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~1ARCH 31. 1997

ACTUAL AS ADJUSTED

(DOLLARS IN THOUSANDS)
<S> <C> <C>
CASH. CASH EQUIVALENTS AND SHORT·TERMINVESTMENTS........................ $ 207.511 $ 500.217

RESTRICTED CASH FOR PAYMENT OF INTEREST(A).......... $ $ 89.618

CASH HELD IN ESCROW(B).................................................... $ $ 5,405

CURRENT PORTION OF LONG·TERM DEBT..................................... $ 112 $ 112
LONG-TERM DEBT:

February 1996 Notes......... 223,080 223.080
April 1996 Notes........................................................ 223,738 223,738
Notes... 300.000
Vendor Financing Agreement.............................................. 103.833 103.833
Other........ 715 325

Total long-term debt. . 551.366 850.976

STOCKHOLDERS' EQUITY:
Preferred Stock -- Series A. $.01 par value: 100.000 issued

and outstanding: convenible .
Preferred Stock .- Series B. $.0 I par value: 100.000 issued
and outstanding: convenible .

Preferred Stock - Series C, $.01 par value; 50,000 issued
and outstanding; convenible ..

Preferred Stock - Series D, $.01 par value: 50.000 issued
and outstanding: convenible ..

Common Stock. $.01 par value. 55.000.000 shares authorized
and 26,864,5 II shares issued and outstanding(c) .

Additional paid-in capita!.............................................. 430,058
Accumulated deficit..................................................... (52,332)
Deferred compensation................................................... (165)
Treasury stock.......................................................... (345)

Total stockholders' equity............................................ 377,487

Total capitalization............................................ $ 928.965

<rrABLE>

269 269
474,831
(8.657)

(165)
(345)

465,937

$1.317.025

(a) Reflects the estimated portion of the net proceeds from the Offering to
be used to purchase Pledged Securities to secure the first six
scheduled interest payments on the Notes. See "Description of the Notes
- Security."

(b) Reflects the $5.4 million of proceeds from the Maine Disposition that
is being held in escrow for indemnification or purchase price
adjusunent obligations.

(c) Includes 35,000 shares outstanding as of March 31, 1997 under the
Company's 1995 Employee Restricted Stock Plan. but excludes 2,374,797
shares of Common Stock issuable upon exercise of stock options
outstanding as of March 31,1997. See "Management." Also excludes: (i)
the 1,143.904 shares issuable upon exercise of the Warrants; (ii) the
9,090,900 shares of Common Stock issuable upon conversion of the Series
A Convertible Preferred Stock and Series B Convertible Preferred Stock;
and (iii) the 3.529,412 shares of Common Stock issuable upon conversion
of the Series C Convertible Preferred Stock and Series D Convertible
Preferred Stock. See "The Preferred Stock Sales."
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SELECTED HISTORJCAL FINANCIAL INFORMAnON

The following table sets forth certain selected historical financial
information for the Company as of and for each of the years in the nve-year
period ended December 3 I. 1996 and as of and for the three months ended March
31. 1997 and 1996. The financial information as of and for each of the years in
the five-year period ended December 31. 1996 was derived from the consolidated
financial statements and notes thereto of the Company. which have been audited
by Anhur Andersen LLP. independent public accountants. The financial
information as of and for the three months ended March 31. 1997 and 1996 was
derived from the unaudited financial statements of the Company. In the opinion
of management the unaudited financial statements include all adjustments
(consisting only of normal recurring adjustments) necessary to present fairly
the information set forth herein. Operating results shown in the following table
will not be indicative of future performance due to the capital requirements
associated with the buildout of the Company's PCS System.

The selected historical financial information should be read in
conjunction with "Pro Forma Financial [nformation." "Management's Discussion and
Analysis of Financial Condition and Results of Operations" and the Company's
consolidated financial statements and notes thereto and other financial and
operating information included elsewhere in this Prospectus.

<TABLE>
<CAPTION>

THREE MONTHS ENDED
MARCH 31. YEAR ENDED DECEMBER 31.

