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Objectives

* Establish viability for conversion of usersto MBN in wide
enough user base to ensure bond coverage”

— Ascertain current use of Internet access & CATV by key
demographics metrics (age, income, €etc.)

— Determine current | SP penetrations

— Ascertain conversion rates to MBN for existing Internet
and CATV users by key demographic metrics

— Ascertain price points for MBN acceptance for different
services (broadband Internet, CATV)
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| mplementation

e 3Urvey questionnaire mailed by town to 1,500 households
In April 2003
e Asof May 13, 2003, the Town had received 871 completed

surveys, 423 of the first form and 448 of the second, a
return rate of 58%, 500 questionnaires randomly selected

and used in analysis
* Accuracy level from sample size better than +/- 5%
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Highlights of Study

About 84% of Hanover homes are in favor of the Town
building its own broadband network as long as it does not
Increase thair taxes.

About 46% of households are likely or very likely to switch to
the MBN for broadband Internet access at the price of $40
per month.

About 34% of homes are likely or very likely to switch to the
MBN for video services at the price of $40 per month.

Almost 70% of current DS and cable modem users are likely
or very likely to switch to the MBN for broadband Internet
access at $40 per month.

Target market potential is very strong for age groups below
55
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Internet Access Demographics

Internet Access by Type

N/A

Cable Modem Satellite 12%
2% 2%

DSL
12%

72%

The Merton Group © Copyright The Merton Group, LLC

Page 6



| SPs

Internet Access by ISP

N/A
11%

ValleyNet

Other 33%

19%

Dartmouth 11%
26%
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Cable TV Demographics

Cable TV Demographics

None
15%

Satellite
19%

The Merton Group © Copyright The Merton Group, LLC Page 8



Number Telephone Lines per Home

Number Telephone Lines

3 or More 0/ Cell Only
8% 6%

34%
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MBN Support — No Tax Increase

Support of MBN

Strongly Oppose
8% Oppose

Strongly Support
45%

Support
39%
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Conversion to MBN for Broadband

MBN Broadband Internet at $40/Month

Definitely Not
23%

Definitely Yes
30%

Unlikely
12%

Likely
16% Possibly
19%
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MBN Broadband Demand by Age

70.0%

Broadband Internet Demand By Age

60.0%

50.0%

40.0%

30.0%

Percent Adoption

20.0%

10.0%

0.0%

/
|/

$40 0

Price per Month
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Conversion to MBN for Enhanced Video

MBN Video Services at $40/Month

Definitely Yes

18% Definitely Not

26%

Likely
16%

Unlikely
16%

Possibly
24%
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MBN Video Demand by Age

MBN Digital Cable TV Demand By Age

60.0%

50.0%

~_

40.0%

30.0%

Percent Adoption

20.0%

T

10.0%

0.0%

$50 $75
Price per Month

|—e—Overall —#—31-40 —&—41-55 Over 55
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Municipal Broadband Network Details
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Hanover MBN Review

o Total homes passed: 2,832

 Build fiber backbone over 100% of streetsin Year 1
e 93% aerial construction, 7% trenching

« About 29% Make Ready of poles expected

o Target 30% subscribers by year end in Year 1

e Build drop cablesto HH as serviceis provided

« Central office equipment housed in existing building
« May need fiber optic rings to provide redundancy
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Network Design

5 Sectorsoverlaid on
town GIS map

Smaller circles have
higher density of users

Larger circles have

lower density of users
Capital expensesdriven

.““

by total subscribers
passed, and distance
between and center of
serving area and radius
of serving area

of
L

Sector 2
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PON

ATM
Switch

OLT

FSU

Sector 1
124 Srand Fiber

bsector 1
24 strands to Taps

Slitter

bsector 8
24 strands to Taps

Sector 5
124 Srand Fiber

Capacity per Splitter = 12HH/Tap
X 2Taps/Srand
X 24 Strands/Shelf
X 8 Shelves/Splitter
= 4,608 HH per sector

