

Mr. Bass. OK, very well. Thank you, Mr. Chairman.

Mr. WALDEN. The chair now recognizes the gentleman from Cali-
fornia, Mr. Waxman for 5 minutes.

Mr. WAXMAN. Thank you, Mr. Chairman. Assistant Secretary
Strickling, we all agree it is critical that the administration imple-
ment the provisions of the Middle Class Tax Relief and Job Cre-
ation Act effectively. As the agency tasked with hosting FirstNet,
the First Responders Network Authority, NTIA has a critical role
in ensuring the success of this network. Since the passage of the
Act, there have been concerns how the seven public safety recipi-
ents of Recovery Act dollars will be integrated into the new nation-
wide network. I was encouraged that NTIA took the difficult but
necessary step of temporarily suspending the public safety awards
until decisions are made about FirstNet’s technical requirements.
I think your action was prudent, but I would appreciate some clari-
fication of a few points.

Can you first explain, what do you mean by a partial suspension?
What types of suspending are now prohibited? What types of sus-
pending will be now allowed to continue?

Mr. STRICKLING. Yes, sir, with respect to the partial suspension,
all we suspended is the expenditure of dollars on the 4G LTE
equipment, but at the same time, we have asked all of the recipi-
ents to come back to us within the next 45 days, hopefully sooner,
but we put a 45-day limit on it, with how they would propose to
move forward with their spending for all of the projects.

We certainly think that things like site preparation, site acquisi-
tion, backhaul networks all are assets that ought to be able to be
used in the FirstNet network, or ought to have a useful application
in other networks or other applications for the community. That
work we would like to see continue. And even with the 4G LTE
gear, it is not lost upon us that we could learn something by allow-
ing some percentage of these projects to proceed, perhaps on a
scaled-down basis, even using the 4G LTE equipment. What I want
to avoid is a situation where choices are being made now by indi-
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vidual communities that could actually upset our ability, FirstNet’s
ability to create a viable business model for the public-private part-
nership that the legislation envisions. And so we have to be very
careful about that.

So my immediate goal is to keep the dollars in the community.
We will do that by getting an extension from OMB to allow those
dollars to be spent past 2013. And then secondly, to ensure that we
reduce the risk to the taxpayers by whatever spending goes for-
ward, and in that regard, that is also a conversation that we can
have with the manufacturers in terms of are there things they
could do now to help reduce the risk that this equipment, if in-
stalled, becomes stranded at some point down the road so that we
end up having wasted the taxpayer dollars.

Mr. WaxXxMAN. What steps will you take to ensure that the
Broadband Technology Opportunities Program dollars stay with
the public safety awardees and that these project will be fully fund-
ed, what can we tell cities like Los Angeles, San Francisco and
Charlotte, as well as States like New Jersey about the likelihood
of retaining their BTOP grants?

Mr. STRICKLING. I am confident that we will be able to do that.
What has to happen is that the Office of Management & Budget
will need to provide an extension to these projects beyond the Sep-
tember 2013 date. There is currently an order in place from OMB
that requires all spending on Recovery Act projects to be completed
by September of 2013, and if you can’t make that date, you can pe-
tition OMB for an extension.

I think it helps in this case that one of the members of the
FirstNet board is the director of OMB, and I think they will work
with us to secure that extension, but I obviously can’t speak for
them. But this is, I think, the paradigm case of where an extension
would be justified.

Mr. WAXMAN. Thank you very much. I yield back my time.

Mr. WALDEN. The gentleman yields back the balance of his time.
The chair now recognizes the gentleman from Illinois, Mr.
Kinzinger, for 5 minutes.

Mr. KINZINGER. Thank you, Mr. Chairman, and thank you, gen-
tlemen, for your time today. I can tell you, one of the things I am
not a big fan of is just too much bureaucracy. I mean, it seems like
the bureaucracy out in Washington, D.C. in the limited time I have
been here just grows and grows and grows. So my concerns deal
with the duplicative nature of what we are talking about today. It
seems as though we keep making more and more government bu-
reaucracy in order to accomplish the same thing, which is getting
broadband access out to places that are unserved or underserved.

Along with the BTOP and the BIP programs that have been dis-
cussed at this hearing, the FCC, as was mentioned a few minutes
ago, is transitioning to the Universal Service Fund in order to ex-
pand the deployment of broadband. With this many programs being
run by different government agencies at the same time all with
similar goals, it is pretty obvious to me that some overbuilding of
current networks is going to take place.

At some point I think it would be beneficial for our committee
to take a serious look at consolidating some of these programs to
ensure taxpayer funds are being used efficiently. To Administrator
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Adelstein, and thanks for coming in, given the focus of RUS, which
is serving broadband in unserved areas, bringing broadband to
unserved areas, I am sure you would share my concern about over-
building. It would be something that you wouldn’t want to see. But
an additional concern that I have about overbuilding is it threatens
the viability of a loan. So if an area is so rural that one broadband
provider can’t exist, it is uneconomical for them, then I think it is
doubtful that a federally funded competitor can survive for long at
all. So how does the RUS address overbuilding concerns when spe-
cifically addressing the viability of a loan?

Mr. ADELSTEIN. That is a great question, something we think a
lot about. We are a financial institution, essentially, with a very
low default rate. Our default rate in telecommunications programs
is about 6.2 percent, so we are very careful about not building
broadband in places where competition is going to make it impos-
sible for our loan to be paid back. We do a careful market analysis.
As a matter of fact, in the BIP program we required each of our
awardees to do a market analysis of where broadband was. We
open it up for public comment from incumbents to say where are
you serving in that territory? But we didn’t take their word for it
or the market analysis’ word for it. In the application where there
was about to be a successful award, before we finalize that, we
send our field staff in to verify both the market analysis and the
incumbent reports to determine what the level of competition was.

And if we determined there was too much competition, that there
wouldn’t be a sustainable business as a result, we denied the
award as not being financially

Mr. KINZINGER. So you don’t think that there has been any over-
building really anywhere at this point?

Mr. ADELSTEIN. Well, you know, broadband doesn’t follow neat
lines, and sometimes there are places where there is competition,
other times there is none. For example, there might be a small
town where the cable company might have built, but it is sur-
rounded by hundreds of square miles of rural area and the builder
that—the applicant might say I am going to serve my entire area
which might include the town, and often this can be very much be
upsetting to the cable company that has made its own private in-
vestment there, but without them building their entire network, it
wouldn’t be financially feasible for them to serve only the rural
areas that are very dispersed.

Mr. KINZINGER. Another question I have for you, there is 22 BIP
products have yet to receive disbursement, I believe. The purpose
of the Recovery Act was to stimulate the rural economy with shov-
el-ready projects, which has become so popular lately. Are these
projects, these 22 projects, that may be slightly different now, but
are these 22 projects in compliance with their awards?

Mr. ADELSTEIN. Well, they are so far. We would have rescinded
them. As I indicated, we rescinded a number of projects. Some of
those projects have begun but haven’t done draws. Others haven’t
begun yet for a number of reasons.

Mr. KINZINGER. What are some of those reasons they haven’t
begun?
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Mr. ADELSTEIN. Well, some of the reasons include that they are
just cleared the environmental or historic review. It has taken a
long time. Some of them are on tribal lands.

Mr. KINZINGER. They weren’t pretty shovel ready. They were just
kind of—it just took a number of years to get to this point is, in
essence, where we are at?

Mr. ADELSTEIN. It has been a learning experience for me how dif-
ficult it is sometimes, particularly on tribal lands to get all the
clearances. They might have 220 different owners of one little par-
cel that they need to get clearance from before they can get a right-
of-way. And we have been working with DIA on that. So there is
interagency reviews, there is historic reviews, environmental re-
views that have slowed some down. We do a very careful legal.

Mr. KINZINGER. At what point when you say, OK, they are in
compliance versus, OK, now, this has been too long, there is too
much stuff. There is something wrong. They are not in compliance.
We are giving the money back to the taxpayers?

Mr. ADELSTEIN. Well, we have done that in a number of cases.
We have returned over $200 million to the Treasury for projects
that can’t do that. And I anticipate some of these 22 projects will
end up being rescinded. If they don’t get going pretty soon, some
of them, we are not going to be able to finish by the deadline, and
if they can’t finish by the deadline, we are not going to be able to
disburse funds after that, and therefore, the project would be no
longer financially feasible. So if they don’t get going pretty soon—
we worked really hard on these 22 to try to get them off the
ground. But if they don’t get going soon, we are not going to be able
to do them.

Mr. KINZINGER. OK, thank you. I yield back.

Mr. WALDEN. If I could just intercede for a second. I represent
a district that is 70,000 square miles, 55 percent of which is Fed-
eral land. At some point it would be interesting to know, of those
projects that are taking so long, how many of those are in these
very rural districts where the Federal Government footprint is so
large, and I would hate to see them get disenfranchised once again
by their own government because of the delays required by NEPA,
and all these other things. So I am sort of off my clock, but maybe
we can follow-up on that. I will recognize the gentleman from New
Jersey, Mr. Pallone for 5 minutes.

Mr. PALLONE. Thank you, Mr. Chairman. I wanted to direct my
comments and questions to Mr. Strickling, and thank you for your
hard work and efforts at the agency.

As you know, my home State of New Jersey was one of seven re-
gions to receive funding to early deploy a public safety LTE net-
work, and now, in light of the passage of the Middle Class Tax Re-
lief and Job Creation Act, which included provisions to create a na-
tionwide interoperable public safety broadband network, it sent
New Jersey a letter withholding funding out of concerns that their
project might conflict with the forthcoming network. And I know
this may have been a tough decision for you, but obviously, passage
of this law was always our policy goal, but not a reality when these
grants were first awarded. But as you can imagine, I am concerned
that New Jersey may lose its critical funding and its potential for
early deployment.
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So I just wanted to ask you first, are you willing to commit to
working with me to ensure that New Jersey can still deploy its
project, as long as they are able to ensure that they will not inter-
fere with the new law?

Mr. STRICKLING. Sir, we will want to work with you. We want
to work with the grantee in New Jersey, and we want to work with
all seven of our grantees to chart the best path forward given the
reality of the new law. You know, your comment about what we
knew in 2010, though, I guess I would take a little issue with in
the sense that as partly from the grants we did, it helped the ad-
ministration, I think, come around to the view that what we need
here to be successful is a single, national, interoperable network.

The philosophy before that time was much more one of cobbling
together a network of networks. And on that basis, we provided
funding back in 2010 to allow individual communities and States
to see what they could do with this new technology. But we cer-
tainly learned from our projects, particularly ones that involved
more than one community that governance challenges that exist
when you are trying to bring together a large number of parties to
agree on how to build these networks. We have talked already
about the BAYWEB project in San Francisco, which clearly was
challenged because of the need to bring together a number of coun-
ties and cities in the Bay Area into an appropriate governance
structure. So I think out of that emerged the new philosophy that
Congress adopted in the act in February, and it is on that basis on
which we have to determine how best to go forward with these
projects and how do we create that pathway that ensures that that
equipment is going to be compatible with whatever FirstNet comes
up with, and also provides a pathway to make that equipment
available to the public-private partnership that has now been envi-
sioned in the new legislation. But the answer to your question is
yes, we want to work with you and the grantee to find a way for-
ward here.

Mr. PALLONE. In light of what you just said, New Jersey has
asked for an extension of time for its project which is pending be-
fore you. In light of what has happened, would you grant our ex-
tensions so we can ensure that the project would be interoperable
with the forthcoming network? I mean, part of the reason why they
put this request for the extension in, is to make sure that it is
interoperable with the new network.

Mr. STRICKLING. So as I indicated in responding to the questions
from Congressman Waxman——

Mr. PALLONE. I know that mine are similar, but I am asking
them for my State.

Mr. STRICKLING. Well, we are going to seek from OMB. It will be
OMB that will have to grant us the ability to allow these projects
to extend beyond September of 2013. We will put that request to
them and I am optimistic that they will grant that, but I don’t con-
trol that. But I would hope and expect they will do that.

Mr. PALLONE. I appreciate that. Thank you very much. Thank
you, Mr. Chairman.

Mr. WALDEN. The gentleman yields back the balance of his time,
the chair now recognizes the gentleman from Illinois, Mr. Shimkus,
for 5 minutes.
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Mr. SHIMKUS. Thank you, Mr. Chairman, and welcome. It is good
to see you all again. And let me start with Mr. Adelstein, welcome.
If you don’t know what is going on on USF, based upon your past
life, and being inside the room, then no one does. So I hesitate to
fully accept your answer to the question that was posed to you.

Let me ask about carryover funds in the RUS, which the carry-
over stimulus and any other aspects that that might have. What
do you plan to do it with, and obviously, with deficits and debts,
if they haven’t been spent, the Treasury might be a good place for
it to go.

Mr. ADELSTEIN. That’s right. All unobligated balances that we
have go back to Treasury. We rescinded a number of projects; 99.9
percent of the funds have gone back to Treasury, $267 million. If
any other projects are rescinded rather than carry them over, they
will be returned to Treasury.

Mr. SHIMKUS. We would love to see it out in rural America, and
we do question some of this debate. I understand a cable company
providing to local community, and then so you are trying to help
get to the rest of the area. I would argue that maybe working with
the cable company to deploy, versus, I mean, there is an issue
about even though you build it, whether they come. Secondly, will
they be able to still be able to afford it? Because you create, as we
talked about numerous times, a competing system that may not
have the base to fully survive.

So in your example of overbuilding, I think better planning with
the incumbents who are providing in a community might help
strengthen the base and the portfolio of the servicer.

Mr. ADELSTEIN. We do work with cable companies and we are
open to doing—lending to them. I actually recently visited the
American Cable Association to encourage them to come in and bor-
row. We love lending to them.

Mr. SHIMKUS. Why do you think they are reticent? It is because
it is too difficult, bureaucratic, time-consuming, not worth their
time?

Mr. ADELSTEIN. Some of them do borrow from us. Sometimes
their financial structure is not one that lends itself to our mort-
gage, which can be very aggressive. Other times, frankly, they tend
not to build outside of the town, and this is a business decision. I
am not criticizing it. But the way cable has built out traditionally,
it has kind of ended at the town line and hasn’t been cost-effective
for them to go outside of it. And that is where some of this issue
comes up.

Mr. SHIMKUS. Right, but if we are giving grants and low-interest
loans and stuff, and overbuilding a competitor, don’t you think that
might be incentive enough? I mean, there is a reason they are not.
Just, I mean, they don’t want a competitor in their backyard sub-
sidized by the government.

Mr. ADELSTEIN. That is why I went to them and I suggested that
the best defense is to be their borrower. We want them to borrow
from us. We would love to work with them.

Mr. SHIMKUS. I need to go pretty quick, so I hate to cut you off.
Mr. Strickling, your answer to this West Virginia stuff is just really
bad.
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And let me, if I may, Mr. Chairman, submit another story from
the West Virginia Gazette, addresses this same issue.

Mr. WALDEN. Without objection.

[The information follows:]
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oo iiidihe rost fu the basement of Building .

By Fric Eyre

CHARLESTON, W.Va, - Nearly two years after state officials used federal stimulus money to buy
$24 million worth of Internet routers, 366 of the devices remain boxed up at storage sites in West
Vi

g,

State ofticials purchased the routers in July 2010 with plans to distribute the equipment to county
courthouses, schools, juils, libraries and health-care clinics as part of $126 million high-speed
Internet expansion project funded by the federal economic stimulus.

But more than half of the stored routers - 186 — currently don't have designated places toput

them, What's more, the 366 boxed-up routers came with a five-year service warranty, so the state

has already lost two years of free maintenance on the equipment,

Members of the state’s broadband project team said they are working with federal officials to
. The routers cost $22,600 eact:.

ensgre every router winds up al a public facility in West Virgin

"We're going to hit all the designated numbers as part of the grant,” said John Dunlap, a state
Office of Technology director assigned to the project. "There’s no story here, We're going to find

homes for these routers.”

State Homeland Security chief Jimmy Gianato said the state regotiated the five-year warranty,
expecting delays because of the broadband project’s massive size.

*This is the largest projoct in the country,” said Gianato, who heads the broadband grant
implementation team. "We wanted the additional maintenance time because we knewa lot of the
routers weren't gofng to be deployed right away.”

‘Two vears ago, state officials identified 1,064 "comniunity anchor institutions” that needed new

vouters and 4 fiber optic Internet connection.

However, it turned out that more than 300 of those sites already had fiber and suitable routes

1 06
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A ot of [the routers] were assigned, but all of a sudden, we had to redline them,” Dunlap said.

