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William F. Caton, Acting Secretary
Federal Communications Commission
1919 M Street, N.W.
Washington, D.C. 20554

Re: Notice of Oral Ex Parte Presentation
WT Docket No. 96-59
GN Docket No. ~V

Dear Mr. Caton:

On behalf of the Coalition of New York Rural Telephone
Companies ("Coalition"), this notice is submitted in accordance
with Section 1.1206(a) (2) of the Commission's Rules, with the
original and one copy submitted to~he Commission's Secretary.

On May 29, 1996, the Coalition was represented by Larry S.
Roadman, President of Margaretville Telephone Co., Inc., in an oral
ex parte present~ation to David R. Siddall, Legal Advisor to
Commissioner Susan Ness, concerning t he above·· referenced dockets.
David Nace of Lukas McGowan, Nace & Gutierrez. served as attorney
for the Coalition.

Written comments were filed
proceeding. At today's meeting, the
were supplemented with discussion of

by the Coalition in this
Coalition's written comments

he points summarized in an



·,-,.
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attachment to this letter and ~n a New York Times article published
May 7, 1996 (copy attached) .

Very t:ruly yours,

Davi'd. L. Nace

cc: David R. Sidda1J (by hand-de] very)



In the next few weeks, the FCC will establish eligibility rules for the Personal Communications
Service (PCS) lOMhz spectrum auction. We are concerned that the expressed intent of
Congress, that small businesses be afforded realistic opportunities to obtain PCS licenses, has
not, and will not be realized in the PCS spectrum auctions. We are asking members of Congress
to convey these concerns to the FCC and to encourage the FCC to adopt eligibility rules which
will ensure a substantive licensing opportunity for small businesses in the remaining portion of
the pes spectrum auctions (the 0, E and F-block auctions).

The reservation for "entrepreneurs" of the C (30Mhz) and F (lOMhz)-block auctions was the
FCC's attempt to meet the Congressional small business mandate. Analysis of the recently­
completed C-block auction shows that small businesses did not fare well, unless they were the
"control group" in new business ventures with large companies having virtually unlimited
sources of bid financing. (See the attached New York Times article) True small business bidders
were virtually precluded from success in any market chosen by the large bidders.

We recommend that the FCC modify the eligibility rules for the F-block auction. Only small
businesses should be allowed to apply for and hold these licenses for at least a three-year period.
The terms afforded the C-block winners should be made available to the F-block winners. These
include discounted up-front payments, bidding credits and installment payments. Finally, the
definition of rural telephone company used in the C-block auction should be retained in the F­
block auction.

The small business opportunities mandated by Congress serve more than just the interests of the
small businesses bidding for PCS spectrum:

-Many of the small businesses will be located in the BTA(s) (Basic Trading Area)
for which they will be bidding. Particularly in the rural areas, this represents a
significant economic development opportunity.

-In the rural areas, these small business licensees represent the most likely
opportunity for early, timely build out of rural PCS systems. The A, Band C­
block licensees have urban-focused build out plans, and most of the interest of
the large companies in the upcoming 10Mhz auction has focused on augmenting
PCS or cellular spectrum used to serve urban or high-density travel corridors.

-The presence of these small businesses will increase competition by introducing
a competitor whose service plans are locally-oriented and distinguishable from
those of the large, absentee, possiblv foreign-owned licensees of the other pes
and cellular spectrum blocks

Reservation of the F-block license for small businesses will not preclude anybody from access to
PCS spectrum. Large businesses have had and will have ample access through the already
completed A, Band C-block and the upcoming 0 and E-block auctions. If shut out of the F­
block auction, it is the small husinesses who will have heen de facto precluded from access to
PCS spectrum.

(over)



(2)

Finally, we believe that reservation of the F-block license for small businesses will enhance
competitive bidding for the remaining lOMhz licenses. Increased competition between the large
bidders in the D and E-block auctions, along with the small business bidding in the F-block, will
produce substantial additional revenues for an auction process that has already far exceeded
expectations.



