Donald J. Welch, Ph.D.

Dr. Donald J. Welch has been the President and CEO of Merit Network, Inc. since joining Merit
in July 2006. Since 2006 Merit has grown significantly, serving more members with more
services. In 2010 Merit won $103 million in grants towards a $130 million project to build
network infrastructure throughout rural areas of Michigan. In 2010 he was named the “Grant
Thornton/Lawrence Tech Leader and Innovator of the Year” as well as one of Michigan’s Top
CEOs by Corp! Magazine.

Prior to his arrival at Merit, Don was the Director of Enterprise Technology (CTO) and
Merchandising Applications for H-E-B, a $12 B retailer in Texas and Mexico. He had
responsibility for enterprise architecture, integration, infrastructure and security as well as
delivering and supporting Merchandising applications. In addition, he created H-E-B’s
Technology Innovation Store, where new technology was developed and piloted in a working
store.

Before joining H-E-B, he served for 25 years in the U.S. Army attaining the rank of Colonel and
earning the Legion of Merit for his service. His last assignment was as the Associate Dean for
Information Technology (C10) and Professor of Computer Science at West Point. He was
responsible for the computer operations and infrastructure used to educate future Army officers.
He built West Point’s wireless network, one of the first large and secure wireless networks,
which was the recipient of a Computerworld “Best Practices in Mobile and Wireless” award for
security. He is also a recipient of the Apgar Award for innovation in teaching for his work in the
classroom.

Among his other Army assignments, Don was the Chief of Software Engineering for the Army's
counterterrorist unit, Delta Force. In this role he oversaw the integration of numerous
applications into an enterprise database as well as pioneering technologies such as global
positioning system (GPS) and digital maps. He has also been the senior human resources
manager for the Army's professional information technology workforce, where he helped to
reshape the officers to better meet a changed approach to information technology. He has
managed information technology support for the Department of Computer Science at West Point
and a branch of the Army Human Resources Command. While at West Point, he taught
computer science, information technology, and international relations at the undergraduate level.
At the start of his Army career he commanded two light infantry companies and three infantry
platoons.

He has been active in information assurance and software engineering research with over 25
publications and a dozen invited talks in those disciplines. He is a frequent speaker on
networking, regional networks and related topics. He is involved in the research and education
community in many ways. He is a member of the Educause and Internet2 Network Council, a
think tank on advanced network and technology for research and education. He is the Vice Chair
of the Internet2 External Relations Advisory Council and a member of the Internet2 Council of
Officers. He is on the national education network community steering committee and he has
contributed to the National Broadband Plan.

He has earned the Army’s Ranger Tab and Paratrooper Wings.
Dr. Welch received a B.S. from the United States Military Academy, West Point, New York, a

M.S. in Computer Science from California Polytechnic State University, San Luis Obispo, and
he earned the Ph.D. in Computer Science from the University of Maryland, College Park.
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U.S. Department of Commerce,
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Summary of Written Testimony
Problem

In rural and remote Michigan, a lack of viable backhaul infrastructure limits Internet and network
service performance, availability and affordability for community anchor institutions (CAls), homes
and businesses, placing these entities at a disadvantage compared to their counterparts in
metropolitan areas of Michigan and the US.

Solution

Merit Network, Inc., Michigan’s research and education network provider, in collaboration with eight
commercial providers, acting as sub-recipients of the BTOP grants, will create 2,287 miles of “middle
mile,” shared infrastructure that will address Michigan’s backhaul shortfalls.

Impact

Through REACH-3MC, Merit will provide 105 community anchor institutions with a dedicated 1 Gbps
fiber connection, and enable the same benefits of a high-capacity connection for over 900 more
community anchor institutions in the service area.

REACH-3MC will create a statewide CAl network that will enable Michigan’s public institutions to
consolidate resources, cut costs and provide more service to Michigan’s citizens.

The REACH-3MC service area encompasses over 1 million homes and 55,000 businesses that stand to
benefit from the fiber-optic infrastructure either as direct customers of a REACH-3MC sub-recipient,
or indirectly through an existing service provider that obtains backhaul from a REACH-3MC sub-
recipient.

Because it is a “middle mile” network with “open access” principles, REACH-3MC will support not
harm incumbent service providers in the service area.

Extending broadband to financially troubled areas in Michigan will improve the quality of life, create
jobs and spur economic growth in a state with one of the highest needs of any in the nation.

Project Safeguards

Merit Network has owned and operated networks for over 40 years. Merit has the experience and
internal mechanisms in place to successfully complete a project of REACH-3MC’s magnitude. Merit
has created internal mechanisms to complement the ARRA oversight controls that protect against
waste, fraud and abuse.
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In 2010, Merit Network, Inc. received two grants from the Broadband Technology Opportunities
Program (BTOP) administered by the National Telecommunications and Information
Administration (NTIA) and the Department of Commerce, and funded through the American
Recovery and Reinvestment Act of 2009 (ARRA). Together the BTOP grants, with help from the
public universities of Michigan, fund REACH-3MC (Rural, Education, Anchor, Community, Health
care — Michigan Middle Mile Collaborative), a project that will create much-needed fiber-optic
infrastructure in rural and underserved areas of Michigan, with key interconnection points in

Wisconsin and Minnesota.

