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1 That’s the reasons behind our more conservative
2 forecasts.
3 THE CHATIRMAN: Do you -- and understand, please,
4 I realize that both of these are a lot more than zero and
5 both represent tremendous economic growth for our country,

6 but still an interesting difference, unless you both agree
7 that it’s not interesting and can explain that to me as

8 well.

9 If I could follow up on this, Mr. Kerr. You

10 say: "In its current format, PCS will not realize its

11 pftential on a timely basis. I'n reading from your =

ywritten suhnission. "And most importantly, the public
,‘be'best served with the diverse range of cost-‘v

ﬁeffective products and services."

Would it be correct for me to infer that you, in

fect ,are saying that you might be closer to the 29

lf.“; million projection if there were a different format?
kléﬁi“” MR. KERR: That is correct. 1In fact, our

19 baseiine scenario we had drawn for PCS, and in an
20 ' environmept with two, or at most three, strong MTA

21 competitors, would suggest a market potential up in the 30
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million range -- 30 plus million.

At the end of a day do I believe that PCS can
attain 29, 30 million subscribers? Absolutely. My debate
is when they will achieve that.

. THE CHAIRMAN: Well, I suppose everyone would
agree the sooner the better. That’s a fair statement,
isn’t it?

'MR. KERR: That is a fair standard, and the o

issue I guess, therefore, is what mix of regulatory and

technological environments will get us there atfa{tipely~‘
fashion. l 3

THE CHAIRMAN: Just to close this”

want to conment on that’

MR. HAMILTON: No, I really wouldn't'wan

cemment on his forecast. I guess I just want t‘ emphasiz

that of all the forecasts we’ve been hearing, eve though;

4

there may be great ranges, as you mentioned, they*are‘veryv

R

higher -- greater than zero.

I think that is really due to of the cellular, =

SMR, PCS, and even narrow band paging, they’1ll all have:

some equal capabilities, so there really will be a real
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fight, and I think what’s more clear is how big the
numbers are versus which industries are going to get
which, and that will be left to the competitive market.

I do agree with some of the other comments, in
that if you look at where the subs.ribers will have to
come from to meet any of these demand projections, it will
have to be on the‘consuner side. Our research has shown
that 70 percent of the new cellular users are
predominately personal users, and even 50 percent of the
paging users today are using the pagers for personal use.

Some of the other -- I think GTE has said that
they have found price elasticities being the key, anglwgz.
alsovsee that. These consumers, they’ll have a chéiéé;]jw
betWeép a lot of different technologies to serve\fhgﬁ%f
basic needs, Qhether it be in a two-way paging or wh;ﬁhgg
it be in a PCS or cellular or digital SMR. ) |

| THE CHAIRﬁAN: Did you agree -- just aé_my la;£
question -- do you agree with Mr. Kerr’s statement that in
its current format PCS will not realize its full potential
on a timely basis?
- MR. HAMILTON: No. Again, if PCS is licensed in

1994 -- the end of ’94 -- that’ll be a key point. As far

TS P,

o g
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as the seven licenses, we see it very rapidly
consolidating between three and four. We don’t see seven
being out there on the market for long. So even thought
there might be seven licensed, our predictions are based
on three to four PCS providers in each market.

THE CHAIRMAN: So you think that he’s right,
that that’s the way to maximize the potential, but you
think it will -- n

MR. HAMILTON: It will happen.‘r {j%E}

THE CHAIRMAN: -- it will reduce to that quickly;”ﬁ.

IYhaven't‘rnn.fenr calculation
yet. 17, 29, and tht number do you have’ “

MR. LOWENSTé;N:; The one point that I think is a
little bit, a denarcation between these two speakers is, I
think one is looking at ESHR as part of the mix and the

other isn’t, and I'm not remembering which one is and
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which one isn‘’t.

I think that is a fairly key issue, particularly
in terms of the business market opportunity. Business
customers are largely unserved by wireless services right
now, or the types of wireless services that they would
like, as Mr. Twyber mentioned in his testimony.

