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1.0 Summary

The Respondent bas reviewed the proposals and sugestions of the Commission in its
NPRM and has accordinlJy replles with the following recommendations and needs for
clarification. The Respondents was one ofthe few in the November 8, 1992 NPRM on
PCS to have recommended auctions, and specifically five licenses at 20 MHz a piece. In
addition the Commentator recommended the second bid sealed simultaneous auction
process as the one that is economically the most efticient in clearing the market. In the
year since the Respondents filing, the Commission and the players in that PCS market
have had the opportunity to study and analyze the issues further. The Respondent has
come to believe that its position ofa year 880, as vindicated by the Commissions Report
and Order, is still a valid position. Further, the Respondent proposes that the position is
subject to further clarification as has been requested in this NPRM issued by the
Commission. To wit, the Respondent forwards the following recommendations and
observations.

Recommendation 1: (Auction Process)

The Respondent recommends an auction process that is simple and obvious to all
concerned. Simply put, the auction should be an open sequential bid auction, starting from
the largest asset to be auctioned down. Furthermore, the Respondent requests that the
Commission consider block auctions ofcombined uaet blocks in a sealed pre oral auction
bids. The determination ofthe winner of the auction process would therefore be the
highest ofthe two bids; oral auction on an asset bloc or the sealed bid on a set of such
blocks.

Recommendation 2: CElilibility)

The Respondent recognizes that there are speciIl elitJibility rules for small businesses,
minorities and women owned companies. The Respondent recommends that the
Commission implement a strict rule that enaures that III such companies are directly
involved and that the Commission prevent "fi'ontiDa" of larger and non-qualified investors
in these entities. There must be developed, as is herein recommended, a "bright line" test
to ensure that the compaies that are eligible, and so qualified on the basis oftheir prior
existence are not a creation ofthe moment.

Recommendation 3: (I'i.ancial Fadon)

The Respondent recognizes three elements ofthe auction process that relate to its overall
financial effectiveness; application fees, nature ofpayment, and recognition ofprior
achievement. As to prior achievement and contribution, the Respondent recommends that
a "bright line" test be applied to included all ofthole companies recognized by the
Commission as qualified Pioneer Preference appIiCll'ltl in the Pioneer Preference
Proceedings, and also qualifYing as a member of the qualified group ofsmall businesses,
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minorities, or women owned companies, and that such entities receive the 100.10 suggested
reduction to their overall bid. Such a "innovators bidding preference" will act as a
continuing motivator to all future innovators in telecommunications. As to payments, the
Respondent recommends that the Commission require full and complete payment at the
complete ofthe auction with the'exception of the group of small businesses, women and
minority owned companies, and

Recommendation 4: (National Goals)

The Commission has indirectly recognized the need to ensure that PCS can be offered as a
seamless interoperable national network service. The Respondent recommends that the
Commission take such measures as may be necessary to ensure that bidders will implement
such a service, and that bid price be one of several factors in allocating spectrum.

2.0 Auction Option.

The Commission has provided a multiple set ofauction options that can be used.
However, the Respondent, as weD as several of the Commission staft'have recognized that
an auction ofthis magnitude and uncertainty would function best ifthe process ofthe
auction was clear and simple. The Respondent in its response to the NPRM in November
of 1993 had recommended the second highest price auction process because ofits
economic market efficiencies since it theoretically clears the market at the true value ofthe
asset auctioned. However, in the year since that recommendation, the Respondent
recognizes that considerable confusion may ensure from understanding the complex
theoretical nature of such an auction and its economic efficiency. As such, the Respondent
recognizes the need to have an auction process, albeit sub optimal from a total policy and
economic perspective, that is "obvious" to all concerned.

The auction process may be compared to III options bidding process. The auction
proposed by the Commillion is unlike any other that the Commission has referred to.
Specifically there will be over 2,500 properties auctioned over some period oftime. Each
property will be valued on a per PoP basis where the value will be based, ifrational, on a
net present value oftile property. The Net Present Value, NPV, will be an individual
reflection ofrevenue, expenses, capital and cost ofmoney. It will be a reflection ofthe
ability to penetrate the market, to efficiently operate, and to use the most effective capital
base. It will also reflect the cost ofraising capital to each of the bidders.

