EX PARTE OR LATE FILED

ORIG‘NAL Kathleen Q. Abernathy
Vice President
/_\ Federal Regulatory

AIRTOUCH" AifTouch Communications
Communications 1818 N Street N.W.
om Washington, DC 20036

‘The new name for PacTel

Telephone: 202 293-4960

May 27, 1994 Facsimile: 202 293-4970
EX PART RECEIVED

Mr. William F. Caton IMAY. 2:7:19941

Acting Secretary

Federal Communications Commission FEDERAL COMMUNICATIONS COMMISSION

1919 M Street, NW, Room 222 OFFICE OF SECRETARY

Washington, DC 20554

RE: GEN Docket 90-314, Amendment of the Commission's Rules to Establish New
Personal Communications Services and Implementation of Section 309(j) of the
Communications Act, Competitive Bidding, PP Docket No. 93-253

Dear Mr. Caton:

On Friday, May 27, 1994, on behalf of AirTouch Communications, R. Preston McAfee and I met
with Commissioner Ness, Commissioner Chong, Greg Vogt and Rosalind Allen, Legal Advisors
to Commissioner Ness, and Richard Welch, Legal Advisor to Commissioner Chong, regarding
the above-referenced proceedings and the question of ownership attribution. Please associate the
attached material with the above-referenced proceeding.

Two copies of this notice were submitted to the Secretary of the FCC in accordance with Section
1.1206(a)(1) of the Commission's Rules.

Please stamp and return the provided copy to confirm your receipt. Please contact me at 202-
293-4960 should you have any questions or require additional information concerning this

matter.

Sincere.

4.

Kathleen Q. Abernathy

Attachments

cc: Commissioner Chong
Commissioner Ness
Rosalind Allen Qj‘
Richard Welch No. of Copies rec'd l

Greg Vogt List ABCDE
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| A. AirTouch Communications*

B Headquarters: San Francisco, California, U.S.A.

B Principal Operations: United States, European Community
and the Pacific Rim

B 1993 Revenues: $988 Million U.S.

B Cellular Subscribers: ~ 1.3 Million Worldwide

B Paging Units in Service: 1.4 Million Worldwide

B Market Capitalization: Approximately $12 Billion U.S.

* 1993 Consolidated Results /\
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| B. AirTouch Communications
1

U.S. Wireless Businesses

o 34.9M Cellular POPs
1.1M Cellular Subs
A 100 Paging Markets in 15 States
1.3M Paging Units in Service m~
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| C. International Wireless Businesses

International POPs: 46.3M
International Cellular Subs: .2M

' ny
South Korea (Cellular)
Thailand (Credit Card
A Verification)
(Paging)

Spa_in
Portu (Paging) ltal

|
(Cellular and Paging) (Celluylar) 7 \
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Il C. PCS Proposal:

All BTAs

B Basic trading areas (BTA) have clear benefits
- Speedier build-out, most responsive to customer needs
. Increased auction revenues from separately valued local markets
- More opportunities for new diverse entrants
B Regional (MTA) and national licenses provide no benefits
- MTAs not rationally related to mobile service markets

. Standardization and seamless roaming achieved through
cellular-like alliances

B Aggregation of small service areas enables services to respond
to marketplace demand

B A combination of MTA and small serving areas impedes
competitive opportunities

. Licensees of smaller areas disadvantaged in marketplace

TP&D-428



II H. Market Strategy:

Interoperabtltty Drives Consumer Prices

as-1311

Example

Interoperability in each Frequency Band is

key to the lowest price to the customer: /\

“The Fewer Modes, the Lower the Price” AIRTOUCH"
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Il D. PCS Proposal:

Price Preferences Instead of Set Asides

B Price preferences encourage partnerships with
designated entities, increasing their participation
- in PCS

B Price preferences avoid difficult issues related to
unjust enrichment from sales in the after-market

B Price preferences increase government revenues

B Set asides create less valuable licenses, with
difficulty in attracting capital

B Set asides reduce competition in bidding in all bands |
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Minimum Compatibility Requirements

Essential if Commission is to Ensure that Industry Standards are Uniform Across Country and that
Subscriber Equipment is Compatible on Similar Networks

Particularly Important to Ensure that Emergency Voice and Data Calls (E911) can be Placed on Any
PCS Network in a PCS Frequency Band Using Similar Technologies

Will be Too Late to Address E911 Issue if Wait Until After the Industry Builds Out and After There
are a Number of Crisis with Emergency Calls

Also Protects Against Interference Between Different PCS Carriers; Cannot Address Interference
Issue Without First Addressing Issue of Compatibility

Need not Mandate Specific Standards to Ensure Minimum Compatibility; Need Only put Burden on
Industry Through the Licensing Process

This Issue is Important Enough to Request Further Comment in Decision on Reconsideration

Further Comment will not Slow Down the Auction Process Since Parties will Bid for Spectrum
Regardless of Whether There is a Standard

Further Comment will, however, Benefit the Public by Allowing the FCC to Take the Steps

Necessary to Ensure that Subscribers have Equipment that is Effective in Emergency Situations and
can be Used Across the Country



Il E. Minimum Compatibility Requirements

“.......PCS licensee agrees and is required to
operate within the minimum compatibility
requirements for the 1800 MHz / 2100 MHz
PCS frequency bands established by the
PCS industry....... ”

GS-13

B FCC licenses for PCS would include a minimum
compatibility condition

B Requirements are established by the currently
existing PCS industry standards bodies

B Minimum compatibility requirements should be
established for the 1800 MHz frequency band pan
and for the 2100 MHz frequency band AIRTOUCH

Communicationy
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Major Issues in Auction Design

The Winner's Curse

"The winner is the firm that most overestimated the object's value."