Asked why the state would buy more than 1,000 routers before ensuring there were ap equal
number of places to put them, Dunlap said, "All the engincering hadn't been submitted. We're still

discovering sites have already have fiber, and sites where we thought they had fiber, but fiber

doesn't exist.”

$0 state officials ave scurrying to find "replacement sites” for the "orphan” routers.

The state is now waiting for the Natiounal Tel Infortmati ini o

(NTIA), which oversees broadband stimulus funding, to sign off on the proposed new locations.
State officials declined to name the sites.

“The remaining routers arc pending designation once the replacement comonurity anchor
institution fist is approved by the NTIA," said Diane Holley-Brown, a spokeswamnan for the state’s
technology office. "Once the Office of Technology receives approval from NTIA, these routers
wilt also be shipped out to the respective anchor institution locations.”

Routers funnel data, such us email and web pages, from one network to another.

For now, hundreds of stimulus-funded routers remain unused at six storage sites

Morgantown, South Charleston, Big Chimney, and at two tocations in Charleston,

“Fhe state Office of Technology alone has 234 of the 366 stored routers stacked up in two
locations ~ the basement of Building 6 at the state Capitol and in a 10th floor conference roem in
Building 5. The office is housing routers for jails, health clinics, regional development groups and

other agencies.

Seventy-seven of the routers stoved at the technology office already have been agsigned to a site,
Holley-Brown said.

Nearly 70 routers designated for libraties remain in storage. The state Department of Education

has 63 routers boxed up.
Alf 55 routers assigned ta county courthouses across West Virginia haven't been shipped.

On the positive side, West Virginia State Police have distributed 76 of 77 routers received to

detachments and other offices.
Also, 51 of the state's 55 emergency 911 centers have received routers.

Although 738 routers have been distributed to public facilities across West Virginia over the past
two years, the state's broadband project team doesn’t keep track of how many of the devices have

been installed and terned on.

“Since most of the commaunity anchor institutions do not order service through the Office of
Technology, we cannot provide that information,” Holley-Brown said. “Currently, the primary
focus at the time is deploying the routers to the anchor locations. These locations are in vavious

stages of implementation.”

Reach Eric Eyre at erice...@wvgarette.com or 304-348-4860.

News/201
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Mr. SHIMKUS. And it basically says, when people, when people
spend other people’s money, I don’t care if it is you, I don’t care—
we spend it poorly. This story, there are 366 routers sitting in stor-
age.

Mr. STRICKLING. There is a reason for that, sir. The project is not
built.

Mr. SHIMKUS. And we’re already 2 years into the—why couldn’t
you, even if they are going to sit in storage, and the question is
whether they will ever get out of storage, why would you have a
5-year maintenance agreement that 2 years have already ticked off
the 5-year maintenance agreement?

Mr. STRICKLING. Well, sir, because they could get the 5-year
maintenance agreement for the same cost as the 3-year mainte-
nance agreement. Had they purchased a 3-year maintenance agree-
ment they wouldn’t have been——

Mr. SHIMKUS. This is great and I hope people continue to dig into
the story because you are very eloquent. But the bottom line is, I
would like to see the bids, and I would like to see what West Vir-
ginia and those folks put out on the bid application because your
premise is, they just bid out for all of these routers at this size, and
so they got the best product based upon a bulk purchase.

I would like to expect if someone did some due diligence, if it was
my money, or if it was someone who had some fiduciary responsi-
bility, they would identify the bid based upon the need. So Mr.
Chairman, I would hope there is a way to find out and analyze the
bid for the State of West Virginia, and whether the bid was so cav-
alier that they asked for routers that would serve 500 when the
need was 3, and I bet if you produced a bid based upon the need
of the State of West Virginia, and the locations, it would be a much
competitive and a lower cost than this bulk purchase of tremen-
dous routers. I don’t know how we would do that.

Mr. WALDEN. Well, let me ask——

Mr. STRICKLING. Congressman, we would be happy to work with
your office to supply any other documents from West Virginia.

Mr. SHIMKUS. Yes, because I mean, as much as you try, you just
can’t defend what is going on in West Virginia, and I yield back
my time.

Mr. WALDEN. I, and so Mr. Strickling, maybe you can provide for
the committee. I don’t know in terms of the bids if there is con-
fidential information we are not allowed to have.

Mr. STRICKLING. Well, this is all within the confines of the grant-
ee, West Virginia, but I think in our role as overseeing these
projects we will get to the bottom of this, and provide any other in-
formation you all would like to have about it.

Mr. WALDEN. Yes, we are just after the facts, as they say. So
that would be helpful. So you can provide us with the various bids
and all on these routers.

Mr. STRICKLING. I will determine what exactly can be provided
from the grantee, but we will endeavor to provide you all the infor-
mation we have on this.

Mr. WALDEN. And if you can let us know what other information
that you don’t have that we should have in our quest here, we can
always, I am sure, contact West Virginia and get some answers as
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well. I think our last committee member, Mr. Bilbray, if you have
got questions, you have got 5 minutes to ask them.

Mr. BiLBrRAY. Thank you, Mr. Chairman. Mr. Chairman, I have
always worried that experts—what is the line they always say,
generals always fight the last war, not the next one. In fact, I re-
mind all of my colleagues that the experts in the military never
wanted to accept the Predator; thought it was a toy. I think history
has proven that because Congress pushed it, made them look at
new technology, it was aligned. There is this broadband map that
we have been given the coverage of this. You guys are familiar with
it. Does this include, have you considered satellite technology in
the covering of this broadband? OK, Billy.

Mr. STRICKLING. I am not sure which map you are holding up,
sir.

Mr. BILBRAY. Well, let’s just say it shows a lot of areas in Cali-
fornia and east of the Mississippi that is not being covered today,
and it appears to me that it does not reflect the new satellite tech-
nology that is going on line that will totally cover the areas that
you are saying cover. So I am concerned that you are fighting the
last war and not using the next generation of opportunities. Are
you considering an extensive use of satellite technology to cover
these areas that you say you want to fill in?

Mr. STRICKLING. You want to take that because you had a sat-
ellite program?

Mr. ADELSTEIN. In terms of our program, we did provide $100
million in grants to make sure that people had access to affordable
new-generation satellite service. So we certainly took that into ac-
count in our bid program.

Mr. BILBRAY. And how did you survey what was coming on line?
It reminds me of the fact that those little people movers over at
Dulles. It was a great idea until they hadn’t checked that the 747
was on the drawing board, and as soon as those super jets showed
up, the whole technology was obsolete. Are you saying that in your
grid, you are covering and actually considering that there is private
sector satellites coming on line that will cover these communities
and provide that coverage?

Mr. ADELSTEIN. We only allowed those grants to go to areas that
had absolutely no broadband service whatsoever. So we ensured
that they didn’t have any access to terrestrial or broadband before
we provided an award to allow for a consumer to get——

Mr. BILBRAY. So let’s roll back. So in other words, you were fight-
ing the last war; didn’t look at the fact that there was a new tech-
nology coming on that was going to be available. Basically, you cre-
ated the same mistake that Dulles did. You didn’t check with the
private sector and the technology, what was in line to be on the
service level before you start engineering your tactical approach to
this issue.

Mr. ADELSTEIN. No, we did fund satellite. We funded the latest
generation of satellite service to places that didn’t have access to
any other service. So we took into account the fact that for those
areas that didn’t get broadband through any of these other awards,
we wanted to make sure——

Mr. BiLBRAY. Well, did you check to see if there was private sec-
tor that was already doing this without your subsidies?
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Mr. ADELSTEIN. Well, there was. I mean, satellite service was
available. It wasn’t available at the same price point. Wasn’t avail-
able for the same—we were able to give people access that they
wouldn’t have otherwise had because of the

Mr. BILBRAY. Because we have them going on right now where
the whole eastern, east of the Mississippi, if not east of the Plains,
is going to be provided by service three times of what the minimum
that we are requiring here, but I am still seeing you look like there
is big gaps here that somehow you are trying to fill in, and when
the discussion of a National system is being considered, why would
you go with a terrestrial system if you have got a satellite system
coming on board that treats everybody equally, except for the fact
that maybe you don’t get to give one grant here, one grant there.
Because the private sector looks like they see the opportunity to in-
vest in it. Right now, as far as I know, the systems is moving for-
ward without your subsidy. Are you saying that you are engaged
with everybody who is involved with that expansion, or you are in
communication with everybody that is doing the private sector
overlay?

Mr. ADELSTEIN. Yes. We actually gave the awards to Hughes Sat-
ellite, as well as EchoStar, and Spacenet, so we were working with
the companies providing the latest and greatest satellite service to
make sure that they could get that to the most rural

Mr. BILBRAY. So you chose which private sector you wanted to
give the grants to, but did you interview and review everybody that
was in the field?

Mr. ADELSTEIN. Yes, it was a competitive grant process and they
put the best bang for the buck for the taxpayer dollar to get service
out to those rural areas that didn’t otherwise have service.

Mr. BILBRAY. The question I have, though, is why would you be
giving a grant out for a service that is coming on line anyways
though? Why was the taxpayer’s money put on there if you have
already got companies saying we are going to do this regardless?

Mr. ADELSTEIN. The purpose of the grants was to reduce the cost
to the end user so that it was affordable for them. So the initial
gookalp cost was reduced and the initial subscription costs were re-

uced.

Mr. BiLBRAY. What I don’t understand though, is that they are
talking about service that would be the same in New York as it
would be in West Virginia, and that that would be the same service
across the board. I don’t understand. Again, did you get into this
that we would use the terrestrial system the way you have make
that extra effort in certain areas, but with this technology, there
is no extra effort needed. It is just like, you know, the GPS. I mean,
the guy in, you know, Cleveland gets the same service as somebody
in Midland, Texas. But the question is, you picked winners and los-
ers here, and went and subsidized some when you have private sec-
tor people who are implementing the same service without subsidy.

Mr. ADELSTEIN. Well, it was the same private sector people that
were thrilled that we were doing it.

Mr. BILBRAY. Of course they are thrilled. They are getting fed
taxpayers’ money to do things that they would be doing anyway.
This is where we got this real problem with, was there a benefit
to the general public for the expenditure of the general public’s
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money at a time when the public is pretty mad about how we are
doing oversight for that expenditure. Let’s face it, there is a credi-
bility gap here and when you say excuse me, Congressman, I go
back to San Diego, and they say you wrote checks for these compa-
nies and there is other companies that are doing the same things
with no checks. Why in the heck did you spend my taxpayers’ dol-
lars on that? Unless it was just basically to get money out to our
friends and be able to stimulate their businesses over somebody
who is not our friends.

Mr. ADELSTEIN. The purpose was to get broadband to people who
didn’t have broadband through any other means. And these compa-
nies, as you indicated, are doing an excellent job of getting
broadband out——

Mr. BiLBRAY. My point being, I think that if you go back, you will
see they were going to get this regardless because the market was
being made available through new technology. I yield back, Mr.
Chairman.

Mr. WALDEN. The gentleman’s time is expired. I recognize the
gentleman from Texas, who I believe is going to go ahead and go
with the gentleman from Georgia, Mr. Gingrey.

Mr. BARTON. I thought Mr. Gingrey would go and then I would
go.
Mr. WALDEN. That is very kind. Mr. Gingrey, you are up next;
5 minutes.

Mr. GINGREY. Mr. Chairman, I thank you and I thank the chair-
man emeritus for his courtesy in regard to that. Administrator
Adelstein, the question that I am going to put to you has actually
already been touched on by the gentleman from Illinois, Mr.
Kinzinger, as well as my colleague from New Hampshire, Mr. Bass.

I am concerned that many of the broadband loan and grant pro-
grams run by RUS duplicate programs within the Universal Serv-
ice Fund. Do you agree that duplicative Federal programs adminis-
tered by different agencies with different oversight structures and
rules are problematic?

Mr. ADELSTEIN. I don’t believe—I think duplicative programs are
problllematic. I do not believe these programs duplicate each other
at all.

Mr. GINGREY. Well, would you commit to working with us to
make sure, to eliminate any such programs, and consolidate Fed-
eral spending to get the biggest bang for the taxpayer’s buck. You
don’t want that to happen, do you? You want to make sure that
these programs are not duplicative. That is your answer, isn’t it?

Mr. ADELSTEIN. Yes.

Mr. GINGREY. Thank you. I understand that RUS will not lend
money. I think you even said this a second ago. The RUS will not
lend money to overbuild an area where there is an existing RUS
borrower because doing so would put the RUS’s investment at risk.
You don’t want to compete with yourselves. Doesn’t that same logic
apply to the use of RUS money to overbuild potentially an existing
broadband provider financed by a local bank? Should the govern-
ment really be in the business of putting another business’s pri-
vately financed investment at risk, as an example, a credit union
or a community bank? The reason I ask that question, I am from
Georgia, as you probably know, and community banks are strug-
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gling, and we had a lot of bank failures, and other States as well
are struggling with that.

And so if the local lender, the community bank, the credit union,
whatever, has already financed a small business in that area,
would you want to then create competition for them? Do you look
at things like that?

Mr. ADELSTEIN. Well, we don’t want to create competition where
there is adequate service. I mean, the best, I think defense against
that, is if the existing provider is providing service that is of a level
of quality that there is not a market for another provider to come
in and provide service. So we look at that very carefully in our loan
application process to determine whether or not there is existing
competition in a service area that is being proposed and if there
is, we often will——

Mr. GINGREY. Well, I am glad to hear that answer. I have got an-
other question that I am going to ask all of the panelists to respond
quickly to. But first, before I do though that, let me go to Mr. Gray.
Mr. Gray, in your testimony you noted that in past audits, RUS
has not always maintained its focus on providing broadband service
to rural communities without existing access to broadband service.

I think that was your quote. Additionally, in the March 2009
OIG report on RUS, that report stated: A structured RUS
broadband program may not provide service to the most rural resi-
dents.

I understand that another audit is underway, so please comment
to the degree that you can on these two questions. When looking
at the previous audit, would you consider the programs of RUS
broadband program to be similar to what USF, Universal Service
Fund, hopes to accomplish through this new high-cost fund that
the FCC created?

Mr. GRrRAY. Currently, Congressman, we are not looking at the
Universal Service Fund’s impact in our current audit work. You
know, we are looking at our previous recommendations as they re-
late to BIP. However, definitions did change for BIP, and so we are
looking at that very closely as well.

Mr. GINGREY. Well, let me suggest to you that OIG, I think,
should rethink the need for these programs in light of what FCC
did in creating this high-cost fund. Now, for all of you, and I will
start with you, Mr. Strickling. I would like to ask this question:
Congress and the administration have made it a National priority
to provide affordable broadband services. However, in many in-
stances these vital services are being taxed at the State and local
level at rates comparable to alcohol and tobacco. It would seem
that these regressive taxes could have a negative impact on contin-
ued broadband development. With this in mind, and do you have
this in mind, do either the RUS or NTIA factor in what tax rate
a State or locality imposes on broadband services before making a
determination of awarding a grant? Let’s start, Mr.——

Mr. STRICKLING. I don’t believe we did, no.

Mr. ADELSTEIN. We do look at all sorts of revenue and what the
cost would be to the end user, and evaluating what the take rate
would be so that would be taken into account in our financial feasi-
bility analysis.

Mr. GINGREY. Now for the Inspector General. Mr. Zinser.
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Mr. ZINSER. Well, I think that is one of the issues that comes up
in these projects that involve multiple jurisdictions. The jurisdic-
tions need to know that they are not buying a pig in a poke where
down the road they are going to be on the hook to pay these exorbi-
tant fees or raise taxes to afford the systems, and I think that is
a key issue in these multijurisdiction projects.

Mr. GINGREY. Mr. Gray.

Mr. GrAY. I would agree with that. I think keeping the costs low
to the underserved, once there is service provided, I think as part
of that, the cost to the subscriber needs to be——

Mr. GINGREY. In closing, because I know I am beyond my time,
and Mr. Barton has already extended the courtesy to me, I would
suggest that the Inspector Generals, you need to talk to these other
two gentlemen and make sure they agree with you, because I agree
with you. But you need to look at these things very carefully.
Thank you, Mr. Chairman, I yield back.

Mr. WALDEN. The chair actually recognizes the gentleman from
Kentucky, Mr. Guthrie, who was here when the gavel came down.
If he wants to go ahead of Mr. Barton, he should feel free to do
so.
Mr. GUTHRIE. I will certainly defer to Mr. Barton if he wants to
go first.