1997 1996 1996 1995 1994 1993 1992

(DOLLARS IN THOUSANDS. EXCEPT PER SHARE DATA)
~ ~ ~ ~ ~ ~ ~ ~

STATEMENT OF OPERATIONS DATA:
Service revenues $ 14,084 $ 6,996 $ 31,875 $ 25,384 $ 18.903 $ 8.228 $ 6,235
Equipment sales 5,025 854 7.250 3,928 2,859 1.121 925

Total revenues and sales 19,109 7,850 39,125 29,312 21,762 9349 7,160

Cost of services ..................... 5,428 684 5,811 2.394 1,921 574 442
Cost of equipment sales .............. 11,987 694 11,653 3,127 2.391 1,010 828
Operations expenses .................. 3,809 1.204 9.927 3,596 2,722 1,333 1.214
Selling and marketing ................ 5,237 1,274 13.301 4,280 3.405 1.353 1.187
General and administrative ........... 7,680 1,810 16.963 4.218 3,651 1.562 1,379
Depreciation ......................... 8,340 731 5,887 2,741 2,130 953 832
Amortization ......................... 1,178 881 4,214 2,360 1,543 890 735

--- --- --- --- --- ---
Total operating expenses ............ 43,659 7,278 67,756 22,716 17,763 7.675 6,617

--- --- --- --- --- - ---
Operating income (loss) .............. (24,550) 572 (28,63 I) 6,596 3,999 1,674 543
Interest (income) expense(a) ......... 4,543 (739) (3,175) 1,657 635 46 131
Miscellaneous (income) expense ....... 473 303 1,226 (295) (48) 48 260

Income (loss) before income taxes ..
Income tax (benefit) expense .

(29,566) 1,008 (26,682) 5,234 3,412
472 (1,654) 2,230 1,535 567

1,580
52

152

Net income (loss) before
cumulative effect (29,566)
Cumulative effect of change in
accounting principle, net oftax(b) .

536 (25,028) 3,004

(2,583) (2,583)

1,877 1,013 100

Net income (loss) $ (29,566) $ (2,047) $ (27,611) $ 3,004 $ 1,877 S 1.013 $ 100



Earnings per share:
Net income (loss) before cumulative
effect of change
in accounting principle $ (\.l 0) $ 03 $ (I. 00) $

Cumulative effect of change in
accounting principle. net oftax(b) . (.13) (.10)

29 $ .19 $ 16 5 .02

Net income (loss) per share $ (1.10) $ (10) $ (1.10) $ .29 5 .19 $ .16 5 .02

Average common and common
equivalent shares outstanding 26.812.000 19.899.000 25.087,000 10.281.000 9,765,000 6.317.000 6.289.000

OTHER FINANCIAL AND OPERATING DATA:
EBITDA(c) $ (12,244) S 4.193 $ (2.466) $ 11.992 $ 7.720 $ 3,469 $ 1.850
Ratio of earnings to tixed
charges(d) 3.9x 5.5x 27.3x 2. Ix
Capital expenditures $ 36,209 $ 10.874 $ 233.551 $ 7.661 $ 2.866 $ 1,105 $ 921
Cellular subscribers at end
ofperiod(e) 49.731 40.403 47.617 38.582 28.624 10.590 7,447

Net cellular population
equivalents(!) 737,800 737.800 737.800 732.900 728.200 281,800 277.400
PCS Subscribers at end of period 34.886 14.892
Net PCS population equivalents(!) 24.293.000 I H60.000 17.460.000
<!TABLE>
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<TABLE>
<CAPTION>

AT DECEMBER 31,

1995
AT MARCH 31. -----

1997 1996 1994 1993 1992

(DOLLARS IN THOUSANDS)
<5> <C> <C> <C> <C> <C> <C>
BALANCE SHEET DATA:
Working capital S 200,646 S 256,349 $ 977 S 2.710 $ 547 $ 908
Property and equipment net 284,713 251,269 18,066 13.262 5,545 5,394
Licenses. goodwill and other
intangibles, net 429,085 402.321 24.904 23,903

Total assets 973.094 947,117 74.330 50.812 10.517 8,721
Long-term obligations ...... 551.366 504.065 29,411 11,030 2.019 2.194
Retained earnings
(accumulated deficit) (52.332) (22.766) 4.845 1.841 (36) (1,048)

Stockholders' equity 377,487 407,007 36.674 33,374 5,983 4,960
<!TABLE>

(a) The Company had interest income of$3.3 million and $2.3 mil1ion for
the three months ended March 31, 1997 and 1996, respectively, and 517.3
million for the year ended December 31, 1996. The Company had no
interest income for the years ended December 31, 1995, 1994, 1993 and
1992. Excludes capitalized interest of56.7 million and 52.7 million
for the three months ended March 31, 1997 and 1996, respectively, and
529.0 million for the year ended December 31, 1996. During the
construction of the PeS System. the cost of the PCS licenses and the
costs related to construction expenditures are considered to be assets
qualifying for interest capitalization under FASB Statement No. 34
"Capitalization of Interest Cost." Accordingly, management expects that
a majority of the interest on the February 1996 Notes, the April 1996
Notes, the Vendor Financing Agreement and the Notes will be capitalized
during the construction of the PCS System. See "Pro Forma Financial
Information."