I think that the longer there is a delay in the
allocation of licenses for PCS, the more of an oﬁﬁogtunity‘
it creates for digital SMR services, such as thosé being

proposed by MCI Nextel to come in and offer ente:ﬁfiée- ) , f:

wide solutions that integrate voice data as'wellfiéipagihg

technologies.
I also think the one issue thatjhasnf

addressed today, and I think it’s interesting tofy

potentially explore, is the non-2 gigahertz PCS pfpe'

services but extended range wireless services th ﬁillfﬁé

offered by enhanced cordless phones.

There’s a lot of development work takiﬁé placeff
by those who are manufacturing cordless phones right now
that will significantly expand the range of today’s
cordless devices from 100 or 200 yards, out into the 1 to

3 mile range, from a home base station.

ﬁa
&
|

!
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Clearly, even if-that's not of the 2 gigahertz
band, which it probably won’t be, that has a significant
potential for taking a part of what is the forecast for
newly-licensed PCS as part of basically an enhanced
cordless telephony service that has rates closer to land
line rates and has a fairly broad appeal to consumers who
are already very much used to. As we mentioned, 50
percent of households have cordless phones right now.

They’re ueed to that form factor, they're used

to the'structure, et cetera. So I think it’s important to

I think we're all in general agreement here as

ekhtfthe wire1ess opportunity. If you look out

':; to 1o-year tine frame, I think all of our’

ttnumbers kind "f‘converge upon somewhere around 30 to 40

iv1dualsfhaving a wireless service and a

18

19

20 -

- 21

22

f‘fair approximation‘in terms of number of households, I

{fthink where the dlsagreement is is in terms of where it

will come. from.

- DR. PEPPER: You’ve predicted, if I read this

 correctly, by ‘98 about 2.5 million new PCS voice

customers?
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MR. LOWENSTEIN: Yes. Just on the newly-
licensed PCS.

DR. PEPPER: All right. Then about 15 percent
of the forecast base of 32 million from cellular..

I guess one of the questions is: there seems to
be distinctions being made between cellular and PCS and'
advanced paging services, extended cordless phone. Are
those correct market segmentations going forward, to
maintain? To what extent will cellular operators be able ‘,\ >

to provide and provide a full range? To what extent would S

a 30 megahertz PCS provider be able to provide the'

other new service providers? _
MR. LOWENSTElN° Well, wve think that the p

cellular companies are extremely well positioned to offer

PCS-like servicee over the existing cellular spectrum, as

the complementary set of services to what will emerge in !

the 2 gigahertz band. !
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As they digitize their network, as they put in
more microcells, particularly some of the B side carriers,
for example, that R-BOX subsidiaries, have already
increasing levels of intelligence land line network to
connect to and offer that fall and retype services,
they’re very well positioned to offer much of what we see
as a PCS type of services.

' That’s not to say that they’re not interested in
and will not bid for some of the licenses in the 2

gigahertz band, but we think that, giveﬁ that market is

,not yet a certainty and it’s a new market, that they will
vbe continuing to deploy network infrastructure to

tfacilitate competitive serv1ces over the cellular spectrumk,

that are very much PCS-like in nature. That’s one of the

reasons vhy we have forecasted and segmented the market in

t@é way we have.

- MR. HALLER: I’d like to get some expeheion on
that, if I could. Again, since we didn’t give directions
on how you had to present your charts, it’s a little
difficult to compare two people, but I‘ll just give you an
example.

I know that there’s disagreement here, but I'm
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curious as to why both of you feel that way.

Mr. Stroup, you indicate that in the year 2003
that cellular will have about 17.4 percent penetration,
whereas PCS is only going to be about 10.4, so it’s not
double but it’s still highly balanced towards the cellular
side.

Hr.-ﬂanilton, you have similar projections.
Yours is 32 percent for PCS and 56 percent cellnlar.