The dynamics ofthe bid process will, ifheld sequentially, result in a process that has the
financial dynamics ofan options market, rather than an auction. Auctions are typically
delimited in terms of the property. Options reflect an ongoing process ofa market, which
ifthere are 2,500 properties, will effectively result. It is well know in Option Pricing
Theory that the market will equilibrate in the short term and will reflect the risk factors

Pqe4
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associated with the investment as weD as the net present value ofthe investment. l The use
ofan open bidding process will be key to the succeu ofthat process. Closed auctions are
possible, but the feedback concerning pricing is delayed and noisy. An open auction
process is considered the most efficient. The Respondent also recognizes that many ofthe
tools available to the options trader will, in effect, become available to the auction trader.
Furthermore, by establishing the market within this paradigm, the Commission wiD obtain
an basis price that will clear the market and reflect the true economic value. Subsequent
trades ofthe asset will therefore be based on added value, specifically value created by the
winner ofthe auction and value created in the post auction market by risk adjustment, and
true market potential. Thus the Respondent agrees with the Commission that the issue of
"unjust enrichment" is moot, in view ofa true market price having been already paid.

2.1 Biddi,.g Prices

The issues ofauctions is based on what is beina bid and the bid price. Unlike any other
comparable auction, the assets being offered to the public have no common post auction
market value. The value to the bidder is based upon several factors:

Market Penetratio. alld Size: The greater the market penetration the greater the share.
The greater the share the more effect the competitor can then be. Share is dependent upon
Brand recognition. Thus a large entrant with a Brand would tend to have a better share.

Capital Emeiency: The efficiency ofcapital use in the local plant by the bidder. This is
technology dependent and size ofpurchase dependent. Also capital may have to be
deployed to move the existing microwave users.2

Operatinl Emeiency: The ability to provide a national infrastructure ofsuch services as
network management, billing, roaming and customer service would aUow for a lower set
ofoperating costs per customer, and possibly even operating costs on a marginal rather
than average basis. This would dramatically change cash flow.

Cost to Aequire Culto.en: The issue ofbrand ret1ects not only the revenue element but
also the costs element ofacquiring a new customer. Certain bidders bring unique "Brand"

leox, J.e, M Rubenstein, Optioos Markets, Prentice Hall, 1985, pp. 63-71; McMillan. L.G., Options as
Strategic Investments, NY Institute ofFinanc:e, 1986, pp. 108-112; Bookstaber, RM., Option Pricill&
Addilon Wesley, 1984, p. 45.

2A simple c:aIcuIation may .... clear the COlt to IDCMl tbe exiltinllllicrowave uaen. Ifone 1e1ec:ts Los
Angeles as an exampIc, and ifODe UIeI the standard DUIIIIIer tbIt appears to be about 2,000 IiDb per
Block, A, B, or e, and ifone ftutber lIIIUDICI tbIt the micIowave uaen are moved to 38 GHz banda, and
that four 38 GHz links are required per exitiq liDk, and tIIIt CIICh 38 GHz link is $10,000, then the COlt
for LA is $80 million per hqueacy block. LA bu about 20 million PoPs, so that the COIl is S4 per PoP to
move the existina microwave uaen. Now ifODe a..1IIeS, ftuther, that the lIIicrowave users are
proportional to population density, that is in BoItoD tbc:re IR OM fifth of the linb with one tlftb ofthe
population. then one concludes that the costs of movin, mic:rowave users is a fixed fee. independent ofthe
marketl This can be a significant additional up front cost.

••5
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recognition to the bid process that can be ret1ected in a significantly higher NPV per PoP.
There are certain IECs who have more "Brand" recognition than the LECs, and
particularly more than the SWMRs.3

Aceas Fees: As has been stated"by the Respondent, access fees will make or break this
business. The RBOCs through the LEC have predatory market power in eliminating
competition. Unless access fees are eliminated, any discrepancy favoring the RBOC entity
will drive competition from the market and should, rationally, be reflected in the auction
price per PoP.