(b) During 1996. the Company changed its method ofaccounting for costs
incurred in connection with certain promotional programs under which



customers receive discounted cellular equipment or airtime usage
credits. Under its previous accounting method. all such costs were
deferred and amortized over the life of the related non-cancelable
cellular telephone service agreement. Under the new accounting method.
the costs are expensed as incurred.

(c) EBITDA represents earnings from continuing operations before interest
expense. income taxes. depreciation and amortization. EBITDA is
provided because it is a measure commonly used in the industry. EBITDA
is not a measurement of financial performance under generally accepted
accounting principles and should not be considered an alternative to
net income as a measure of performance or to cash !low as a measure of
liquidity.

(d) Earnings were insufficient to cover fixed charges by $36.3 million and
$2.2 million for the three months ended March 31. 1997 and 1996.
respectively, and by $56.2 million for the year ended December 31.
1996. Earnings consist of income before income taxes. plus fixed
charges, except where capitalized. Fixed charges consist of interest
charges and amortization of debt issuance costs. in each case whether
expensed or capitalized. and the portion ofrent expense under
operating leases representing interest.

(e) Cellular subscribers at end of period include 14.216.20.288.25.456,
21,320 and 26,486 subscribers in the State of Maine for the years ended
December 31. 1994, 1995 and 1996 and for the three months ended March
31. 1996 and 1997. respectively. See "The Maine Disposition."

(f) Net Population Equivalents means the estimated population of the
license market area multiplied by the percentage ownership of the
license. The estimated population is based on the 1996 Paul Kagan
Associates. Inc. CellularlPCS POP Book. The Company owns 100% ofeach
of its PeS licenses and 100% of each of its cellular licenses. For the
years ended December 3 I. 1994, 1995 and 1996 and the three months ended
March 31, 1996 and 1997. Net Cellular Population Equivalents include
441.900.442.000,442.200.442.000 and 442.200 population equivalents.
respectively. from the Company's Maine market areas. See "The Maine
Disposition."
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Now wucs contend so much spectrum
has been shopped that ItS market value IS
falling, and they sa\" future auctions could
reaD fewer and fewer deficit-cuttmg dol:
lars. That could be a problem because the
balanced·budget deal cut by Congress and
the Clinton administration expects spec
trum auctions to raise S26.3 billion over the
next five years.

Television broadcasters. worried be
cause the budget deal also targets some of
their eXisting spectrum for auctIOn. are
telling lawmakers that auctions have run
their course. (Separatelv. broadcasters re
cently were awarded free licenses to beam
digital Signals - a move ordered by Can'
gress and blessed b~' many lawmakers.
Sen. McCain excluded. who now complain
the latest auction raised too li ttle cash,)
'Create Scarcity'

Cellular-phone-service companies that
won in prior auctIons complain that falling
prices have devalued their licenses. This
makes it harder for them to raise capital
for their Wireless systems. which in turn
delays competition: they say. They want
Congress to have the FCC allot spectrum
more slowIv.

At a recent Washington soiree. Mimi
Dawson. a lobbvist for :'v1otorola Inc.. the
big wireless-communlcations company.
flashed her diamond ring and said. "You
see this'? It wouldn t be worth a dime if
DeBeers Ithe South African cartel I put
their diamonds on the market the same
way we're puttIng spectrum on the mar·

Plrase Tum to p{/(lC' ALU. Column t

Dollar Days

Sale of FCC Licenses
In Several States Nets
Budget Pocket Change

Public .-\irwaves \Nent Cheap
After Congress Pushed
Agency for F:.lst .-\uctions

~lcLeod Bags Four for $4-

By BRY.\:-< GKl'LEY
51a!! Reporter or Till': WAI.L STREF.T J Lll'n""L

CEDAR RAPIDS. Iowa - Clark :'vlcLeod
loves grabbing' a cheap cafeteria lunch at
his company's new headquarters here.
One recentafternoon. he paid only' S,LSO for
a generous slice of cheese pizza. a barbe
cued-beef sandwich and coffee.

But Mr. ~cLeod got an even better deal
in April when he bought government !i.
censes to use the
public allivaves. In
a Federal Commu
nications Commis
sion auction.
:'vlcLeodUSA Inc.
was the high bidder
for licenses to offer
wireless communi,
cations to 15 million
people in four
states.

The price: Four
blieks.