TUBSDA Y. MA Y 7, 1996Business Day
-""._--_._....._....._',._,.,,-

~1Jt~t\t1lork~itnt,

L D1

Winners In the Wireless Auction
Four of the five companies that spent the most in the FC.C. auction
for licenses for personal communiratlons services have the backing
of ASian companies or partners. In all $10.2 billion was raised

BigBidders
Win Auction
For the Small

The New York nme'

TOTAL WINNING _OS $4.2 bIIIoft

F. c. C. Licenses Go to
Asian-Backed Groups

By EDMUND L. ANDREWS

WASHINGTON, May 6 - It was billed
as one of the Federal Government's big­
gest small-business programs in history, a .
chance for corporate have-nots to become
players in the booming business of wire­
less communications.

But today, two years and $10.22 billion
later, as the Federal Communications
Commission concluded a special auction of
wireless licenses reserved for "small busi­
ness," it looked more like an investment
program for Japanese and South Korean
industrial conglomerates.

Five companies, four of them backed
heavily by Asian corporations, bid more
than $8 billion among them and are poised
to walk away with a batch of licenses for
geographic markets covering more than
two-thirds of the United States' population.

One company alone, an eight-month-old
entity called Nextwave Communications
Inc., bid more than $4.2 billion to capture
licenses covering nearly 40 percent of the
population. Well over half of Nextwave's
money has come from the Sony Corpora­
tion of Japan and four big Korean compa­
nies. And the South Korean Government,
which has a large stake in one of them.
could end up owning 10 percent of
Nextwave,

F.C.C. officials have contended that no
winner will be allowed to exceed foreign­
ownership rules. And officials say that the
auction will benefit the American public
by bringing a group of strong competitors
into the market for the next generation of
wireless technology, called personal com­
munications services, which will link
hand-held computers, electronic notebooks
and advanced two-way paging devices,

"Now we have at least five major addi·
tional players," Reed E. Hundt, the F.e.C,
chairman. said, "That's incredible. That's
wonderful.·'

But many small American businesses.

'±> 1. 1 1IIIIoon

p!gM'mm

$509 million _

REACHING 33.6 million potential customers in 43 markets

LARGESTWlNNlNG BIDS $461 million for Chicago, $291 mIllion for
Dallas.

BACKERS Westinghouse Electric, Teleconsult and an Asian
investment partnership called MASA Telecom.

.. N.xtw... Perso.... C-'catlons

REACHING 15.5 million potenlial customers In 17 markets

LARGEST WINNING BIOS $199 million for Seattle. $178 million for
PhoeniX

BACKERS Samsung, the South Korean electronics maker and the
US West Corporation. a regional telephone company

• GWIPCS

ReACHING 17.9 million customers In 14 markets.
LARGEST WINNING BIDS $403 mtllion for San Francisco, $200 million

for Miami and $199 million for Atlanta

BACKERS Financial institutions and the Hyundai Corporation With
which It has reached a tentative financing agreement

REACHING 13 million potential customers In 18 markets

LARGEST WINNING BIOS $320 million 'or Philadelphia: $34 million to'
Buffalo

BACKERS Raised nearly $120 '1111"on 'n an Initial pubhe offering
earlier this year

REACHING 93.8 million potential customers in 56 markets

LARGEST WINNING BIDS $994 million for the New York metropolitan
area. $664 million tor Los Angeles

BACKERS Qualcomm Inc, the Sony Corporation, PecD Energy.
Triumph Capital Group, and Korean companies like Pohang Iron
and Steel and the LG Group, an electronics maker

II DCR Communtcatlons

II ROPCS (Questcom's bidding name)

11 Omnlpolnt COr1M»ration



Big Companies W" tn an J-- •(,. ,jl~Iw'. ituctlon J·or tlre ~'~mall

COl'lliJlued From First Business Page

parUCUlarly ones owned by mmonty
J"IUPI- are gftlmblinl that the auc
tIan lett them WId! little more than
tile crombl on the table. And at least
one dlqrunt1ed bidder is vowing to
_ the Federal Communicattons
C".ommiUian and Nexnrave.

NeluWave's own tInaJIclal discia­
_ 10 the Government indicate
dial roretp companies could ac·
qui1'\! up 10 28 percenl of the compa·
ny, whidI woukI exceed the current
25 percenl foreilJMlWllt!rsbip limit
for holden of United StaleS commu
JUcadonl Ilcenaes.

lbat bas prompled Go Communi­
... Inc.. in Alexandria, Va.. to
IICaIIe Nextwave of being the inslftl­
_t 01 a "cabal" 01 big foreip and
ArDertcan corporations.

