
Conclusion

• There is a win/win solution for competition and taxpayers.

• Rescheduling keeps government whole.
- Ability to ensure taxpayer and competition

• Limitations of a Reauction
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License Concentration of Cellular/PCS Licensees by POPs

Total Wireline POPs

Cumulative Wireline
Total POPs

Type of Total Cellular
Carrier PCS POPs POPs

19.96% 19.96%
15.36% 35.32%
11.64%1 46.96%1
0.00% 46,96%
0.00% 46,96%
0,00% 46,96%
4.45% 51.41 %

, 4;37% 55.78%
3.55% 59.33%
3.11% 62.44%
2.81% 65.25%
2.19% 67.44%
0.00% 67.44%
1.86% 69.30%
0.00% 69,30%
1.22% 70.52% I,

Percent Cumulative
of Total Total

33,854.632

22,182,428

55,92%
63.12%
67,87%
72.33% .:~1tq1~l10~
7§.§~%' ,\11~l·§27,10Q?..:j:,
80.24% 64,58~.440

83,35% 56,569,580
86.16% 51,127.229
88.35% 39,899,419
90.28%
92.14%
93.91%
95.12%

19.~% .... ~3,330.11~
35.32% .279.542,834"
46.96% 211,792,075

Total Percent
POPs of Total

0.116 .' 19.96% ..
2.834''':1';' 15.36%

211,792.075 11.64%
163,011,126 8,96%
131,044,147 7.20%

6,511,543 86,585,074 4.76%
54,986,809 . orr 81.016,408.; .. 4.45%
77 435326:,,7:\79521;100~;;,f;~,:; 4.37%> ..

'--- :.,'. ".~.::" ,"',:,:,'; .:~;:i:,'f-/._:.-::·:::::.: .. ::·--::.:.::::·:i':':Y:::·:·:·:~:':::;·,:::':·:·:::·.:· :', <):'!..':-.'( ':':X")i::::l:'th ,~.' "",": ,:i.\\:::::::;'::>~:\L>:.:·::::·.'·:·::. ",' .": :,':' .,.:'> co': .. : ':":.::', :<:"

55.397.316 . , 64,582;440 3.55%
25.089;303 ' . 5ES.569;~80 .. '" .. 3.11%
25,279,238' 51.127.229" 2.81%
31.717,797 39.899.419 2.19%

35,114,380 1,93%
33.854,632 1.86%
32,081,732 1,76%
22.182.428 1.22%

149,979,864
Non-Wireline 163,011,126
Non-Wireline 131,044,147
Non-Wireline 80,073,531

line 2().02~,f)99

~.o91;"!1
···.·····~m~~,1~4
~1!4~O.?7r
25,847,991
8,181.6?2

35,114,380
33.854.632
32,081,732
22,182,428

Y\lireU"'···
Wireljm~s;
Non-Wireline
Wireline
Non-Wireline
Wireline

WireTine~ . ",'-258.539,720 104.790.3
'i" \Mreline '<::«"5'279,542,834"

Wlreline 61.812.211

Company
AT&T
Sprint
PCS PrimeCo
NextWave
Omnipoint
Western Wireless
BeliSouth
GTE
Southwestern
ALLTEL
TDS/Aerial
Ameritech
Pocket
PacTel
Intercel
US West

The top 3 wireline companies own nearly half of the available POPs in the US

And, more than 70% of the available POPs in the U,S, are controlled by 11 wireline companies.

Source: FCC data and Donaldson, Lufkin & Jenrette Report, The Wireless Communications Industry (Spring 1997),