That's right. Clark McLeod
McLeodUSA paid Sl
for each license giving it permission to
serve most of Iowa. Wisconsin. Minnesota
and Nebraska. The licenses will play tt,eir
part in Mr. Mcleod's big plan to sell
bundled local and long-distance telephone.
cellular. paging and Internet services
across the upper Midwest. Bryce Nemitz. a
company vice president. deadpans: "Our
CFO guaranteed we could double our
money.

:'vlcLeodUSA's g'ood fortune IS now the
subject of sptrlted debate In Washington.
with polIcymakers torn between the duel·
109 goals of fostering- competition in tele
commUfilCatlOnS and balanclOli the federal
lJudg'et. While no one doubts ~tr. :'vtcLeod
will fuel competition - he sold his iirst
company to MCI CommufilcatlOns Corp.
for S1.25 billion - they protess shock and
dismay that anyone could bUy an FCC
WIreless license for less than the price of a
gallon of gasolIne.

Thirteen prior FCC auctIOns ot rights to
use electromagnetic soectrum garnered
523 billion in bids for U~9 licenses - or
about 55.1 million a license. Winners
have poured more than S10 billion Into the
U.S. Treasury. with more to come.

But the latest auction looks more like a
fire sale. CongressIOnal bud~eteers ex·
pected it to fetch Sl.S billion. but bidders
offered just S13.6 million for 128 licenses-a
measly average of SlOG.OOO apiece. Bar
gains abounded. BeliSouth Corp.• the At·
lanta-based Baby Bell. snagged licenses
for Kentucky. Tennessee and the Carolinas
for just S1.002 each. And. like McLeodUSA.
two other companies paid Sl each for other
MiSSOUri. Minnesota and WisconSIn li
censes.
Budget Hole

"It was just a comedy of errors.
complains John McCain. thr ArIZona Re
publican who chairs the Senate Commerce
Committee.

Congress hurried the auction because it
wanted to plug a hole in the budget. This
meant potential bidders didn't have tIme to
develop business plans and line up financ
ing. Telecommunications·equipment
makers weren't sure what to build or what
to spend. because the FCC didn' t designate
the spectrum for a particular use. Mr.
Mcleod and other lucky bidders took ad
vantage.

For decades the FCC parceled out
spectrum via' 'comparatlve" hearings that
took years and at lotteries that handed
winners free licenses that they frequently
resold for windfall proiits. But in 1993
lawmakers decided auctions would deliver
spectrum to worthy competitors more
quickly. while raIsing more money for the
government.

) "



A.10 1'11]-' \1. \I.L STl~EET JOI'H:'\,\L TL·ESD.-\Y. J~'~;E :. .J"

Hva 'W"I.L s,.".:t:TJlll·n:"t.:A... .i:la.l! Reporler I
CHICAGO - Anew survey said more '

t.'. S. manuiacturers plan to mcrease ,
hmne- thiS Year. reflectlO2' continued I
,trenlrth In the U.S. lob market. I

The studv. bv Grant Thornton LLP, :
Chlcal1:o, sala 59c-, of U.S. manufacturers I
plan to add full-llme. permanent produc- ,
tion employees thIS 'lear. up (rom ~b(,( a i
year earlier. About :In say they plan to I
keep full·tlme staff size the same. while'
~r; plan to cut pa~·roUs.

The study polled executives from :!5i
U.S. manUlactunnl; compames with an
nual sales between SIO million and SjOQ
million.

.LInder present economIc condItions.
manuiacturers dre mcreaSInI[ capacltv
and hlnn!! new workers.' saId Martm E,
Cooperman. dlrectoroi Grant Thornton s
manuiacturInI;!dlstribution g'fDUp.

The survev lound that il~( of execu·
tlves say they're "optimistic' about the
U.S. economy, while 3'7, say they're
peSSimiStiC and 26<;; are uncertam.
:-iearlv 7jC( of manufacturers saId profilS
for lim wBI rise above last years
levels - up rrom 60';, a year ago and 5i<;;
In Aprl1 o[ 199j.

Asmaller percent3ll'e. about 639i •said
1998 earmng'S would also exceed the pnor
year's levels.

Hanuiacturers Planning
.Wore Hires. Survev Savs

answered "yes.·' He entered three more S
bids and. by the time he 10l:ged off. th
toll·call bill was about 530.

For the next week. Mr....Iolof checke'
penodically te see If he needed to raise hI
bids. Instead. he found that mals he ha
expected to bid were dropping OUI. Whe
the FCC ended the auction APrIl 25. no on
had tOpped hiS SI offers.