Thank you very much. I just have a question for Administrator
Adelstein, and Secretary Strickling. I know when the NTIA just
put out a map that has all of the BTOP programs where they are
moving forward. My understanding is both funded through the
stimulus, that the NTIA has the BTOP program, both funded
through the stimulus, as the RUS has the BIP program, which are
similar programs. And so the question is, that we look at, we have
a map that is now through the Commerce, that is posted in there.
I don’t think there are any BIP projects on the map. Is there any
effort to coordinate where this—am I going down the wrong path?
Is there an effort to coordinate where you can see where they are,
the similar programs for different agencies are being done sepa-
rately?

Mr. STRICKLING. It is a very good question, and I don’t know the
answer to it, but maybe Jonathan and I should get together after
this hearing and talk about that.

Mr. GUTHRIE. The question I was—dJack Kingston I just talked
to—Congressman Kingston from Georgia was in Africa, and he was
in a place where they had no running water, no everything, no run-
ning water, no roads, no electricity, and the lady’s cell phone rang
that he was talking to, and it dawned on him that the private in-
dustry was putting the cell phones in place and the government
was responsible for everything else. And then if you went anywhere
in the world, you can swipe a card and get your money from your
bank account in your currency. And so some things that we do with
the government sometimes, we get conflicting patterns, or it is not
as smooth as when the free market or the private sector does it.

These are important programs. I am not saying that, but it just
seems like if there are similar programs through similar funding
sources, we would have some similar administration to make sure
we are not duplicating. Because you can’t tell that from your map
because you don’t know where your map is.
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Mr. STRICKLING. Well, to that end though, I would say that dur-
ing the application process back in 2009 and 2010, our two agen-
cies collaborated very closely on this program, and indeed, we had
two rounds of funding. In the second round, based on what we
learned in the first round, we each adopted different funding phi-
losophies so that we could avoid the question of duplication and
overlap. And I think we were very successful in that regard in both
of our rounds. In Round 1, the way we handled it was to make sure
that we both weren’t both looking at the same applications and
stayed in close contact on the projects as we considered whether or
not the fund had given applications or not, because in Round 1,
people could actually apply to both programs.

We actually had duplicate applications, or it was the same appli-
cation, but they were being reviewed by both agencies. We fixed
that in Round 2, because each of us adopted our own separate
funding philosophy to deal with the very question you raise.

Mr. GUTHRIE. I think that is very good, and it would be helpful
if you all did have it coordinated and one simple place for us to
look to see where they are all on one map. So thanks for your will-
ingness to check into that. I appreciate that, and I yield back.

Mr. WALDEN. The chair now recognizes the gentleman from
Texas, Mr. Barton, for 5 minutes.

Mr. BARTON. I thank the chairman, and the Ranking Member,
Ms. Eshoo, for holding this hearing. My questions are going to be
to Mr. Strickling on this BTOP. I have had inquiries in my office
from the State of Texas and the State of Mississippi. The State of
Texas got a waiver to begin to implement its statewide system, and
Mississippi actually got, I think, up to $70 million, and if I under-
stand correctly, they have almost completed their system. And now
they have gotten these letters from you, Mr. Strickling, saying to
cease and desist.

My understanding is that if a network is meeting its milestones,
that there is not a requirement that work be stopped. It is only if
the work hasn’t been done, or if it looks as if they are doing it
wastefully and inefficiently or outside of the scope of the law. So
could you elaborate why you told Mississippi to stop their network,
and why Texas, who has a waiver, and is not receiving much, if
any Federal funds to build theirs, has been asked to stop also? Be-
cause if you stop, my understanding is, we are basically giving up
18 months to 24 months. And in the case of Mississippi, their net-
work, if I understand correctly, is going to be operational sometime
this fall.

Mr. STRICKLING. So, yes, sir. I can respond to all of those points.
First off, we don’t have any direct engagement with Texas. They
did not receive any funding from us. You are correct that they have
a—they are one of the FCC’s 21 waiver jurisdictions. We have not
filed at the FCC in terms of a specific recommendation to the FCC
as to what they should do with those jurisdictions, but I think as
I explained why we did what we did with Mississippi, you will see
that the same considerations apply with Texas. What has changed
here is that Congress passed the Middle Class Tax Relief Act in
February and has now directed, through NTIA, the creation of
FirstNet to build a national, single interoperable public safety
broadband network.
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Our problem is the FirstNet board won’t stand up until August.
I don’t know what decisions they are going to make about how to
build this network, but it is clear from the model Congress has pro-
vided us, that you expect this to be a public-private partnership
that will be largely built by private industry, and it will have to
operate as a single interoperable network.

My concern is, that today, I see no path right now as to how we
take that investment in Mississippi, and whether it will even be
interoperable with the decisions that have yet to be made by
FirstNet, and even if it turns out it is, how that equipment ever
makes it to that public-private partnership that is now going to be
created.

Mr. BARTON. Well, isn’t better, though, if it is almost operational
to go ahead and let it be built and then integrate it into the sys-
tem, as opposed to stopping it and waiting 2 years?

Mr. STRICKLING. Well, but you have made a big assumption there
in terms of integrating it into the National network. The question
of interoperability of this gear in the public safety environment is
still an open question, and if what you are suggesting is, I should
go ahead and let $380 million of taxpayer money be spent un-
checked in the hope that I couldn’t verify today that this equipment
will be interoperable with decisions that have not yet been made
by FirstNet and will somehow be made available to the private
companies that will eventually bid on this network, I think that is
risking taxpayer money and we would be criticized in 2 or 3 years.

Mr. BARTON. I am not a Congressman from Mississippi, but I
have great respect for Mississippi, and when I am told that their
network, which I—don’t hold me exactly to these numbers, but I
think I was told that Federal taxpayers have given the State of
Mississippi $70 million, and it has almost all been spent and it is
almost ready to go. Why would we not make that network oper-
ational? I mean, maybe you have to patch, do some sort of an inter-
state patch 2 years from now, but if you just sit on it, it can’t be
used. You wasted $50- to $70 million. That, to me, doesn’t seem to
make sense. The money has been spent, the equipment has been
bought. It is being installed. How much different is their network
going to be than a network that is still on the drafting board?

Mr. STRICKLING. Well, sir, the network, they haven’t spent all of
the money and the network isn’t all installed. They have been tak-
ing delivery of equipment, largely because manufacturers have
been asking and pushing for delivery of equipment and rendering
bills. But as of the last time we checked, which was a few weeks
ago, Mississippi had only spent $22 million of the $70 million.

Mr. BARTON. Well, is it an open question? I mean, if they, if offi-
cials in Mississippi can show due diligence and that they appear
to be doing things that make sense, is it open that they could go
ahead and complete their network, or do you disagree with my as-
sessment that their network is about to be operational? Are you
saying it is going to take them 2 or 3 years anyway, or

Mr. STRICKLING. No, but I think it is somewhere in the middle
between are they ready to go, versus 2 to 3 years. But here is our
point: With respect to every one of these grants, we are going to
work with the grantee over the next 45 days to determine what
part of the project can go forward and on what basis.
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Mr. BARTON. So there is some——

Mr. STRICKLING. If, in fact, Mississippi has spent dollars that are
not retrievable, I think you make a good point, which is why not
go ahead and let them try this out. We will learn something from
it. I don’t know today that that is the case. I don’t know to what
extent they have the ability to put this gear back in the box and
send it back to the manufacturer and get a refund. And I think we
have to look at all of those questions now before we allow all of
these dollars to be spent on a network that I can’t tell you today
will, in any way, end up in the FirstNet network that Congress has
not directed to be designed.

Mr. BARTON. I understand that. The chair has been very gra-
cious. My time is expired, but let me just give an editorial com-
ment. If States that have grants are using them properly, I would
hope we have the flexibility to let those continue with the under-
standing that they have to meet the standards and interact and in-
tegrate into this new program. I just hope we don’t waste money
that has already been spent, and I hope that you and the FCC
have enough flexibility to use common sense to work with the
States to figure out what is the most commonsense, cost-effective
path forward. And with that, Mr. Chairman, I yield back.

Mr. WALDEN. I thank the gentleman for his questions and com-
ments, and I now recognize the gentleman from Florida, Mr.
Stearns, for 5 minutes.

Mr. STEARNS. Thank you, Mr. Chairman, and when you look at
this hearing, Mr. Chairman, “Broadband Loans and Grants,” it re-
minds me of the hearing I have had dealing with loans and grants
from the Department of Energy, as chairman of the Oversight In-
vestigations Committee, particularly looking at Solyndra and all of
these others, you come away with the feeling that the government
obviously is not equipped to handle a lot of these grants and loan
guarantees without a whole lot of supervision.

But I would say, Mr. Strickling, that I appreciate your prompt
response to our committee’s questions, and documents that we re-
quested as we investigated LightSquared/GPS interface inter-
ference disputes, so I appreciate your response. On the other hand,
Mr. Adelstein, I sent you a letter on December 16th. Mr. Chair-
man, if I could, I would like to make this part of the record in
which I requested Mr. Adelstein to provide information by January
31st, 2012. If I could have this letter——

Mr. WALDEN. Absolutely. I believe I was on that, as well.

[The information follows:]
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FRED UPTON, MICHIGAN
CHAIRMAN

HENRY A, WAXMAN, CALIFORNIA
RANKING MEMBER

ONE HUNDRED TWELFTH CONGRESS

Congress of the United States

House of Representatives

COMMITTEE ON ENERGY AND COMMERCE
2125 Rayaurn House Orrice Buitoing
Washingron, DC 20515-6115

Masjority {202) 225~2827
Mingrity {202} 226-3641

November 9, 2011

Mr. Jonathan Adelstein

Administrator, Rural Utilities Service

U.S. Department of Agriculture

1400 Independence Ave., S.W., Room 5135
STOP 1510

Washington, D.C. 20250-1535

Dear Mr. Adelstein:

Pursuant to Rules X and X1 of the United States House of Representatives, the Energy
and Commerce Committee is examining the Rural Utilities Service’s (RUS) $267 million loan to
Open Range Communications, Inc. (Open Ran%e) which recently filed a petition for
reorganization under the U.S. bankruptcy laws.

In March 2008, RUS approved Open Range’s loan pursuant to a program established by
the Farm Security and Rural Investment Act of 2002 (2002 Farm Bill), which amended the Rural
Electrification Act of 1936 to provxde grants, loans, and loan guarantees to support broadband
development in rural commumtles Open Range apparently received the largest loan issued
through the progam On October 6, 2011, Open Range filed for protection under federal
bankruptcy law.* As of the date of its filing, RUS has extended $73.5 million of the $267 total
loan amount to Open Range.®

In re Open Range Comms. Inc., No. 11-13188-KJC (Bankr D. Del. filed Oct. 6, 2011).

Zpro- 171, section 6103,
3 Stacey Higginbotham, 4 big bet on rural WiMax by the U.S. hits the skids, Gigaom, Oct. 5, 2011, avadable at
http://gigaom.com/broadband/a-big-bet-on-rural-wimax-by-the-u-s-hits-the-skids/.
Phil Milford, Open Range, Rural Wireless Provider, Files for Bankruptcy, Bloomberg News, Oct. 6, 2011,

available at http://www bloomberg.com/news/201 1-10-06/open-range-rural-wireless-provider-files-for-bankruptcy-
1~.html.

s Ann Schrader, Open Range C. ications on hook for bal, of federal loan, Denver Post, Oct, 8, 2011,
available at hitp://www.denverpost.com/business/ci_19067791.
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Letter to Mr, Jonathan Adelstein
Page 2

In your May 27 response to follow-up questions for the record relating to your
appearance at the Subcommittee on Communications and Technology hearing on April 1, 2011,
you spoke positively about RUS’s 60-year history of providing loans and grants’for advanced
telecommunications networks. You also noted RUS’s default rate, which stood at 4 percent as of
the date of your response. You stated that this percentage represents the number of loans in
default, rather than losses, as the agency works with borrowers to seek the recovery of debt,

The U.8. Department of Agriculture’s Inspector General, however, has raised concerns
about ongoing oversight of the broadband loan programs. Specifically, the Inspector General
testified to the Subcommittee on Communications and Technology on February 10, 2011, that of
the $599 million expended in broadband programs it reviewed, it “questioned the expenditure of
$340 million for reasons including incomplete applications, loans that defaulted, and grant funds
used for inappropriate purposes.” The Inspector General also testified that RUS “had not
maintained its focus on rural communities lacking preexisting broadband service.””

Open Range’s bankruptey potentially puts $73.5 million of taxpayer money at risk,
Moreover, according to filings from its 30 largest unsecured creditors, Open Range owes as
much as $26 million to businesses that performed work for Open Range. .

In light of Open Range’s bankruptcy, the Energy and Commerce Committee requests a
bipartisan briefing to explain the RUS application review process for the Open Range loan and
the oversight RUS conducted to ensure taxpayer funds were used as intended. At the briefing
provided by you or your staff, please be prepared to provide additional information about the
total number and amount of broadband loans provided pursuant to the 2002 and 2008 Farm Bills,
whether any of the recipient companies have experienced or are experiencing financial
difficulties, and the oversight RUS conducts to monitor their progress.

In addition, we ask that you please provide the following documents to the Committee:

1. The complete Open Range project application together with any documents related to the
project that have been added since the initial application was filed.

2. All documents relating to the Open Range loan application, the decision to approve the
loan, and any subsequent developments with respect to the loan.

We request that you schedule a briefing with our staff at RUS’s earliest convenience, at
which time we will discuss a schedule for document production. An attachment to this letter
provides additional information about how to respond to the Committee’s request.

¢ See ARRA Broadband Spending: Hearing Before the Sub onC ications and Technology of the House
Energy and Commerce Committee, 112 Cong., Written Testimony of Inspector General Phyllis K. Fong, U.S.
;)ept. of Agriculture, (Feb. 10, 2011), available at http://go.usa.gov/Omt.

Id
§ See List of Creditors Holding the Thirty Largest Unsecured Claims Against the Debtor, In re Open Range Comms.
Inc., No, 11-13188-KJC (Bankr. D. Del. filed Oct. 6, 2011).
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Letter to Mr. Jonathan Adelstein
Page 3

We appreciate your prompt attention to the Committee’s request. Please contact Stacy
Cline at (202) 225-2927 if you have any questions and to schedule the briefing.

Sincerely,
;red Upton ; ; éi Al. Waxman
Chairman Ranking Member
A foua ﬂdﬁ

CIiff Ste Diana DeGette

Chai Ranking Member
Subcommittee on Oversight Subcommittee on Oversight

and Investigations and Investigations

Greg Walden Whoo

Chairman 1ng Member

Subcommittee on Communications Subcommittee on Communications
and Technology and Technology

cc: The Honorable Tom Vilsack, Secretary
U.S. Department of Agriculture

The Honorable Julius Genachowski, Chairman
Federal Communications Commission

Enclosure
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Mr. STEARNS. So I guess the question, are you familiar with this
letter that I sent to you?

Mr. ADELSTEIN. Yes.

Mr. STEARNS. OK, I guess the real question then would be to you,
considering you said in your letter back to me, you said that “be-
cause files pertaining to the additional material requested are volu-
minous and under review, we anticipate that we can deliver the re-
maining documents by January 31, 2012.”

[The information follows:]
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USDA .&

‘ §msopmnm

United States Department of Agricuiture
Rural Developmont

DEC 16 201
The Honorable Fred Upton
Chairman
Committee on Energy and Commerce
U. S. House of Representatives
2125 Rayburn House Office Building
Washington, D.C, 20515-6115

Dear Mr. Chairman:

Thank you for your letter of November 9, 2011, signed jointly by committee members,
requesting a briefing to explain the Department of Agriculture’s application review process for
the loan made to Open Range Communications under the Rural Utilities” Service Farm Bill
broadband program.

As you may know, we provided loan documents to the Energy and Commerce Committee staff
on December 8, 201 1. In addition, we have had several conversations regarding the timing of
providing additional documents and the committee staff was briefed on December 14, 2011.
Because files pertaining to the additional material requested are voluminous and under review,
we anticipate that we can deliver the remaining documents by January 31, 2012

We will continue to work with committee staff to deliver additional ﬁles“ﬁ’éﬁammg to the Open
Range Communications loan and select a briefing date once you have had time 1o review the
material.

Again, thank you for your letter, and please contact Kevin Bailey in the Office of Congressional
Relations at (202) 720-0121 for additional information.

similar letter is bcing sent to the comunittes members.

A, BW.- DG 20250-0700
by, Tt rardey, usd&sov .