REACH-3MC engages Merit Network, Michigan’s research and education provider to
community anchor institutions (CAls), and eight commercial sub-recipients to serve all sectors
of society: homes, businesses and CAls. REACH-3MC solves the backhaul problem in rural
Michigan by constructing 2,287 miles of “middle mile” fiber-optic infrastructure governed by

“open access” network principles.
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REACH-3MC will create much needed infrastructure in a state that must transition from a
manufacturing-based economy to one that is based on information and technology. The
infrastructure is vital to both education and economic development. REACH-3MC furthers
Merit’s vision of equal access to information for all of Michigan, and enables Michigan’s public

institutions with a mechanism to cut costs and provide more service to their constituents.

Problem REACH-3MLC Seeks to Address

In rural and remote areas of Michigan, a lack of backhaul infrastructure, or a lack of cost-
effective backhaul due to shortfalls in capacity and competitive service offerings, limits Internet
service performance, availability and affordability for end users. Internet Service Providers
(ISPs) that serve homes, businesses and community anchor institutions (CAls) in rural Michigan
are hindered because the majority of their costs go to obtaining backhaul. Circuit connections
and transport to major Tier 1 access points are either cost prohibitive or unavailable due to

limited capacity.

Michigan’s unique geography creates a state with a substantial land mass and a population that
is predominately concentrated in metropolitan areas of the Lower Peninsula’s southern core.
In the rural areas beyond this core, population density is not enough to support a cost-effective
build-out of Internet infrastructure. The cost of construction is too great to render a
sustainable return on investment. The result is that the regions of the Northern Lower
Peninsula, Upper Peninsula, Ohio border and Lake Michigan coastline are underserved in terms

of broadband resources.
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Because of the lack of backhaul, community anchor institutions in rural and remote Michigan
are forced to operate with levels of Internet, telecommunication and networking service that
are below their need. These CAls provide the same vital services that the public relies upon
with only a fraction of the resources their counterparts in populous regions of Michigan and the
US have access to. The problem is the same for businesses in rural and remote Michigan that
must compete in the emerging global economy without an effective method to access it. End

users at home face similar predicaments regarding access to information.

About Merit Network and the SHLB Coalition

Merit Network, Inc. is an independent, 501(c)3, non-profit organization that receives no subsidy
or funding of any kind from the State of Michigan. Our origins date back to 1966, when Merit
was founded by the three major universities in Michigan as a shared resource to help meet
their networking needs. Over time, Merit’s mission has evolved to include the service of
community anchor institutions of all kinds. Merit provides our Members with leading-edge
network resources and network-related services. Today, Merit owns and operates the longest-

running research and education network in America.

Merit Network believes in the strength of a robust educational community, both in Michigan
and nationwide. As a member of the Schools, Health and Libraries Broadband Coalition (SHLBC)
we believe that improving the broadband capabilities of schools, libraries and health care
providers will enhance the quality and availability of the essential services they provide to the

public and will help them serve underserved and unserved populations more effectively.
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As a valued resource to our Member organizations, Merit Network has helped our Members
achieve success by working with them to facilitate collaboration between organizations. The
Merit backbone, a network of CAls connected to one another is optimal infrastructure not only
for telecommunication and access to information, but also for the sharing of resources and
consolidation of services for Michigan’s public institutions. It allows our Members to cut costs
and provide more service to their patrons and constituents. Due to the lack of backhaul in rural
and remote Michigan, not all CAls have the ability to connect to the Merit network to take

advantage of these benefits.

Merit Network is guided by a vision of equal access to information for all of Michigan’s
citizens—regardless of physical location or geography. Though we have fostered this idea for
quite some time, Merit lacked the financial means necessary to bring our vision to reality.
Absent the BTOP grants Merit Network received, building the necessary infrastructure would
take decades. The BTOP grants greatly accelerate that process to the benefit of the entire

state.

Solving the Backhaul Problem, a Foundation for Michigan’s Future

REACH-3MC will create 2,287 miles of fiber-optic infrastructure through 52 counties in
Michigan. The fiber will be lit with the most advanced technologies and is designed to benefit

all sectors of society: homes, businesses and community anchor institutions.

REACH-3MC is based on a comprehensive community approach that leverages public-private
sector collaboration. Because our mission prohibits Merit from providing service to homes and

businesses, Merit engages eight different commercial providers through REACH-3MC who, with
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Merit, will each own fiber strands over various portions of the REACH-3MC network. This is
what is commonly referred to as a “condo build” in the telecommunications industry. As the
primary grant recipient, Merit owns the fiber sheath, while the ownership and operation of the
fiber strands within the sheath are divided between Merit and the commercial providers, who

are sub-recipients of the grants.

