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Mr. William F. Caton, Acting Secretary ~
Federal Communications Commission
1919 M Street, N.W., Room 222
Washington, D.C. 20554

+ NOT ADMllTED IN D.C.

RUSSELL D. LUKAS

GERALD S. McGOWAN

DAVID L NACE

THOMAS GUTIERREZ

ELIZABETH R. SACHS

GEORGE L LYON, JR.
PAMELA L GIST

DAVID A. LAFURIA

TERRY J. ROMINE

MARJORIE GILLER SPIVAK

J. JUSTIN McCLURE
MARILYN SUCHECKI MENSE

PAMELA GAARY HOLRAN
B. LYNN F. RATNAVALE

Re: Supplement to Notice of Ex Parte Communication
Broadband PCS C and F Block Installment
Payment Restructuring; WT Docket No. 97-82

Dear Mr. Caton:

On behalf of NextWave Telecom, Inc. (INextWave"), this is to
supplement the notice of ex parte communication which we submitted
on July 3, 1997, with respect to the referenced docket by including
a copy of the Overview of Telecommunications Financing
Considerations Report prepared by BT Wolfensohn. The July 3, 1997
ex parte notice referenced a meeting held on July 1, 1997 between
Thomas Gutierrez, Janice Obuchowski, Richard Bushnell, and Howard
Sanders, all representing NextWave, and Suzanne Toller, Esquire, of
Commissioner Chong's office. At that meeting argument was
presented consistent with NextWave's argument in its Comments filed
in the captioned proceeding on June 23, 1997, with particular
emphasis on the responsive financial report prepared by BT
Wolfensohn attached as Appendix A to NextWave's Comments. This
supplement merely provides the excerpts from the BT Wolfensohn
report which were discussed during that meeting.

Kindly contact the undersigned, should you or your staff have
any questions in regard to this matter.

Very truly yours,

Ii..... fft-v'1'-
Thomas Gutierrez

TG:cms
cc: Suzanne Toller, Esquire OJ.{
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NextWave Telecom Inc.

Excerpts from

Overview of TelecommunIcations Financ'ng Conslderatlons

June 1997

8T WOLFENSOHN

c...
c:
t'"
I

IS)

lD
I

lD
-J

...
~

LJ
IS)

'Tl
1Il
o
:J:

Z
trl
:x:
l-j
c
)7
<:
trl

l-j
trl
t'"
trl
n
o
:J:
....
Z
n

....
o
tv
IS)

tv
LJ
~

-J
tv
m
tv
tv

"0
)7
C'l
trl

tv
"-...
LJ



---------~-- -:~ 1······

. ~
lD

Key Concluslons from Prior Telecom Flnanclngs
I

lD
oJ

...
of:>

• Telecom start-ups require enormous Investments to fund the development of network Infrastructure ~nd operating
losses.

'BtWo"eftiofl~~·ft.i{~Walyze~ ,$ev~~a', ,~t1sejtudl~s{~rlo'reach'the .olfowtng tI'Q~'tr~t~ve:~onclUS'008" regarding~.
!!~~cerit·te~eoomve ...!ure8.~'~:\.S't;:,1"~,;(! ')'~~ ,\!;i';H~;r;!-\g::, r,\,{, ~ :,,}};,iL;:i,·'A'~i ':,',:',"" i' ~~:)~;JV;):\,,;'Ndc;tji:~V t:;:;;:lk.t+fm.\::;~~;~'·:,,:,,,";~.',','

•

•

•

•

•

Although a variety of potential sources of financing are available, access '0 capitells one of the biggest challenges
facing most telecom projects.

Providers of capital to telecom start-ups recognize the Inherent long-term nature In these projects and are oHen
willing to prOVide equ\ty or interest-deferred debt

During the start-up and build-out phases of telecom ventures, the avallabllity of venture capital to fund the project
is highly variable and may depend heavily on indust,,! and financial markets conditions.

Vendor f1nanclngls an Important source of c~pltal during the start-up and build-out phases. It, however, can be
difficult to secure'without clearly demonstrating a viab\ebuslness model and pr\or financing.

Telecom start-ups must constantly revise their financing strategy and may often renegotiate terms of outstanding
Ins1ruments as their business ptans change and to respond to volatile market conditions.
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• The FCC can res1ructure the a-block debt In a manner that should assist C-block licensees In obtaining financing
to enabte the licensees to buitd oul their networks.