Comeritiad fis the futurs of rural mmmunh&rs
& an dousi uppomxﬁg prwldar miew amd terdé:.
discrininat

USDA
Toﬂlaawnmamhﬂ o, writs USDA, Dirsctor, (ce of Clvil Rights,
1401) inuependence Avenus, B.W., Washinglon, DC&’Q?&U—S«OO(M{SN) 75632?2 (Vmcs)oﬁzm) T720-83682 (!’DD).
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Mr. STEARNS. So you have got February, March, April, May, and
so we are moving along here, almost 4 months ago. So I guess the
question is, I guess when can the committee expect to see the docu-
ments that involve our investigation into Open Range Communica-
tions’ bankruptcy, and I think we even went back to November 9th,
is when we started the original request, and so if you could be so
kind as to provide when you will comply with even your own letter.

Mr. ADELSTEIN. We have worked very closely with your staff on
exactly what the timing is on that, and we are going to get that
to you forthwith. We are working now to gather that. We have al-
ready provided, I think, over 10,000 pages of documents to the com-
mittee. We are happy to provide whatever you need in a time
frame that you need it. I mean, what we have available is

Mr. STEARNS. The time frame from your own letter was January
31st. So it is not what we requested. You said in your letter you
would comply by January 31st. So I think we are just puzzled why
you are not.

Mr. ADELSTEIN. My understanding is we worked with your staff
to explain exactly what it is that we have and how we can organize
it so it best meets your needs. The scope of what we are doing has
been clarified, and——

Mr. STEARNS. So you are saying you don’t understand what we
are requesting?

Mr. ADELSTEIN. No, we do. We understand very clearly.

Mr. STEARNS. Then why can’t you just comply?

Mr. ADELSTEIN. There is a lot of documents.

Mr. STEARNS. It takes 4 months? I mean, when you wrote this
letter and said January 31st, you would comply, did you not realize
that you couldn’t comply?

Mr. ADELSTEIN. Well, I think it has been more material than I
had anticipated. In fact, this is voluminous.

Mr. STEARNS. OK, I accept that. Also you know that the Lake
County Fiber Network Project was awarded almost $67 million
from RUS, and this was despite data that indicated that a substan-
tial majority of the housing units in that proposed service area
were already served by existing broadband providers. I mean, that
is hard to believe. In questions for the record, you submitted to
Congress, you promised to seek repayment of all of the outstanding
loans. Is that correct? Just yes or no.

In questions for the record you submitted to Congress, you prom-
ise to seek the repayment of all outstanding loans.

Mr. ADELSTEIN. Well, we do, yes.

Mr. STEARNS. However, there have been allegations that the
RUS grantee in Lake County, Minnesota, received assurances from
a high-ranking RUS official that RUS would not seek repayment of
the loan in the event of a default by Lake County.

In the event this project fails, will RUS require Lake County to
completely, completely pay off the $56.4 million loan, yes or no?

Mr. ADELSTEIN. Yes.

Mr. STEARNS. OK, that is good. We are also looking into Open
Range Communications’ bankruptcy that left $73.5 million in tax-
payer funding at risk or of default.
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Mr. STEARNS. Among the reasons for the bankruptcy was Open
Range’s reliance on a satellite network that was not fully in compli-
ance with its license and which the FCC eventually revoked.

How much did RUS understand about the FCC licensing process
before it even approved the loan to Open Range Communications?

Mr. ADELSTEIN. I wasn’t at the RUS when it was approved, so
it was approved by my predecessor in the previous administration,
but I think that to his credit that the RUS and the administrator
at the time took very careful steps to look into that spectrum issue
and to protect the taxpayer in the event of problems which gave
us the ability later to work with the awardee and try to minimize
the exposure to the taxpayers. So I think they were cognizant of
the issues there.

Mr. STEARNS. But you weren’t.

Mr. ADELSTEIN. Well, I was when I came on board. We looked at
this thing, we worked with the FCC very closely. As a matter of
fact the, documents indicate that we did work with the FCC to en-
sure that the operator could continue to operate and there was no
disruption of service because of the spectrum issues, that was not
the issue that resulted in the bankruptcy.

Mr. STEARNS. Mr. Chairman, in closing, I would like to put in the
record, the Communications Daily has a paragraph that Mediacom
officials predicted default, and this is going back to my earlier
question with Lake County fiber network. And the RUS has given
assurance to Lake County that it wouldn’t be responsible to repay
the debt beyond the proceeds of a foreclosure auction on a network.

Mr. Adelstein has indicated that they will be forced to pay, but
somebody, some official, has indicated they won’t. So I would like
to make this part of the record, so we can better understand why
Lake County fiber network thinks they don’t have to pay, yet Mr.
Adelstein said they will.

Without objection.

Mr. WALDEN. Without objection.

[The information follows:]
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BIP LOAN FRAUD ALLEGATIONS
probed by House Commerce over-
sight subcommittee; Mediacom
finds an open ear for its concerns
aver Minnesota project. (P. 1)

WHITE HOUSE HOPEFUL of pas-
sage of $-2105 as lawmakers see
‘national security implications' of
requirements in bills, says Cyber-
security Coordinator Howard
Schmidt. (P. 4)

COMGCAST NOT ALONE in sending
channels to Xbox 360s, but among
few with bandwidth caps that ex-
clude IP streams. (P. 5)

ISP SPEED TEST data gathering
phase extended due to server is-
sues. (P.§)

TELECOM NOTES: Verizon should
delay dropping DSL, groups say ...
Gates Foundation says FCC has Title
1 digital literacy authority ... Spee-
trum ‘highly politicized,” Qualcomm
CEO says ... T-Mobile prepaid busi-
ness doubles. (P.9)

MEDIA NOTES: FCC dismisses
Liberty application on Sirius con-
trol ... Don’t now change media
ownership rules, NHMC says ...
Nielsen TV households shrink ...
MSG media quarterly sales up 13
percent. {P. 11}

Congress Investigating Cable Operator Allegations
Around Minnesota Fiber Network Funded by BIP Loan

Congressional investigators are looking into allegations of
loan fraud raised by cable operators against a county government
in Minnesota that accepted about $66 million in funds from the
Rural Utilities Service (RUS) to build a fiber broadband network
there. Mediacom Communications, which serves some of the less
sparsely populated parts of Lake County, Minn., complained last
year to the U.S. Department of Agriculture’s office of the inspec-
tor general that Lake County’s Broadband Initiatives Project (BIP)
loan application appeared to be fraudulent, designed to set the
county up for financial failure and allow outside consultants hand-
picked by local officials to buy the fiber-to-the-home systems at a
discount (CD March 17/11 p6), More recently it has been taking
its case to nearly anyone else who might listen, including federal
prosecutors in D.C. and investigators with the House Commerce
Oversight and Investigations Subcommittee, and apparently gain-
ing some traction.

"I'm aware of the allegations regarding the Lake County,

Minnesota broadband stimulus project, and the Subcommittee on
Oversight and Investigations is investigating the issue,” said Rep.
Cliff Stearns, R-Fla., the subcommittee’s chairman. The project
has also attracted criticism from elsewhere in the cable industry.
This month an NCTA-commissioned analysis of three RUS-~
funded broadband projects found that the Lake County proposal
will provide service to areas that largely already have it or are un-
inhabited (http://xrLus/bm5a24).

Lake County officials and the project’s managers defend
the project, saying they’re doing a job that incumbent telecom
companies including Mediacom have refused to do, and that local
businesses, many of which cater to tourists, need the service. Lake
County Commissioner Paul Bergman also pointed out that Media-
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com could have applied for the same funds but did not. Congressional investigators are welcome to visit
the project, which is “full speed ahead,” said Jeffrey Roiland, CEO of Lake Communications, the com-
pany that will manage the fiber network and other aspects of the project for the county.

Some Lake County residents are eagerly awaiting a fiber network. “Our Internet here is aw-
ful,” said Patricia Byrnes, owner of the Inn at Palisade, a bed and breakfast in eastern Lake County.
She said she buys Internet access from a satellite provider but it isn’t fast enough to manage her busi-
ness’s reservations online.

At the root of the dispute is a $56 million BIP loan and $10 million grant Mediacom believes were

potentially fraudulently obtained. The county’s initial loan application under the broadband stimulus pro-
gram was rejected because too high a percentage of the proposed service area already had access to broad-
band services from companies including Mediacom. But afier the county redrew the project boundaries to
include large areas of sparsely populated national and state forest land in a neighboring county, RUS ap-
proved the loan. Even then, the project would have failed to qualify for the BIP program had the applicant
used the most up-to-date census data about the population covered, according to Mediacom’s attorneys.

Moreover, attorneys for Mediacom and the Minnesota Cable Association (MCA) say the subscriber
and revenue assumptions included in the loan application aren’t realistic. The project would have to win

the business of nearly 100 percent of the occupied homes in its service area to be able to pay back the
loans, according to Mediacom’s analyses. “It requires every existing cable company, every existing
broadband provider and every telephone company [in the area] to go out of business,” said Eric Breisach,
a former CPA and now an attorney with Womble Carlyle who is representing Mediacom. Furthermore,
the area is full of second homes and vacation rentals, many of which are unoccupied much of the year,
Mediacom’s attorneys said.

The county also allegedly hadn’t lined up financing for the part of the network it would be responsible
for funding at the time it submitted the loan, according to Mediacom. That should have been another trigger
for not granting the loan, according to Mediacom and MCA lawyers. The RUS investment in Lake County’s
project was made according to the requirements of the American Recovery and Reinvestment Act and No-
tices of Funding Availability, according to the U.S. Department of Agriculture. In cases where awardees fail
to meet those requirements the agency has rescinded funding, according to USDA. RUS is working closely
with Lake County, as it does with all projects, to ensure its success, according to a USDA spokesman.

Now Mediacom and the MCA are hoping to stop the project from being built and simultaneously
stave off a wave of competition to other broadband and pay-TV operators in Minnesota.

As it stands, Minnesota law prevents municipal governments from owning a telephone exchange
without a referendum from voters. The MCA has argued that Lake County doesn’t qualify asa

“municipality” and therefore couldn’t offer the services even with a referendum. Either way, documents
obtained by the MCA indicate the county has taken several steps to avoid actually owning the phone ex-
change, said Anthony Mendoza, an attorney for the association. Instead of providing the services them-
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delivery and copyright compliance. This software forwards to us certain technical data and newsletter usage information from
any computer that opens this e-mail. We do not share this information with anyone outside our company, nor do we use it for
any commercial purpose. For more information about our data collection practices, please see our Privacy Policy at
www.warren-news.com/privacypolicy htm.
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selves, Lake Communications would manage that part of the network after leasing dial tone services from
another entity, documents indicate. Cable officials in Minnesota are worried that other local governments
will follow Lake County’s lead. Already Minnesota cable operators are hearing about other counties in
the state exploring similar options as Lake County, Mendoza said.

Local laws allow the county to operate a broadband network, and a third party will operate the net-
work’s voice services, Lake Communications' Roiland said. Several states require approval by voter ref-
erendum to re-establish a city’s right to provide advanced services including telecom and cable to its resi-
dents and business, municipal network consultant Craig Settles said. In Lake County’s case, the telcos are
upset because they can’t fight if the entity operating the network isn’t a government entity, he said. It’sa
legitimate strategy by communities seeking to offer their own networks when service providers refuse to
do so, he said. A referendum vote could be a time-consuming process and opponents often use various
strategies to sway the vote, he said. In Longmont, Colo., it took more than two years to pass a referendum
to let the town offer broadband services either directly or via a partnership, he said.

Mediacom’s and Lake Communications’ revenue projections differ. Roiland said Lake Communi-
cations’ projections call for a 50-60 percent penetration rate, and the network could be profitable with
even less. If the loan application or network buildout had any legitimate problems, Mediacom would have
sued, he said. “We’re doing something Mediacom refused to do,” by building out to unserved areas, he
said. He said the project should be completed in 2014 and that the RUS loan will be repaid with revenue
from the broadband portion of the network.

But Mediacom officials predict a default and said they worry that RUS has given assurances to
Lake County that it wouldn’t be responsible to repay the debt beyond the proceeds of a foreclosure auction
on the network. “When I met with Lake County representatives in January 2011, they seemed uncon-
cerned about the possibility of defaulting on a $55.6 million loan,” Breisach said. “They claimed to have
received assurances from a high-ranking RUS official that RUS would not seek repayment in the event of
a default,” he said. According to the USDA, defaults on federal funding are handled under the Debt Col-
lection Improvement Act of 1996.

Emails and other documents obtained by the MCA and Mediacom through local open records laws
and reviewed by Communications Daily describe a back-and-forth between Minnesota’s Senate delegation
and RUS Administrator Jonathan Adelstein and other RUS officials over the loan application process, in
which Adelstein raised concerns about project. That occurred around the time Lake County fired its initial
consultants, National Public Broadband, and handed the project over to Lake Communications, Mendoza
said. According to the USDA, the RUS responds to all congressional inquiries about its projects, and
Minnesota’s congressional delegation had no influence over decisions to fund the Lake County project.

Other documents indicate county consultants were in regular contact with Adelstein and other gov-

ernment officials — one refers to a “Deep Throat” within the government who was providing advice on
the timing of RUS decisions (http:/xrl.us/bm583d). And emails between RUS and the county indicate the
agency had some concerns about the project following Mediacom’s complaint to the inspector general’s
office (http://xrl.us/bm59%g).

In July 2011, an RUS official overseeing Lake County’s loan told Lake County Coordinator Mat-
thew Huddleston that RUS had concerns that Lake Communications (LCI) appeared to be an extension of
the county itself and not an independent consultant. *It appears that LCI has no capital formation. If LCI
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did not receive an equity investment to operate on, we have serious concerns since all employees of the
system will be LCI employees and there are a number of expenses that LCI must be able to handle,” RUS
Broadband Division Director Kenneth Kuchno wrote (http:/xrl.us/bm582x). “If the county is covering
100% of all the LCI expenses then this is another indication that LCI is an extension of the County,” he
wrote. But the RUS appears to have ignored its own concerns because it never requested any compliance
actions from the county, a memo from Mendoza to the MCA said.

Mediacom and MCA have also raised concerns about the amount of money Lake Communications
is set to earn versus the amount that will be paid to the county. An “Operate and Management Agree-
ment” (O&M) between the county and Lake Communications calls for Lake to receive more than $4.4
million from the county over five years for running the network (http://xrl.us/bm59¢k). Additionally,
Lake Communications will pay just $8 per line per month for access to the county’s local Joops on the net-
work — a figure cable officials say is below market rates. :

So far, the House Commerce oversight subcommittee is conducting a basic investigation to get the facts,
Stearns said. Mediacom and MCA hope the attention leads RUS to pull the project’s funding, Mendoza said.

“We’re hoping that by providing the documents the county itself has not really provided, that somebody will say,
“This does not make sense,” and put a stop to it,” be said. — Josh Wein, Yu-Ting Wang, Adam Bender

Not Asking Too Much

Obama Veto Decision on CISPA Remains, Says
White House Cybersecurity Coordinator

‘The Obama administration is hopeful that "cooler heads" will prevail to pass a White House-
backed Senate cybersecurity bill as lawmakers see "the national security implications” of some provisions
of the measure. The "small regulatory regime" for core critical infrastructure that's contained in the Cy-
bersecurity Act (S-2105) is "very narrowly crafted" and built on "best practices" for corporations, many of
which are already implementing them for "their own business purposes," said Howard Schmidt, White
House cybersecurity coordinator. "We don't see that being asking too much of anybody,” he said in an
interview on the C-SPAN program The Communicators scheduled to air Saturday.

Despite last-minute amendments, the House-passed Cyber Intelligence Sharing and Protection Act
(CISPA) still doesn't meet the White House threshold for "privacy for American citizens, corporate liabil-
ity ... and protecting core critical infrastructure," he said. So the veto threat remains. S-2105 regulations
are aimed at core critical infrastructure, "not everything out there,” Schmidt said. Companies "absolutely”
have a responsibility to report attacks to the federal government, he said. It isn't just enough to hope that
"you are doing the right thing and if something happens you may or may not tell us," he said. "We need a
higher level of assurance than that."

$-2105 is sponsored by Senate Homeland Security and Governmental Affairs Committee Chair-
man Joe Lieberman, I-Conn., Ranking Member Susan Collins, R-Maine, Senate Commerce Committee
Chairman Jay Rockefeller, D-W.Va., and Senate Intelligence Committee Chairman Dianne Feinstein, D-
Calif, What's proposed in the bill doesn't "create some new regulatory regime where now you have to do
15 reports to 15 different government agencies,” Schmidt said. "If you already have a responsibility to
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Mr. WALDEN. Mr. Adelstein.