12 HH/Tap [ﬁ

2 Taps/Srand [ﬁ [ﬁ
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GIigE

FSU

24 pairs of
Fiber
With
100 BT
Hub To each HH
Concentrator Hub
Remo
Headend E =
160
1,000 BT
Carriers Hub
Concentrator I
Remotes
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Network Operations & Maintenance

o QOperations
— Business Management

o Operations Support System (OSS) driven by network
and subscriber reguirement

— Network management

* Network provisioning, monitoring and management
provided by Merton / third party

 Maintenance

— First Level Maintenance, repair and return provided by
Merton / third party
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MBN Project Financials
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Users

90%
80%
70%
60%
50%

40%

Number Households

30%

20%

10%

L 3

2

4

*

L 2

0% 7 =
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
——EOY % Broadband Internet | 35% | 40% | 45% | 47% | 50% | 52% | 55% | 57% | 60% | 63% | 66% | 70% | 73% | 77% | 80% | 80% | 80% | 80% | 80% | 80%
—#—EQY % Video 0% [ 0% | 0% | 0% | 0% [ 0% [ 0% [ 0% | 0% | 0% | 0% | 0% | 0% | 0% | 0% | 0% | 0% | 0% | 0% [ 0%
EQY % Telephony 0% | 0% [ 0% | 0% [ 0% | 0% | 0% [ 0% | 0% [ 0% | 0% | 0% | 0% | 0% | 0% | 0% [ 0% | 0% | 0% | 0%
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Key Factors

Year

Video

1 2 3 4 5 6 7 8 9 10
EOY Large Business Users - - - - - - - - - -
EQY SME Users - - - - - - - - - -
EQY Households 1,539 1,796 2,052 2,155 2,262 2,375 2,494 2,619 2,750 2,887
Total EQY Users 1,539 1,796 2,052 2,155 2,262 2,375 2,494 2,619 2,750 2,887
Total EQY Users Penetration % 30% 35% 40% 42% 44% 46% 49% 51% 54% 56%
Total Ava Number End-Users 770 1,667 1,924 2,103 2,208 2,319 2,435 2,557 2,684 2,819
Avg Penetration End-Users 15% 33% 38% 41% 43% 45% 47% 50% 52% 55%
Broadband Internet Access
EOQOY Penetration Large Businesses 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
EOY Penetration SMEs 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
EOY Penetration Households 30% 35% 40% 42% 44% 46% 49% 51% 54% 56%
EOY % Broadband Internet 30% 35% 40% 42% 44% 46% 49% 51% 54% 56%
Installation Charge Large Businesses $500 $500 $500 $500 $500 $500 $500 $500 $500 $500
Installation Charge SMEs $250 $250 $250 $250 $250 $250 $250 $250 $250 $250
Installation Charge Households $100 $100 $100 $100 $100 $100 $100 $100 $100 $100
Avg Fee/ Month/ User Large Businesses $60 $60 $60 $60 $60 $60 $60 $60 $60 $60
Avag Fee/ Month/ User SMEs $40 $40 $40 $40 $40 $40 $40 $40 $40 $40
Avg Fee/ Month/ Households $25 $27 $28 $30 $32 $33 $35 $38 $40 $42
EOQOY Penetration Large Businesses 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
EOY Penetration SMEs 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
EOY Penetration Households 0% 18% 22% 25% 29% 32% 36% 41% 43% 45%
EOY % Video 0% 18% 22% 25% 29% 32% 36% 41% 43% 45%
Avg Fee/ Month/ User Large Businesses $10 $10 $10 $10 $10 $10 $10 $10 $10 $10
Ava Fee/ Month/ User SMEs $10 $10 $10 $10 $10 $10 $10 $10 $10 $10
Avg Fee/ Month/ Households $10 $10 $10 $10 $10 $10 $10 $10 $10 $10
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Total Capital