Cost or Capital: The cost ofcapital will dramatically effect the price ofa bid. This is
dramatically different from a SWMR. and an RBOC.

Let us now take these flcton and place them into a valuation model for pricing. This is at
the heart of the dynamics of and allocation process based upon a bidding or auction
mechanism. Let C be the capital, E the total expenses (operating plus cost to acquire a
new customer. m the cost ofcapital and R the revenue). Let us create a NPV, net present
value function that uses revenue, expenses and depreciation. 4 Ifm is the cost ofcapital or
the effective discount rate at the defined risk level, than the NPV can be defined as;'

V(N) = ±R(n)-E(n)-C(n)
"",0 (1 +m)"

We can define this NPV on a per customer basis. We further use a time horizon ofN years
for the measurement ofthe NPV. We shall use the life ofa PCS license, assuming ten
years.

Now we can 'expand this concept one step is we IllUme that there is some form oftax, foe
example an auction fee or a franchise fee. Let us UIWIle that there is a "tax" due to some
form ofU.S. Government auction process. Call that tax, T. This then reduces the NPV as
shown in the fonowing.

3SWMR. stands for smallh"neues. women and minority owned c:ompanics and rural telephone
compenies.

41t should be DOted tIuIt tlaillIMJuJd be revenue. e.-1IIdClPital. We sbIll UIUIDe tIuIt we can UIe

depreciaUoo siDce there -rbe a leIIiDI fuactioo 8Y1i111111e. This is truly an ina=Jrate method for NPV
but it allows a first order COIIIplIrison of LEe and PCS 08 aper subIcriber basil. A more detailed model
has been developed by the author and presented elsewhere. see McGarty. CMU. 1992.

'McGarty. BusiDess PlaDa. See the details on the definition ofNPV and its evaluation. In the proper sense
it does DOt include depreciation but capital.

..'
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V*(N) =f R(n)-E(n)-C(n)- T(n)
n=O (l+m)"

Now we can further add to the tax, the access fee. Let A be the access fee. Then the PCS
carrier faces the following NPV function;

v: (N) =~ R(n)-E(n)-C(n)- T(n)- A(n)
PeS ~ (l+m)"11=0

In Contrast the LEC has the value;

VLEC(N) =±R(n)-E(n);C(n)
11=0 (l+m)

It should be immediately clear that the LEC, even if it is more economically efficient can
reduce the net present value per customer ofthe PCS company by four means;

(i) Access Fees: The LEC can burden the PCS company with and access fee, such u the
SSS per month number in New York, that makes the PCS company, in any circumstance
non-competitive.6

(il) AudioD "Tax"; The "Tax" can be structured in such a fashion u a large up front
payment that increases the risk and further reduces the NPV for the PCS company.7

(iii) Increased Risk: The cost ofcapital, m, can be different for the two companies.
Specifically, ifm LEC is the LEC cost ofcapital, generally a very low cost due to its

6McGarty, WiJeIeII (MIT, 1993). Tbe author details the i...-et m8CCIII fees on PeS and deWls the
poumDal for vioIItioD ...... RdliDlOD Patman. It is DOt cIeIr if there is any violation per Ie but the isIuc
ofiDtemIl ttaDd=r priciJII mIWitch access at~ ...... than 1oa& tam averap COltS and bavin&
the mea aod odIer CAPs dclIMly UDderwrite tbeIe COllI ate in question. ADotber factor that delimits
8CCeII indirec:dy is tbIt m......8Y8iIabillty tbroqh the North AJMrican NumberinI Plan (NAM), see
Bmmcr, p. 19. The NANP eo-.'"be an acceIIl:IInier to eauy to any poteDtiai competitor. It is
CODtJOlled by BeI1coIe, the R&D ann mthe RBOCs. Be1IcloN is JIDCfBIly cWIicuIt to deal with and as bas
been.. in the cellular world the Ibility mBeUcore to ....ipuIIte the numbering plan can add
additioaal costs and market delays. It is an issue that the Commission must address if it tnl1y seeks
competitive options.