(8) Datalled 08S9 sludles for MCI Commurllcatrons, McCaw Cellular, NeKlel Communlcallons and Omnlpolnt are provided on pages 7·21 of lhls presenlatlon.
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Financlal Ufe-Cvcle of Telecom Ventures
I
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['r~!~~crm:;tyftll!f'!~,H~y~~w!v.r~'i,.·~~*~rntirptl'8$j.;(~~t~$V.!op~eh\')Wlift\,arvlng',leV"~:~f,a~~~ss'~o1(ftancJn."~{ ':Li:,;',' I

~i~tr~1J~li~t~W!Op;f%.if,~Af~~iM! f~~t~}i~f~{~tt~~~J-BL '~~-9i1t,:!:h;"hf~fi;litG': '-.W~1~~ffi~~i~Ud~'~~::··,rU·;i~:~~:';:Phase

Operational
Characteristics

Financing Need

Financing Sources

Key Drivers of
Access to Financing

• Heavy investment In
network design and
construction

• Limited service offer1ng
:. Minimal, Uany, revenues

• Very High

• Financial/strategic
equity investors

• Vendor financing
• Mezzanine
• Public markets (primarily

equity)

• Availability of venture
capital

• Market ssntlment
• Business modet
• Project timetable

• Continued network bUitd-
out

• Expanded serv1ce offering
• Substantial revenues
• Limited, possibly negative

cash flow

• High

• Financial/strategic equUy
Investors

• Vendor financing
• Mezzanine
• Public markets
• Baokloans

• Business model execution
• Customer acceptance
• Revenue trends
• Competitive position
• Financia' market trends

• Completed network
• Maintenance capex
• Broad service oftering
• Free cash flow
• Eventual profitability

• LImited, except for
acquisitions

• Bank loans
• Public markets

• Earnings/revenue trends
• Long-term strategy
• Industry outlook

W
lSI

'11
iO
o
X

Z
trl
X
"i
C
~
c::
trl

"i
trl
t'"
trl
n
o
X
...
Z
n

...
o
I\)
lSI
I\)

W
~

oJ
I\)

ID
I\)
I\)

"D
~
C)
trl

.'.•,"!.l BT WOLFENSOHN Page 2

~

"...w



Capital Access

I[)eb~ ~n~eq~~tYj~~p't~~,or.teleco",,\le.,t~~~ f1ast;~f!s!ste!'tly follo~ed t~e avaU~b)~lty ou.lJned below. , "" I
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!i~{~~~t~~~~,'!t~h~H~':~~1~~~~t~~1~~~ ~~~i~1~1~~~~'~14;R~~;·M~;;~~i~.j~j1~~;; ~~~;~it~~l'~t~i}~iM~~~n~a\lilk~'~rJ~~;~;,~~
121M • Available) but difficult to • Available to comlanles that • Limited, usually not
Vendor obtain. have estabJishe a viable available on attractive

business model during economic terms. Generally
start-up. not used by mature

businesses.

Bank • Not available due to lack of • Avail~ble to companies with • Available.
cash flow and tangible substantial cash flow.
assets.

Publlo • Genera"y not available due • Heavily dependent on • Available.
to lack 0, operating history market sentiment toward
and tangible assets. industry conditions,

operating progress and
market trends.

J:qyllX • Usually the first 10 • Generally not utilized by • Limited and usually not
Private ~ Flnancla' ~artjClpate In nascent companies that have been economic if build-out phase

echnologies. Annual successful in the startMup was successful.
returns exceeding 40% are phase.
sought.

Private .. Strategic • Generally Invest at higher • Limited, heavny d9ftendent • Limited and usually not
valuation levels than on competitiveJOS lion of economic If bulldMoul phase
flnancial investors. Long~ the venture an Investor. was successful.
term competitive advantage
is the general raHonale.

Public • Heavily dependent on • Heavily dependent on • Available but subject to
market sentiment toward market sentiment toward industry conditions and
technology I business Industry conditions, market trends.
prospeots and market operating progress and
trends. market trends.

':.: 8T WOLFENSOHN Page 3
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Deferred Interest Instruments(a)

'"'c::
t""
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lD
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Amount
Selected 'ssuers 'slue Date J$ln mm) Non·Cash Period Def5~rJptl'?~_ ..__

McCaw Cellular June 1988 $250.0 4.5 years 11.95% Convertible SenIor Discount Debentures

'nterce' February 1996 360.0 ~Aears 12% Senior Discount notes due 2006
March t996 150.0 Convertible Preferred Stock ...:: l.·

March 1997 45.0 NA ConvertIble Preferred Stock ";. .. ~.'