Mr. ADELSTEIN. To respond to that, I don’t know who said that.
I tried to track that down. I don’t believe that anyone at RUS said
that. That was not attributed directly to us. Somebody said that
somebody said that. There is no evidence that it actually happened.
And T certainly would reprimand anybody that would make that.

That would be a violation of Federal law. We have a requirement
under the Credit Reform Act to aggressively seek collections for
any defaults on debts, and we always have. There has never been
any evidence that we have done otherwise. So I can’t imagine that
anyone would say such a thing. But maybe there is a misunder-
standing and somebody mischaracterized what was said.

Mr. STEARNS. Well, I can understand being an elected official and
a politician, lots of people attribute things to what I say to which
I didn’t say. I think you win your point overwhelmingly there.

Thank you, Mr. Chairman.

Mr. WALDEN. With that, we will now turn to our final set of
questions in this hearing to Mr. Scalise for 5 minutes.

Mr. ScALISE. Thank you Mr. Chairman. I appreciate you having
this hearing.

We just started the Spectrum Working Group in the House. I
want to commend the chairman for putting that together, and we
are going to be looking at a number of things that we can do to
try to free up spectrum, especially in the government sector.

I want to ask you, Secretary Strickling, NTIA just gave out with
a report that looked at government spectrum, and I think in the
report it said it would take 10 years and $18 billion to clear Fed-
eral users off the 1755 through 1850 megahertz range.

Where did you get those numbers from, especially to take that
long with that amount of money to free it up?

Mr. STRICKLING. Yes, sir. The individual agencies holding the
spectrum assignments provided the cost information and the sched-
ule information in terms of how long and how much they thought
it would take for them to totally relocate their systems out of the
1755 to 1850 band.

Mr. ScALISE. Was there any third party validation that was used
to look at those numbers as well? In the past, we have seen some
people try to guard their spectrum and even if they might not be
utilizing it as effectively and efficiently as they can, and there may
be capacity there. You know, you are asking them to give some up,
and oh, by the way, can you tell me what you don’t need? Some-
times you might not get as clear of an answer as if you maybe had
somebody third party looking at what they really are using and
what is available.

Mr. STRICKLING. Certainly. My understanding is that each agen-
cy would have worked with their OMB examiners as part of this
effort. But I honestly don’t know to what extent and how detailed
that review was. But if I could just say that what we learn from
that report was that 10 years and $18 billion, even if let’s assume
it is now 8 years and $15 billion, if more detailed cost reviews had
been done, it still doesn’t solve our problem, which is that is too
much money and it takes too long and has led us to recommend,
as we did in the report, that we really need to have a new para-
digm for how we find additional spectrum for commercial use——
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Mr. ScALISE. Do we know how accurate those numbers are? Have
there been estimates that you all have made in the past where
then you had a track record of actually doing it to compare and see
if the estimate was way off?

Mr. STRICKLING. The last time this would have been done would
have been the 1710 to 1755 review about 10 years ago, and there
would be a track record on that, and I don’t know what it would
be, but it would be possible to look at that.

Mr. ScALISE. Can you give that to the committee? Get what the
estimate was and then ultimately

Mr. STRICKLING. Sure. One of the things to keep in mind, too,
was that up until now, before the spectrum act improvements in
February, there hasn’t been money for Federal agencies to do the
kind of detailed planning for reallocation that has now been made
available in the new law passed in February. And for that, we ab-
solutely thank the committee for its efforts to deliver that to us.
That is a very important improvement in the Spectrum Relocation
Act and one that will help us immeasurably and we move forward
in terms of giving agencies the resources they need to do this kind
of planning before an auction.

Mr. ScaLISE. Chairman Walden worked real hard on that, and
it was something that was a major accomplishment to get through.
And I have some questions about that.

I have one final question on the relocation issue. If you could go
back, I don’t know if you have looked at this, if you would just limit
it and instead of looking at the entire range of spectrums, from
1755 to 1850, if you narrowed that down to 1755 to 1780 because
that seems like an area that might be more realistic to look at in-
stead of looking at an entire swath, if you could give us some esti-
mates and projections on just that narrow band from 1755 to 1780
megahertz.

Mr. STRICKLING. Here is our problem with that. The Federal
agencies going back to 1710 to 1755 moved a lot of systems out of
that band, and at that time, they were told, just move them up into
the 1755 band, and we won’t trouble you for that spectrum ever
again.

The problem that we have with the 1755 to 1850 band is that
there are a number of systems in that band, such as the Depart-
ment of Defense Air Combat Training System that utilize all 95
megahertz of that spectrum. Plus the agencies know that simply to
be told, well, squeeze into the 1780 to 1850 band, and we won’t
trouble you again for that spectrum

Mr. ScALISE. This isn’t, we are not troubling you, this is the pri-
vate sector, too, that is being troubled because they are being held
back from their ability to create jobs. And we need to start creating
jobs. And if some Federal agency says, oh, wait a minute, don’t
bother me, because I am holding a bunch of spectrum I am not
using, and I just don’t want to tell you about it, that is not their
spectrum. This is the public’s spectrum.

And we are trying to see if there are ways to put it into the pub-
lic using a much better way that can generate money for the tax-
payers and that can generate a lot of jobs that are high paying in
this country. So if somebody is worried about how much they are
going to be put out because they have got to do a little bit of extra
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work because they are sitting on assets that the taxpayers of this
country, because really it is their spectrum; it is not these Federal
agencies’ spectrums. So if they give you pushback, please give me
their names, and maybe we will bring them in here and have a
hearing if they don’t want to do something that will comply with
something that will create jobs in this country.

Mr. STRICKLING. Sir, I agree with you 100 percent. But could I
comment on that? Which is what we need is a new paradigm that
will free up 95 megahertz for this band——

Mr. ScALISE. We are working on a new paradigm. We are work-
ing on that together. I am almost out of time.

I want to ask you one final question. On the work that has been
done to manage a fully operable network and a lot of States have
been trying to get this, the Federal Government has been trying to
get interoperable, and again, the chairman really did a yeoman’s
work in finally putting a structure in place. I know a number of
States including mine, Louisiana, our Governor’s office, homeland
security and in the event of hurricanes and other disasters, our
Governor’s office manages those disasters with local law enforce-
ment. And in cases like Katrina, we had New York police officers
going into the City of New Orleans. There was no interoperability,
not in September 11, not in Katrina. We are trying to solve that,
and I know at the Federal level now, there is a structure being put
in place. Our State, and I am sure others have, has requested a
waiver from the FCC so they don’t have to wait a full 3 years; they
can start putting their plan in place now using an interoperable
system.

It is my understanding that your agency has petitioned the FCC
not to issue any waivers, and of course, our State doesn’t want to
wait 3 years to start moving forward on building their interoper-
able network that would work with an entire system. Why would
you want to hold States back that already have plans in place like
ours and have a need in place to get interoperability if they want
to start moving forward with a system that is integrated?

Mr. STRICKLING. Because nobody today can guarantee any of this
will be interoperable in 3 years. The FirstNet board is based on a
new concept from Congress, which is to build a single national
interoperable network. It has commissioned the creation of a board
of directors to figure out how to design and build that network. The
reason we have pulled back on the $380 million of taxpayer money
that was going to be spent in the seven jurisdictions we gave waiv-
ers in is we can’t guarantee today that that money won’t be wasted
because we don’t know yet. The board hasn’t even met.

Mr. ScALISE. But if they are using LTE, for example, if they are
using a system that is interoperable

Mr. STRICKLING. Sir, we don’t know these things. People are
using these terms

Mr. ScALISE. The FCC——

Mr. STRICKLING. “Interoperable” means different things to dif-
ferent people.

Mr. ScALISE. But shouldn’t the FCC make that determination?

Mr. STRICKLING. Well, what we want to have here is a network
that can be built according to a business model that will allow this
service to be provided to public safety entities at affordable rates.
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Every decision that an entity makes today to build their own little
piece of this, even things as innocent as selecting a particular ven-
dor to serve a particular State, can upset what the model is that
Congress has now given us in the Middle Class Tax Relief Act.

I am trying to preserve the flexibility and freedom and the pre-
rogative of the FirstNet board to be able to design the network that
our first responders have been asking for since even before 9/11,
and the concern is that we are headed down a road to repeat all
of the same mistakes we made with LMR voice, where individual
syﬁtems were built, and then they didn’t work together with each
other.

Give FirstNet a chance to come back with a design for a single
interoperable network, and let them get on with the task of build-
ing it, and that way we can deliver the safety and the modern com-
munications that our first responders need to have. The concern
is

Mr. ScALISE. I hope I am not suggesting that if a State doesn’t
want to have that interoperabilty, and clearly Louisiana does, we
have had a need for it and let’s let FCC make that decision. If they
have got a good plan that is already in place and they are going
to do all of those things that you were concerned about, then let
FCC move forward.

Mr. WALDEN. I am going to many exercise prerogative, since we
are 4 minutes over.

Mr. ScALISE. I yield the balance of my time that is expired.

Mr. STRICKLING. I find it interesting that I am the one here who
wants to save the most money.

Mr. ScALISE. I would disagree with that.

Mr. WALDEN. I think I voted to actually save more money. But
anyway I do appreciate what you are doing here.

I just want to close out the hearing. And I know Anna wants to
make a couple of comments as well. One is FirstNet is supposed
to C(‘)?me forward with their interoperable standards fairly soon, cor-
rect?

Mr. STRICKLING. The FCC has a charge to come forward with the
minimal interoperability requirements based on the committee that
they were charged with creating.

Mr. WALDEN. But isn’t that supposed to happen?

Mr. STRICKLING. Soon, yes. I think in a matter of weeks.

Mr. WALDEN. And so, once that happens, then you will do a re-
view of these proposals that are, that you have suspended, correct,
to see if they meet that requirement?

Mr. STRICKLING. We will certainly take that into account yes, sir.

Mr. WALDEN. Well, I would hope so because if these ones that
you have suspended, and we have had this discussion, if they do
now meet the, once the interoperable standards are established,
once they—I would think somebody needs then to go, “OK that
works, go ahead.” Wouldn’t that be the decision, or am I missing
something?

Mr. STRICKLING. It may not be. We will need to look at what the
FCC comes out with and evaluate it against the projects. But what
we have asked for is a fairly minimal set of standards. It may not
be dispositive in terms of deciding whether or not to let all of these
projects go forward with the 4G aspect of their grants.
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Mr. WALDEN. But we should have that discussion at some point.

Mr. STRICKLING. Happy to do so.

Mr. WALDEN. The other thing I would like to know from each of
the our two, Mr. Strickling and Mr. Adelstein, is the amount of, if
you could provide for the subcommittee the amount of the unobli-
gated management and oversight funds that you have.

Mr. STRICKLING. We don’t have any at this point because all of
our, other than the IG’s dollars that he told you about, we are oper-
ating based on appropriated dollars now in terms of oversight.

Mr. WALDEN. All right.

Mr. Adelstein.

Mr. ADELSTEIN. We have no unobligated funds for administra-
tion. As a matter of fact, we haven’t gotten one dime of additional
administration for this program. We have had to basically eat it in
our existing budget.

Mr. WALDEN. No good deed will go unpunished in the future, ei-
ther.

I turn now to the gentlelady from California.

Ms. EsH00. Thank you, Mr. Chairman, and I thank you for hav-
ing yet another hearing to track all of this, which is so important.

I want to conclude the hearing by thanking all of the witnesses
today, and most especially with a renewed appreciation of what an
enormous assignment you were given through the Recovery Act,
some $7.3 billion, $7.5 billion divided almost equally between two
agencies to carry this out in a relatively short period of time.

Obviously, the work of the IGs has been instructive to you on
where you can improve, and I think that that has come out in this
hearing as well.

But I also want to note something that I couldn’t help but detect
because it was so obvious, that there are some members that really
want to relitigate, and it is each member’s prerogative to say and
ask for whatever they wish. But my observation is that there are
some that want to relitigate the Recovery Act. They simply don’t
like it. They never agreed with it.

I am one of the members that pushed our leadership very, very
hard to include a significant sum of money to make sure that we
really reach people and build broadband out to them because the
private sector simply was not doing it; it wasn’t profitable to do it,
and that is where I think there was a need for public attention to
that because there was private sector inattention, and that was
their prerogative to do whatever they did.

But there are Americans in different parts of our country that
simply were not getting this service and couldn’t hope to, even in
the long term. So I think that this work is really significant. And
there was another generation that made sure that people had tele-
phone service—had telephone service. We take that for granted.
And that was the lifeline for people in rural communities. And so,
in this generation, we are looking to make sure that people have
broadband. And I want America to be number one in broadband.
That has been a goal of mine from the very beginning being on this
subcommittee.

So I thank the scrutiny of the IGs and what you continue to
bring to it.
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And to Mr. Strickling and Mr. Adelstein, I think that you have
to have real broad shoulders in this. This was really a huge assign-
ment, and I think that today really highlights the successes of
what you have done, and certainly the critique that the Congress
offers is important and that you will follow up on it.

So thank you, Mr. Chairman, for having this hearing and I thank
the witnesses again.

Mr. WALDEN. I, too, thank the witnesses and appreciate your
participation, and we look forward to continuing the dialogue. And
we will do our part. I know you are trying to do your part as well.
Thank you very much. With that, the hearing is adjourned.

[Whereupon, at 12:16 p.m., the subcommittee was adjourned.]

[Material submitted for inclusion in the record follows:]
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Responses to Questions from the Honorable Greg Walden

1. You indicated in your written testimony that NTIA is “working to implement the
[Spectrum] Act’s directives as expeditiously as possible.” What does that mean?
When will the nationwide public safety broadband network be built and
operational? In one year? In three years? In five years? Do we have any real way of
knowing?

NTIA and the Department of Commerce have fulfilled the Act’s initial public safety
implementation deadlines on a timely basis. As required, the Acting Secretary of Commerce
appointed the members of the FirstNet Board of Directors on August 20, 2012, and NTIA
announced the programmatic requirements for the State and Local Implementation Grant
Program on August 21, 2012. NTIA will continue to work to implement its obligations under the
Spectrum Act as expeditiously as possible, and intends to collaborate closely with FirstNet to
assist with its implementation duties, as needed.

At this time, we cannot predict when the nationwide network will be deployed and operational.
The FirstNet Board held its first meeting on September 25, 2012. The Board’s first order of
business was to establish Board committees, consider staffing needs, and other organizational
matters, The legislation envisions that FirstNet will consult with regional, state, local, and tribal
jurisdictions prior to launching any network deployment.

The funding mechanism for the Public Safety Trust Fund constitutes an additional variable that is
likely to affect the schedule for a nationwide network deployment. While NTIA can borrow up
to $2 billion to support FirstNet’s initial network deployment activities, FirstNet cannot access
the remaining $5 billion available for nationwide deployment until the Federal Communications
Commission (FCC) has conducted the spectrum auctions that are to fund these activities. Until
the FCC conducts those auctions and the revenues are determined, FirstNet will not be able to
complete a schedule for nationwide deployment.

2. The Department of Commerce sent letters in May to a number of BTOP grantees
partially suspending funding for projects designed to help create a nationwide,
interoperable public safety network. The Department presumably approved the
grants in the first place because it believed they would promote interoperability.
The Department claimed in the letters, however, that Title VI of the Middle Class
Tax Relief and Job Creation Act of 2012 would prevent the grantees from
remaining in compliance with certain terms and conditions of their awards.
Specifically, the letter claimed that the grantees would be in violation of a special
award condition that requires each grantee to comply with the FCC’s rules and all
subsequent orders and public notices regarding the use of the 760 MHz public safety
broadband spectrum.
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While Title VI of the Middle Class Tax Relief and Job Creation Act does require the
FCC to transfer authorization to use the 700 MHz public safety broadband
spectrum to FirstNet, nothing in the law specifies when that must happen, requires
that authorization to use all the spectrum be transferred all at once, or prohibits the
FCC from allowing state and local authorities to continue to use the spectrum.
Allowing states and localities to use the spectrum, so long as they commit to the
“minimum technical requirements to ensure a nationwide level of interoperability,”
which FirstNet itself is required to use, might make particular sense since it could be
years before FirstNet reaches every corner of the country, if it ever does.
Nonetheless, the letter claims as reason for the partial suspensions that the grantees
will “be in material noncompliance with the terms and conditions of [the grantees’}
award in being unable to comply fully with FCC rules as required by the [special
award condition] incorporated into [the} award.”