A beammll' Mr. Molof burst into Mr
~fcLeOd's office WIth the good news.·FoL
dollars for 15 mIllion customers. " he sai(
"Mission accomplIShed." They slappe
high-fives and Mr. McLeod handed M
Molof four one-dollar bills. He IS havir

I them framed.

I
The company has yet to receive I

formal licenses. but the FCC re<:ently se'
somethinlr else Just as welcome: a refur

I
of 53.004.990. ~_!!!!!!!!I!!!!!!'

I Morgan Stanley, Dean Witter
NEW YORK - Deu Witter. Discover

I Co. and Morna Stuley Groullinc. sa
yesterday that they have completed the
ilO.2 billion merger.

The stock of the combined firm. whit
will be known as Mol'llll StaDIeY. De,
Witter. Discover if Co•• started tradit
yesterday under the symbol "MWD."

Morgan Stanley GroUP and Dean W
ter. Discover announced in February tt.
they planned to merge. creating the b'
gest securities firm in terms of mark
capitalization.

Separately, Standard 8< Poor's COl
said it has raIsed the long'term semor dE
ra tlOg'S of the former Dean Witter. D
cover to single-A-plus from sinll'Ie-A.
the same time. S&P affirmed the slOgle·
plus long-term semor debt ratings of !
rn. ......... Unl"O"SlIn S.U.nlp.v_.........._ 1 & ...

n"r:natlv (aKe~ a war '!r more, in Febrll- "
,~n. the d!!'encv comole!ea rules that let
Illdders u~e llrwaves lOr Jlmost every·
Ihlne-. (rom hll1:n·speea internet transmls·

I ,Ions to Wireless cable [v. Onl\' moolle'
ohone service was Ilmlled. oecause Ul
notenUallOlerference wHn another band ot
soectrum.

Cellular compames and telecommum·
catlons·equlpment maKers ubJected to the
ImpreCIse rules. saYlnl; the\, couldn't de- II

,erm1Oe what tyPes oi equIpment thel' II
otl!!'ht to bUild or at ·..nat cost. Thomas I

I 'Sheeler. preSident oi the Cellular Tele'
lummumcallons InduSlf\' ....ssoclatlOn. J
,obbvlng' group. Sd\'S lne FCC ne!!'lected liS
I'esponslolllt\'. 'It 5 the tree'market ap-

I (Jroacn \(one hal'Wlre. ' he sa\'s. I,
Chatrtr,an Hundt defends the FCC's I.

, hands-oif approacn_ Wllh more lime. at- I

rected mc!ustnes COUld have developed II
clearer plans. he says. but adds. "I don't Ii
think the l:0vernment snould tell mdustrv II
hOW to use spectrum.. The FCC chose nor I'
to set mmimum bidS for the auctlon. partly il
because oificlals thou!!nt It would dlscour' II
age bidders and. contrary to Conl:t'ess s II
orders. leave a lot of unauclloned licenses. II
Also. FCC officials say It would have been II
dIfficult to set minimums lor licenses In :11
dozens of Jifferent U.S. markets.

On Feb. j. ~!ichele FarqUhar. then
chlef of the FCC Wireless Bureau. warned 1'-------------
Iawmakers by letter that bidders" may not I
have had sUfficient time ... to achieve a I
successful auctIon." ~lr. Hundt enlisted I
wireless·Industry lobbvlsts. mcludmlr Mr. I
Wheeler. to persuade Conl(l'ess to delay the 1

auctlon so bidders wourd have more time to I

prepare. But thev declIned, ~fr. Wheeler
says. because It alreadv was tOO late to
change Congress s mInd-.

Out in Iowa. Mr. McLeod was m a
quandary. He thoul(ht the speclrum surely
could be used for stationary local·phone
service and perhaps for remote readlnll' of
utility meters. But suppliers couldn't pre·
dict with certainty the costS of equipment
needed for thiS particular band of spec'
trum - leaving "a hug-e hole" in the busi'
ness plan. Mr, Molof says.

Mr. McLeod figured other potentiaf
bidders faced the same problem. so li'
censes Just mllrht be a barll'am. He de<:tded
to make a few modest bids. After paying S5
a potential customer 10 the prevIous auc'
tion. McLeodUSA now expected to pay
no more than a penny a customer. "If the
licenses were aU but free." Mr. McLeod
says. "we wanted access to them."

Shortly after 8 a.m. on April 15. Mr.
Molof sat down at a [ourth·ooor computer
at McLeodUSA's old downtown headquar
ters. He had WIred the FCC a required
good-faith payment of S3.005.000. although
he really didn't expect to bId more than
Sl50.OQO. Just before the computer dialed
the FCC auctIon computer. a messall'e told
Mr. Molot his toll call would cost S2.30 a
mInute.