Others may have similar projections, but those

are.the two I happened to pick out. Why is that? I know,

, Mr Lowenstein, you've indicated that cellular is already

'in there, they're well positioned.

Are there things the COmmission should be. d01ng ;

when it comes on line, is going to be

:an aggressive conpetitor to cellular? Anything we can do

Sure, I’1l jump in. I think a
major factor that‘has to be considered, and that may

explain sone of the discrepancies that you’ve heard, is |

definitional. pe deal with six services in our study.
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I think that one factor that has to be
considered is the year of licensing, and that may explain
the difference between 17 and 28 or 29 or ours of 31. The
longer the Commission delays in getting onto licensing,
Lhe greater the advantage the incumbents have, whether
they are cellular carriers or ESMR carriers.

That’s a very important factor, and that’s a

primary reason why cellular will continue to have a.

)
4
x
A

dominant market share, or a major market share, is that

they are out there operating, adding 14,000 custcme:é pet T AR

day. o

I think it’s extremely important ty;gf;ﬁf
Commission fashion rules thaf allow the new éptr;ﬁés-‘o be
able to‘pfovide a coumpetitive service, ﬁﬁt tﬁ;trw 9
able to do so quickly, because one of the comﬁeq?#dtﬁéffé“
already been made is that this is ééen_as oppb:éghgi

that’s slipping away. And that’s absolutely right.

We can debate the market structure, the pumbé:_f TQ
of licensees, the size of the spectrum grants for the neit‘

two years, and not have any better idea of what the right

answer is. : i

I think the advocates of each position have made
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their points quite clear. The record is full of all of
the arguments. I don’t think that we’re going to hear
anything new, but it will be irrelevant if it takes two
years to be able to answer those questions, because the
opportunity will have slipped away.

DR. PEPPER: I don’t think anybody has suggested
that it’s going to take two years to answer those
questions. In fact, we;re moving quite rapidly. The . | E
purpose of this hearing -- these sets of round tabléé :
today and tomorrow -- is so that we can more efficiently'

cdllect information from the competing parties who usually

b
i

itwcan move much more rapidly. THE CHAIRMAN:
cOﬁld I ask you, and you only need to take two minut°s~€3;sv;
answer this.

" "In its current format, PCS will not realize ité

statement. Do you agree with that?
MR. STROUP: No. I believe that the market will
make corrections. I believe that if the Commission allows

companies to aggregate the spectrum, that if there are

inefficiencies that are made or incorrect decisions that
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are made in the allocation, it will be corrected.

I don’t think that there is a system that will
work well in the urban markets and in the rural markets.
I don’t think that there are areas of the country where I
grew up where there are going to be seven new PCS
licensees, in addition to two cellular and an ESMR
license.

'However, in New York City, that may be a0 ‘

! v—.'w el ;

completely different situation. I think rather than

(R
IS

continuing to debate that issue, the market willaeqr:ect»rf-??fq~

for any ineffici?nQiesﬂFhﬁt{pcsur‘in thgﬂlicenslw

process.

THE CHAIRMAN Le ue_see if:I have this right'

What you're saying is,vit nay;well bevthat Mr.g

exactly right, but 1t doesn't*really matter7‘,}

MR. STROﬁf&sg‘I'thlnkuthat aga1n,l'y

debate go on, it won't.

But, most iuportantly, we’ve found a couple of
things, one is that the custbmer,'the buyer, when wve did

our real market trlal, and sold services to them, wvas

interested in the value of what they got and pric1ng did

-

influence their buy decision substantially.
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We -- we, in a four month period, penetrated 15
percent of our target market, and we clearly were able to
influence that a great, great deal. So I think that we
need to make sure we understand that the assessment of
demand, very quantified, depends upon a set of
assumptions, and we -- we’re none of us are clairvoyant
enough to know 10 years downstream what the real
application will be.