REACH-3MC network segments will have between 12 and 168 strands of fiber. The basic access
speeds will range from 10 Gbps (gigabits per second) and 1 Gbps. The infrastructure allows for
capacity to be easily increased with a simple upgrade in optronics to accommodate future

growth and industry innovation with additional investment in fiber-optic infrastructure.

Merit’s portion of the fiber will allow state and local governments, universities, schools,
libraries, health care facilities, community colleges, public safety entities and other community
anchor institutions to connect to Merit’s private, high-performance network, enabling them to

lower costs, consolidate services and provide more service to Michigan’s citizens.

REACH-3MC will provide over 100 direct connections to community anchor institutions, but as a
“middle mile” project, the aim of REACH-3MC is not to directly connect every home and
business in the network service area, but rather, REACH-3MC will build backhaul into a region.
Local ISPs will then have the opportunity to use this infrastructure to provide faster, cheaper,

and more reliable service.

The regulations of the grant ensure that REACH-3MC will be an “open access” network,
meaning that any ISP with an interest in connecting to the network will not be unreasonably

withheld from doing so where capacity permits. Connection agreements will be negotiated in
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good faith and access will be at market rates. In this manner, REACH-3MC supports incumbent
ISPs in the service area. Leveraging the middle mile infrastructure, local ISPs will have the
option to obtain affordable backhaul service from REACH-3MC and improve service offerings.
Merit will work with any ISP interested in accessing REACH-3MC infrastructure to leave a splice

enclosure at a desired location for interconnection.

The number and diversity of sub-recipients participating in REACH-3MC ensure the network will
be a sustained investment that delivers results. On each network segment, there are multiple
service providers (Merit and sub-recipients) competing to provide a given community the best
value—whether it be wholesale transport to a local ISP, a fiber connection to a school or library,
or residential and commercial service. Each sub-recipient brings a different value proposition
to the service area, employing different technologies, content and service packaging.
Competition will also enforce market rates, ensuring that consumers in remote areas will not

pay more for the same service than those in metropolitan areas.

Benefit to Community Anchor Institutions

Through REACH-3MC, Merit will provide 105 community anchor institutions with a dedicated 1
Gbps fiber connection. REACH-3MC will make it feasible for any other community anchor
institution to connect at speeds of 1 Gbps or greater. The FCC National Broadband Plan sets a
goal to connect every CAl in America at 1 Gbps by 2020. REACH-3MC will place these anchor
institutions in the service area almost a decade ahead of this target and allow them to

collaborate with the over 230 other community anchor institutions that are currently
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connected to the Merit network. Additionally, REACH-3MC will enable the same benefits of a

high-capacity connection for over 900 more community anchor institutions in the service area.

Indirectly, community anchor institutions in every region of Michigan will benefit from REACH-
3MC because it will complete a statewide network for CAls. Merit currently connects 35 % of
private universities, 93 % of public universities, 66 % of community colleges, 63 % of K-12 ISDs,
50 % of library cooperatives and 37 % of public libraries in Michigan—the vast majority of those

not connected due to a lack of affordable backhaul in their area.

Advanced Placement (AP) classes, which provide students with a significant academic
advantage in college preparation, are only available on a limited basis in remote areas of
Michigan districts—if at all. Foreign language classes tell a similar story: students in remote
areas have fewer opportunities and options than those in metropolitan areas. Utilizing the
statewide CAIl network, students anywhere in the state will be able to take advantage of both
AP and foreign language courses, leveling the playing field and ensuring that every Michigan

school is equipped to produce a skilled workforce that will drive the 21st century economy.

REACH-3MC received over 250 letters of support from community anchor institutions in
Michigan, including letters from over 30 CAl Leadership Organizations (example: Michigan
Association for Intermediate School Administrators). REACH-3MC has the backing of 12 major

Universities in Michigan that are committed to fully supporting the project in its entirety.
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Public Safety: a Foundation for Michigan’s Transition to Next Generation 911

Due to the need to update first-response public safety, the State of Michigan commissioned a
study on transitioning to Next Generation (NG) 911 service. The resulting plan has a dedicated,
high-availability network as its foundation. The cost of such a network had placed the
implementation of this plan in doubt. With REACH-3MC in place, making an incremental move

to the NG 911 system is not only possible, but likely in the future.

A portion of REACH-3MC was designed with input from the State of Michigan 911
Administrator. The fiber, leveraging REACH-3MC and Merit’s existing network, will provide a
footprint to connect all Public Safety Answering Points (PSAPs) to a robust, IP-based
infrastructure that will create cost-savings and enable the consolidation of resources. The
redundancy, security, interoperability, and flexibility of this network will be paramount to
maintaining a reliable 911 system in Michigan, and provide options and functions to meet the

changing demands of public safety.