License Concentration of Cellular/PCS Licensees by Markets

Cellular Carriers PCS Carriers

Rank Market Name
1 NewYorl<,NY
2 Los Angeles, CA
3 Chicago, IL
4 San FranCIsco, CA
5 Philadelphia, PA
6 Dallas, TX
7 Detroit, Ml
8 Houston, TX
9 Washington, DC
10 Boslon, MA
11 Atlanta, GA
12 Miami, FL
13 MinneapoliS, MN
14 Seattle, WA
15 Cleveland, OH
16 St LOUIS, MO
17 Phoenix, AZ
18 San Diego, CA
19 Baltimore, MD
20 Pittsburgh PA
21 Tampa, FL
22 Denver, CO
23 CinClnnatl,OH
24 Portland, OR
25 Kansas City, MO
26 Charlotte, NC
27 Sacramento, CA
28 Milwaukee, WI
29 Norfolk, VA
30 San Antonio, TX
31 NashVille, TN
32 Columbus,OH
33 PrOVidence, RI
34 Sail Lake City, UT
35 MemphiS TN
36 Ortando, FL
37 LouISVIlle, KY

38 IndianapoliS, IN
39 New Orteans, LA
40 Oklahoma City, OK
41 Greensbore, NC
42 B<rmlngham, AL
43 Raleigh, NC
44 Buffalo, NY
45 Dayton, OH
46 Jacksonville, FL
47 Richmond, VA
48 Rochester, NY
49 Hartford, CT
50 Albany, NY

1996
POPs

18,400203
15,679,293

8.467,720
6,842.466
5,984.423
4,828,566
4,785,173
4,598,155
4.410,587
4,177,962
3,763,994
3,577,306
3,063,561
3,055,225
2,940,521
2807,363
2,720,380
2,679,864
2,552338
2,517,972
2,394,524
2386,290
2,091}74
1,945,500
1930,633
1861,677
1,832812
1,799,556
1.785,196
1}28,049
1,591,314
1,574,030
1,505,903
1.497,885
1.471,561
1.447.059
1.428,320
1.420258
1,396.435
1,368,004
1,330,742
1,270,221
1,261,166
1,234,670
1,218,672
1,208,139
1,191,504
1,153,214
1,121,164
1,057,18'

A B
AT&T BANM

LA Cellular AlrTouCh
SBM AMERITECH
AT&T GTE

Corneast BANM
AT&T SBM

AlrTouch AMERITECH
AT&TfBELLSOUTH GTE

SBM BANM
SBM BANM

AlrTouch BELLSOUTH
AT&T BELLSOUTH
AT&T ArrTouch
AT&T AlrTouch

Air Touch GTE
AMERITECH SBM

BANM AlrTouch
GTE AlrTouch
SBM BANM
AT&T BANM
AT&T GTE
AT&T AlrTouch

AlrTouch AMERITECH
AT&T AlrTouch

AT&TfAlrTouch SBM
BANM ALLTEL
AT&T AlrTouch

BELLSOUTH AMERITECH
360Comm GTE

AT&T SBM
GTE BELLSOUTH

AlrTouch AMERITECH
SNET BANM
AT&T AirTouch
GTE BELLSOUTH

AT&T BELLSOUTH
GTE BELLSOUTH

BELLSOUTH GTE
Radiolorle BELLSOUTH

AT&T SBM
GTE 360Comm,
GTE BELLSOUTH
GTE 360 Comm
SBM BANM

AMERITECH AirTouch
AT&T BELLSOUTH

BELLSOUTH GTE
SBM BANM

BANM SNET
SBM BANM

A B f 0 E f.
OMPT SpRiNT NextWave OMPT AT&T Northcoast

SPRINT PACTEL NextWave AT&T Gabelh Gabelll
AT&T PRIMECO Pocket SPRINT SPRINT NextWave

SPRINT PACTEL GWI AT&T Western NextWave
AT&T SPRINT OMPT Corneast Gabelll NextWave

PRIMECO SPRINT Pocket AT&T AT&T NextWave
AT&T SPRINT Pocket NextWave OMPT OMPT

AERIAL PRIMECO NextWave SPRINT AT&T Telecorp
SPRINT AT&T NextWave Gabellt OMPT Gabelll
AT&T SPRINT NextWave OMPT OMPT Northcoast
AT&T Intarcal GWI SPRINT ALLTEL NextWave

SPRINT PRIMECO GWI AT&T OMPT OMPT
SPRINT AERIAL NextWave U SWEST AT&T Northcoast
Westarn SPRINT NextWave AT&T Westorn Western