— Bidders lower bids to adjust for winner's curse
— Winner's curse effects reduced by ascending bid auctions

— Most important when there is a significant uncertainty about value of
object common to all bidders

Information Release

— Two types of information: value of object and level of competition
— Release of information about value tends to increase average sale price
- Works by reducing winner's curse

- Ascending bid auctions provide more information to release to bidders
— Release of information about competition may reduce average price



Major Issues in Auction Design (continued)

Efficiency (sell license to firm that values it most)

— Improved by ascending bid auctions

— Reserve prices create inefficiencies

— Issue most important when there are significant observable
differences among bidders

Collusion

— Reduced by concealing identities of bidders
— Ascending bids make collusion easier
— Reduced by bundling licenses together into a single package




Major Issues in Auction Design (continued)

Bundling

— Can be used to increase revenue
— May induce inefficiencies
— Unnecessary provided goods are auctioned simultaneously

Risk Aversion

— Revenues increased by sealed bids
— Most important when bidders have limited resources relative to the value
of the object for sale



Designated Entities

Goal: Increase participation of designated entities at least cost
Economic Solution: Price-preference (or bidder credits)

A price-preference lets a member of a preferred group submit a lower
bid and still win the auction.

How much lower is the amount of the price-preference:

Example: Minority-owned business gets a 10% preference
- The highest non-minority firm bid is $1,000
- Minority wins if it bids at least $909.10
- Minority bid evaluated at 1.1 x $909.10 = $1,000.01

Used to favor domestic suppliers (6%-12% for Buy American Act, up
to 50% for domestic defense contractors)



Advantages of Price-Preferences Over Set-Asides

— Price-preferences increase competition in all auctions

- Designated entities become more viable competitors in auctions not set-aside
- Non-preferred bidders bid higher than without preferences
- All firms compete in all auctions

— Price-preferences establish values for implementation of unjust enrichment
provision

- If preferred group sells, should pay the amount of the preference to the
government

- Eliminates need to estimate unjust enrichment necessary with set-asides



Advantages of Price-Preferences Over Set-Asides (continued)

— Price-preferences minimize inefficient sale
- Designated entities win if nearly competitive

- Designated entities lose when they are much less efficient
- This need not occur with set-asides

— Price-preferences may increase government revenues
- A result of increased competition in all auctions
- May increase revenues even over the outcome without favoritism

- Since non-preferred firms choose higher bids
- May implement preferring disadvantaged groups for free

— Price-preferences don't banish disadvantaged groups to set-aside

- Disadvantaged groups compete effectively in all auctions



Advantages of Price-Preferences Over Set-Asides (continued)

— Price-preferences are a versatile instrument

- Can set distinct preference levels for minority owned business, female
owned business, rural telephone companies
- Can adjust level of preference to achieve desired goals

— Price-preferences can be used for partial ownership

- A firm owned by a preferred group obtains part of the preference
- E.g., with a 10% preference, a 60% minority owned business would
get a 6% preference
- If it drops to 40%, must rebate 2% to government
[60% - 40% = 20% of the 10% preference is 2%)]
- This gives incentives for all firms to include minorities



Disadvantages of Price-Preferences Over Set-Asides

— Only disadvantage is that it is difficult to compute an optimal preference
— Can be estimated by experimentation with 10 MHz licenses

— Past bids may be useful

- See by how much disadvantaged groups missed winning
- Use this as initial preference in experiments



Issues Relating to Bid Preferences for Designated Enti;iggl . Cont’d

o Scaled Bid Preferences Based on Equity or Board Participation (or Minimum of These)

- One Option is to Scale Bid Preference Without a Minimum Minority Ownership

- For Example, Thirty Percent Equity or Board Participation Yields a Six Percent Bid
Preference (30% Ownership times 20% Bid Preference)

- This Provides Relatively Large Rewards for Participation By Designated Entities

- Second Option is to Allow Bid Preference Only if Designated Entity Controls Firm
- For Example, Sixty Percent Equity or Board Participation Yields a Twelve Percent Bid

Preference (60% Ownership times 20% Bid Preference)
- This Provides Relatively Small Rewards for Participation By Designated Entities
o Either Option Rewards Increased Participation by Women and Minorities

¢ Difficult to Quantify Management Decision-Making Role




Issues Relating to Bid Preferences for Deéi : atéd Entltles -

o Three Types of Participation
- Ownership Equity

- Board of Directors Participation

- Management Decision Making
e Goal is to Encourage Participation by Women and Minorities

¢ Fundamental Trade-Off:

- Large Rewards for Participation by Designated Entities May Encourage Token

Ownership Interests to Capture Bid Preference

Cooperating with Designated Entities