NeluWave uecutives Insist that
they Imend 10 comply With the Fed­
eral MIIeL But ewn those who as­
sume that Nextwave will obey the
law say the auction failed 10 live up
10 III iniUa! promise for small busi·
__ and minorities.

'''J1U ~ an opportunlty missed, a
most imponant opporttmity missed,
and I don't think It Will ever be
recovered," said Patricia M. War·
diy, prot_ of communJc:ations
law at Howard University in Wash­
InItaa. who advised several African­
AJnertc:u.Ied companies partiCipat
Inl in the allCllons.

Mr. RUDell, however, argued thai
thai the auetlon had enabled nearly
100 new companies to enter the wire-

less IIldll."lrY, even If some will 'per
ate In ow; ,me small market.' look
at this a ' I 'luge success 'ofr ' undl
';aId

What" ''',''r one's VIew 01 the pUblic
policy,·" pilcauons of the outrome
the Wtnl1l ng bidders In this "small"
compam lucllon, WIll spend nore
than tw,,,e as much, on averaoe" as
telephor,,' /liants llke AT.T and
Sprinl paul for similar licenses 1R a
persona" ,;ommunlClltions servIces
aucticln ;l$l ~ar. In that au(~tion,

~wo licenses were awarded for ~ach

marltett'is time there wasoni'! one
lor eacl> iT',arltet

Pan ,4 the high~tane bidding
stemmed from the fact that campa·
nies in 'nctay's auction can pay for
thell' licenses over 10 ~ars. which
cuts the ~"'ective price by one-".hird
to one-ha II. Last year's auction re­
quired \Of IIlning bidders to pay the
full amount almost immedlatel'.

But that hardly explains the bid­
ding frem.y The license for the New
Yorlt metropolitan a1'I!a. which drew
the single bIggest bid. sold for $994
million '(J 'I/extwave Communica·
lIOl1lI -, 1early three limes ,,,hal
Spnnl pa.d last year for a New '(ork
license. 'he licenses for the Da lias­
Fan Worth area sold tor $421 mil­
lion. nearty (lve limes whal Sprint
andAT&T each paid for Dallas- Fort
Worth licenses last year

And many of the top bidders III the
latest auction are still scrambling
for money Indeed, Nextwave and
several other big bidders have been
racing on the last few weeks just 10
line up "nou!!.h ,cash for a manda lOry

10 ,It!rcent l,.n paymem on ,heir
lice,lSes, wll" '.."Il be jue iiCJ jays
alt~'r they ge' hem

Reyond th<i i [he companies will
neell to speno: billions 01' dollars on
net','ork COr' trucllon. (lperallons
an<! marketw .\- all Just to compete
Witt al least Dur other big Wireless
con: panaes I I> ! [ are expected '" In

eve,)' malor Tlarket wlthon ~ few
~acs. Beside" the other tWO person­
al (ommunlc.l!ions servICes opera­
ton an each ,lty, the new licensees
will be going , " agamst T.he two long­
established !·lJular·telephon.. <let­
wor!(S In eact -narkel.

1"al couk! "ak.. 'hese hlllion-dol-

In this r,')und of
b,dding, wireless
license~ fetch far
higher prices.

lar bets hard III cover
Industry eltecutives say that

Nextwave has already hired Bear,
Steams as its lead investment bank­
er, and hopes ~Il raise additional cash
throulh an inill:181 public stock offer­
ing. Other top bidders are expected
to try the saml~ thing.

All this is ;II far cry from what
near Iy everylllOdy predicted two
~ars ago when the F.C.C. an­
nounced plans lor the auction. which
Mr. !fundt des,cnbed as an opportu­
nity that would "leave the action to
smail busuless minorities and wom-
en.'"

To a great ,,~xtent, thai goal was
thwaned by the SUpreme Court's
decision last June to sharply restrict
so-called affirmative action pr0­
grams, After that ruling. known as
Adarand Construclors v. Pella, the
F.ee. abruptiy abandoned special
preferences for companies owned by
women and minorities and said the
auctIon would he sImply for compa­
mes that qualified as "small."