We see cellular, and PCS, and wirelessidata, and
imaging, and other kinds of things all coming togéthér,

and being part of  personal communications.

We think the marketing will determine'that ore i%

than will some of these other factors, althoughwth y e

important, and they have -- they have to create‘an: qual‘
opportunity for the service provider to do it, ultimately,

what the customer says, if it’s met, we'll allowfthe oo

penetration to be pretty much controlled, to be _Hatevéfi
depth we want it to be. |

MR. PEPPER: Can we pursue this pricing question
,for a moment. ¥ou talked about the importance of pricing

and price sensitivity is really critical here.

1
|
|
|

Could you pursue that in terms of the entry, the
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- the'Cost of the handset, and also then in terms of the
monthly service charge, and the‘extent to which it goes
back to a question asked earlier that the incumbent
cellular operators have been able -- or, in your mind, are
they being able to lock in eustoners, instead of migrating
them or moving them to a new PCS service, as it’s priced
more aggressively, and if they can maintain and keep their
customer base by lowering price, then, you know,'bhat does
that tell us today about the price of cellular service
today. |

HR.‘WAXLAND Well I think you can get in to a .

'Athe strategy that sone nay choose tofbse. That's‘not I

the best strategy for prov ers to provide, to

P

Providers should look to the market needs in

need and develop offerings to satisfy them, and charge

the fair amount that the customer is willing to pay for
that. i
K WhatAneufound in our telego trial was that the

customer doesn't”want to put up that large one time cost

and certainly that is‘hfjl
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for the phone. They don’t want to sign a one year term
agreement. They don’t want a large entry cost, but they
are willing to pay some numbers of dollars per month as
perceived as equal to the value of what we provided them.

And we found what they were willing to pay, in
our trials, was something under cellular monthly revenues,
but certainly greater than what they pay today for the
local exchange services; so there’s a substantial amount
of per-customer per-month revenues.

And we could influence tﬁat a great deai’by

putting features, and characteristics, and functiénsgintdq

the offering that met their real needs.
MR. PEPPER: Mr. Lowenstein, or Mr.

Hamilton, in terms of your market réée@tqhﬁstﬁai

MR. LOWENSTEIN: I ﬁpuldéggree{withfﬁ at;

Wayland said with one thing, a‘Qeriiimpéifénf‘&
wireless service that includes some sort §f a Q;:?;§§s*3 v
capability from inside the home, a cordle#s typ# |
capability insidg the home, or near the home, that one
could norméily approximate with today's.cordless‘phone or %i

enhanced cordless phone, consumers are not willing to pay |
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more than traditional land line rates for that type of
service.

So, for example, we conducted the survey, and
found that 33 percent of the respondents were either very
or somewhat interasted in the type of follow me type
services where the terminal cost would be between $2 and
$300, which we think is a fairly reasonable entry point
for the type of premium levels of mobility that would be
accessible from a follow me type service, and then ih

terms of the usage charges, they would be charged land

llne rates when they’re in or around the home, they would .

higher speed or wider -- wider levels of moblllty, more

All of those rates for the wireless elements of
that and for the mobility elements of that are about half
of what today’s cellular rates are. The average cellular

call today, at peak time, you know, during the day, is

approximately twice the equivalent cost of a land line
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call.

We think that PCS prices will have -- will have
to settle in somewhere between typical land line prices
and today’s cellular prices to be attractive to that next
wave of potential users.

MR. PEPPER: 1Is it he next wave? So you’‘re
looking at attracting customers today who are not
customers for wireless services like cellular, as opposed

to trying to move people from a cellular to a new -- a new

service provider? .

MR. LOWENSTEIN. Well, mainly - malnly, yes.,

There will be some of the —-— some migration, as well to a o

‘t'icecbecaus'io the fact that

more follow me type
y’is both - it is

the consumer market but also the - the bu51ness market

_to the extent that companies implenent a wide solutlon

'such as the type of solution Mr. Twyver mentloned

something that might be hanging on from the wireless PBX
base, for‘example.

