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Mr. William F. Caton, Acting Secretary
Federal Communications Commission

1919 M Street, N.W., Room 222
Washington, D.C. 20554

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. ("NextWave"), 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 questiong in regard to this matter.

Very truly yours,

+Foro

Thomas Gutierrez

TG:cms : ]H~;6>C)3{ -

7

cc: Suzanne Toller, Esquire

JUL -~ 9 7997 Email: Imng@fcclaw.com

ITER'S DIRECT DIAL



NextWave Telecom [nc.
Excerpts from
Overview of Telecommunications Financing Considerations

June 1997
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Key Concluslons from Prior Telecom Financings

BT WolenSonn,as Bralyzed saveral caea studiesty

nascenit telecom ventures.::;

. ;Telecom starl-upé require enormous investiments to fund the development of network infrastructure and operating
0856S.

. Although a variety of potential sources of financing are available, access ‘o capital is one of the biggest challenges
facing most telecom projects.

. Providers of capital to telecom start-ups recognize the inherent long-term nature in these projecis and are oflen
willing to provide equity or interest-deterred debt.

J During the stan-ub and build-out phases of telecom ventures, the availability of venture capital to fund the project
Is highly variable and may depend heavily on industry and financial markets conditions.

. Vendor financing Is an imponant source of capital durin%the starl-up and build-out phases. |, however, can be
difficult to secure without clearly demonstraling a viable business model and prior fihancing.

* Telecom start-ups must constantly revise their financing stralegy and may often renegotiate terms of outstanding
instruments as their business plans change and to respond to volatile market conditions.

° The FCC can restructure the C-block debt In a manner that should assist C-block licensees in obtaining financing
to enable the licensees to buitd out their networks.

(8 Detallad case sludles for MG Communications, McCaw Cellular, Nexlel Communications and Omnipoint are provided on pages 7-21 of hls preseniation,
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Phase

Operational
Characteristics

Flnancing Need

Firancing Sources

Key Drivers of
Access to Financing

Heavy invesiment In

Completed nelwork

Vendor financing

Vendor flnancing

. e Conlinued nelwork buitd- | e
network design and out ¢ Maintenance capex
consiruclion . Exganded service offering | ¢ Broad service ofiering
¢ Limited service offering ¢ Substantial revenues o Free cash flow
s Minimai, if any, revenuss | e Limited, possibly negative | e Eventual profitability
cash flow
e Very High e High e Limited, except for
acquisitions
* Financlai/strategic * Financial/sirategic equity {e Bank loans
equity investors Investors ¢ Public markets

L 4
{* Mezzanine » Mezzanine
‘¢ Public markets (primarily |e Public markets
equity) o Bank loans
¢ Availability of venture » Business model execution | e Earnings/revenue trends
capital e Customer acceplance ¢ long-term sirategy
* Market senliment ¢ Revenue trends ¢ Industry outlook
¢ Business model » Competitive position
* Project fimetable ¢ Financial market trends

BT WOLFENSOHN
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Capital Access

Debt and equity capital for telecom ventuires has consistently followed the avallabllity outlined helow. .

Debt

Vendor

Bank

Public

Equlty

Private - Financiat

Privale - Strategic

Public

L

CDAR A TR A UL R Y

X igiit el

obftain.

« Avallable, but difficult to

¢ Avallable to companies that
have established a viable
business mode! during

Limited, usualiy not
available on atiraclive
economic terms. Generally

lo lack of operating history
and tangible assets.

slan-up, not used by maiture
businesses.
» Not available due 1o lack of | ¢ Available to companies with Available,
- cash flow and tangible substantial cash flow.
assets,
e Generally nof available due | e Heavily dependent on Available.

market sentiment toward
industry conditions,
operaling progress and
market trends,

e Usually the first lo
articipale In nascent
echnologies. Annual

retums exceeding 40% are
sought.

o Generally not ulilized by
companies ihat have been
successful in the starl-up
phase.

Limited and usually not
economic if build-out phase
was successful.

¢ Generally Invest at higher
valuation lavels than
financial inveslors. Long-

Is the general rationale.

term compelifive advantage

e Limited, heavily dependent
on competitive position of
the venture and Investor,

Limited and usually not
economic {f build-out phase
was successiul.

e Heavlly dependent on
market sentiment toward
technology, business
prospecis and markel

trends,

» Heavily dependent on
market sentiment toward
industry conditions,
operating progress and
market trends,

Available but subject fo
industry conditions and
market trends,

BT WOLFENSOHN
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Deferred Interest Instruments®

af important source of financing for wireless ventures during . -
13 1 the followin