But the F' C. C. made it easy for
c.omllallles '0 raISe huge sums of
money from big corporations, by al­
lowmg big investors to own up to 7S
percent of the equity WIthout dis­
qualifying a bidding company's sta­
tus,s a'smal'" bus.ness.

111 (he results aMOUoced today,
though, the <.e. did estimate that
rnlnonty-owned companies captured
about 30 ~rrent of ,he licenses
ava,lable. But many analysts say the
,Igency's <:lel'rmton of "mmonty-con·
!rolled" " ·c loose thaI " ~reatly

)V~I "itatf"" t:'sulr~.;

For ex,ample, Ilea Com:nunlea­
tlons, the >econd-lllggest b,dder'. is
listed as" 'mrllOncy" companv even
though 'I' founder,s Daniel': Riker,
a white ormer ,'xecut,ve a.'-tCI
Communll:ations, ,lnd most Ilf its
money :~;'I me from giant :orpora­
tions. Th.. 'minomy" tag is based on
the fact hat a Hispanic·A,nf~ncan

investor ,wns 2': percent 't the
stock.

Meanwlnle, mat:IY prominent Atri­
can-Amer I'can busanessmen -- from
the produl::er QuUlICY Jones to Clar­
ence Smlll\. publisher of Essence
magazine - simply stayed out of the
bIdding a Itogether after th"y sized
up the prtl-spects.

The big surpnse was the .ntenslty
of interest by Asi"ll companIes, par·
ticularly lOOse f"lm South Korea.
Some big I!lldders, like Sony and the
LG Gruup,. are aPl:,arenlly hopmg to
increase U!leir positions in the global
wireless ,!quipmt!llt market while
others seelln intent on building expe­
rience In order [I) begin ,.ireless
networiLs In Asian rnarkeu.

Asian 111 vesrors ,:onlnbuted about
three-quarllers of the money for
Nextwave, all in the form of (:DOven·
ible debt The inve:slOrs Include the
Pullanllnlll ud Steel Company; the
LG Group. the hu&e: Korean electron­
ics manulraeturer; a big Korean
power company, and a Kore~ln [rad­
ing company.

From Japan, Nf'.xtwave hned up
big investments fnlm the Sony Cor­
poration.

Nenwa.'e was nelt alone, however.
Except for the Omalpolnt Corpora­
tion, all of the other top five bidders
got at least some money from invest·
ors an Kon!a or Japan.

Nelttwav'e executives POint out
that the Asian inveslors cannot con­
ven their loans 10 stock WIthout first
getLing F.C.C. approva~ and they say
the company's core founding group
invested SID ml1Jlon and continues to
hold 25 percent or the company's
stock and 51 percent of the voting
power .- the government's mini­
mum ownership requirements (or
thIS auction

"I think we did exactly what the
F.C.C. .,anted us 10 do," said Jamce
Obuchowski, executive vice presi·
dent of Nextwave. "The whole idea
was that this IS an lIIfrastructure
business and that to succeed YOU had
10 have substantial capital."

Thus far. Nextwave's corporate
,nvestors do not own any stocll. But
the company's disclosure documents
say thaI Korean and Japanese In·

vestors have warrants and options [0

buy as -nuch "s ;S percen' 'If Its
eqUIty

Nexlwave eXe{:uuves ,ay that
none of !he fore,gn loans wHi 'onvert

to stock unless they pass muster
with the F c.C .- a process they say
will probably not be necessary be·
cause they are bUSily raising more
money from Amencan Investors.

F.C. C. offiCials have refUSed to
comment on [he fore,gn-ownership
Issue, though :YIr. Hundt the agen·
cy's chairman, made It clear In a
recent interview that he was sympa·
lhellc :0 ~extwave.

'If there IS a problem with fore,gn
ownership" ..,e 10,11 look lOW il and
look ow I,' -:;.enouslv,· \ir Hundl

said. BUI. he added, "Compames
have been borrowmg money Irom
overseas for years, though usually It
has only been the global corpora·
lions, and !here 's nOlhlng wrong
With thai