7cleIrIy this is a FiJc:a1 Policy eIemcDt that i....... the I8duItria1 Policy element The author suaat a
balanced of risk sbarilll. This appmICh is a modiftcationmthe policies developed by Solow in the area of
Growth Theory and have been positioned in a similar fashion by Arrow.

Pate 7
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existence and capital raising capacity, and ifmPCS is the cost ofcapital for the PCS
entrant, then we find;'

mpcs»mLEC

Specifically:

Vpcs(N) =±R(n)-E(n)-C(n)-"T(n)- A(n)
11=0 (I +mpcs )

for the PCS entity, and;

VLBC(N) =±R(n)-E(n)-"C(n)
11=0 (l+m!.R')

for the LEC.

Thus, the LEC, can through its entrenched position, increase the risk level and, in tum,
reduce the NPV, indirectly, through the cost ofcapital.

(iv) Monopoly Rents: The LEC, as a monopoly, has what is termed monopoly rents
resulting from its monopolistic control over the property. This rent, as we shall discuss in
the next section, acts in a bidding process, as a price escalator. Namely the LEC, if in the
bidding process, can bid an amount that is consistent with its NPV, plus the amount equal
to its existing monopoly rent. Namely; ifMRuc is the LEC monopoly rent, as defined in
the next section, then the NPVLEe is;

v: (N)=~ R(n)-E(n)-C(n) +MR
!.R' ~ (I + mLBC )" LBC

»VPes(N) =±R(n) - E(n) - C(n) -"T(n) - A(n)
_0 (l+mPes )

Note, that the LEC now has four factors that increase its value for bidding for a wireless
property. The LEC has such strong market power that it could, in a collusive fashion,
between and amongst themselves, dominate the new PeS market. All one bas to do is
look at the current Cellular markets and see that they dominate by almost 7()OA. all current
cellular properties and ifone adds AT&T, it is almost 9OOA. of the major markets.

8See the re.feIenc:e by Kolbe where he develops the deWls OB ... ofmum and the cost of Capital for
utilities.

p.'
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The price that a company bids will therefore be bued directly upon the value the company
sets in the market. Consider three companies and consider that they value the market on a
value per PoP basis a follows;

V;;V2 ;Jt';:
where;

V;<V;<Jt';.

then, assume that there is a relationship between the value bid, the bid price, B, and the
value ofthe business, V. Let this be:

For example, one may bid at 25% ofthe value. However, a bidder will bid at value B
based upon a factor which is related to the probability ofwinning. One can plot the
Probability ofwinning a bid as a function ofthe percent ofthe value bid. This is shown
below, where Pwia is the probability ofwinning and Pbid is the percent ofthe value ofthe
property that is bid.

Fipre: WiD venul Bid

U/ _...........
-~~::

'.1 1.2 U .04 ...... u ...... 1 1.1

PCIIId)

What this states is that the winning bids may not reflect the value ofthe property.
Specifically, ifwe have the following:

Pale'
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V;<V;<~~

and:
P(win:l) > P(win:2) > P(win:3)~

then;

P(bid: 1) > P(bid: 2) > P(bid: 3);

such_that~

B1 >B2 >B3•

That is the lowest value per PoP may bid the highest value per PoP because offactors that
have nothing to do with the value ofthe bid property. This means that a SWMR, which is
a Front for a large pool offunds, may irrationally bid and eliminate more rational bids in
the process, and thus vitiate against the policy goal set by the Commission.

This analysis leads to several observations:

• Fronting may lead to i"ationalbidding and may result in an inability to achieve
the policy goal intended by the legislation.

• Property values reflect both endogenous andexogenousfactors,' namely the
market and its competitiveforces compared to the companies ability to operate as
both a local andnational entity.

