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WRITER'S DIRECT DIAL

(202) 828-9469

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

Re: Notice of Oral ax Parte
WT Docket No. 96-59
GN Docket No. 90-314

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 the 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 presentation to Rudolfo M. Baca, Legal Advisor to
Commissioner James H. Quello, concerning the above-referenced
dockets. David Nace of Lukas, McGowan, Nace & Gutierrez, served as
attorney for the Coalition.

Written comments were filed by the Coalition in this
proceeding. At today's meeting, the Coalition's written comments
were supplemented with discussion of the points summarized in an
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attachment to this letter and in a New York Times article published
May 7, 1996 (copy attached).

Very truly yours,

cc: Rudolfo M. Baca (by hand-delivery)



In the next few wee~ the FCC will establish eligibility rules for the Personal Communications
Service (PCS) lOMhz spectrum auction. We are concerned that the expressed intent of
Conaraa, 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 PCS spectrum auctions (the D, E and F-block auctions).

The reaervation for "entrepreneurs" of the C (30Mhz) and F (lOMbz)-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 JIOUP" 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
busineaes 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
indude 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 egmomic deveIquncnr QPiIlrtuoity.

-In the rural areas, these small business licensees represent the most likely
opportunity for wly, timely byild out of rural PeS 1)'!ItCIDS. The A, B and C­
block licensees have urban-focused build out plans, and most of the interest of
the large compallies in the upcoming lOMhz 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 inqeuc; mcgpetition by introducing
a competitor whose service plans are locally-oriented and distinguishable from
those of the large, absentee, possibly foreign-owned licensees of the other PCS
and cellular spectrum blocks.

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

(over)



(2)

Finally, we believe that reservation of the F-block license for small busiDe8leS will enbance
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.
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Four of the five companies that spent the moat in the F.C.C. auction
for licenses for personal COIM'lUtlications services have Ihe backing
of Asian companies or partners. In all. $10.2 :Jillion was raiSed.

TGTAL ..III..........2 ......

................. C. tl.I•••

RUQtIiIG 93.8 million potential customers in 56 markets.
LAMUT__ S994 million for the New York metropolitan

...... S884 million for Los Angeles.

I"" Ouak:ornm Inc.. the Sony Corporation. Peco Energy.
Triumph Capital Group, and Korean companies like Pohang Iron
and Steel and the LG Group. an electronics maker..n..iCiICC.;;.;.;;II.;;i;II.;;......;;----__

1IUQINCl33.6 million potantial customers in 43 merkets.
LAMUT__$461 million for Chicago. $291 million for

Dalles.
UCXIM West.inghouse EIec1ric. Teleconsult and an Asian

invesunent partnership called MASA Telecom.

.... PeS Iiii
IIUCIING 17.9 mdlion customers in 14 markets.
1JJ11.1T _ .. $403 million for San Francisco, S200 million

for Miami and $199 minion for Allanta
UCICIM Financial institutions and the Hyund8i Corporation. with

which it has reached a tentative fmancing agreement.

• ..cs (Questcom's bidding name) _

RUoC*IG 15.5 mIllion, potential customers in 17 markets.

LAMUT-....0.. $199 million for Seattle. $178 million for
Phoenix.

IACKIM Samsung, the South Korean electronics maker. and the
US West Corporalion. a regional teleQhone company.

• GIllY ...Int c:...... .... ...... _
~ 13 million potential customers in 18 markets.

LMGIST WINNING lIDS $320 million for Philadelphia: $34 million for
Buffalo.

IACKIM Raised nearly $120 million ir an initial public offering
eartier this year.

BigBidders
Win Auction
For the Small
F.c.C. Licenses Go to
A,ian-BackedGroups

By EDMUND L ANDREWS

WASHINGTON, May 6 - It wu billed
u _ 01 the Federal Government's bit­
..smaJI.I:IusinMs proaramlln history, a .
dIaDce for corporate have-nots to become
pIaJen In die boom'" business of wire­
.... comlllllldcatlafll.

But today, two yean and $10.22 billion
later, u die Federal Communications
COIDmiIIion concluMcl a spedal auetton of
wi.......1k:eaIu nlIeI'VtId for "small busi­
-." it Ioaked more UIre an Investment
pl'GlJ'8ftl for J....... and South Korean
induItrial CClftIIDmerates.

Five companiel. four of~ backed
heavily by AUn corporationl, bid more
tMnII btDIaa lmoDI them and are poised
to waI1l away with I batch of licenles for
......... mar1tets covertna more than
two-thirdl of die United SlaW' ~tion.

One COIIIPIlftY alone. an eiIbt-maatb-old
entity caJIed Natwave c............
Inc., bid more than $4.2 billion to capture
licenles coverinI nearly 40 percent of the
population. Well over half of NelttWave's
IIlClMY hu come from the Slay Corpora­
UlIIl of Japu and four bil Korean compa­
niel. And die South Korean Government,
which has a lirae stake in one of them,
could end up ownln. 10 percent of
Nextwave.