Amount
Selected Issuers Issue Date {$ Inmm)  Non-Cash Perlod Description
McCaw Cellular June 1988 $2500 4.5years 11.95% Convertible Senlor Discount Debentures
Intercel February 1996 360.0 5 Xears 12% Senior Discount notes dus 2008
March 1998 1500 N Convertlble Preferred Stock i
March 1967 450 NA Convertible Preferred Stock '
Centennial 1992 128.0 No required Mandatoﬁ redemption In 2007. 7.5% Cumulative
dividends for 5 Preferred Stock
years
Nexte) Communications August 1999 526.9 5.5 yaars 11.50% Senior Discount notes due 2003
February 1994 1,126.4 6.5 years 9.75% Senlor Discount noles due 2004
Clearnet Communications  December 1995 3870 6years Senlor Discount notes due 2005
February 1997 3530 2vyears Vendos financing
Globaistar *March 1996 300.0  Dividend Payable in  6.5% Convertible Preferred Equivalent Obfigations
Common Stock
Omnlpoint 1995 3826  2years Credil facility with Northern Telecom wbhich includes a
portion dus June 1997 that can be used for working
capltal purposaes including Interest payments on the
(acility.
Aerlal Communications November 1996 2262  Until maturity Zeto-coupon notes due 20086.
Sprint Spectrum August 1996 §00.0  Syears Sanlor Discount notes due 2008
@  Taken from public documents.
' BT WOLFENSOHN Pags 4
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Special Considerations for C-Block Companies

e e D

166 6ve

A gréater chatienges t financing their networks than prior telecom start-ups. ;.

Higher Financing Hurdle Due to License Debt

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

However, previous new industries did not begin life with large debts 1o the govemment. in particular, cellutar
ﬁompanies were awarded free specirum and did not incur the same magnitude of acquisition costs as the C-block
CONnsees. . ‘ .

The A/B-block auction participants consisted primarily of large, well-capitalized companijes with significant internal
resources to fund license acquilsition costs, ‘

Hence, the C-blbck licensees are the first major new telecom veniures created by the FCC to face the challenge of
funding both license costs and network build-ouf.

More Challsnglng c&ﬁpeﬂﬂve Environment

Furthermore, as the lalest entrants in the wireless telecom seclor, the C-block licensees face a highsr degree of
compelition than cellular or paging companies experienced, often in the form of weli-entrenched and well-
capilalized incumbents.

The higher level of compstition exists in the marketptace both for cusiomers and sources of financing.

This challenging competitive environment s furiher hindered by the challenging financial environment of the
months since the close of the C-block auction.

BT WOLFENSOHN Page
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Equity Performance of PCS Companies

Wireless stocks substantially outperformed the broader market prior to and during the C-block auction process.
Licensees generally viewed the markel senliment as an indicator of available financing.

Subsequent 1o the closing of the auclion, wireless stocks lost approximately one-third of their value adversely

impacting the financing plans of the C Block licensees.

Subsequent D, E, F auctions, provided much lower valuations per pop, further reducing the market's receptivity to

the C-block licensees.

PCS vs. S&P 500

OABTABT2641.PRE (WMF)

WEEKLY: June 10, 1894 - June 5, 1987

PCS technology.

Indexed to June 10, 1994
350 T
|
G-block auotion | | C-block auction closes Majority of DAEAF-block
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fa) Aerial, interca!, Cmntpoint and Westemn Wireless. Looking forward these companies will derive the largar pan of their revenues from

BT WOLFENSOHN
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High Yield Performance of PCS Companles

PCS high vield:
‘experienced. o
postponed.,

r’wlre_less issue sl

bﬂoﬂngsga‘ave been more volatile than the general high yleld markel. :The market has
rop I tiemand fo lata:_1 996 and several plan ved

HIGH YIELD MARKET INDEX vs. WIRELESS INDEX
Indexed fo June 7, 1996
120 »
NexiWave, GW) Fed Increases
and PCS 2000 inferest rat_es‘ | High-Yield Index
115 Majority of C-block racelve liconses.
is licensed.
ﬁ 110 R, s i Wireless Index (&)
Q C-block
auctions end.
E‘: 105 It CIAALTE U D errston- N A Y -
100 O nan TP T T T -+ T = Y e WY SRR
Pocket files Close of FCC WCS
_ for bankruptey. (2.3 GHz) Auction
95 Y T Y T T |
@oﬁ’&@?@‘b@%@q@@é‘\é‘\d‘\é‘@"
ST E @ S &F & q>‘19 WO g B @ P
WEEKLY: June 7, 1996 - June 13, 1997
O:\BTNBT2690.PRE {WMF)

() Wireless index Includes high-yield bonds issusd by Omnipoint, Sprint Spectrum, Westem Wireless and intercel.
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Value of the C-Block

Ofnipolnts Total Enterpries Vaiue per p

the-completion of thé C-block auction.:

OMNIPOINT TEV/POP vs. C-BLOCK and A/B-BLOCK
AVERAGE BID PRICES vs. NEXTWAVE-BID PRICE

$70
50
50 Nextwwe-B d Price
8
% w0} C-block Average Bid Price
Omnlpoint TEV/Pop
% A/B-block
AveLage Prco
20 ..... a
$'1.5.29
104 1 T T T T Y T T T T T | pa—
© ©  H P H H X N QRN
,@rﬁi" F L E S 60,49)% & ¢
NG S (A RN G AN W P
WEEKLY: January 27, 1996 - June 20, 1997
O:ABT3\BT2609.PRE (WMF}
BT WOLFENSOHN Page 8
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FCC Obligation Restructuring Alternatives

riatkets and prodesd with lts business play i

Summary Terms of Restructuring Alternatives

Status Quo Option A Option B

Ptincipal None Principal None Principal None
Forglveness: Forgiveness: Forgiveness:
Interes! Rate: 6.5% (cash pay Interest Rate: 6.5% (annually) | |Interest Rate: 0% for Years 1-

quarterly) ; 6.5%

. ' thereafter

{annually)

PIK Interest None PIK Interest Years 1-8 PIK Interest Years 1-7
Period: Pariod: Period: .
Interest Only: Years 1-6 Interest Only: Years 9-19 Interest Only: Years 8-14
Principal Years 7-10 Principal Year 20 {bullet) Principal Year 15 (bullet)
Amottization: (quan_erl¥ Amorlization: Amortization:

amorlizallon)

BT WOLFENSOHN Page 8
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FCC Obligation Restructuring Alternatives
{(continued)

PR E LTI

e In line with A/B-block

Summary of Restructuring Alternatives

ONI HKWOJ3IT3IL IANVYMIXIN:-WOJd €€:p1 L6-680-1INC /

Status Quo Option A Optlon B
PV of C-block Debt $2.794 milllon PV of C-block $1,425 milllon PV of C-block $1,431 million
@ 14% o Debt @ 14% Debt @ 14%
Valueasa %of - 65% Value as & % 33% Value as a % 34%
Face of Face of Face
PV of C-block Debt $4,269 million PV of C-block $4,269 million PV of C-block $3,534 mitlion
@ 6.5% Debt @ 6.5% ' Debl @ 8.5%
Value as a % of . 100% Value as a % 100% Valug as a % 83%
Face ) e of Face of Face
Tolal PV of FCC " %$26.88 Total PV of C-block $13.76 Total PV ot C-block $13.81
Debt @ 14% per ‘ FCC Debt @ 14% FCC Debt @ 14%
Adjusted PO per Adjusted POP per Adjusted POP
PV of F-block Debt $64.1million PV of F-block Debt $64.1million
@ 14% @ 14%
Total PV of 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% FPar Debt @ 14% '?er
Adjusted PO Adjusted PO

BT WOLFENSOHN
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License Acquisition Cost Comparables
(Numbers in milllons, except par POP)

Final A/B-block Blid 1090 Avg Cost/
Totals POPs POP

Sprint 9pectrum $2,110.1 144.9 $94.56
AT&T Wlioless 1,664.4 0 15.73
PCS PrimeCo, LP 1,102.2 67.2 16.36
Pactiic Tolesis 6957 310 2241
GTE Magro Communicalions 3983 194 20.51
Omnlpgm Communication 347.8 264 13.16
American Forlable Telecommunicafions 208.9 26.5 10.01
Cox Entarprise 2519 19.1 12.18
Ameritech Wirefess Communicalion 168.1 8.0 19.85
Weslein PCS Corgoration 1242 137 1051
Powerte! PCS Patnars 1244 8.0 13.85
American Personal Communications 102.3 7.8 13.16
PhillleCo, LP 85.0 89 9.52
BeliSouth Personal communications 82.1 1.4 7.48
Southwosle/n Bell Moblle Syslems 73.8 8.6 111
Centennial Cellular Corp 547 a6 16.08
Poka Lambip Telephone Coop 8.8 2.0 2.84
Cox Cable Communicallons 5.1 1.7 .08

C) Communications ’ [N .08 3.00
Communications latemationat 0.2 0.05 465
South Seas Saisfiite Comm, 0.2 0.08 4.57

{ Avetags for all bids $16.20 I

tiextwave C-block Only
Option A

PV - FCC Obligalions $1,425 $10.78
Pown Payment A74 $4.50
Nextwave -Yotaf License Cost $,000 1036 $18.34
Qation B

£V « FCC Obtigations $1,431 $12.81
Down Paymen 474 4.50
Nextwave -Total License Cost $15085 103.6 $18.5%

Nesthvave Total License Casts

Qution A

PV - FCC Obligatlons $1.489 $10.81
Down Paymeni 487 3.67
Nextwave -Total License Coat §1.677 138,60 ($LF[)
Oplion B

PV - FCC Obligations $1,495 $10.08
Down Paymeni 487 $3.67
Nextwave -Total Licenss Cost IR 1K) 136.0'® .

(@) 10 MHz POPs ave assumad 1o be 50% of reportad POPs for comparalive purposes.
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