AMERITECH AT&T NextWave SPRINT Western N0I1hcoast
AT&T SPRINT Pocket OMPT Western NextWave
AT&T SPRINT REAUCTtON U SWEST Western Western

SPRINT PACTEL NextWave AT&T Gabelll Central OR
SPRINT AT&T NextWave Gabellt Gabellt OMPT
SPRINT AERIAL NextWave AT&T Radlofone Devon
AERIAL PRIMECO NextWave SPRINT BELLSOUTH Telecorp
SPRINT Western NextWave AT&T USWEST RadlOfone
AT&T GTE NextWave SPRINT CINCINNATI BELL Western

Western SPRINT NextWave AT&T US WEST Magnacom
SPRINT AERIAL NextWave ALLTEL AT&T DCC
AT&T BElLSOUTH NextWave SPRINT ALLTEl AJrGate

SPRINT PACTEL GWI AT&T WEST COAST NexlWave
SPRINT PRIMECO Indus, Inc AT&T Western NextWave
AT&T PRIMECO NextWave SPRINT Western OMPT

SPRINT PRIMECO NextWave Western AT&T OMPT
SPRINT AT&T Chase lntercel Intercel OMPT
AT&T Intercel NextWave SPRINT SPRINT Northcoast
AT&T SPRINT NextWave ACC Northcoast OMPT

Western SPRINT PCS 2000 AT&T USWEST NextWave
Intercel SBM Chase SPRINT ALLTEL Telecorp
AERIAL PRIMECO NextWave SPRINT AT&T Telecorp

AT&T SPRINT NextWave Intercel lntercel Mercury PCS
SPRINT AMERITECH NextWave AT&T OMPT 21 st Century
SPRINT PRIMECO Pocket AT&T AT&T Telecorp
Western SPRINT NextWave Tnad AT&T DCC

AT&T BELLSOUTH NextWave SPRINT ALLTEL AlrGate
SPRINT Intercel Mercury PCS ALLTEL AT&T OMPT
AT&T BELLSOUTH Urban SPRINT ALLTEL ComScape

SPRINT AT&T OMPT Gabelll REAUCTtON Devon
AT&T GTE NextWave SPRINT Western Davco

Intercel PRIMECO NextWave SPRINT ALLTEL Southern Wireless. L P
AT&T PRIMECO NextWave SPRINT western Urban

SPRINT AT&T OMPT OMPT AT&T Northcoast
OMPT SPRINT Gabelll AT&T AT&T Northcoast
OMPT SPRINT NextWave AT&T ACC Vtel

Wlrellne companies own 79% of the cellular licenses and 87% of the A·and B·block pes licenses In the top 50 markets
In 101al, wlrellne compaOies own 57 percent of the cellular/peS licenses In the top 50 markets

Source FCC data and Donaldson, Lufkin & Jenrette Report, The VVireless CommUnications Industry (Spring 1997)
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- TELECOMMUNICATIONS SERVICES
July 8, 1997 - Inlttation of Coverage