• Value ofthe JJrOPerty is not independent ofthe bidt*r. This is not oil or gas bids
wherein the market has been established These bids are futures on products
never sold

• The Commission's proposed bid banding will ensure the elimination ofpredatory
practices oflarge companies directly on .-all. The Commission's eligibility rules
must be used to ensue the elimination ofindirectpredatoryforces on small
companies by Fronts oflarge companies.

These observations thus lead to the following conclusion.

COItCIIuitnt: The va/w ofa property, even meQSllTed in vahle per PoP, will vary based
upon endogenous and exogenousfactors. The endogenousfactors willrkpend upon the
bid'*rsperceived view ofthe market and its peMtration andpricing, and the bidders
know ability to use capital andoperate, as wen as the biddlr's cost to raise capital. The
exogenousfactors are common andare driven by the popIIlation rkmographics, the
population rknsity and the exiting infrastructure present. A bidt*r's value ofthe property
is common amongst bidders based on the exogenousfactors anddiffers widely based
upon the endogenousfactors. An auction may or may not reflect the true value ofthe
property.

Pqel0
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2.2 BiIlIIhI, OptiOIlS

There are several biddina options that the Commission has proposed and there are OWly
others available. The two extremes proposed are ..ed simultaneous and open sequential.
In addition there is a proposed cbmbinatorill biddina system suggested. As the
Respondent had said in the past NPRM comments in November, 1992, the most efficient
scheme is sealed simultaneous second highest priced pay bids. The problem, however, is
that the theory behind this analysis assumes that the bidders all have open and common
information on the property and that the value ofthe property is dominated by exogenous
factors common to all. It assumes that there are de minimis endogenous factors. It has
been argued herein that the endogenous factors dominate in PCS. Further, closed bids are
more susceptible to Fronting.

The second concern is that the bid process be simple, in terms ofcommon understanding,
and that it be efficient in terms ofpricing. There is significant confusion about complex
second price bidding and it i difficult to explain it to those not skilled in the art ofGame
Theory. Further, it and other complex bidding schemes have been cultural evaluations of
schemes that were all started as open sequential bids.

Therefore, the Respondent recommends the open sequential bid as the sole process. It is
simple, efficient, although arguably biased. reflects the common exogenous variables
differentially, and is not open to second guessing after the bid has been made. Any other
process, may result in litigation, protest, confusion, and possible delay.

3.0 Eligibility

Eligibility to bid has been discussed by the Commillion in the NPRM and other
documents. The Respondent will not comment on the Commissions eligibility for the
MTA non SWMR bands. The Respondent herein comments only on SWMR eligibility.

The intent ofthe SWMIl band, Band C, is for small businesses, women, minority and rural
telephone companies to enter into this competitive market. It was not the intent ofthe
legislation nor ofthe Commission to have such entities created and used as "fronts" for
larger entities who are seeking market dominance. There are three driving factors that the
Commission must consider in is development, implementation, and management ofthe
eligibility process:

Credential: This issue relates to the true nature ofany entity seeking to compete in this
Band. Namely that it prima facie meets any "briaht line" test ofwhat is an eligible entity in
the SWMR band. The Commission may make such rules or enforce such rules that are
already i force. The Respondent supports a "briaht line" definition ofany such type. The
Respondent supports the existing rules for women and minority companies, and supports
the Commissions proposal, based upon its reading ofthe SBAC Report, ofsmall
businesses and rural telephone companies.

•• 11
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CndibUity: This issue relates to whether the small business, minority, women's company
or rural telephone company can actually run the business. This admittedly may be handled
after the fact by economic forces and the invisible hand ofthe nwket. The results ofsuch
laissez faire treatment may be a disenfranchisins ofother more competent and capable
SWMRs who may have been more successfbl. The issue here begins to address the
concern ofFronts. A Front is any entity not specifically committed to the development and
deployment, itself: ofa PeS system. The concern is that Fronts may rapidly spring up and
deteriorate the opportunities that other successful entities may have in the C Band.