Improved Service for Homes and Businesses

REACH-3MC will enable the commercial sub-recipients access to 51 Central Office facilities
throughout the state, which they will use to provide “middle mile” service and leverage the
existing infrastructure of local ILECs (Incumbent Local Exchange Carriers) to provide better
service to the community. An additional 12 colocation facilities will be constructed as part of

REACH-3MC that will enable the same for providers in the Upper Peninsula.
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The REACH-3MC service area encompasses over 1 million homes and 55,000 businesses that
stand to benefit from the infrastructure either as direct customers of a REACH-3MC sub-
recipient, or indirectly through an existing service provider that obtains backhaul from a REACH-

3MC sub-recipient.

Economic Development

REACH-3MC is focused on the needs of Michigan and Michigan’s efforts to fix its faltering
economy. Until recently, Michigan had the highest unemployment rate in America for 4 years.

Michigan has lost more than 300,000 jobs since 2000, including 170,000 manufacturing jobs.

Extending broadband to these financially troubled areas will create jobs and bolster economic
growth in a state with one of the highest needs of any in the nation. Merit Network has
received strong support and interest from a number of Economic Development Councils in
Northern Michigan who are very excited about the possibility that REACH-3MC infrastructure
holds for their communities. They believe in transformative power of broadband to improve

the quality of life in Michigan’s rural areas.

More high-speed internet means more small businesses, farmers, and entrepreneurs will have
better access to national and international markets, to a broader array of vendors, suppliers

and customers and to a team of skilled employees.

As our state must transition to an information-based economy, its entire citizenry needs access
to affordable, high-speed broadband at home, in the workplace and at its community anchor

institutions. That is why it is important to view REACH-3MC not as an exercise on the Federal
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Government’s part that favors one entity over another, but rather, because of the “open
access” provisions and the investment in community anchor institutions, it is important to view

REACH-3MC as an investment in a foundation that will benefit the entire state.

Businesses considering relocation to Michigan will no longer face difficult choices. Michigan
has always had incredible physical beauty, but a lack of modern infrastructure has sometimes
deterred potential companies from operating here. With the completion of REACH-3MC,
prospective companies will not be forced to decide between setting and resources. Our state

will have pristine natural resources and leading-edge modern business infrastructure.

Job Creation

Merit Network plans to hire 13 new positions in support of REACH-3MC funded by the BTOP
program. Of those 13, Merit has hired 5 thus far. REACH-3MC sub-recipients have also
indicated that they will hire new staff in support of the project. Merit has already hired 8

additional staff from non-BTOP funds since the first award.

Merit Network has awarded $7,871,851 in contracts to vendors in support of REACH-3MC
implementation for environmental assessment consulting, engineering, fiber and materials.
Merit has retained three construction contractors in support of the REACH-3MC build-out, one

of which has begun construction and reported adding six new jobs in support of the work.

Merit Network estimates the total jobs created by the REACH-3MC project will be 946 job-
years. The methodology used to determine the job-years created by this project came from the

Council of Economic Advisors, May 2009, and was required by the Round 2 BTOP grant
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application. Specifically, Merit utilized the methodology found in Table 5 of the Council of
Economic Advisers “Estimates of Job Creation from the American Recovery and Reinvestment

Act of 2009.”

A study by Gartner Consulting referenced in “Michigan’s Push for Broadband,” published by
Michigan Department of Information Technology, concludes that accelerating the build out of a
statewide broadband infrastructure in Michigan could result in a $440 billion increase in

Michigan’s gross state product over the next ten years.

Because the BTOP grant requires a 20 percent cash-match, the initial Federal investment has
catalyzed an additional $25.7 million in private investment. Merit has successfully secured $8.3
million in loans that will account for its portion of the total matching funds, and REACH-3MC

sub-recipients are in the process of securing their portion of the remaining $17.4 million.

Project Oversight and Control

From an organizational standpoint, Merit Network is very capable of successfully completing
REACH-3MC. Merit has owned and operated network infrastructure for over 40 years. Merit
also has extensive experience managing network construction. Merit continues to leverage its

experience from managing the NSFNET, the precursor to the modern Internet.

The staffing, policies and practices are currently in place to manage a project of REACH-3MC's
scale. Merit has established internal controls to safeguard against the following: abuse of
wages and benefits, employee expenses, fairness in vendor evaluation for equipment

procurement and contracts awarded as part of the project, expenses for services and
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maintenance, and cash flow related to the project. All of these controls are delineated in

Supplemental Information submitted with this testimony, “Project Safeguards.”

The ARRA, NTIA and NOAA (National Oceanic and Atmospheric Administration, an agency that
supports NTIA in their grant oversight activities) require Merit to submit several reports that

detail project performance, construction completion, and funds expended.