F.C.C. offlciall have contended that no
winner will be allowed to exceed toretan­
ownership rules. And officials say that the
auction will benefit the American public
by brlnlinll arouP of strona competitors
into die market for die next pnentlon of
wireless tee:hno1olY, called personal com­
municationS servlc:es, which wlll link
hand-held computen, electronic notebooks
and advanced two-way palin. devices.

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

But many small American businesses,



Big Companies Win an F. C. C. Auction for the Small
CCIIIIPwtd Frvm First BUSiness Pille

puUcIdarly 0IIlI!I owned by minority
...... 11'I arumblill& lIIat the IUC'
.. 11ft lbeal w;Ch little more than
1MCI'VIIIIII- the table. And at leut
_ ....Ied bidder II YOWinIto
_ the Federal Commllllicltlanl
~ and Nextwave.

NeIlhMft's OW'II tInanda1 dilclo­
__ to the GovemrrItIIt indicate

IMt Ionlp~ cauId ac·
quire up to 21 percent 01 dle campa·
IIY. wII6cb wwId uceed the current
• pen:IIIl f~ip limit
far II8IlIIrI 01 United States COftImu·
~J--.

11lat hili promJIced Go c.au..A­
..... IJIc., Ia AJaandrla, VL. to
~NalWaw of beiaI the iIlIuv­
.-01 a "cUaJ" of blI forelp and
A--. c:arporauana.

NaI'WIIft~ laIiIt dlat
.,!J-.d to compty wtth the Fed·
..... nd& Iut ...~ who ....
__ dlat NalWaw wUl obey !be
law., till IUCUllft faiJlcl to Uve up
to ttl IIUdIII prolllile for smaJJ bull·
.-.. IIUnorttiel.

'''1'IIiI ...~ milled, a
IIIOIl~ opponunity milled,
and I dIIl't thlaIt It wUl _ be
~" laid PIb1cia M. Wor·
dIy.~ of communic:atlanl
law at .......,. UniVwIity in Wasil·
..............IM'VII Afric:all­
~ IIlI COIDflIIdeI parUdpat·
InI ill tIIIllICtiIIIa.

Mr. B.-. bDwe¥er, arped dial
dial the IUClian Iuld eabIed nearly
101_compules to enter the wire-

leu mdustry, even if some will oper·
ate III only one small marlcec. "I look
at this as a huge success," Mr. Hundt
said.

Whatever one's v_ of the public­
policy Implications of the OUlcome,
the winninl bidders in this "small"
company auction, w;U S1llI!ftd more
tIlaa twice as muc:h, on avera... as
telephane gWlta Wee AUT and
5frlIIt paid for similar !ken.. in a
penanal communicatlanl 'servtc:es
aucuan IaIt year. In lIIat auction,
two IIc:enses were a_rded for each
marlcet; this time there wu only one
for each marlceL

Pan of the hiIh«taM biddinl
stemmed from the fact that compa·
nIes ill today's aucuan can pay for
lbeir~ over 10 yean, whicJl
CUll the effectiw price by _tbird
to one-IIalf. LuI year's auctkla re­
quind wtnninI bidders to pay the
ruu a_t aImoIc immediately.

But lIIat bIII'cIIy aplains the blcl·
dinI fremy. TIle u.:.. for dle New
York metropaIltan ara. whieb drew
the sin&le biIIMt bid, sold for S8I4
IlliIBon to Nexnrave Communiea­
lions - nearty three timel what
Sprint paid IaIt year for a New Yorlc
ue-e. TIle liaIIIeI for the Dallas­
Fon Wonh 11ft sold for $421 mil·
uan. nearty fMt tim. what Sprint
and AUT eacb pMd for Dallas-Fon
WorCh lic:enIes last ,..,.

And many of the lOp bidders ill the
W. auction 11'I stIJI ICI'IIllblllll
for tIlClIIl!Y. 1IIdIId, Nexnrave and
IM'VII other btl b6dders have been
I'ICIaI in the IaIt few weeItI just to
1lJIe up enoulh cub for a mandatory

10 percent down payment on their
licenses. which will be due 60 days
after they get them.

Beyond that, the companies will
need to spend billions of dollars on
network constructlOll, operations
and marltetinl- aU just to compele
with at least four other bit Wirelea
companies that are expectad in ill
every major market within a few
years. Belides, lIIe other two pers0n­
al communic:atlanl servicII open.
tors in ndl dty, lIIe new Ian­
Will be...up apinat dle two Ion&­
establilMd celJular-tel'- net·
worita in eacb market.

That could make these billlon-doJ.

In tlail round of
bidding, wirelea
licerua fetch far
L· It ...lB er pnces.

Iar beta hard to cover.
Inclullry eucutives .y dlat

NextwaYe baa aJ..-cIy hired Bear,
Stearns II ita lead inYeItlDIIll bUk·
er, and hopes to .... addIt....1CIIII
throup an initial public stoe* ofter·
_ OCher lOp bidders are upected
to try the same tbin..