Competitivea.: The C Band must compete with the A and B bands, which are to
occupied with RBOCs, AT&T, MCI, GTE and other formidable competitors. The C Band
players, ifcredentialled and credible, must have the financial resources and common
infrastructure to have a minimal chance ofsucceeding. This means that the SWMRs must
do two things: collude amonsst each other for the establishment ofa national management
infrastructure and seek capital sources that on the one hand seek the financial returns
available while on the other hand do not control the SWMR. as a Front.

3.1 BidJ/i"6 Eligibility

The criteria for consideration in SWMR. eligibility relates to their ability to succeed and
their ability to be independent. There is already a movement on several fronts to develop
Fronted bid pools that are nothing more than the creation ofpotential shams to be the
bidding entities for moneyed sources whose inteations are nothing more that buying
spectrum and flipping it soon thereafter. There are also activities to create Fronts for
larger telecommunications entities to use the C Band u a "Back door" to the wireless
market, thus driving out independent entrepreneurs from the business.

The Respondent is concerned that from a public policy perspective the intent ofthe law
was to establish true and viable opportunities for the new business segments, not only
because ofwho they may be but more importantly because ofwhat new and innovative
business and service concepts that these entities may bring to the nwket. Suffice it to say
the policy is not a reward for being in a class, but it is a recognition that this set ofcluses
may, based on their performances elsewhere in the U.S. economy, bring new and
innovative and competitive concepts to the market. This alone is an essential element for
the introduction ofnew and innovative services in the u.s.

The Commission has also recognized the contributions ofinnovators in the process. The
Respondent has attached in the following Table the list ofthe companies whose Pioneer
Preference filings were accepted by the Commission by the deadline ofMay 11, 1993. All
ofthese companies have been innovators, and IDIII)' ofthem have continued to innovate.
Some ofthe license have been withdrawn becauae the company has ceased to file reports,
but there are many ofthe companies who have filed reports and have made contributions

•• 12
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to the field; be they significant technical, system, service, or architectural innovations
which are now readily accepted.

Many ofthese companies did so with little to no expense in legal, lobbying, or support
efforts, in contrast, theM companies may have used the talents oftheir own people who
personally sacrificed their time and energies in a true entrepreneurial fuhion to create new
ideas, concepts, systems, and services. The Respondent strongly argues that the mere
presence ofmoney spent is no measure ofcontribution. The Respondent, as a company
who has effectively used all ofits human resources, personally and at great personal
expense, would not have these expenses reflected in funds allocated to lobbyists and other
non-productive functions. The Respondent argues that technical creativity starts with the
Principals, who personally create the concepts, the ideas, who take the risks, and search
out the challenges. They were true entrepreneurs, creating with their own intellect and
power ofcreative will, new and innovative capabilities in the pes market.

TIae RespolUkllt It1'tJII,ly lII'g.a tlult tlu CoIlUfllaioll s1loll1d lIot "" allY "bri,1d BIN"
test tlult "sa 1IIO.,..,u, illlkpelUkllt ofpentJIUIl cOlltrUJ"doll, lIS refkctel ill tlu
p"bIic record. III/a tile RapolUkllt stroII,ly NCO"".'" t1uIt the test sluMld be
1UJtllill' IIIfWe t'tIII II C,., exUullCe 011 tM FCCrecortb ofIICceptlUlce ",,4
COIltrib"tlOIl 11114 sluJlllil illChI_ 110 ilUlkllliDlI ofIuJw tIN boob 0/""y c0lllptllly 1uIve
beell praelltetl to the 0IImM, SMC' praelltlltitM IIOt lU!Ceaarily refl«tive 0/wiult ifili}'

IICtIIlIlly June beell tI1Ioclltetl, IIIIt1 SMC' reflectioll II possible i1Ulicatloll 0/thirdptll'ty
efforts lIot represellttltive 0/tlu comptllly per se.

Paae 13
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Table: Lilt of Pioneer Preference Pilinp ACCeptecP,18

AdYInaed MobiIlCoaa ~wWilv • No
AT.T IEC No
AmftlIa TeIczoae SWMR. Y.
AmdIdl LEe No
BeIlMa.ic LEe No
8reIdIIad ComnunicItioaI CorD. ....'fiodunr No
CIIlIeUSA Uak
CeIIuIIr StrYioII Uak
eo..c.. CATV/CelIuIa" No
ri.