Additionally Merit’s financials are audited annually and Merit has always received an
unconditional report from the audit firm. In the fall of 2011 and each subsequent year, Merit

will receive an A-133 audit as required by the grants.
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Supplemental Information

Project Safeguards

Ability to Successfully Complete the Project

Control:

Merit is a full service company providing expertise in network engineering, network
operations, a 24/7 Network Operations Center, member relations, marketing, IT,
finance and administration. Merit has already built hundreds of miles of fiber and has
operated a network for over forty years. Merit currently has approximately 75
employees and estimates that it will be hiring about 10 more over the next 18

months. Below is a list of staff that works directly and indirectly on the project:

Grant Specific Staff

e Grants Manager —project manager, NTIA liaison, compliance oversight

e Compliance Manager- Documentation specialist, compliance manager,
systems coordinator

e Permit Specialist — state/county/municipality permit coordinator

e Accountant — billing and invoicing, project tracking

e Outside Plant Project Manager — construction and engineering oversight

e QOutside Plant Project Manager Assistants- aids to the OPP Manager

e Qutside Plant Tool Developer

e Network Engineers
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e Network Engineer-Equipment specialist

e Engineer Technicians- aid to engineers

Merit Support Staff

e Director of Engineering

e Mapping Specialist

e GIS Technician

e Director of Operations

e Engineering Staff

e Controller

e Assistant Controller

e Community Relations Managers

e Communication Specialist

Merit has written and posted a Conflict of Interest (COIl) policy and whistleblower
information in its offices. Merit has a zero tolerance for the acceptance of any type of
gratuity at any level. The COI outlines standards of conduct to establish safeguards to
prohibit employees from using their positions for a purpose that constitutes or
presents the appearance of personal or organizational conflict of interest, or personal

gain in the administration of the awards. All Merit employees operate under the

University of Michigan staff codes of conduct.

The Grants Manager and the Compliance Manager are knowledgeable of the grant

requirements and continue to attend training seminars offered through the NTIA to
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keep abreast of any changes and to reinforce prior training. They in turn share the
knowledge and skills learned with other staff to ensure compliance requirements are
met throughout the organization. All tools are made available to all staff including:
the grant agreements, the NOFA, various regulations, terms and conditions,

handbooks, cost principal circulars, and Federal Internet sites.

Wages and Benefits within Acceptable Limits

Control:

All staff (except the project Outside Plant Project Manager who serves as a
consultant) are University of Michigan employees. Salaries are regulated through
prescribed market ranges within the university system. All fringe benefits are
standard University of Michigan benefit packages and average about 28.5% of salary.
No preferential treatment is given for position or title. All positions are listed and
staff is hired according to University policy and procedure. Merit is audited annually
and all payroll and fringe benefit registers and a listing of all employees and related

salaries are reviewed for accuracy and omissions by the auditors.

Travel and Other Employee Expense Within Acceptable Limits

Control:

Travel is reviewed and approved by the supervising manager, the company controller
and the VP of Finance and Administration. (Three approvals required.) The current

Federal rate per mile (S0.51/mile) is utilized. Records are kept of miles traveled.
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Overnight trips require advance approval from the direct supervisor and meal
payment utilizes the Federal per diem rates or actual reimbursement if less.
Consultants are reimbursed for travel based on the same procedures. Merit does
not own any vehicles; however, the University of Michigan rents vehicles at reduced

rates which Merit utilizes as often as it can to reduce travel costs.

Project staff equipment is limited to standard issue laptops and monitors which are
included in the corporation’s inventory database. Cell phones are either company
issued through a reduced rate plan with the University of Michigan or an employee
can choose to utilize their own cell phone. A standard $20 to $30 taxable monthly
stipend is provided for those who utilized their own phones. Cell phones and
stipends provided by Merit must be approved by the supervising manager and the VP
of the supervising manager. All invoices and payments are auditable through Merit’s

financial records.

Merit does not have a negotiated indirect cost rate with any Federal agency.
Therefore, indirect costs have not been included in the project as directed by OMB

Circular-A21.
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Network, Fiber, Conduit, Splice Cases, Huts, Hand-hole, and Tagging Equipment Expense

Within Acceptable Limits

Control:

Merit has a very knowledgeable staff of network and operations engineers and

many years of experience procuring network equipment and fiber related products.

The original budget submitted to the NTIA for network equipment was from direct
vendor quotes or current vendor contracts. All equipment purchased through the
Stimulus grant has to be matched against the submitted and approved budgeted
Stimulus listing for equipment. Since the listing was approved over one year ago
very often the cost of the equipment has gone down or the features of the
equipment have improved. Merit has been able to negotiate additional reductions in
cost by leveraging the awarding of the second grant. Merit seeks to reduce costs
whenever possible. However, it anticipants increased costs in some budget
categories. One example is the current escalation of petroleum based products
resulting in the cost increase of conduit material. Merit is carefully balancing and
monitoring these differentials in order to successfully complete the project within

budget.