For each partially suspended award, please indicate what FCC rules the
Department knew at the time it sent the letters that the grantees would be unable to
comply with, the date of non-compliance, and a citation to the FCC determination of
non-compliance. If there is no such rule and FCC determination, please so state.
Furthermore, if it is NTTIA’s opinion that the Middle Class Tax Relief and Job
Creation Act itself created the non-compliance, please explain why NTIA waited
three months from the law’s passage before sending the suspension letters.

In the two years since NTIA awarded the BTOP 700 MHz public safety grants, the landscape for
public safety broadband has changed dramatically. When originally approved in 2010, the
projects pursued a “network-of-networks” model. Although each jurisdiction agreed as a
condition of its FCC waiver and BTOP award to interoperate with one another, they were
nonetheless developing seven distinct networks. The Middle Class Tax Relief and Job Creation
Act of 2012 (Act) adopted a very different vision for the network’s architecture and governance,
namely, a single, nationwide network.

The seven BTOP public safety recipients-had legal authority to use the 700 MHz spectrum only
through FCC license waivers executed through lease agreements with the Public Safety
Spectrum Trust (PSST) pursuant to FCC Order 10-79. The 700 MHz spectrum lease agreements
between PSST and the BTOP public safety grant recipients expired September 2, 2012. The Act
directs the FCC to reallocate and grant a single license to the First Responder Network Authority
(FirstNet) for the use of the 700 MHz D block spectrum and existing public safety broadband
spectrum.

The authority of executive agencies to administer a congressionally created program necessarily
requires the formation of policy and the making of rules and decisions to fill any gaps left,
implicitly or explicitly, by Congress. In this case, Congress did not address the impact of the
transfer of authority for the 700 MHz spectrum from the PSST to FirstNet as it relates to the
public safety waiver jurisdictions. Immediately upon the Act’s passage, NTIA moved as quickly
as possible to analyze its impact on the seven BTOP public safety grants and held numerous
discussions with grantees prior to issuing the written partial suspensions in May 2012,
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As a steward of taxpayer funds, NTIA has a key mandate to protect against waste. At this time,
we do not know with any degree of certainty that Long Term Evolution (LTE) equipment
deployed today will be compatible with the network architecture developed by FirstNet in the
future. Spending funds on such equipment with that knowledge could risk wasting millions of
taxpayer dollars, an outcome which we can all agree would be irresponsible. With the then
imminent expiration of the lease agreements and the new direction of the nationwide public
safety broadband network, NTIA was within its authority to partially suspend the public safety
grants to protect taxpayer funds. NTIA needs to ensure that any grant project using taxpayer
funds will proceed in a manner that is consistent with the requirements that FirstNet will
establish for the nationwide public safety broadband network.

3. As a rationale for freezing seven existing BTOP public safety grants, you stated that
you wanted to ensure that these projects are compatible with the “ultimate
nationwide architecture of the new public safety broadband network.” Will that
architecture be based upon 3GPP-approved LTE standards? If so, will you be
unfreezing funds for any of these public safety projects that are based upon a 3GPP-
compliant LTE architecture? Similarly, won’t that architecture be based on the
“minimum technical requirements to ensure a nationwide level of interoperability”
that the FCC approved and transmitted to FirstNet in June? Since FirstNet must
incorporate those requirements “without material change,” will you be unfreezing
funds for any of these public safety projects that comply with interoperability
requirements?

The Middle Class Tax Relief and Job Creation Act of 2012 (Act) requires the nationwide public
safety broadband network be based on the 3GPP commercial standards for Long Term Evolution
(LTE) service. However, vendor self-certification of compliance with 3GPP — LTE architecture
does not necessarily mean the equipment from these projects will interoperate with the
nationwide public safety broadband network.

The 3GPP commercial standards leave significant room for interpretation, which means that the
same requirements can be developed differently by different vendors. Each component of the
network will need to go through suitable conformance and interoperability testing to ensure that
it conforms directly to the standard and is interoperable with all other components as designed by
FirstNet. In addition, 3GPP has several releases and sub-releases, which means that each
company or vendor has its own version of software and hardware. At any given time, companies
may be using various release versions, which can lead to problems with how features are
supported across different vendors. All of these technical factors need to be considered in light
of the Act and with respect to how NTIA proceeds with the BTOP-funded projects.

Similarly, the FCC’s Interoperability Board developed minimum recommended technical
requirements, which while forming a baseline for interoperability, do not by themselves
guarantee that equipment will interoperate.

NTIA needs to mitigate the risk that grantees will use taxpayer funds will be used to pay for
equipment that will not interoperate with or be integrated into the nationwide public safety
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broadband network. To this end, NTIA has been working with the BTOP public safety
recipients and vendors to develop new special award conditions that will ensure that FirstNet,
contractors, and users can access the BTOP-funded network; ensure indemnification by vendors
of equipment that is not compatible with the FirstNet network; and share lessons learned with
FirstNet and the Public Safety Communications Research Program (PSCR). If BTOP recipients
receive access to the 700 MHz spectrum, either through the Special Temporary Authority (STA)
made available under the FCC Order 12-85 or through a lease agreement with FirstNet, NTIA
will work with the recipients to determine if portions of their LTE-related activities can resume
under the new special award conditions. At its inaugural meeting on September 25, the FirstNet
Board of Directors adopted a resolution to examine the seven BTOP public safety projects and
provide input to NTIA as to whether and how these projects can support the development of the
nationwide, interoperable public safety network.

4. The BTOP project in West Virginia is one example of a broadband project
shrinking in scope after being awarded a grant or loan. How many other projects
have shrunk in scope post-award? How does NTIA review build-out changes to
ensure that taxpayers are getting their money’s worth? When a project proposes to
change its build-out plans, does NTIA correspondingly reduce the size of the award?
Does NTIA take into account that a project as revised might have lost out to another
applicant had the ultimate scope of the project been known when it was initially
considered?

The State of West Virginia project did not shrink in scope. As originally planned, the recipient
will connect or upgrade connections at more than 1,000 community anchor institutions in the
state that will benefit from dramatically improved broadband connectivity to better serve their
communities. However, from the time of its original application to when it began implementing
the project, the State — working with NTIA —identified some instances in which anchor
institutions were found to possess adequate fiber connectivity but lacked adequate electronics
necessary to fully utilize the fiber. As a result, the recipient adjusted its project to avoid building
duplicative broadband facilities, but continued to install electronics at these locations. In
approximately 80 instances, the recipient determined that the anchor institutions were adequately
served, both in terms of fiber and hardware, and readily identified alternate underserved anchor
institutions as replacements. This is an example of the BTOP recipient working with NTIA to
maximize the benefits of taxpayer investments and to avoid waste.

BTOP recipients must seek NTIA and Grants Office approval for any significant modifications
to their projects. Reasons for project modifications vary, including changes to circumstances on
the ground as well as environmental or technical obstacles to the planned deployment. In all
cases, NTIA thoroughly reviews proposed changes against numerous criteria, including
environmental and historic preservation impact, schedule, budget reasonableness, sustainability,
and, in particular, whether the project will continue to deliver the commensurate benefits to the
community in terms of improved services for underserved anchor institutions and last-mile
providers.

In reviewing proposed project modifications, NTIA also considers whether the proposed changes
result in a project that would not have been funded had it been proposed during the original
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application process. In one instance, the State of Louisiana requested major changes to its
original proposal that would have significantly reduced the benefits to the community. For this
and many other reasons, the Department terminated the grant for material noncompliance.
Further details regarding this grant, including the justifications for the termination, can be found
at http://www2.ntia.doe.gov/grantees/LouisianaBroadbandAlliance.

If a BTOP recipient reduces the scope of its award, that reduction may require a corresponding
reduction in the amount of the Federal award. Two recipients, lowa Health System and Vermont
Telephone Company, have reduced the scope of their projects and the amount of their Federal
award by $2.97 million and $3.25 million, respectively. These funds have been returned to the
U.S. Treasury.

3, Inspector General Zinser’s written testimony states that 49 grantees have not kept
pace in spending matching funds. Wouldn’t this constitute material non-compliance
with the law, if not the terms of the grants? What is NTIA doing to remedy this
situation?

No, there are many reasons why a grantee might not keep pace in spending matching funds. The
Department of Commerce requires that grant recipients must generally draw down grant funds in
proportion to their matching contributions. NTIA, through its agreements with the National
Institute for Standards and Technology (NIST) and the National Oceanic and Atmospheric
Administration (NOAA) Grants Offices to provide grants management services, monitors
whether recipients are meeting this requirement and evaluates whether there is 2 good cause for
the Grants Office to waive proportionality requirements for a limited period of time. For
example, the Public Computer Center (PCC) programs often contribute volunteer labor hours as
their match. Since most of the major expenditures for PCC programs (i.e., setting up the
computer labs, creating training) occur at the beginning of the award but the volunteer labor
hours are contributed later, it is reasonable for NTIA and NIST to allow recipients to make up
their match contribution over the course of the award.

NTIA has implemented a rigorous monitoring and oversight plan for BTOP grants. NTIA’s
regular monitoring includes multiple reviews of recipients’ adherence to their matching share
requirements, including cash drawdown monitoring, performance report reviews, risk assessment
analyses, and site visit feedback. In addition to its monitoring, NTIA has provided recipients
with various forms of guidance regarding the BTOP matching share requirement. This guidance
ranges from the BTOP Recipient Handbook and fact sheets, which are readily available on the
BTOP website, to compliance training at recipient workshops. All of these activities serve as
internal controls above and beyond what the NOAA and NIST Grants Offices provide to ensure
that recipients expend funds at an appropriate rate and meet their matching requirements.

In addition to its comprehensive day-to-day monitoring, NTIA initiated a process in December
2010 to thoroughly review recipient matching share contributions. Through this process, NTIA
reviews and analyzes the allowability, consideration, source, consistency, and valuation of each
recipient’s proposed cash and in-kind match sources. NTIA will continuously work with OIG to
bolster recipient match recordkeeping and ensure proportionate recipient match contributions.
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6. Your quarterly report cited statistics regarding the number of new and upgraded
miles of fiber that have been deployed and the number of institutions that have new
or improved service because of your grants. What constitutes an “upgrade” or
“improvement”? What portion of the miles and connection are upgrades or
improvements rather than new deployments, and why are you spending money on
upgrades and improvements rather than new deployments?

An upgrade or improvement includes leveraging existing network capacity—either owned by the
recipient or sub-recipient or leased—such as lighting unused existing optical fibers with
appropriate electronics. Since the optical fibers are already in the ground, they are considered
upgrades, although they are significantly increasing bandwidth to communities and institutions
served by BTOP recipients. Roughly one-quarter of the miles deployed by BTOP recipients
through June 30, 2012 are improved miles.

To ensure that recipients are making prudent investments when building out Comprehensive
Community Infrastructure (CCI) networks, NTIA has endeavored to avoid “overbuilding™—that
is, constructing grant-funded fiber in areas where commercial dark fiber was available and
unused. By authorizing recipients in those circumstances to use grant funds to light existing dark
fiber and bring it online, NTIA has avoided overbuilding and made good use of existing
facilities. Using BTOP funds to light unused dark fiber significantly upgrades broadband
capabilities in communities. In addition, the program permitted some recipients to connect
existing wireless towers to their backbone networks using fiber, when previously connected by
microwave, in an effort to significantly upgrade the amount of traffic towers can support.

NTIA has encouraged grant recipients to connect new community anchor institutions (CAls) to
their grant-funded networks while also improving the level of service available to CAls that have
inadequate service today. In many cases, BTOP investments in a network backbone will
ameliorate scarce capacity and immediately improve the level of service available to numerous
existing CAls. In other cases, a CAl may have been served previously by expensive copper-
based connections offering restricted bandwidth (such as T-1 or fractional T-1 lines) and BTOP
funds will be used to ensure the facility has a reliable, higher-bandwidth, more cost-effective
fiber-optic connection.

7. You make claims about the number of additional households that subscribe or have
access to broadband because of your awards. How did you calculate those figures?
How did you determine that those households would not have subscribed or gained
access but for your awards?

Sustainable Broadband Adoption (SBA) recipients must report quarterly on new household and
business subscribers resulting from BTOP-funded SBA activities, such as awareness campaigns,
intensive training, and temporary subsidies to incentivize broadband adoption. These quarterly
reports are posted publicly on each recipient’s webpage at http://www2 ntia.doc.gov/awards.
SBA recipients employ a variety of methods to track and calculate new subscribers. For
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example, One Community in Ohio works directly with individuals, tracking each one’s progress
through ongoing contact and extensive follow-up.

NTIA has carefully reviewed the methodologies used by SBA grantees to ensure that they are
reliable ways to determine broadband subscribers. Grantees typically use three primary sources
of information to directly count or estimate new subscribers:

1) Use of grantee program records: Records maintained by grantees, such as equipment
distribution inventories, service subsidy lists, and network usage records, provide discrete
counts of subscribers.

2) Third-party datasets: These allow grantees to estimate new subscribers by measuring
service increase within defined geographical areas or specific populations, and comparing
changes in adoption rates against similar populations.

3) Surveys: Grantees administer surveys to program participants or within defined
geographical areas to collect data that are used to determine subscriptions.

Based on this information, NTIA is working with its recipients to develop and share lessons
learned to improve efforts to calculate new subscribers resulting from broadband adoption and
awareness efforts, With any methodology using extrapolation as a way to measure incidence,
there are margins of error, especially in working with vulnerable populations who generally have
a lower response rate to traditional survey approaches. Given this inherent challenge, we have
generally advised recipients to be conservative in reporting subscribership numbers.

8. When this Committee debated the language that would become the broadband
subsidies in the ARRA, Republicans expressed concern that money was being
rushed out the door without adequate thought. For example, we suggested that the
National Broadband Map indicating where access is lacking should be completed
first so that any awards could be targeted to where they are really needed. We were
told that the country couldn’t wait for the map because the money needed to be
rushed out the door to help the economy and that awards would be given to “shovel
ready” projects. But if that was the case, why—more than three years later—have
recipients spent only one-third of the NTIA and RUS money? Why were less than 20
of the 550 NTIA and RUS projects complete be the end of last year? What
percentage of projects look like they will be complete by the end of this fiscal year?
When will 25 percent of the projects be complete? When will 50 percent be
complete? When will 75 percent be complete?

In soliciting applications and selecting awards, NTIA sought to fulfill numerous goals, including
ensuring that projects are completed as quickly as possible while also spending taxpayer dollars
in the wisest and most responsible manner. NTIA awarded grants to three categories of projects:
broadband infrastructure, public computer centers (PCC), and sustainable broadband adoption
(SBA). PCC and SBA recipients have been finishing their projects ahead of the three-year
completion deadline, delivering computer access and training programs. Indeed, several of these
grants have already fully completed their work. However, the majority of BTOP dollars went to
broadband infrastructure projects — averaging more than $25 million per grant — that require
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significant environmental, engineering, planning, and other upfront activities before construction
can begin and more than a year to complete construction. Construction progress can be impacted
by a number of factors, including weather, contracting, availability of materials, and ability to
secure necessary permitting and pole attachment agreements, among others. NTIA consistently
made clear in its Notices of Funds Availability and quarterly reports to Congress that we intend
for projects to be complete within three years of their grant award, These timeframes are very
aggressive. Notwithstanding the above-mentioned obstacles to rapid deployment, NTIA
recipients have made tremendous progress in achieving their anticipated outcomes and
benefitting their communities. As of June 30, 2012, recipients have built or upgraded more than
72,000 miles of broadband infrastructure; connected more than 10,000 community anchor
institutions to high-speed broadband Internet service; and instalied more than 36,000
workstations in public computer centers.

9. Your program requires projects to be “substantially complete” by Sept. 30, 2012,
and finished by Sept. 30, 2013. An NTIA stimulus project is considered substantially
complete when the awardee has met 67 percent of the project milestones and
received 67 percent of its award funds. How many of your projects are in jeopardy
of missing the Sept. 30, 2012, deadline? How many projects are in jeopardy of
missing the 2013 deadline? Will you rescind funding from such projects?