$4,500

$4,000

$3,500

$3,000

$2,500
8
o
e
$2,000
$1,500
$1,000 T —1 1 [ — At E
$500 T —1 1 [ T e I e I e I e Y e Y e Y s N s I s I s I s I s Y s B e B
$0
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
B Fiber Installation Capital [$1,978 [$2,009 [$2,039 [$2,053 [$2,067 [$2,082 [$2,098 [$2,114 [$2,132 |$2,150 [$2,169 [$2,189 ($2,210 [$2,233 |$2,251 [$2,251 |$2,251 |$2,251 [$2,251 [$2,251
O Equipment Capital $1,026 |$1,156 [$1,278 [$1,334 ($1,385 [$1,441 [$1,496 |$1,549 |$1,605 |$1,660 [$1,710 [$1,765 [$1,821 [$1,878 [$1,919 [$1,919 |$1,919$1,919 [$1,919 ($1,919
O Other Capital $100 | $100 | $100 | $100 | $100 | $100 | $100 | $100 |$100 | $100 | $100 | $100 [ $100 | $100 | $100 | $100 | $100 | $100 | $100 | $100
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Capital per User Served PON

CAPEX per HH vs Number HH (PON)

$3,500

$3,000 T

$2,500 T

$2,000 T M ]

$1500 H H — H -

$1.000 HE Mg HEHHFHHHF B M —

sso HM A BMHMHBM—AB—BHBAE AN

$0

1,000 | 1,250 | 1,500 | 1,750 | 2,000 | 2,250 | 2,500 | 2,750 | 3,000 | 3,250 | 3,500 | 3,750 | 4,000 | 4,250 | 4,500 | 4,750 | 5,000 | 5,250 | 5,500 | 5,750

O Total CAPEX | $3,282 | $2,864 | $2,584 |$2,385 | $2,236 | $2,120 | $2,027 | $1,952 | $1,889 |$1,835 |$1,791 | $1,751 |$1,717 | $1,686 | $1,658 | $1,634 | $1,612 | $1,592 | $1,574 | $1,558

Electronics $949 $935 | $924 $917 | $912 $908 | $905 $904 $901 $900 $900 | $899 $898 | $897 $896 | $895 $894 $894 $893 $892

O Fiber $2,333 |$1,929 [$1,660 |$1,468 | $1,324 | $1,211 | $1,122 | $1,048 | $987 $935 $891 | $853 $819 | $789 $763 | $739 $718 $699 $681 $665
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Capital per User Served GigE

CAPEX per HH vs No HH (GigE)

$4,000
$3,500 +—
$3,000 N
$2,500 1 M —
$2,000 H H [ M
oo L L WWWWWW?WWT
$1,000 H - - - - - - -
$500 — — — — — — —
$0 4
1,000 | 1,250 | 1,500 | 1,750 | 2,000 | 2,250 | 2,500 | 2,750 | 3,000 | 3,250 | 3,500 | 3,750 | 4,000 | 4,250 | 4,500 | 4,750 | 5,000 | 5250 | 5500 | 5750
B Total CAPEX | $3,430 |$3,068 |$2,761 |$2,556 | $2,405 | $2,286 | $2,192 | $2,104 | $2,041 | $1,987 | $1,940 | $1,900 | $1,831 | $1,801 | $1,773 | $1,748 | $1,723 | $1,703 | $1,685 | $1,669
® Electronics | $1,096 | $1,138 | $1,100 [$1,088 | $1,081 | $1,074 |$1,070 | $1,055 | $1,054 |$1,050 | $1,048 | $1,047 |$1,011 | $1,011 | $1,009 | $1,008 |$1,004 | $1,003 |$1,003 |$1,003
O Fiber $2,334 [$1,930 [$1,661 |$1,469 | $1,324 | $1,212 | $1,122 [$1,040 | $988 | $936 | $892 | $853 | $820 | $790 | $764 | $740 | $719 | $700 | $682 | $666
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Capital per User Served GIgE LITE

CAPEX per HH vs No HH (GigE)

$3,500

$3,000

$2,500 T

$2,000 1 1 1

$1.500 H H M H HH H —

L e T

ssoo H Ml /Al EAEEEAE A E®

s0 H
1,000 | 1,250 | 1,500 | 1,750 | 2,000 | 2,250 | 2,500 | 2,750 | 3,000 | 3,250 | 3,500 | 3,750 | 4,000 | 4,250 | 4,500 | 4,750 | 5,000 | 5,250 | 5,500 | 5,750