Budgeted amounts for fiber, conduit, splice cases, huts, hand-holes, tags and other
related equipment were based on estimates from various vendors and current

purchasing experience.
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All equipment purchases, except those with a sole source justification, commence
with an Internet published Request for Proposal. Submissions are reviewed and
ranked for quality, price, compatibility and other necessary conditions. The top
suppliers are interviewed before a final selection is made. The decision to award a
contract, including ones with a sole source justification, is made in a group setting
within the company; no one individual has the sole authority to approve the vendor
choice. Once selection has been made it is announced on Merit's Web site. All
vendor contracts must contain the compliance conditions required by the NTIA
and/or Merit which may include but are not limited to the following: a)
consequences for breach or default by the contractor or supplier, b) supplying a bid
guarantee, c¢) performance bond if required, d) equal employment opportunity
agreement, e) compliance with the Copeland “Anti-Kickback” Act, f) compliance with
the Davis-Bacon Act, g) Compliance with Contract Work Hours and Safety Standards
Act, h) compliance with the Clean Air Act and the Federal Water Pollution Control
Act, g) compliance with the Byrd Anti-Lobbying Amendment, h) compliance with the
E.O.s 12549 and 12689 Debarment and Suspension, i) minimum insurance levels,

and j) compliance will all NTIA regulations and requirements.

Merit has an official written restrictive policy for procurement. All purchases of fiber
equipment must be approved by one manager if under $5,000, and two managers if
over $5,000. The CFO approves and reviews all project purchases. Fiber equipment
delivered directly to the field such as optical fiber, conduit, splice cases, etc. is

verified by on-site staff and tested when appropriately connected. If it passes
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acceptability testing then the cost of the equipment is aggregated along with
environmental assessment, engineering, construction, and other related costs and

recorded into the asset management system.

All related equipment orders, packing slips, invoices, location information and asset
management documentation is kept indefinitely either electronically and/or
hardcopy until disposal of the equipment. No equipment can be sold, transferred,
conveyed, or mortgage without the expressed permission of the NTIA during the

useful life of the asset in whole or in part.

Underlying transaction records are reviewed to assure they properly reflect activities
and costs that are ARRA allowable. All requests for payment are evaluated for
project appropriateness, budget alignment, and proper authorization before

payment is issued.

Environmental Assessment, Engineering, Construction, Maintenance Expense Within

Acceptable Limits

Control:

All contractor agreements, except those with a sole source justification, commence
with an Internet published Request for Proposal. Submissions are reviewed and
ranked for quality, price, compatibility and other necessary conditions. The top
suppliers are interviewed before a final selection is made. The decision to award a

contract, including ones with a sole source justification, is made in a group setting
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within the company; no one individual has the sole authority to approve the vendor
choice. Once selection has been made it is announced on Merit's Web site. All
service contracts must contain the compliance conditions required by the NTIA
and/or Merit including but not limited to: a) consequences for breach or default by
the contractor or supplier, b) supplying a bid guarantee, c) performance bond if
required, d) equal employment opportunity agreement, e) compliance with the
Copeland “Anti-Kickback” Act, f) compliance with the Davis-Bacon Act, g) compliance
with Contract Work Hours and Safety Standards Act, h) compliance with the Clean
Air Act and the Federal Water Pollution Control Act, g) compliance with the Byrd
Anti-Lobbying Amendment, h) compliance with the E.O.s 12549 and 12689
Debarment and Suspension, i) compliance with the Whistleblower Protection Act, j)
minimum insurance levels, and k) compliance will all NTIA regulations and

requirements.

Merit has an official written restricted policy for procurement. All payment of
consultants or contractors must be approved by one manager if under $5,000 and

two managers if over $5,000, The CFO approves and reviews all project purchases.

Merit is required for the useful life of the facility, funded with the award, to be
properly and efficiently administered, operated, and maintained for the purpose
authorized by the award and in accordance with the terms, conditions,
requirements, and provisions of the award. If the NTIA determines at any time

during the estimated useful life of the project, that the project and any project
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property is not being properly and efficiently administered, operated, and
maintained, then the NTIA has the right to terminate the award. Merit currently
operates and maintains a network in Michigan. It operates an efficient 24/7
Network Operations Center to monitor, identify and report disturbances across the
network. Furthermore, it is currently planning on hiring additional engineers and
technicians to monitor the physical network by quarterly driving the entire 2,300
mile route and inspecting all related assets. Merit will establish annual contracts
with emergency repair crews and will utilize its own operations and engineering staff

to facilitate repairs and general maintenance along the route.

Underlying transaction records are reviewed to assure they properly reflect activities
and costs that are ARRA allowable. All requests for payment are evaluated for
project appropriateness, budget alignment, and proper authorization before

payment is issued.