,\ gnd appeared. Iishnl[ cities and
regions Where licenses were available. Mr.
~folo[ moved hiS cursor to "~filwaukee. '
and Inserted tile numeral "I" In tile "bid
amount" column - lor Sl. TWice the com·

$!>-------------------------

Prentiss Acquires a Development
,DALLAS - Prentiss Properties Trost

said It acqUired a ~IX·bulldinl1: mdustnal I
dt"lelopment 11\ SUburban Lo~ Am:eles for I
'\i.3mtlllUn. I

The real-~state IIlvestment truSI said It
plans to renovate and expand the propert~·, I
w,h~~~.~~~Te.~t1y lotals ~6ti.70S square feet I

Sale of FC,C Licenses ~ets Pocket Change
",/Il/lIw/I/-,/I"1 hlsl prilli' trenched local phone C')l!lnaOle~. \011 reu·

'0-1. In ,In Inlen'lew, she "dds:lf '.Oll I lilted with se\'en e,xeC'j[jv'e~ \v·ou oe/pea
",lnl to cre"le ""tue. vou ve 1[0\ to create ! oUlid Telecom.... USA. ,le "lln~ to c,e~te" I

,,"ITlt\'. "super rel:lOnal" carr:er oltenng- L'ne'~top

~en. ~lcl'lm dnd other lawmaKers nhone serl'lce - bundlme- [Ocll. long- diS'
,.Tee. and thel' are (Jrepanm: lej{lslation l1nce. pagmg. Internet JnQ 'Jther sen,
:','QuIrIn\( the FCC to set mlOlmum bids ana Ices - m 12 Midwestern states. tocu~ml[ on
,mltthe numoer ut auctions held ma l!ll'en I ,mall and midSIze towns, ThIS IS an area
': me penL\(]. 'Seoaralely. the FCC and the ! 1)1 the countrv the bll[ ~Ul'S cuuln care les~ I

j'l~tlce Department are Investllratlnl[ that :lboUI.' he says.
,nd other Juctwns for Dosslole 11Iel!aJ The "big' \(uys Jre U S West Inc..
,:d-~Ie-nal1n£. ~lcLeodUSA IS une 01 many the Denver'based Babl' Bell. Jnd Amen· I

',:dders to receive .Justice DeDartment reo , lech Corp.. the Chlcae-o-oa~ea Bell. ~fr.

",ests lor Iniormatlon. rhe company de· I ~lcLeod Jokine-IY call~ l S \Vest Dlno.
',es :101' wrun\[QUln£.: (ulllITess Isn t for dmosaur. Jna a drawln£ In .llr, .'ie·
,~el\' to o\'erturn the last aUCliun. bUI In I mltz's office shows a 10n~'neCKec alnosaur
'le IULUre. III've 1[01 to maXImize the labeled"U S West x;:n ItS heaa stuck In

'·,lIue 01 thiS (JuOllc asset- Sen, :>'fcCaln ll~ postenor. A spOKeswoman lOr C' SWe~t

"IVS. I says ItS "Just fine It cumpelltors tnmK of
. But FCC Chairman Reed Hundt con· I us that way: It means lne\' II be otf

oeMs IImllInl[ aUClions would also limit I guard."
lompeullon. He ~ays the cellUlar mdustrv! .\fcLeodUSA has Yet to post an annual
wants to slow down aucllons because' It'S I profit and last year nad a loss of 522.3
not an mdustry that loves seelOl[ more I million on revenue oi ~Sl mlllwn. But .\.fr.
cumpetltors. And he arl(ues that money I ~lcLeod says he IS iocuslne- on market
~enerated bv aucllons IS less Important i share. He says the company nas won
lhan the fact that more than 5iO licensees customers on 2,", of the busmess·tele·
hav'e permissIOn to offer new services at phone lInes In Iowa markets It has In'
lower prices.' ~!cLeod's license IS a cheap vaded. and on 1i...., In the [limois Cities
tIcket to nde the mformallon hie-hway, ' '...·here It competes. cnlefly by reselltnl(
~fr. Hundt says.'He·1l hire people. he'll servIce purchased at whOlesale rates from
(Jay taxes, he'll create an entrepreneurial L' S West and Amerttech. ~feanhme. the
venture. What's not to like'!" company IS buiJdinll" ItS own lIber-oplIc