----- -- ~---

RICHARD PRENnSS
(813) 573-3800 X2587

TOM STASZAK
REsEARO-l AsSOCJATE

OMNIPOINT CORPORATION ._. "-' ......- -
(OTC.QM - RAllNG: rB~UY~(~1ir)~~!!II:'l

~~~-,.~

1mAIl) .umz: .1SD.e
$(0.39) $(1.02)A $(1.82)
(0.47) (1.38) (1.95)
(0.55) (1.64) (1.95)
(1.21 ) (249) (z·72)

$(2.71) $(8.51) $(8.404)

ReY8nues (mit) .$0.5 $68.7 $243.5
!B1TDA(mI) $(84.8) $(184.6) $(149.5)

(8)F~ iPS~ en ..............III)INI'. GnpiOAubrlltlc em PrD [.lnc., 1S1lt1.

--
~~

N00i.~~
• Wi ARE INmATrNG COVERAGE OF OIlNlPOINT wmt A BUY (1) RATING AS ITS

INTERNAnoNAU.Y ACCI.AIIED SENIOR MANAGEMENT TEAll IMPROVES COVERAGE IN
NI!W YORK AN) PREPARES TO lAUNCH SERVICE IN PHILADELPHIA.

• As A PIONI!I!R"S PREfERENCI! W1NN1!Jl AND SIIALL BUSINESS, OMPT ACQUIRED IT'S
UCENSU AT A DISCOUNt' OR WI'I1I VERY FAVORABlR GOVERNIIINT FINANCING. ITS
LARGE, WCRATIVE IIARICETS IfAVE HIGH POPULATION DENsmES AND INCIJJPE
INTERNAnCNAL cmEB THAT MAKE OIDIPOINT AN IDEAL PARTICIPANT IN THE
CONTINUED CCHSOUDA'I10N OF THE GLOBAL TEL&COU_NCATIONS INDUSTRY.

• TliI! FCC IS ACT1VI!LY CONII:tERING IMPROVING THE TERIII OF THE GCM!RNMIiNT
FJNANCI!G. WI! IILEVE THATRE~ 0' ITS FINAL DECISION, OUR MID-YEAR
1191 TARGIiT PRleI! OF $21 COULD BECAUSE OF BEilER FINANCING 110011I
Oil SLOWER10 MATEJU.&I rzp COMPETI11DN.

• COlI... naB wmt THE POTI!N11AL OF ITS TECHNDLDGY BUSINESS, ·'BASeBALL
TRADING CARD" UCENSU AND CURRENT 71% UPSIDI! TO OUR TARGET PRICII
PRCMDI!S WHAT WE 8SJEVE IS A COIIPBLUNG REASON TO INVE8T IN OMNIPOINT.
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:0 THE FCC ,\t:CTIONS AND THE FUTURE OF RADIO SPECT"RL'"M MA.'-.:A(jElviENT April 19'

per-megahenz pnce paid for the Chicago licenses was
$1. OS-notably higher than the pnces paid for the sm
gle compct1tl\'cly auctioned licenses In the Ncw York
and Los Angeles markets ($0.56 and $086. rcspec
tlvely) Pnces could be expected to vary bctween mar
kets on the baSIS of consumer demographlcs-mcome
and time spent commutlng In automobiles. for exam
ple-but differences as large as those evident In the
A&B block auctlon are too great to be explained by
such factors.

Additional questlons about the efficiency of the
distribution of licenses m the A&B block auction and
the two other broadband sales that followed it are raised
when the average pnces for licenses are compared. The
average per-person. per-megahertz pnce 10 the A&B
block was about $050 The C block auction regIStered
a substanuall~ higher pnce of about S135. which drops
to about $0.80 after adjusting for the terms of the m
stallment pa~ments available to the small busmesses
that won C block licenses (see Box I, which discusses
the differences in prices paid for licenses in the A&B
and C block auctions). In contrast, the average pnce 10

the D,E&F auction was about $0.35. lower than that
reported in either of the broadband PCS auctions that
preceded it. Prices could be expected to vary among
the auctions because the licenses sold granted the right
to use different-sized blocks of spectrum that allowed
the licensee to operate In different-sized geographIc
areas. Nevenheless, the rankmg of average pnces from
high to low corresponds to the potential competition 10

each of the auctions as measured by the eligibility ratio
That ratio was 6.7 for the C block sale. compared with
1.9 for the A&B block sale and 1.7 for the D,E&F sale.

Why wasn't the A&B block auctlon more competi
tive? Fewer bidders entered that auctlon because the
Fee restncted partiCIpation bv the current holders of
cellular licenses and peonitted would-be competitors to
join forces before the auction be2an. Both decisions
should be evaluated as trade-ofrs between ensuring
competition In wireless telecommunications markets
and ensunn2 competition in the auctions for licenses to
participate In those markets. Specifically, the conurus
sian chose to sacrifice the opportunity to maximize auc
tion receipts to ensure an adequate number of techni