ARRA Reporting Requirements

Control:

The NTIA has a number of Special Award Conditions (SACs) related to reporting and
monitoring. Merit is required to report on the progress of the project on a regular
basis as described in section 1512(c) of the ARRA SAC. This information is then
shared with the public on its Web site. Failure to provide acceptable reporting by
the due date can result in the suspension or termination of the award. The following

reports are currently required by the NTIA:
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Baseline Report

>

Due: 45 days after the award date

» The report lays out the project plan in narrative form as well as

percentage complete. The report identifies the number of CAl's Merit
will connect and contracts Merit has with Wholesales or Last Mile
Providers. This report is used to gauge the annual and quarterly

performance project reports.

® ARRA Report

>

Due: 10 days after every quarter ends

> The report identifies financial information, vendor information, sub-

SF-425

recipient information, FTE’s created by federal funds as well as briefly
discussing Merit’s quarterly activities. We also report compensation

to officers when the federal funds are substantially expended.

Due: 30 days after every quarter ends
The report depicts the federal funds expended and the matching
funds expended as well as the balance remaining. Merit is also

required to show its cash receipts and disbursements of the grant.

Performance Progress Report — Quarterly

>

Due: 30 days after every quarter ends

> The report describes the progress of the project for the quarter past

and estimates the progress in the next quarter. It also presents a
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narrative for milestones/accomplishments and any challenges/issue
Merit may have faced in the past quarter and similar projections for
the next quarter. Merit reports on network miles active due to the
Federal funds. This report is compared to the Baseline Report and if
there are variances an explanation is given in narrative form. This
report also lays out the budget for the entire project, the actuals from
the inception of the project and projections from the inception to the

end of next quarter.

e Performance Progress Report — Annual
> Due: 30 days after every calendar year end of the funded period
> The report is compared to the Baseline Report where information has
been reported on an annual basis. Information includes the average
cost per new mile, listing the facility name and type, were
construction is taking place and listing agreements Merit has for
interconnection, peering, transit, etc.
Merit collects this data on a regular basis. There have been no issues in meeting
reporting deadlines. Merit management meets weekly with its Grant Officer and
other specialists to discuss any problems Merit may be having or answer any
questions the Grant Officer/Merit may have concerning the project. This

communication helps to keep both sides well informed of project progress.
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Match Funds Requirements

Control:

Merit must provide, from non-Federal funds, not less than 20% of the total of the
project costs. Merit will contribute approximately $8.16M in matching cash and its
sub-recipients will contribute approximately $17.56M. All of Merit’s matching funds
are in the form of cash. Merit was successful in obtaining funding to support its cash
match. Its sub-recipients are self-funding or obtaining loans for their share of the
cash match. Adequate documentation is being maintained to provide proof of the
cash support for the project. Merit only submits requests for funding when an
invoice has to be paid or costs for staff salaries and fringe benefit costs have been
incurred. All submissions for funding are reviewed and approved by the Grant
Manager and the Controller, only 80% funding is requested for any incurred

expense.

Cash, Funding and Payment Requirements

Control:

The NTIA requires that cash flow related to project events be kept segregated from
standard operational cash flow events. Merit keeps a separate checking account for
each of its Stimulus projects. Furthermore, Merit segregates the projects’ revenue
and expense events and the project income statements and balance sheet as

required by the NTIA.
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Merit has put in place strong controls to prevent theft and fraud and to ensure the
proper allocation of ARRA funds. These controls are present in the entire cash flow
process, from payment, to draw down, to disbursement.  Separate checking
accounts are maintained for the receipt and subsequent disbursement of funds for
each ARRA award. Checks are kept in a secure, locked location. The receipt of a
vendor invoice initiates the flow of ARRA funds. The process, and the controls

instituted in each phase of the process are outlined below:

1. Vendor Invoice Received
a. Reach staff prepare payment request form
b. Payment request form and related backup are submitted to
management for approval. Payment request approvals are
obtained based on the following criteria:
i. Under S$5k are approved by the Grant Compliance
Manager (GCM) and the CFO
ii. Over S5k but less than $10k are approved by GCM and
CFO
iii.  Over $S10k require the creation of a PO and are approved
by the GCM, CFO and COO
2. Approved payment request and related backup are submitted to the

Senior Accountant for payment.
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Every Friday the Senior Accountant collects all submitted payment
requests and prepares an analysis which determines ARRA’s 80% and
Merit’s 20% allocation of total pending payments.

Senior Accountant submits the allocation analysis to Reach Grant
Administrator who reviews analysis, prepares a “Request for
Drawdown of Funds” form and signs off.

The “Request for Drawdown of Funds” form is then submitted to the
Controller who reviews and signs off.