~ ,.... SWMR Y.
Cox CATV~ No
~ ............ No
PllltCail SMRIN_TeI No
r- UIIt
ar-t Uak
Iowa Network s.w- Uak

M-.......... No
n.....IA MaCaw w......... No
MobileDlta MMuflIc4urw No

hci&cBell LEe No
heTe! RBOC No

Uak... Uak
OUA.LCOtdM .......... No
RIdioT......... 11 UIIt
SA'I'COM Uak
sea MobiIeooaa ..

No
SUT. Uak
SDMiaI~ ~ No
SuiIe 12 IawIklr No
Tel CATVIRBOC No
T-":Orwp, 1&, SWMR Y.
T-":~ Co.
nx'l1

T___
No

v.... CATV No
APe W POIC No
~PCN CaIIIIIIrIAlIalilt" No
LiTe! M........... No
PCN"-ica Uak
TimlW..... CATV No
PCSNY SWMR Y.
T.tt.o.ic SWMR Y.

9fcc Public Notice, No 23063, May 11, 1993.

lone entries in this cbart an cloRe to the belt IaIowIedF awiIIble at the time it was prqJBnlCI. There may
be iDaccuracies or misi.....retatioDs of the COIIII*IY'I aar.-t 'wi_ or its status in the bid. Tbe
jlld....was may at the a-offilins aDd is subjeet to reviIioD. There lR no RpRIentations made in
this chan as to the current status aDd the Respondent reconunends that the Commission revise it to reflect
the current status ifthis is appropriate.

P.14
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This list noted above, shows that there are many companies who have innovated and that
this bright line is well defined in the Commissions written record. The Respondent
supports the Commissions proposal to reward innovators with a reduction in their auction
bid.

TM Rapo"'nt 1tota tlud ifthe "bn,1tt Bile"lor till ;1I1U1Wdor is a cOIIfIHIIIY 011 tile
tIIJoH FCCIlst, tUUl6ti1l alsts, tlult it sluMWIWGw IIlch colUillDwtioll iftuUl tMly if
;t al60fits ;/Ito BIUItl Clor SWMRs. TIUs willpl'tJVide a COIltiIlll;IIg motivtltiolllo,
SWMR ;lIl1OVtlton ;11 tllb IHuuJ.

4.0 Financial Facton

The Commission seeks comments on the issue ofauction payments, especially to the
SWMRs. The financial factOR that most impact the SWMRs are the fees for application
and up front fees and the timing associated with the payment ofthe auction price. The
Respondent is in favor ofpresenting fees for entry since such fees will be a vetting process
for serious bidders. Bidders cannot make frivolous bids with such fees being required. On
the other hand, the fees must reflect the intent of the parties relative to their own
positions. Clearly an RBOC will have no difficulty in providing such fees. A SWMR may,
however, iftruly a SWMR, a difficult time in accumulating such a fee deposit. For
example, to file for all BTAs would, in the C Ba8d, require an up front deposit of $100
million. Admittedly this represents a good faith payment, such a payment is trivial for an
RBOC, difficult for a CATV company, and by definition, impossible for a small business.
The Commission should consider parity in a relative or pro rata sense.

4.1 Applicatioll Pay,.1Its

The Commission seeks comments on the nature and size ofpayments, both application and
pre-payment, for the auction process. The R.espondent has sugested parity ofpre­
payment. The Respondent clearly must show a commitment of funds and not be frivolous.
However, the pre-payment oftile proposal may be exLJerrte. For example, in Boston BTA
of4 million PoPs, the payment would be $1.6 million. Again, clearly an RBOC would find
this trivial, whereas a small business would find this as a barrier to entry.