~othinl( at all. if you ask Mr. McLeod. network. and Mr. McLeod predictS profits
'Whatan exClltn!! tIme. says the50·year· will (Jow once customers mllrrate to that
lid exe<:UlIve. stndInIl" throug'h hiS head· system. perhaps by 1999. The plan was

'luarters at a pace Just short or a Jog-. With convIncing- enoug-h 10 help ~fcLeodUSA

Ihe company payroll rlSlO1[ SIXfold to UOO raIse SI billion In eoulty and debt last
workers m the past two vears. employees year.
nave been tripling- up In cramped offices ~fr. McLeod's Wireless stratee-v has
,caltered throu!!hout II bUlldinl:S m down· come alonl[ more Slowly. Three years ag'o
town Cedar RapIds. he asked Keith Mo'

~ow, amid stacks of boxes and the 101. a former Amen·
smell of fresh paint. abOut 1.000 are mov· tech manal(er. to
Ing IOto a new complex that sprawls across explore bidding m
a former cornfJeld oulslde town. It boaslS an FCC auClJon. Mr.
ttsown POSt office and health club. and an ~folof. 39. tracked a
acre-sized room of office CUbIcles marked few auctions before
WIth color·coded. made'up street ad· entering one last
dresses. Mr. McLeod's office, WIth a desk August for licenses

_. he bought at J.C. Penney m 1985. is at the to proVide "per'
corner o( lllh Avenue and 11th Street. But sonal commumca·
he says.'l feel like somebody PIcked me lions services." a
up and put me down m heaven." new generation of

He has been there before. In 1980. the wireless phone and
rormer hlg'h'sChool teacher and tWO pals paging semces.
started a company that became Tete· The company spent
com*USA. the nation's fourth·largest ,32.8 million. or about S5 for each of the 6.5
long-distance carner. When lonl(-distance million people ilS 26 licenses Jet 11 reach.
giant MCI bOUg'ht It m 1990. Mr, McLeod Meanwhile. a separate batCh of spe<:'
walked away with S50 million. "Once you trum suddenly became avaIlable. Last
taste that kind of accomplishment." he September. Conl:t'ess was seekmg fresh
says. "you want to taste it agam. " fundS to complete the fiscal 1997 bUdl1:et.

HaVing mastered long·distance servo Arter consultmg the FCC. lawmakers or·
ice. he decided to compete ag'amst en· dered an auctIon of unused spectrum

vaguely desll~natel1 [or "Wireless commu'
nicatlons services. The ConlP'l!sslonal
Budget Office predIcted this would raIse
Sl.8 bIllion - but to be counted in the
budg-et. the money nad to be m the Trea·
sury by Sept. :10. 199,. So ConlITess told the
FCC to aucllon the spectrum DY APril 15.

This pve the FCC about tlve months to
Write auction rules and deCide what the
spectrum could be used f~~. a yroces~~ ~~
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1. Spectrum Prices 75% Lower Than C Band Auction
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2. CDMA Again The Big Winner-Buy Lucent Technologies

The FCC's auction of the last three personal communications services licenses ended on

January 14, 1996. In this report, we provide an analysis of the outcome of the auction.
In Our view, four developments with broad implications for operators and equipment

providers bear mentioning.

4. GSM Proponents Can Now Claim National Coverage

Telecommunications Services

D/E/F Band pes Auction Results In Lower Spectrum

Prices But Another Win For CDMA Proponents

u.s. Telecommunications

3. Sprint and AT&T Gain National Coverage-Both Rated Hold

Barry M. Sine, CFA
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D/E/F Bands Personal Communications Services Auctic

Produces $2.5 Billion or $10 Par Pop

The Federal Communications Commission I FCC) completed its auction of the last th
blocks of personal communications services licenses when the auction ror the D, E an,

band licenses ended on January 14 after 276 rounds. The FCC raised just over $

billion in the auction. which works our to 59.97 per 30 MHz pop for all three licen~

Since these licenses only allow the use of 10 MHz or radio spectrum, versus 30 MHz

the A. Band C band licenses, ' ....e adjust this to arrive ar a price per 30 MHz pop.

Spectrum Prices Drop 75% Ftom C Bana Auctiol'l in May

The gold rush a:mosphere char pervaded rhe C band auction which euded in lvlay, 1~

did not carryover to the D/c/F bands auCtJon, with the price per 30 \lHz equivalent !

falling 75% from the 540 paId bv the small company partiCIpantS In (he C band, to 0

$10 in the D/E/F bands auc;:ion. This is also down roughly 35% from the A and B be
auction held in 1995, which ,vas dominated by the major U.S. telecom carriers. We
two factors behind the crash in the market for radio spectrum:

>- First, most of the major U.S. telecorn carriers that wanted a wireless telephl
license either already held one of the tWO cellular licens~s in their markers,

had successfully bid for licenses in the AlB bands auction. As we note later

the few markets where tWO or more major telecom operators did acti,
compere, license prices reached record highs.