There is no statutory requirement that projects be “substantially complete” by September 30,
2012, The Recovery Act did direct NTIA to “seek such assurances as may be necessary or
appropriate from grantees under the program that they will substantially complete projects
supported by the program in accordance with project timelines, not to exceed 2 years following
an award.” NTIA met this directive by requiring grant applications in 2009 and 2010 to
demonstrate that they would substantially complete their projects within two years of the start
date of the grant award and fully complete them no later than three years following the date of
issuance of the grant award. Under the Notices of Funds Availability (NOFAs), a project would
be considered substantially complete when the awardee has met 67 percent of the project
milestones and received 67 percent of its award funds. Applicants in both rounds provided
timelines for their projects that demonstrated timely completion, and NTIA staff and merit
reviewers evaluated the reasonableness and viability of these proposed timelines in considering
applications. NTIA is intently focused on ensuring that recipients meet the three-year
completion deadlines. To achieve this, we regularly review the projects, carefully reviewing the
status of each project and factors influencing progress to determine the appropriate actions to
protect taxpayer dollars. For example, we conduct schedule reviews of projects at risk of falling
behind in order to explore ways to accelerate deployment, such as adding additional construction
crews to mitigate schedule delays. NTIA utilizes a number of interventions, such as
Performance Improvement Plans, Corrective Action Plans, suspensions of award activities, and,
if necessary, award terminations in response to schedule delays or other challenges on the part of
grantees in fulfilling the terms and conditions of their awards.

NTIA has not considered or granted any requests by any other grantees for extensions beyond
the 2013 deadline. At this time, the only projects that we do not expect to be complete in 2013
are the seven BTOP public safety grants that we partially suspended pending a review of how
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those projects are impacted by the Middle Class Tax Relief and Job Creation Act of 2012. We
cannot speculate now as to how we would respond to a future request for extension, including
what action we might take regarding the funding for such a project. Any such request will be
handled on a case-by-case basis.

10
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Responses to Questions from the Honorable Joe Barton

1. Assistant Secretary Strickling referenced interoperability challenges with early
deployments and FirstNet. What is the exact concern around interoperability? It is
my understanding that all equipment being deployed is standards-based and will
interoperate assuming FirstNet deploys standard equipment in a best practice
manner.

Requiring vendors to comply with commercial standards is different than the reality of achieving
interoperability. Right now, vendors self-certify that they are compliant with 3GPP - LTE
standards. This certification does not necessarily mean the equipment from these projects will
interoperate with the FirstNet nationwide public safety broadband network established by the
Middle Class Tax Relief and Job Creation Act of 2012 (Act).

3GPP commercial standards leave vendors and manufacturers some room for interpretation,
which means that the same requirements can be developed differently by different vendors.

Each component of the network will need to go through suitable conformance and
interoperability testing to ensure that it conforms directly to the standard and is interoperable
with all other components as designed by FirstNet. In addition, 3GPP has several releases and
sub-releases, which means that each company or vendor has its own version of software and
hardware, At any given time, companies may be using various release versions, which can lead
to problems with how features are supported across different vendors. All of these technical
factors need to be considered in light of the Act and with respect to how NTIA proceeds with the
BTOP-funded projects.

NTIA takes very seriously its responsibility as steward of taxpayer funds and its oversight of
BTOP projects. Given the many unknowns and uncertainties regarding interoperability with
FirstNet, NTIA took the necessary step of partially suspending its seven BTOP 700 MHz public
safety projects to avoid spending taxpayer funds on equipment that might need to be replaced
once FirstNet develops the architecture for the nationwide public safety broadband network,
NTIA is working closely with each recipient to identify a path forward to ensure that grant funds
are spent in the most responsible manner.

2. Does the NTIA think it is prudent to wait an undetermined amount of time for
FirstNet to fully establish itself and prevent many jurisdictions, who could
accomplish this task in 2012, from working with first responders to implementing
this critical technology?

Yes. The public safety community deserves a nationwide public safety broadband network so
that we can finally achieve the vision of interoperability and avoid the communications problems
that have plagued the nation and were acutely evident on September 11, 2001. Congress took a
major step in achieving this goal when it enacted the Middle Class Tax Relief and Job Creation
Act of 2012. Recent events (e.g. Hurricane Katrina, September 11} have highlighted the critical
need for public safety communications interoperability on a nationwide basis. Allowing FirstNet
the time necessary to establish itself and to consult with stakeholders is necessary and
appropriate given the limited resources and tasks at hand.

11
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Decisions made by individual localities today could impact the ultimate viability of the future
nationwide public safety broadband network. Individual projects or jurisdictions implementing
LTE solutions for their areas can change the environment of the marketplace in unintended ways,
the overall cost of the network, competition among vendors and integrators, and/or the design of
the network architecture. NTIA is concerned that the current approach of jurisdictions
independently procuring, deploying, and outsourcing operations of LTE equipment would lead to
higher costs in each of those elements of the network. It is imperative that FirstNet have as
much flexibility as possible in its early stages so as to ensure the ultimate success and
sustainability of the nationwide public safety network. The FirstNet Board of Directors clearly
appreciates the importance of this issue. At its inaugural meeting on September 25, the Board
adopted a resolution to examine the seven BTOP public safety projects and provide input to
NTIA as to whether and how these projects can support the development of the nationwide,
interoperable public safety network.

3. The FCC has heard from over two dozen jurisdictions and organizations that have
expressed opposition to your posture to suspend the work on these early
deployments, including: the states of Virginia, Oregon, New Mexico, Nevada,
Mississippi, Texas, New Jersey, Michigan, Louisiana and Hawaii; the cities of New
Orleans, Seattle, Irving, Ft. Worth, Charlotte, San Francisco, Oakland, Los Angeles,
San Jose, Sacramento and Chesapeake VA; and organizations such as the
Operators Advisory Group, the National Association of Counties, the National
League of Cities, the U.S. Conference of Mayors, the Public Safety Spectrum Trust
and others. How do you reconcile your approach with such widespread opposition
from so many states, cities, public safety organizations and other stakeholders?

NTIA recognizes and appreciates the desire of many individual jurisdictions and commercial
entities to move forward as quickly as possible with their public safety broadband deployment.
The history of public safety voice communications shows that building individual, disparate
systems does not serve the ultimate need of the public safety community. Many of the individual
jurisdictions wish to move forward with their own broadband solutions under the initial concept
of a “network-of-networks” model. However, Congress dramatically changed the landscape for
public safety broadband by adopting a very different vision for the network’s architecture and
governance. The network is to be based on a single national network architecture and governed
by the FirstNet Board of Directors. The recently appointed FirstNet Board must have the
opportunity and time to accomplish the goals set out in the Act. Allowing FirstNet the time
necessary to establish itself and to consult with stakeholders is necessary and appropriate given
its limited resources and the importance of its responsibilities.
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Responses to Questions from the Honorable Anna Eshoo

1. A substantial part of NTIA’s investment has been in middle mile projects. These
projects represent thousands of miles of fiber optics. As you know, for several years,
I’ve advocated for a dig-once policy — which would encourage the inclusion of
“broadband conduit” during the construction of federal highways. Do you support
such a policy as a way to facilitate greater broadband deployment while saving
taxpayer dollars?

Yes. On June 14, 2012, President Obama signed an Executive Order to streamline broadband
construction along Federal roadways and properties. Currently, the procedures for approving
broadband infrastructure projects on properties controlled or managed by the Federal
Government—including large tracts of land, roadways, and more than 10,000 buildings across
the Nation—vary depending on which agency manages the property. The new Executive Order
ensures that agencies charged with managing Federal properties and roads take specific steps to
adopt a uniform approach for allowing broadband carriers to build networks on and through
those assets and speed the delivery of connectivity to communities, businesses, and schools. The
Executive Order, among other things, directs federal departments to help carriers time their
broadband deployment activities to periods when streets are already under construction—an
approach that can reduce network deployment costs along Federal roadways by up to 90 percent.

13
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Responses to Questions from the Honorable Henry Waxman

1. At the hearing you took issue with the costs reported in press accounts examining
the purchase of routers by a BTOP grantee in West Virginia, saying that “The facts
of this situation are not exactly as described in the newspaper article. ...the average
cost of those routers is not $22,000, it’s about $12,000....” Has NTIA independently
investigated the claims of waste made in the press accounts about the West Virginia
BTOP project cited at the hearing? Have you discovered any other discrepancies in
the press accounts? Please provide the Committee with any relevant documentation
demonstrating the costs related to this project.

Our review of the documentation for the router purchase indicates that the more accurate
hardware cost per router is approximately $12,000. The inflated figure cited in press reports
appears to be derived from simply dividing the total invoice cost by the number of routers
purchased. The invoice, however, included the cost of switch modules as well as long-term
maintenance of the routers, which are usually considered stand-alone costs. Adjusting the
overall invoice for these items indicates that the actual cost per router was approximately
$12,000 (i.e., $24,049,957 (overall invoice) - $8,384,107 (maintenance) - $2,870,118 (switch
modules) = $12,795,732/1064 = $12,026 per router).

The State of West Virginia conducted a competitive procurement for the routers. NTIA requires
BTOP grant recipients to comply with the procurement standards described in Department of
Commerce regulations (e.g., 15 C.F.R. § 24.36). Awardees must maintain and follow written
procurement procedures that include cost or price analysis, determinations of reasonableness,
allocability, and allowability. We also require procurements to be competitively bid unless
otherwise justified. The West Virginia router equipment purchase was competitively bid and
consistent with federal grant rules. Further, the State of West Virginia determined that its router
procurement strategy was the most economic. In developing the technology plan for its BTOP
project, the State considered alternative approaches and determined that a single standard router
platform was the most logical and practical alternative given circumstances such as the size of
the project, scalability, the variety of community anchor institutions being served, and the
expected lifecycle costs for operating and maintain the equipment. The Chief Technology
Officer of West Virginia reviewed and approved the approach’s economic justification, system
design, and suitability. We had no reason to disagree with the on-the-ground judgment of the
recipient as reviewed and affirmed by the state’s Chief Technology Officer.

Press reports regarding the router purchase also criticized the state for warehousing some routers.
However, the warehousing is temporary, based on when the communications facilities are
completed to the anchor institutions slated to receive the routers. The state has now deployed
more than 75 percent of routers into the field. The remaining routers will be installed at each
anchor institution as the fiber build is completed and each anchor becomes ready to be connected
to the network.

14
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August 14, 2012

The Honorable Jonathan Adelstein
Administrator

Rural Utility Service

U.S. Department of Agriculture

1400 Independence Avenue, S.W., Room 5135
STOP 1510

Washington, D.C. 20250-1535

Dear Administrator Adelstein:

Thank you for appearing at the Subcommittee on Communications and Technology hearing
entitled “Broadband Loans and Grants” on Wednesday, May 16, 2012.

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record remains
open for 10 business days to permit Members to submit additional questions to witnesses, which are
attached. The format of your responses to these questions should be as follows: (1) the name of the
Member whose question you are addressing, (2) the complete text of the question you are addressing in
bold, and (3) your answer to that question in plain text.

To facilitate the printing of the hearing record, please e-mail your responses, in Word or PDF
format, to Charlotte savercool@mail.house.gov by the close of business on Tuesday, August 28, 2012,

Thank you again for your time and effort preparing and delivering testimony before the
Subcommittee.

Sincerely,
Gre Iden
Chailwhn

Subcommittee on Communications and Technology

cc: The Honorable Anna Eshoo, Ranking Member,
Subcommittee on Communications and Technology

Attachment
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FINAL Responses for House Energy & Commerce May 16 QFRs
The Honorable Greg Walden

1. The BTOP project in West Virginia is one example of a broadband project shrinking in
scope after being awarded a grant or loan. How many BIP projects have shrunk in scope post-
award? How does the RUS review build-out changes to ensure that taxpayers are getting their
money's worth? When a project proposes to change its build-out plans, does the RUS
correspondingly reduce the size of the award? Does the RUS take into account that a project
as revised might have lost out to another applicant had the ultimate scope of the project been
known when it was initially considered?

RESPONSE:

None of the Rural Utilities Service’s Broadband Initiatives Program (BIP) projects have
“shrunk” after receiving funding under the American Recovery and Reinvestment Act of 2009
(the Recovery Act). To ensure that an awarded project does not materially change, RUS will not
approve changes that are not financially and technically feasible or that would result in a
significant variation in scope when compared with the original project. This accounts, in part,
for the rescission of several BIP awards after which 100 percent of the funds were returned to the
U.S. Treasury, and addresses concerns of applicants not receiving awards. Part of Rural Utilities
Service’s (RUS) due diligence includes monitoring Broadband Initiatives Program (BIP) projects
from origination through project completion, with a variety of tools. This ensures that awardees
are meeting program and statutory requirements to provide reliable, affordable broadband
services in rural areas. In some cases awardees have proposed changing their build out plans.
Reasons for proposed changes can be changes in the design or the reallocation of funds from one
construction category to another construction category. In each case, RUS evaluates the
proposed changes to determine whether they still comply with the original award and will result
in sustainable broadband service commensurate with the taxpayer investment.

2. You make claims about the number of additional households that subscribe or have access
to broadband because of your awards. How did you calculate those figures? How did you
determine that those households would not have subscribed or gained access but for your
awards?

RESPONSE:

RUS’s estimates of businesses and residents eligible to receive broadband service under BIP are
based on “premises passed,” which accounts for those who can connect to broadband based on
data submitted by applicants and reviewed by RUS staff. Applicants generally used census data
to provide potential subscriber numbers to RUS. In addition, the applicant proposes certain
penetration rates and RUS uses competitive quantitative and qualitative analytical tools,
combined with on-site review to validate that these rates are reasonable for the areas in question.

3. Your written testimony highlights the number of rural households, schools, and healthcare
providers that could be served once all BIP projects are complete. But I'm interested in today.
What can you tell me about how far along the BIP projects are and how many households are
now served because of BIP funding?

RESPONSE:
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RUS collects awardee data on a quarterly basis, and in general, that data is available
approximately 60 days from the end of quarter. We anticipate that additional data will be
available by the fourth quarter that can address your specific question of how many households
are now served because of BIP funding. From the most current data, we can report that all of the
19 Technical Assistance awards have been fully disbursed. The $100 million satellite broadband
program has disbursed 75 percent of its funds to date to the four satellite awardees.

Infrastructure projects, which are larger and more complex, continue to make progress. As of,
May 16, 2012, nineteen projects, representing $148 million in funding, were completed. About
$1.8 billion of construction projects have been completed, or are underway. Because loan funds
are released as projects progress, the pace of construction exceeds the pace of reimbursement.
That level of activity has continued to increase. As of May 16, 2012, 19 projects representing
$122 million had not drawn any loan or grant funds. The agency continues to oversee projects
and has remained in regular contact with all awardees. The agency continues to work closely
with those few projects that have been delayed for environmental, right of way and other
regulatory reasons,

4. Given the focus of RUS on getting broadband out to unserved rural communities, | am sure
you share my concern about overbuilding. An additional concern | have about overbuilding is
that it threatens the viability of a loan. If an area is so rural that it is uneconomic for one
broadband provider, it's doubtful that a federally funded competitor can survive for long.
How does RUS address overbuilding concerns when assessing the viability of a broadband
loan?

RESPONSE:

RUS takes a number of factors into account when assessing the financial feasibility of broadband
projects. To ensure the viability of the project, RUS completes a thorough analysis of the
proposed service area as well as a comprehensive financial analysis of the proposed operation. If
an existing provider is already in the area, RUS completes a competitive analysis to ensure that
the project is viable and promotes the economic development needs of the rural communities it
serves. If RUS determines that an applicant does not have a viable proposal, RUS will not
approve the application. In addition, in the 2008 Farm Bill, Congress directed RUS to establish
eligibility requirements that make any area with three incumbent service providers ineligible for
the Farm Bill loan programs. Please note that this is just a gating requirement to be considered
for a loan and RUS still completes a thorough feasibility analysis. RUS will continue to focus on
providing reliable, affordable broadband to rural areas when final regulations are published this
year. :

5. 1 understand that the RUS will not lend money to overbuild an area where there is an
existing RUS borrower because doing so would put the RUS' investment at risk. Doesn't that
same logic apply to the use of RUS money to overbuild an existing broadband provider
financed by a local bank? Should the government really be in the business of putting another
business's privately-financed investment at risk?

RESPONSE:
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Our focus is on rural communities that lack quality, affordable broadband service. In the 2008
Farm Bill, Congress recognized that competition may be necessary in some rural areas; however,
directed us to limit eligibility for broadband funding to areas with three or fewer providers as a
gating requirement to further determine loan feasibility. Our proposed broadband regulations
were released last year, and final regulations are expected to be published shortly. RUS
evaluates all loan applications for financial and technical feasibility by taking a variety of factors
into account before funding broadband projects. It is not RUS’ intent to put an existing service
provider out of business. If RUS determines that an area cannot support more than a single
service provider and a provider is already in the area in question, the award will not be approved.