'.i)~f"'fr8ij~mierest,-ecUrltli':.t\ave.;·:rbve 'hid~b8'?8"J':nn~ortatit:.oU'rC&Qnlnaht5lh' ,f()r:w(rolei.:'v~~ 'tJJi'e,;~urtn,f,.~ ",
lhe:;'start::tip'lfa~t1:rbUltd4)'«tH: PI1~es'~ w~lc~yIDts~ ~iowts'8everew nnl'ted,asQ8ho~'f '~"hfi,~now'nin: 'i .r,! ;~.> '
examp,e9~:~i "'::';Lli'i.b~'·r,i;,~\l, 'n{~:i(;;::)l i'E:~~;r:'j,!4i;ii; :;;;;0; ):;.;' i~ , h\ :',:' ~,;: (.' U\:~;;.:::!.;lJ'ir',L"'/'C· ;;' ", '

Centennial 1992
-

126.0 No required
dividends for ~
years

Mandatory redemption 10 2007. 7.5% Cumulative
Prererred Stock
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Dividend Payable in 6.5% Convertible Preterred EquIvalent ObllgaUons
Common Stock

Next,. Communlcattons August 1993 525.9
February 1994 1,126.4

Clelmet CommunIcattons December 1995 367.0
February 1997 353.0

Globala1ar 'Maroh1996 300,0

Omnlpolnt 1995 362.5

5.5 yea,s
5.5 years

6 years
2 years

2 years

11 ,50% Senior Discount notes due 2003
9.75% Senior Discount noles due 2004

Sentor Discount notes due 2005
Vendor financing

Credit facility with Northern Telecom which Includes a
portloo due June 1997 that can be used for working
capital purposes Including interest payments on the
facility.
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Aerial Communlcallons

Sprint Spectrum

November 1996

August 1996

226.2 Until maturIty

500.0 5 years

Zero-coupon notes due 2006.

Senior Discount note's due 2006
'Il
l:Io
lTl

(a) Tal<en from pUblic dOCumtnt8.
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Special ConsIderations for C~B1ockCompanies
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Higher Flnanolng Hurdle Due to License Debt

• The NB-block auction participants conststed prlmarny of largo, well-capitalized companies with signiflcant Internal
resources to fund license acquisition costs. .

;.' .
'-: ..~ ,"

More Challenging COInpetltlve Environment

• Furthermore, as the latest entrants in the wireless telecom sector, the C-block licensees face a higher degree of
competition than cenular or paging companies experienced, often in the form of well-entrenched and well
capllalized Incumbents.

•

•

•

The FCC has a long history of creating new telecommunications industries such as lon~ distance, competitive local
exchange, cellular, paging and pes; and encouraging competition among Industry participants. ..

However, previous new Industries did not begin life with large debts to the government. tn particular. cellular
companies were awarded free spechum and did not incur the same magnitude of acquisition costs as the C-block
licensees. . '.

Hence, the C-block licensees are the first major new telecom ventures created by the FCC to facEt 'he challenge of
funding both license costs and network build-out.
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• The higher levet of competition exists In the marketplace bo1h for customers and sources of flnanclng.

• This challenging competitive environment Is further hindered by the chatlenglng financial environment of the
months since tlie c'ose of the C-block auction.
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Equity Performance of pes Companles
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Wireless stocks substantially outperformed the broader market prior to and during the C-bJock auction process.
Licensees generally viewed 1he market sentiment as an indicator 01 available tinancing.

SUbsequent to the closing of the auction, wireless stocks lost apprOXimately onewthird of their value adversely
Impacting the financing plans of the C Block licensees.

SUbsequent 0, E, F auctions, provided much lower valuations per pop, further reducing the market's receptivUy to
the C-block licensees.
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(Ill) Aertal, Inleroe~, Omnlpoln\ and Weslem Wireless. LookIng forward Ihese oompEmles will derive lhe larger part of their revenues from
pes leohnology.
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High Yield Performance of PCS Companies
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HIGH YIELD MARKET INDEX vs. WIRELESS tNDEX
indexed to JUDD 7, 1996
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WEEKLY: June 7, 1996 .. June 13, 1997
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Value of the C-Block
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FCC Obligation Restructuring Alternatives

c~:ittbfJtl~~~l~~~~\1ltt:~ot~f~mW~~~I~,~l~~:~~~~~rffjf~r~~!$~f~~,~m~j~'~lt#lIr!,?~';,.
Summary Terms of Restructuring Alternatives

Status Quo Option A Option B
- --- ----

PrIncipal None Principal None Principal None
Forgiveness: Forgiveness: Forgiveness:

Interest Rate: 6.5% (cash pay Interest Rate: 6.5% (annually) Interest Rate: 0% for Years 1·
quarterly) 3; 6.5%

thereafter
(annually)

PIK Interest None PIK Interes' Years 1-6 PIK Interest Years 1-7
Period: Period: Period:

Interest Only: Years 1-6 Interest Only: Years 9·19 Interest Only: Years 8-14

Principal Years 7·10 Prlnc:Ral Year 20 (bullet) Principal Year 15 (bullet)
Amortization: (qUarterl~ Amo Izatlon: AmorHzation:

amortiza Ion)
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FCC Obligation Restructuring Alternatives
(continued)
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Status Quo OptIon A Option B.
PV of C·block Debt $2,784 million PV of C-block $1,425 million PVof C-block $1,431 million
@ 14% Debt @ 14% Debt @ 14%

Value as a %of 65% Value as a % 33% Value as a % 34%
Fac8 of Fac8 of Face

PV of C-block Oebt $4,269 million PV of C-block $4,269 mUilon PV of C·block $3,534 million
@6.5% Debt @ 6.5% Debt @ 6.5%

Value as a %of 100% Value as a % 100% Value as a % 83%
Face of Face of Face

"

Total PV of FCC "$26.88 Total PV of C-block $13.76 Total PV of C-block $13.81
Debt @ 14%tar FCC Debt @ 14% FCC Debt @ 14%
Adjusted PO per Adjusted POP per Adjusted POP

PV of F-block Debt $64.1 million PV of F·block Debt $64.1mmlon
@ 14% @ 14%

Total PV 01 FCC $1,489 million Total PV of FCC $1,495 million
Debt @ 14% Debt @ 14%

Total PV of FCC $10.91 Total PV of FCC $10.95
Debt @ 14%,er Debt @ 14%ter
Adjusted PO Adjusted PO

Summary of RestructurJng Alternatives

", BT WOlFENSOHN Page 10
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"GCICOmmuntCi1IOM------- - 1.7 . Cl.6 3:00-
C<lmmumcatkll\IIOfematfolla' 0.2 0.05 4,85
SOll'h~S.lt~I..~~'ellltQC()mm._ . 0.2 0.05 4.57

9plfnl Specl,OOl $2.\10.1 144.9 $\4.56
AT&TWI(91ess 1,664.4 107.1 15.73
PPSP[lm~~o.LP ~_~ ~ _1.1!n.~ ~ .§1.2_____ 19.38

Paclllc Talesis 005,7 31,(} 22.41-- ---.
GTE MacJO Communlcatlons 398,3 19.4 20.51

",R1.CommunlcattOl\ 347,0 26.4 13.16
8f;m polta6re Telecommunications 208.9 26.4 10.91

COl( EntQlJlltM 251.9 UU 13.16
Amel1tlM:h Wlrel9Ss CommunlcalfOl'l 16'a.l 6.0 19.86

""Wes!emPCSCOJporallon 144.2 13.7 ~--- -10:51-
Powellsl PCS Pal1,utr9 1Z4.4 9.0 13,80
Amerlcan Personal COmmun!callon9 102.3 7.B 13.16
PtlJllleCi>. tp 85.0 8,9 9.52
BellSolllb Pe{sonal communlca1km& 82.1 11.4 7.18
Soulhwaslern Oell Mobile S)'$Il~m8 73.5 6.6 11.t t
Cenlennlal1591li11ar Corp S4.1 3.6 15.09
p,*" l.ambfo Telephone Coop 5.8 2.0 2.84
Cl)X Cabt& Communlcallons ~_~'§·L~__ __ _1.7_ ~_ ~~ ._~!Q.~
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POP
1990
POPs

FInal AlB-block Bid
Totllls

license AcquIsition Cost Comparables
(Numbers In millions. except per POP)

8T WOl.FENSOHN

((I) 10 MHz POP. afe assumed to be 5D% of reported POPs for comparaUve purposee.

Option A
PV • rCC ObI/gallons
D~ Payment
NelCtwav. -Total Llcen.e Cost
Datlon Il
PV· FCC Obllgatlons
Down Plymenl
Hextw.1I1 ·Tota. l.I~.n•• COIl

QullQIlA
PV - FCC OblIgations
Down Payment
NOlltwlve -T01a' Lloen•• Cot1
QoUoo ft
PV • FCC ObUgatlons
Down Paymenl
NelCtwlvI -Tolll Lfclnlt Co.,

$1,425
0\74

n;90lr

$1.431
474

·_-tgl)&

$1,469
487

$1;&11

$1.495
487

---""83'

10U

tOU

138,f(1)

t3Ula!

0-<

$13.76

f
0

$4.5& "
I\)$18.34
~
tJ

(
W

$13.61 ~

4.58 o,J
tv1'8.35 lD
tv
I\)

.10.91
3.61

slUe

$10.95
$3.67
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