>- Second, we believe rhat the difficulty many of the C band auction winners J

in raising financing has diminished tbe appeal of the business to others t

fear they may 110l hav~ access to the capiral markets if they did win lieen
By our COUnt, C band participants have filed with the SEC for offering5
raise ('ver $700 million in equity and $700 million in debt. Despite the !

that :lome of these companies initially filed last summer, none have yet
successfully raise any public capital.

C Sand Winners Have Yet To Raise Pub'ic Capita'

NextWave Telecom
General Wireless
Pocket Communications
Chase Telecom

Total

Proposed
Ticker
SURF
GWIA

CTEL

Inilia.
Filing Date

6/10/96
6/28/96
8/29/96
10/2196

Equity
(mils)

$300.00
$189.75
$172.50

$80.50

$742.75

Deb'
(mils

$400.0(
$220.0(

NIl
$105.0(

$725.0(

Source: Securities and Exchange Cornmissiolt and SBC Warburg Inc.
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D, E and F Auction Prices Surprisingly Low

Doaaldsoa, Laflda A'elU'8tte

20

The final auctions. the so-called D, E and F Blocks for broadband PCS were awarded on Janu
ary 14 after 275 rounds of bidding, which had begun in August 1996. The ultimate price of $2.E
billion. net of the F Block discounts, for a record 1,479 licenses by 125 bidders amounted to or
$3.32 per pop, substantially below the $27 per pop paid in the C Block last year, adjusting for
the difference in spectrum-10 MHz versus 30-by tripling the latest bid numbers. (In other than
the largest markets, 30 MHz is not often needed. so tripling is perhaps overstating the relative
value). With $10.17 billion from the C Block and $7.73 billion for the A and B rounds.( or $15 p
pop for 30 MHz wide area A and B licenses) the total bid at auction from all rounds was $20.4~

billion (excluding narrowband paging, SMR and other auctions) assuming the government actu
ally collects all the money. There is some concern-particularly with the C Block. which brough
in the most, and where payments are due over time rather than all upfront-that some of the Wi

ners will ultimately default. Those licenses would presumably be put up for bid again. but in vie
of the much lower D, E and F round prices and time to market considerations. it is virtually cer
tain that any rebids would be at substantially lower prices. In the recent bids, a 5% down pay
ment was required January 23, with another 5% due when licenses are officially granted
probably very shortly. The rules were changed somewhat this time in some ways to be more lib
eral-Le.. that only 25% of the licensed area population has to be built out in five years com
pared to 80% in the first awards: and in some ways to be more conservative-Le., the discount:
and payment terms for the F Block winners are less favorable. The F Block down payment is
20% instead of 10%, and the government loans are interest only for only two years, not six as
with the C Block.

Of the bidders, one-third were new, and they included 70 led by minorities, 50 by women and
167 by rural companies. largely in the F Block. Among the more interesting new players was
Sprint Corp. on its own rather than Sprint Spectrum, although the latter will manage the Sprint
properties: U S WEST, which also bid at the corporate level. as opposed to via U S WEST New
Vector; North Coast whose principal is related to Charles Dolan, CEO of cable company Cable..
sion Systems (North Coast bid in Cablevision Systems' cable markets as it had in the C Block)
and Rivgam/Aer Force in which investor Mario Gabelli is a principal (Aer Force was a vehicle fa
the F rounds. which require small business status). It is also interesting that Omnipoint and
Western Wireless (WWCA) ended up with 10 MHz each in certain markets where it is unlikely
either would build alone. suggesting a partnership there. WWCA already has a partnership with
Cook Inlet through which it bid in both the C and F rounds. In Sprint's case, the apparent reaSOi
for the stand-alone bid was that the company is more enthusiastic about PCS than its three ca
ble partners (Tele-Communications, or TCI, Comcast and Cox); in fact, there has been recent
pUblicity about TCI and Comcast's interest in getting out of the venture. With USW the likely ult
mate merger and then sale of the New Vector properties into AirTouch, the telephone company
will be removed from direct participation in wireless, particularly if U S WEST Media Group, nov
a tracking stock, is spun out to shareholders entirely, which we expect to happen.

PERSONAL COMMUNICATIONS SERVICES (pes)
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