6. Last year we asked you about the recovery of loans in default. I am sure you agree we
prefer to avoid getting to that point and catching problems early to minimize any losses to the
taxpayer. Can you describe RUS's process for monitoring and evaluating projects, both before
and after an award is made, to ensure financial viability?

RESPONSE:

RUS has a long history of diligently monitoring projects, including buildout and operations. RUS
is in regular, direct contact with each of our borrowers to assess progress and review technical
and financial aspects of the projects. Our network of field representatives and field accountants
review financial documents and work with our broadband providers on a regular basis. In
addition, BIP awardees must submit quarterly financial reports on the status of their projects.
After the BIP awards were made, RUS completed a risk assessments of the companies awarded
the funds and for projects that were determined to be at risk, a team of financial and technical
staff visited the company to look at management and operations to preemptively identify those
with financial challenges. RUS has recently implemented a new dashboard to help monitor the
status of broadband projects and is continuing to build tools to identify those facing difficulty.

7. NTIA recently suspended a portion of several public safety BTOP grants in light of recent
changes in law. Given the recent reforms to USF and the continued uncertainiy of the precise
impact of those reforms, will RUS suspend its taxpayer-guaranteed broadband loans that
depend on USF funding?

RESPONSE:

RUS works closely with borrowers to monitor the operational and financial success of these
projects. Over one-half of RUS BIP awardees receive Federal Universal Service Fund support
and many depend on intercarrier compensation revenues to build out new and upgraded service
in rural high cost areas. RUS is actively working with awardees and the Federal
Communications Commission to ensure that these projects remain viable.

8. When this Committee debated the language that would become the broadband subsidies in
the ARRA, Republicans expressed concern that money was being spent without adequate
thought. For example, we suggested that the National Broadband Map indicating where
access is lacking should be completed first so that any awards could be targeted to where they
are really needed. We were told that the country couldn't wait for the map because the money
needed to be rushed out the door to help the economy and that awards would be given to
"shovel ready" projects. But if that was the case, why-more than three years later-have
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recipients spent only one-third of the NTIA and RUS money? Why were less than 20 of the
550 NTIA and RUS projects complete by the end of last year? What percentage of projects
look like they will be complete by the end of this fiscal year? When will 25 percent of the
projects be complete? When will 50 percent be complete? When will 75 percent be
complete?

RESPONSE:

The Department of Commerce’s national broadband map was released in March 2011. The
Recovery Act required that all awards be obligated in 2010. Broadband build-outs are generally
long-term infrastructure projects that cross city, town, county, and often state lines. Through its
non- ARRA programs, most broadband build-outs take three year after environmental clearances
and our BIP projects are generally following these same build-out trends. Recovery Act projects,
while on a fast track, were still required to meet local, state and federal construction
requirements and in some cases, meeting these requirements have caused delays. Because
awardees determine the timing of their funding requests, more projects are under construction
than funding requests indicate and the ratio of construction progress underway constantly
increases when compared to funds advanced. RUS is confident that active BIP projects are on
track and will be completed within the timeframes authorized by the Recovery Act.

9. I understand that there are 22 projects that have yet to receive a disbursement. And yet the
purpose of the Recovery Act was allegedly to stimulate the rural economy with shovel-ready
projects. Are these projects all in compliance with the terms of their awards? If so, how can
that be? And if not, is RUS looking to recover the funding obligated to these projects and
return it to the U.S. Treasury?

RESPONSE:

Recipients generally determine the timing of the loan/grant advances. AS of May 16, 2012, 19
projects have not yet drawn funds a relatively small portion of the $3.5 billion Recovery Act
projects originally awarded. Most of these awards cross county, state or tribal lands and federal
clearances are taking longer than anticipated and RUS continues to work diligently with these
awardees to address these challenges. We constantly review these projects and if construction
does not commence in a timely manner, RUS will de-obligate the funds and return the money to
the Treasury. In fact, to date 38 awards totaling $268 million have been rescinded for various
reasons.

10. Your program requires projects to be "substantially complete” by Sept. 30, 2012, and
finished by Sept, 30, 2013. An RUS stimulus project is considered substantially complete
when an awardee has received 67 percent of its award funds. How many of your projects are
in jeopardy of missing the Sept. 30, 2012, deadline? How many projects are in jeopardy of
missing the 2013 deadline? Will you rescind funding from such projects?

RESPONSE:

RUS anticipates currently that all active projects will meet the deadline required by the Recovery
Act. If we have reason to believe that a project will not be substantially complete within statutory
guidelines, we will review all options available under the terms of the award and if necessary,
rescind the award. The vast majority of the BIP projects are progressing well and within
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expectations. The RUS has worked closely with Federal and state partners to complete required
reviews and to address regulatory or processing issues and is working closely with awardees to
expedite project construction.

The Honorable Henry Waxman

1. How does RUS track whether BIP projects are making progress towards completion?
Does RUS have systems in place for ongoing monitoring of BIP awards, so that challenges
can be addressed before the viability of the project is threatened?

RESPONSE:

RUS technical and financial staff reviewed the requests for advances to ensure that they comply
with the BIP requirements and are consistent with the budget and network system design
submitted and approved by RUS under the application process. We have implemented risk
assessments to identify projects that may benefit from closer monitoring. RUS field employees
vigorously monitor the progress of construction and compliance by recipients with BIP
requirements. RUS now has a dashboard to track BIP projects and is identifying additional tools
to help reduce credit risk. RUS constantly reviews all of this information and works to address
challenges to try to ensure that these BIP projects will provide reliable, affordable broadband
service to their rural consumers. In addition, in January, RUS required all awardees to submit
updated construction timelines so that RUS can continue to track, on an individual basis, each
awardee’s build-out schedule and take action if the awardee does not perform in a responsible
manner.
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Following the Testimony of the Honorable Todd ). Zinser
Inspector General
U.S. Department of Commerce
before the House Energy and Commerce Committee
Subcommittee on Communications and Technology

May 16, 2012

Broadband Loans and Grants

Quaestion for Response

The Honorable Greg Walden

I. You mention in your written testimony that NTIA needs to focus more on
monitoring and reviewing equipment purchases. Can you explain the
weaknesses in NTIA’s current approach to equipment purchases? Could
taxpayer dollars be saved with better oversight?

Grantees' purchase, deployment, testing, and acceptance of equipment represents a significant
portion of BTOP funds. While grantees spent the initial months of their awards performing
such activities as planning and obtaining environmental assessments, these awards are now in
the phase in which the grantees increase their spending, including the bulk of equipment
procurement and deployment activities. As of June 30, 2012, BTOP grantees had spent almost
50 percent ($1.89 billion) of the $3.8 billion total BTOP grant awards. Except for those
grantees whose projects receive extensions, they will spend the remaining BTOP funds over
the next 15 months; working to complete their projects will include the purchase and
deployment of equipmenit. As a result, NTIA will need to shifc its monitoring focus to these
critical activities.

Our November 201 | assessment of NTIA's monitoring of BTOP awards found that NTIA
should take additional steps to improve its internal controls over its monitoring efforts. The
report noted that the current BTOP monitoring process could benefit from adjustments that
include increased verification of source documentation and systems, detailed review of
nonfederal match, and increased consistency in the use of monitoring tools and execution of
monitoring activities. These issues raised concerns about NTIA's ability to effectively oversee
the equipment procurement and deployment that would be central to grantees' completion of
BTOP projects and fulfiliment of the program mission. NTIA submitted a responsive action plan
to address our recommendations and implemented a number of corrective actions. As NTIA
continues to strengthen its monitoring efforts, we believe that grantee procurement and
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installation of equipment is a critical area that NTIA should emphasize in its ongoing monitoring
efforts.

NTIA faces several chailenges in this endeavor. For example, we are concerned that BTOP site
visits and desk reviews do not always verify:

a. Proper use of federal funds. Even though NTIA's monitoring plan notes the
importance of federal funds being used as intended, we are not aware of staff
verification of equipment deployments and operations during site visits.

b. Inventory. Even though the NTIA site visit checklist requires program officers to verify
that the grantee has an adequate inventory management system, we are not aware of
officers observing assets listed on inventories or verifying asset tag numbers as a part of
reviews.

c. Technical solutions. It is unclear whether BTOP has sufficient staff with the necessary
technical expertise to verify the suitability of equipment and technologies selected by
grant recipients.

The potential for cost savings in equipment acquisitions exists for some BTOP projects. in our
November 201 | report on NTIA’s monitoring efforts, we made several recommendations to
the bureau to strengthen its oversight of BTOP projects. Effective oversight can discourage
waste, fraud, and abuse by verifying that recipients have effective internal controls over
equipment purchases and deployments. Also, effective oversight enhances the likelihood that
grant recipient technical solutions are appropriate and that procured equipment is safeguarded.
Desk reviews and site visits are tools that the program office uses to identify problems and
facilitate course corrections prior to the expenditure of significant funds. NTIA's effectiveness
in implementing the recommendations from our November 2011 report—and other lessons
learned through the monitoring of its projects—will minimize opportunities for misspending
federal grant funds on unapproved or ineffective solutions.
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August 14, 2012

Mr. David Gray

Deputy Inspector General

U.S. Department of Agriculture
Room 117-W Jamie Whitten Building
1400 Independence Avenue, S.W.
Washington, D.C. 20250

Dear Mr. Gray:

Thank you for appearing at the Subcommittee on Communications and Technology hearing
entitled “Broadband Loans and Grants” on Wednesday, May 16, 2012.

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record remains
open for 10 business days to permit Members to submit additional questions to witnesses, which are
attached. The format of your responses to these questions should be as follows: (1) the name of the
Member whose question you are addressing, (2) the complete text of the question you are addressing in
bold, and (3) your answer to that question in plain text,

To facilitate the printing of the hearing record, please e-mail your responses, in Word or PDF
format, to Charlotte.savercool@mail.house.gov by the close of business on Tuesday, August 28, 2012.

Thank you again for your time and effort preparing and delivering testimony before the
Subcommittee.

Sincerely,

Greg en

Chairman
Subcommittee on Communications and Technology

cc: The Honorable Anna Eshoo, Ranking Member,
Subcommittee on Communications and Technology

Attachment
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Subcommittee on Communications and Technology
"Broadband Leans and Grants"

May 16, 2012

Additional Questions for the Record

Ihe Honorable Greg Walden

1. How many audits of BIP is your office currently working through? Would you be
willing to share those audits with the Committee when you have completed them?

Response: Currently, we have two ongoing audits of the Broadband Initiatives Program (BIP).
We will provide the Committee with copies of the final reports as soon as they are issued. The two
ongoing audits are:

a. American Recovery and Reinvestment Act of 2009 (Recovery Act) — Broadband
Initiatives Program (BIP), Pre-Award Controls (09703-0001-32)

» Our objectives are to assess RUS’ internal controls over the approval of
BIP loan and grant applications (pre-approval controls). Specifically,
we will determine if: (1) RUS' corrective actions adequately addressed
prior OIG and GAO broadband audit recommendations as they relate to
BIP; (2) RUS controls were adequate to ensure BIP participants and
projects met eligibility requirements; (3) RUS established effective
controls over contractor reviews of BIP applications; (4) RUS
effectively coordinated BIP with the National Telecommunications and
Information Administration and the Federal Communications Commission;
(5) RUS took actions to mitigate the risks of overbuilding in service
areas; and (6) RUS' definitions of "unserved” and "underserved” areas
met the intent and purpose of the Recovery Act.

b. American Recovery and Reinvestment Act of 2009 (Recovery Act) — Broadband
Initiatives Program (BIP) — Post-Award Controls (09703-0002-32)

» Our objectives are to assess RUS’ controls over BIP awardees” fulfillment of
their grant and loan/grant agreements (post-award controls). As part of the
audit, we will also evaluate the effectiveness of BIP in meeting/attaining the
goals of the Recovery Act.
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2. Has your office audited any of the non-BIP broadband loan and grant programs of RUS,
such as the Community Connect program, the Distance Learning and Telemedicine
program, and the Telecommunications Infrastructure Loan Program? If you have not,
would your office consider reviewing the efficacy of those programs in the near future?

Response: Yes, OIG reviewed the Community Connect Grant Program in 2005 as part of our
Broadband Loan and Grant Program audit." That audit found that RUS did not have a system for
tracking loan or grant projects. It also found that RUS did not have written instructions governing
the administration of these programs. Our current audit work (as referenced in our response to
Question #1) is reviewing RUS’ corrective actions to address these issues.

In fiscal year (FY) 2013, we plan to conduct a follow-up audit to (1) identify and evaluate -
management controls over the Community Connect Grant program; (2) determine whether grant
recipients met eligibility requirements and used grant funds as intended; and (3) determine the
impact of the Recovery Act BIP on the Community Connect Grant program. RUS did not
administer the Community Connect Grant program for the 2-year period (approximately FYs 2009
and 2010) of the Recovery Act BIP.

We have not audited the Distance Learning and Telemedicine Program given the relatively small
dollars involved compared to some of the high-risk, high dollar USDA programs. Although we
have not recently audited RUS’ Telecommunications Infrastructure Loan Program, we will consider
it in planning for future audits.

The Honorable Henry Waxman

1. How does the OIG determine whether or not to investigate a complaint?

Response: There are three key factors that determine whether OIG will investigate a complaint,
The first includes an initial assessment of potential criminal activity in a referral. In many
instances, OIG receives referrals alleging criminal activity when in fact the issue of concern is more
readily addressed administratively or from a policy perspective. A second factor that affects
whether an investigation is opened is whether the United States Attorney’s Office will accept the
matter for prosecution. The third factor is whether we have the resources to conduct the
investigation. ‘

2. How many complaints has the OIG received about BIP awards? How many complaints
about BIP awards has the OIG investigated? How many complaints has the OIG referred
to RUS for further action?

Response: Since FY 2009, Investigations has received 25 complaints involving BIP awards
through the OIG hotline. Of those 25 complaints, 2 complaints were referred directly to RUS. The
23 remaining complaints were sent for initial assessment to either OIG Audit or Investigations.
Eighteen (18) of those complaints were ultimately forwarded to RUS and 3 remain pending with
Audit or Investigations. OIG has four open investigations involving BIP.

]O!G, Audit Report 09601-0004-Te, “Rural Utilities Service Broadband Grant and Loan Programs,” September 2003,
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3, Administrator Adelstein testified at the hearing that all OIG concerns and
recommendations in previous audits of non-Recovery Act RUS broadband loan programs
have been addressed. Have all of OIG's concerns with the Rural Broadband Loan
Program been addressed? Does the OIG assess whether RUS has addressed outstanding
audit findings?

Response: The USDA agency responsible for determining resolution and final closure of OIG
recommendations, the Office of the Chief Financial Officer (OCFO), found that RUS had achieved
final action for all prior OIG broadband recommendations on March 24, 2011, Achieving final
action means that OCFO determined that RUS has implemented the corrective actions agreed upon
by the agency and OIG.

In the course of conducting our current BIP audits (referenced in our response to Rep. Walden’s
Question #1), we are assessing whether RUS has addressed previous broadband audit
recommendations, as they relate to BIP.

4. Administrator Adelstein testified at the hearing that 7.5% of BIP projects have yet to
draw down on any loan or grant funds. What is OIG doing to ensure that these 22
projects, that would appear to be at particular risk, receive adequate oversight?

Response: Our post-award BIP audit is assessing, in part, the timeliness of awardees’ quarterly
progress reports to RUS, the internal controls RUS has implemented to ensure that BIP projects are
on schedule to be timely completed, and the status of project construction.

During our current fieldwork (August 29, 2012), RUS officials stated that only 7 of the 22 BIP
projects still remain without any draw-downs of their BIP loan or grant awards. None of the
remaining 7 awards falls into our statistical sample. However, our audit examination of sampled
projects involves related testing of RUS® post-award controls at the awardees” headquarters. This
will include reviews of project expenses, supporting documentation, and construction status.
Therefore, our audit will be able to address situations such as the 22 prior BIP projects without
draw-downs, and whether RUS has controls to limit this type of inactivity. ’

We do not have resources to do detailed audits on all of the 22 or 7 slow-drawing projects. Given
that, since our sample of 83 projects (being tested in-depth) was done statistically, we may be able
to directly project any results found in our sample projects to the entire universe of 320 BIP projects
and $3.5 billion in obligations.
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