So a husiness,‘antemployee, can take their
term1na1 and they use it in their office, but then they

can use it also when they leave the office, and connect on
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to another -- to a wireless network and use it in their
home, or while they’re commuting to and from work, for
example.
MR. PEPPER: If a provider can offer that, maybe
I’'m missing something. I don’t understand then why more
customers wouldn’t migrate from today’s cellular serQice
to a new service provider if cellular did not provide thatuﬁ
kind of follow me service. The enterprise service,éybu’re;'» ';ﬂ
saying that they will be able to? | :

MR. LOWENSTEIN: Yes, but -- but these services =

I'm talking about right now aren’t really offered by . .
cellular.
MR. PEPPER: No, I understand that. = Therefore

if they’re desireable, why -- why will cellular mainsaiﬁ

to one penetration over any of the new entrants for?fhe oy

foreseeable future if the new entrants are goihg?€5¢ﬁ
provide the new kinds of services that you’re talking ‘ ?;;
about, as well as lower pricing, which we’ve heard is
terribly important?

MR. LOWENSTEIN: Because of the installed base,

and because of the fact that a lot of users are business
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i users, and there’s a little bit less price sensitivity in
2 the business model than a consumer model, which is the
3 next wave of adopters that we’re looking at in terms of
4 the new services, and also because of the fact that the
5 cellular providers will prqbably lower their prices, as
6 well, in response to their potential competitive service
7 offerings of the new -- of the new entrants of the market
8 and the new services. We do forecast that cellular prices

9 will fail over time. They have already, and they will

10 continue.to do so.
11 - MR. PEPPER§ Is the installed base .issue, théfxé
12 ' customers’ investment in their own equipment, I aséumé,lgf-ff:q =

‘:#fx vhéé‘iéuffe talking about?

Lo i4f ;’_u«“'i”  THR. LOWENSTEIN: Yes, and rate plans, andAthe;ff

16

. 15  f¥fac§}§§at‘businesses are -- are starting to adopt cellular

V’typ@ﬁ@qiutions a little bit more aggressive for théirf
17 eﬁpibﬁées.
18 ' MR. PEPPER: So what you’re saying is that there

19 is a real head start advantage for cellular today with the

20 customer -- their existing customer base?

S 21 - MR. LOWENSTEIN: There definitely is somewhat of

22 a head start advantage for ~-- for cellular providers;
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absolutely.
| MR. PEPPER: Can anybody quantify that,
Mr. Hamilton?

MR. HAMILTON: Well, as far as the -~ talking
about the installer base, and what that means tovthe
competitive environment, it’s much harder for the PCS
providers to take away a customer from a -- if they’re
already on a system, cellular SMR paging, than competing péj

for that customer as a new customer.

It’s not only related to price, it's related to

their service and the services they already have; s

And I think that also goes back tovthe dela§ SR ;
issue. Why is that so 1mportant? It’s because if growth
in the cellular and other mobile industries were very 1ow i

or moderate at this time, delay will not mean as much, but
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5 3 aﬁ'it overr the past tvo years, oo:h the
ard paginy industrias huve wet wich phercomenal
I m2an, nore grow:n in trat two years in the \
r induscry than in che previcus saven years.

30 '#Jhan we 100 a’s our demand fureca&ts, ‘e 802
== 11 w2 liock at desand ag, you kaow, the tralitionel
~rve, are you. in chs boginring, rising steep, or in the
ure markets. Tha growtl that we’7e seen over the nesxt
this Last two yaarrs, have meant that we will reach that

~atarity al. sooner ‘Lavels, and taa: rezlly iampaci:s ary

T

delay f:hat. 2 rew suervice rrovider hus of getting intc the
maricef:, , - ) Ry IS

MR. AA"M4: This is a, I think, vecy pcwerful : |
argunaent in }avur of the FCC movine as fas: as possible,

Aandt you would agree with that, also?