cally capable and finanCially sOW1d servIce providers
and, ultImately. to sustam the competitive pncmg and
services that such proVIders would bring to telecommu
nications markets.

Table 2.
Total Population in Markets for Personal
Communications and Cellular Telephone Service
Covered by the Three Largest Winners in the A&'
Block Auction (In millions of people)

Personal
Communl- Cellular

cations Telephone
Services Services Toti:;

AT&T 107.0 68.3' 175

WlrelessCo 144.9 28.4~ 173

PCS PrimeCo 57.2 110.4< 167

SOURCE Congressional Budget Office based on Peter Cramtc
"The FCC Spectrum Auctions: An Early Assessmel
(draft. university of Maryland. July 15. 1996), Table
and Cellular Telephone Industry ASSOCIation. The Wh
Jess MarKetbooJ( (Spnng 1996) .

a. Estimated as the difference oetween the total mObile telepho
pClpulatK:ln as reported by the Cellular Telephone Industry Asso
ation and the total population In the personal communic:lltlo
seMces markets as reported by Cramton.

b. Represents the cellular telephone markets of WlrelessCo Pll
ners Comeast (7.6 million people) and Cox CommunlC3tlo
(20.8 million people).

c. Represents the cellular telephone markets of Bell AtianticlNYNI
(57.7 m""on people) and A1rTouch (55.2 million people) adjust
downward by 2.5 million people for overlapping licenses In ~

zona markets.

The result of the A&B block auction that me
strongly suggests an efficient distribution of licem
was the success of bidders 10 aggregating groups
licenses. Each of the three largest winning bidders
AT&T. WirelessCo, and pes PrimeCo-won licem
that enable them to offer natlonwide service.24 1
pes licenses won by AT&T and pes PrimeCo, wh
combined with the cellular telephone licenses that ell
bidder already owned, provide nearly complete natiol
coverage. WirelessCo, the largest winner in the al
tion. had the smallest cellular coverage but won 29 Pl

24. WirelessCo is a combination of the long-distance telephone com'P
Spnnt and three large cable teleVISIon companIes (TCI, Comcast.
Cox Commumcauons). After the A&B block a.ucuon. Wircles
changed its name 10 SpnntCom. pes PnmeCo IS a combinatio·
three regIonal Bell operating comparues (NYNEX. Bell A1IanUc.
USWest) plus AirTouch (a spm-off of another former Bell comp:
Pa.cTeI), which proVldes cellular teleohone SeTVlce m!a4~!;5 ope
l11g area. -

-~-':
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SECURITIES AND EXCHANGE COM:VllSSION
WASHINGTON. D.C. 20549

FORM S-4
REGISTRAnON STATEMENT

UNDER
THE SECURITIES ACT OF 1933

POWERTEL. INC.
(Exact Name of Registrant as Specified in its Charter)

Delaware
(State or Other Jurisdiction of
Incorporation or Organization)
</TABLE>

<TABLE>
<CAPTION>
<S> <C> <C>

4812 58-1944750
(Primary Standard Industrial (I.R.S. Employer Identification Number)

Classification Code Number)

1233 O.G. Skinner Drive. West Point. Georgia 31833
(706) 645-2000

(Address, Including Zip Code, and Telephone Number, Including
Area Code, of Registrant's Principal Executive Offices)

Allen E. Smith
President and Chief Executive Officer

Powertel, Inc.
1233 a.G. Skinner Drive

West Point, Georgia 3 1833
(706) 645-2000

(706) 645-9523 (Fax)
(Name. Address, Including Zip Code. and Telephone Number, Including Area

Code, of Agent for Service)

With a Copy to:
Glenn W. Stunn, Esq. Jill F. Dorsey, Esq.
James Walker, Esq. Powertel, Inc.

Nelson Mullins Riley & Scarborough, L.L.P. 1233 a.G. Skinner Drive
First Union Plaza, Suite 1400 West Point, Georgia 31833
999 Peachtree Street N.E. (706) 645-2000

Atlanta, Georgia 30309 (706) 645-9523 (Fax)
(404) 817-6000

(404) 817-6050 (Fax)



\IARCH 31. 1997

ACTUAL \S ADJUSTED

(DOLLARS IN THOUSA:'JDS)
<5> <C> <C>
CASH. CASH EQLWALENTS AND SHORT-TERM INVESnlENTS . $ 207.511 $ 500.217

RESTRICTED CASH FOR PAYMENT OF rNTERESn,\).

CASH HELD IN ESCROW(S)

s

S 5.405

S 89.618

CURRENT PORTCON OF LONG-TERM DEBL..
LONG-TERM DEBT

February 1996 Notes ..
April \996 Notes ....
Notes .....