O Total CAPEX | $2,870 | $2,508 |$2,201 |$1,996 | $1,845 |$1,726 | $1,632 | $1,544 | $1,481 |$1,427 | $1,380 | $1,340 ($1,271 |$1,241 ($1,213 |$1,188 [$1,163 |$1,143 ($1,125 | $1,109

Electronics $536 $578 | $540 $528 | $521 $514 | $510 $495 | $494 $490 $488 $487 $451 $451 $449 | $448 $444 | $443 $443 | $443

O Fiber $2,334 |$1,930 [$1,661 |$1,469 | $1,324 |$1,212 | $1,122 | $1,049 | $988 $936 $892 $853 $820 $790 $764 | $740 $719 $700 $682 $666
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Revenues

$1,600

$1,400

$1,200

$1,000 IIIIIII
1L
1l
$400 IIIIIIII
e 11

$0

($000)

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

O Network/Internet Access |$304 [$345 |$413 |$470 |$523 |$582 [$647 [$720 |$801 ($892 |$992 |$1,10($1,22|$1,28|$1,33|$1,35|$1,35|$1,35($1,35|$1,35

Video $0 | $0 [ $0 | $0 | $0 [ $0 | $O | $0 | $0 | $O0 | $0 [ $0 | $O0 | $0 | $0 | $0 | $0 | $0 | $0 | $0O

O Telephony $0 | $0 [ $0 | $0 | $0 [ $0 | $O0 | $0 | $0 [ $0 | $O | $O | $0 | $O0 | $0 | $O0 | $0 | $0 | $0 | %0
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Operating Expenses

$300
) I I I I I I
) I I I I I I
) I I I I I I
N I I I I I I I I I I
$50 -
$0
1 2 3 4 5 6 7 8 9 10 | 11 | 12 | 13 | 14 | 15 | 16 | 17 | 18 | 19 | 20
Network Operations & Maintenance | $66 | $77 | $85 | $89 | $93 | $97 |$101 |$105 [$109 |$113 |$117 |$122 |$126 |$131 |$135 |$137 |$137 |$137 |$137 |$137
Sales Commissions $15 [ $21 | $25 | $28 [ $31 | $35 | $39 [ $43 | $48 | $53 [ $60 | $66 | $73 [ $77 | $80 | $82 [ $82 | $82 | $82 | $82
OBilling & Administration $20 [ $21 | $23 | $25 | $26 | $28 | $30 [ $32 | $34 | $37 [ $39 | $42 | $46 [ $47 | $49 | $49 [ $49 | $49 | $49 | $49
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($000)

Bond Coverage

$1,400

$1,200

/0/’—’—’—’—‘

$1,000

/)

$600

$400

] [ I I I I O O

$200 +—*=—

$0 -
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

N Bond Interest —— Bond Principal —®—Operating Profit —%— Net Cash before Bonds
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Opportunities and Risks of MBN Project
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Opportunities

o Srong demand for MBN broadband and enhanced video

« Estimated revenue potential more than sufficient to cover
financing bonds

e Very strong support of MBN, contingent on no new taxes

o Substantial revenue upside from cellular carriers
(distributed antenna systems) and sale of dark fiber

o Sgnificant “ surplus’ cash likely after Year 4 with just
broadband and some video

e Competitive environment, enhanced services, improved
economic devel opment
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Risks

e Senior population segment forms very weak market base
« |SPs, other revenue opportunities need to be established
* Network deployment should balance costs with revenues
o Choice of technology and vendors

« Competing new technologies: wireless,etc.
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Schedule & Next Seps

Present
Feasibility
Commence Complete Study Execute
Feasibility Feasibility o) Definitive Issue Complete Initiate
Study Study Town Agreement RFPs Financing Operations

Execute Cqmme_nce Commence
LOI Financing Construction
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