The “Request for Drawdown of Funds” form is then submitted to the
GCM who reviews and accesses the ASAP system to initiate the
drawdown of funds, via direct deposit, into the appropriate checking
account. Only the GCM and the CEO have access to ASAP. Neither the
GCM nor the CEO has access to the checking accounts which tightens
control by separating duties. The GCM then routes the “Request for
Drawdown of Funds” form to the Senior Accountant.

The Senior Accountant confirms receipt of funds into the checking
account and signs off on the ““Request for Drawdown of Funds” form.

Upon CFO approval the Senior Accountant transfers Merit’s 20%, via
direct deposit, into the appropriate Reach checking account and then
cuts checks to pay those vendors represented on the approved
payment request forms.

CFO signs all checks as a final review
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10. The Senior Accountant provides the bank with a list of all newly cut
checks. The bank then references this list as checks come in for
payment. If there is an anomaly between the list and a check
submitted to the bank for payment the Senior Accountant and
Controller are notified and must provide their approval to the bank
before an anomalous check is cashed.

11. Each checking account is reconciled on a bi-weekly basis.

12. All payment requests, supporting documentation and “Request for

Drawdown of Funds” forms are retained electronically.

All ARRA transactions are monitored through independent reconciliations, staff
meeting feedbacks, supervisory review, and management review. Budgets are
utilized to provide proper monitoring of grant activities, to validate that total
expenditures for each budget category do not exceed the amount assigned to the

category, and that budget changed get prior approval from the Grants Officer.

Sub-recipients are not allowed to draw down funds within the ARRA system. All
requests for NTIA budget approved expenses incurred by the sub-recipients will
have to be first reviewed and approved by Merit. The sub-recipient will not be
reimbursed until all required documentation has been submitted to Merit. The
responsibility for approval and documentation of approval of cash payments to sub-

recipients requires the approval of three individuals.
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Environmental Assessment Requirements

Control:

The NTIA requires the completion of an environmental assessment (EA) that meets
the requirements of the National Environmental Policy Act of 1969 before expending
funding except for some limited categories such as management and administration,
project planning, collecting environmental-related information, required
consultation activities, conditional insurance, funds used to secure land or right-of-
way leases, right-of-way easements, equipment, etc. It should be noted that in order
to be allowed the use of the limited preliminary funding a 6-month revised
expenditure plan must be submitted within 30 days of receiving this Special Award
Condition and cannot result in an irrevocable commitment of resources; equipment
cannot be placed in the field, all contracts must contain early termination dates, etc.
Merit applied and was approved to utilize preliminary funding with the above

limitations.

Consultations must include State Historic Preservation Offices, federally recognized
native American tribes, and the U.S. Fish and wildlife Services. The EA must also
demonstrate compliance with all other applicable federal, state, and local
environmental laws and regulations.  Site preparation, demolition, ground
disturbances, or any other project implementation activities may not begin prior to

the completion of the EA. Furthermore, the draft EA must be completed no later
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than within six months. (Unless a formal request for extension is submitted and

approved by the Grants Officer.)

If a project is found to have significant impacts to environmental or historic
resources it may face de-obligation of funding if the impacts cannot be mitigated.
Merit is required to provide any information requested by the NTIA to ensure both
the initial and ongoing compliance with environmental and historic preservation
laws, regulations, and best practices. Merit has weekly meeting with its Grant

Officer who deals directly with the environmental specialist.

Merit hired an environmental consulting firm to manage the environmental
assessment. Merit has since received its FONSI (Finding of No Significant Impact) for
Round 1. However, as the build is about to proceed and minor route changes and
adjustments are required the NTIA requires that Merit not only show cause for the
change but demonstrate that the FONSI results apply to the route adjustment
before granting approval. The NTIA has been very thorough in their analysis and
review in those instances. If it is not consistent with the approved environmental
assessment then the project would have to be re-evaluated for compliance. Merit
has just submitted its EA draft for Round 2 and may be near some possible
archaeological sites. The NTIA will require that Merit ensures it will have an NTIA
approved person to monitor ground disturbance and cease construction in that area
should any potential archeological resources or buried human remains are

discovered. The route would then have to be re-evaluated.
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Project Overlap Requirements

Control:

The NTIA will not allow the use of Federal funds for duplicate construction,
acquisition, or lease of broadband facilities funded by ARRA through the NTIA or
RUS. Merit recently was informed of the possibility that some small sections of the
project may overlap with other projects. Merit had to provide a detailed, street-
level network map confirming that there was or was not duplication of construction.
In the very few instances where project section overlap was confirmed Merit and
the other funded projects were directed to work together to present a plan that

resulted in no duplication but retention of the operational integrity of each project.

Project and Company Audit Requirements

Control:

Merit’s financials are audited annually by Plante/Moran and has always received an
unconditional report from the audit firm. In the Fall of 2011, Merit will have an A-
133 audit performed by Plante/Moran as it will annually during the duration of the

project.
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