It is tluNfore IVCOIllllWlltMl tlud the Co1ruIti8io" 1WViu thisp,..1IM1It to a1llDl'e
reaolUlbk 1IIIIOMnt, IIIUl tlue RapoIUlMt SIlggat ajixetllI1IIDIIlItper BTA., 0" tIue or*t'
olIJO,fHHJ to II(}(J,(J(J(J, to ellSlUe goodjaith, aM thatjiMIIC;al bollaftda be applied
ill tUlditiolL

The Commission seeks comments on the issue ofpayment schedules and payment
mechanisms for the SWMR Band C winners.
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TM I"tIIIpOIIMIIt ...,.. tJutt tile eo",..."lolJgw iD OWIt ...Gtloll 0111 2'"pn­
JNI1I1161ttlorSWMlb IIjtIN wiludlll biIllllUllIIIlJlltOl'll:.llt 0/tlult 01W tile Uf~ 01tile
IiuIU& This WIIS••__by tlte rapo,,*1It ill priorfillllls, tUU1 apecilllly ill its
jUiltl ill NOYeIllbn 0/1992.

5.0 National Goals

The respondent stated in prior filings to the Commission that the goal for PCS should be:

"The Prov&ioll ofIoU"... fll.uty wHu IIIUl diItII servkes ill II
setllllless illtertJpmlbl~ IUItioltllllldworl servke. "

This implies that the service be national in scope, intesrated through a set ofnational
standards and interfaces, as wen as organizational elements that aUow for the
implementation ofsuch a national service. Other commentors have attempted to achieve
this goal via a national network with single national license. The Commission has held the
door open for this to occur under its rules by allowing bidders to combine their bids in
sealed up front bids for the national network. Ifsuch were the case, then the "deepest
pockets" would win and the network would be established. This clearly would result in a
restructuring ofthe pre-divestiture AT&T without any regard for the advantages of
competition innovation.

However, in the SWMR band, the C Band, there is a possibility ofhaving a plethora of
smau businesses, minorities, women and rural telephone companies compete for a national
service. To do this, unlike the larger companies, they must naturally cooperate or even
collude. The Commission in its NPRM, has stated that pooling for smaller firms may not
only be permitted but may me essential. I I The one common factor ofa small firm or a
minority or women owned company is the lick ofcapital. A second factor may be the lack
ofexpertise in telecommunications. The proposal by the Commission for permitting
pooling of SWMRs is a proposal that hu significant merit in allowing qualified SWMRs to
bin in the C Band and to ensure that their bids have a significant chance ofbecoming
successful operations.

llPara 93••... iflilt coiluIiGa ruIcI are too tilbdY chn, they c:ouId pm'CDt the fOl'lDltioD ofcfticicDcy
enhancina bidding CODIOItia that pool capital and expertise ofsmall firms in order to compete apinst
biger firms...•
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Respectfully submitted,

The Telmarc Group, Inc., and
Telmarc Telecommunications, Inc.
November 10, 1993

Dated: November 10, 1993
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CERTIFICATE OF SERVICE

1, Terrence P. McGarty, hereby certify that a copy oftbe foregoing has been sent by hand
delivery (.) or by United Sates~ first class and postage prepaid, to the following on
this Tenth day of November, 1993:

The Honorable James H. Quello
Chairman, Federal Communications Commission
1919 M Street, N.W., Room 802
Washington, D.C. 20554

The Honorable Andrew C. Barrett
Commissioner, Federal Communications Commission
1919 M Street, N.W., Room 844
Washington, D.C. 20554

The Honorable Ervin S. Duggan
Commissioner, Federal Communications Commission
1919 M Street, N.W., Room 832
Washington, D.C. 20554

Dr. Robert M. Pepper, Chief
Office ofPlans and Policy
Federal Communications Commission
1919 M Street, Room 822
Washington, D.C. 20554

Dr. Thomas P. Stanley, Chief
Office ofEngineering and Technology
Federal Communications Commission
2025 M Street, Room 7002
Washington, D.C., 20554

Attested to this day, November 10, 1993,

T5!!1T-~---
President,
The Telmarc Group, Inc., and
Chairman,
Telmarc Telecommunications, Inc.
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