6 Lat we ask you if you also envis’or wrat Mr.

17 Hulak was ca'king akout, pecause I think, arc you aiso Fr.

13 strovp, and that is the sort of devolution frem seven to "a;; ’ "‘5
19 three to four ertities. uOné that process heve ia 't uny ' JJ
21 potential foir delay or do you tnink not.? |

21 MIt. HAMI{TON: Ve think the =-- wratever the

i rarkec scructure cr the I'CC providas, & long as it allows

.
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again for aggregation and no restrictions upon what you
can do with your license, that consolidation will happen
quickly.

MR. KATZ: But do you think that the necessity
to move through that consolidation is and element of delay
that we should try to avoid, or, by contrast, do you feel
that that’s not the sort of delaying process that you
would be concerned about? | |

MR. HAMILTON: I would be concerned about it. I
wouldn't -- if it neant delaying the licenses and trying}?t

to get a better scheme, in order to prevent some ?“

.....

I'n against it. Go ahead ith the

And, now, based ‘on

"is sunmer.

discussions that have'taken place, the expectation, it’s
probably going to take place later this year or maybe even

into 1995, and that's the delay that’s being discussed.

Ath'm delighted to hear the comments that have 1
S NS |
been made on planning now to move them forward quickly. :
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But bearing into the expectations of approximately six
months ago, there -- there already is delay that is
occurring.
MR. HALLER: I would like to ask each of you to
respond simply to a question. If we make no changes in
the decision -- if the commission makes no changes in the
decisions that were made previously, we avoid a recon
cycle.
If we make changes, then we wind up witntenother'% Vr@

with another pleading cycle. Now, which is better, to try =

to make other decisions, assuming that there are,sonériﬁu

the last decision that were incorrect or could'be ‘changed

for the better, or is it better sinply to aff“

previous decision, given it wasn't‘ankillegal“*

you know, it cpuld be affirmed, Just as it was.

another pleading cycle? Let’s start on this. side
MR. TRAMPUSH: In terms of no changes in the
decision -- I’m representing the rural telephone

companies. No changes would basically preclude that . - - 4

segment of the industry’s participation in the new
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technology. The main rural companies that are interested
in pioneering their own PCS serving area, and, in fact,
they may be the only ones interested in providing that
service.

MR. VAUGHAN: Excuse me again. You’re saying we
should make the changes?

MR. TRAMPUSH: I think you should make changes,
yes, Mr. Vaughan, and the nature of the changes would

include examining cellular ownership restrictions. There

are many small companies that own more than 20 percent of

rural cellular partnerships that have no control

tsoever over those partnerships, they re. more of an o

investnent

' So if you want to foster competition between f,'

“rural and PCS, one way to do that would be to look at

i < 1_‘;

relaxing those ownership restrictions.

Another important thing to look at, which has

i heen added here by the coalition is to allow partitioning

| of licenses. Small companies can’t afford to buy BTAs and

MTAs, yet they are interested in serving the wire line
territories. That would also speed deployment of the

service to rural areas quicker than it would under BTA and

;E
3
3
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MTA through a licensing scheme.

The third area to look at would be the build-out
restrictions in the rural areas if partitioning is allowed
to make the economics work, so the service can be provided
to customers as soon as possible.

MR. VAUGHAN: Simply affirm the current
decision.

.MR. WAYLAND: We believe a re-look at this is
certainly in order. I believe that it’s very, very-‘ |

important that the commission carefullyfexamine thevnature e

of meeting the consumers' needs, and time to meet thowe

needs is part of it, but to be able_-—"5

comm1551on has to fix this, we need a full year to do so

1S hecause if the commission nakes a major change, ve’ re -

going to*gnhback in to the recon again, and that?s what
you're saying. It's better for this commis51on to take
another full year before it acts, based on what you’ve
read in that order?_

. HR WAYLAND Yes. I think it’s much better to

do the right thing than to do something that isn’‘t