All this is a far cry from wtlat
nearly '"')'body ptedIcted two
years .. ... dle F.C.C. III­
nouac:ed pIMa for lIIe auctiOn, whidl
Mr. Hu8dt delcribed u an opportu­
nity tIlat wwId "leaw lIIe acUon to
small buIlnea, minoritiel and w0m-
en."

To a areat extIftt, dlat 1011 was
thWarted by the SUpnIM Court's
dectnln IaIt J_ to ......,., restrict
soaJIad affIrmattve KltOII JII"O'
IJ'IIIlL Altar dlat rid.... -.m u
Mal'lnll e..tNctors v. ,., the
F.C.C. aIIrupdy a..........., IflIClaI
prefer-. for COIIq)IIItllI 0WMd by
_ and milloritill and said the
aueuon wwId be simply for compa­
nies dial qualified u ",maIL"

But the F.C.C. IlUIde It easy for
companies to raise t-. .11II of
money from biI corporationl. by aJ.
lowlnI "" iII¥eIton to own up to 15
percent of lIIe equity wIdIaut dis­
quallfyinl a bidclinl company's sta­
tUi as a "small" busillell.

In the resulta announced today,
thouIh, the F.C.C. did lIItimata dlat
millOrilY~companies captured
about 30 percent of lIIe licenses
available. But many analysg say the
apncy's definition 01 "minority-con·
trolled" is so loose that it greatly
overstates the results.

For example, OCR CO_lea­
l.... the second-blgest bidder. is
lilted as a "mlllOrity" company even
thoulh lIS fClUllller .s Dantel C. Rilter,
a white former l!Jlecutive at MCI
Communications, and most of ita
money came from gWlt coJilOra.
lionI. TIle "minority" til is based on
the faet that a HIspanic·American
investor owns 24 percent 01 the
stodt.

Meanwtllle, many prominent Afri·
can-American businessmen - from
the producer Quincy Jones to C1ar·
ence Smith, publisher of ESIeIICe
mapzine - simply stayed out of lIIe
biddinl allapther after they sized
up die pnJllllClL

TIle blI surprise wu the Intensity
of interest by Asian companJes, par·
tic:uIarIy thole from South KoreL
Some blI bidders, UIte Sony and the
LG G.... are apparenUy Ilopinlto
iJIc:rIue their JIOIitlons In the aIobal
Wireiesl ...-ent market while
others saem illtant on builcllnl expe­
riellCe ill 0I'dw to be.... wirelesl
networIta in Asian marItetL

AsIan inYellOrl contributed about
thrw-quanars of the money for
NextwaYe, aJl ill the form of convert·
ibIe debt. TIle InYeston iIlcIude the
.......J~...StallCompany; the
LG Group, -bule Korea electron­
ics lllAllltaclUrer; a btl Korean
power campMy, and a Korean trad­
inI COntplJly.

Prom Japan, Nextwaw lined up
bil inYeItmenta from the Sony Cor­
poration.

Natwave wu not alone, however.
EJu:ept for the Ollllllpailll CoJilOra·
tilIn, aU of dle other lOp 8w blcIders
lOt at least __ money from Invest·
ors in KG.... or Japan.-

NexlwlYe eMCUti_ point out
that _ Asian iIIveItors CIftIIOl con-
Yen their IoanIto stoeIt Widlaut first
pttllll F.C.C. approval, and they say
the company's core faundinl poup
InveIted 110 milBon and COlItlnuet to
hold 25 perc:ellt of the company's
stoeIt and 51 percent of the volinl'
power - the JIl'YefftIDlI!l'S mini­
mum ownersIItp requirementa for
tbiI auetian.

"I think we did I!ll.ICtIy what the
F.C.C. wanted Ulto do," said JaniCe
0buc:b0wsItI, uecuttve vice presi­
dent of Next.ave. "TIle WI\oIe Idea
_I that thil is an infrastructure
businIss and dlat to succeed you had
to have substantial capitaL"

Thus far. NatWlve's coJilOrate
InWllOrs do not own any stock. But
dle company's disclosure documenta
say lIIat Korean and Japanese in­
vestors have warrants and options to
buy as mud! as 2S percent of ita
equity.

Nextwave aecuUves say that
none of the foreiploans will conven

to stock unless they pus muster
wtm the F.C.C. - a process they say
will probably not be necessary be­
cause they are busily raisilla more
money from American investors.

F.C.C. otflc:iail have refused to
comment on the foreip~wnershlp

issue, thou'" :Iotr. Hundt, the alen·
cy's ehairmllll, made it clear in a
recent intervieW that he was sympa·
thetic to Nextwave.

"If there .s a problem WIth Coreill'
ownership, we will look Into it and
look Into It seriously," Mr. Hundt

said. Bllt, he added, "Companies
have been borToWinl money from
overseas for years. thoulh usually it
has on1;' been the aJobal cOl'1'Ora·
tlons, and there is nothina wrona