Vendor Financing Agreement.. .
Other...

S 112 S

223.080 223.080
223.738 223.738

300.000
103.833 103.833

715 325

112

Total long-term debt 551.366 850.976

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

and outstanding: convenible..
Preferred Stock -- Series B. $.01 par value: \00.000 issued
and outstanding: convertible.....

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

Preferred Stock -- Series D. $.0\ par value: 50.000 issued
and outstanding: convenible... .. .

Common Stock. $.0\ par value. 55,000.000 shares authorized
and 26.864.511 shares issued and outstanding(c) ..

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

269 269
474.83\

(8,657)
(\65)

(345)

Total stockholders' equity ...

Total capitalization..

<{fABLE>

377.487

............ $ 928.965

465.937

$ 1.3\7.025

(a) Reflects the estimated ponion 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
adjustment obligations.

(c) Includes 35.000 shares outstanding as of March 31. \997 under the
Company's [995 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 Convenible Preferred Stock and Series B Convenible 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 Convenible
Preferred Stock. See 'The Preferred Stock Sales"
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SELECTED HISTORlCAL F!7'lANCIAL INFORMATION

The following table sets forth certain selected historical financial
information for the Company as of and for each of the years in the five-year
period ended December 3 1. 1996 and as of and for the three months ended March
3\. 1997 and 1996. The financial information as of and for each of the years in
the five-year period ended December 3 I. 1996 was derived from the consolidated
financial statements and notes thereto of the Company. which have been audited
by Arthur Andersen LLP. independent public accountants. The financial
information as of and for the three months ended March 3 J. 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 Information." "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)
<S> <C> <C> <C> <C> <C> <C> <C>
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 9.349 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 ·U80 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

543
131
260

1,674
46
48

3,999
635

(48)

6.596
1,657

(295)

(28,631 )
(3,175)

1.226

572
(739)

303

(24.550)
4,543

473

Operating income (loss) ..
Interest (income) expense(a)
Miscellaneous (income) expense ......

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

(29,566) 1,008 (26,682)
472 (1,654) 2,230

5,234 3,412
1,535 567

1.580
52

152

Net income (loss) before
cumulative effect ..... (29,566)

Cumulative effect of change in
accounting principle. net of tax(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 $ 1.013 $ 100



Earnings per share:
Net income (loss) before cumulative
effect of change
in accounting princIple. ... $ (1.1 0) $03 $ (100) $

Cumulative effect of change in
accounting principle. net of tax(b) . 1.13) ( 10)

29 $ 19 $ 16 $ .02

\;etincome(loss)pershare $ (1.10)$ (10\$ (1t0)$ .29 $ 19 $ 16 $ 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 FfNANCIAL AND OPERATfNG DATA
EBITDA(c) .... $ (12.244) $ ·l.\93 $ (2"+66) $ 11.992 $ 7.720 $ 3.469 $ 1.850
Ratio of earnings to tixed
charges(d).. 3.9x 55x 27.3x 2.1x

Capital expenditures ... .. ...... $ 36.209 $ 10.874 $ 233.551 $ 7.661 $ 2.866 $ !.l05 $ 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(t) 737.800 737.800 737.800 732.900 728.200 281.800 277..+00
PCS Subscribers at end of period. 34.886 14.892
Net PCS population equivalents(!) ... 24.293.000 17460.000 17.460.000

<!TABLE>
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<PAGE> 39
<TABLE>
<CAPTION>

AT DECEMBER 31.
AT MARCH 31.

1997 1996 1995 1994 1993 1992

(1.048)
4.960

(36)
5,983

<C>

1.841
33.374

4.845
36.674

(22.766)
407.007

(DOLLARS IN THOUSANDS)
<C> <C> <C> <C>

(52.332)
377,487

<S> <C>
BALANCE SHEET DATA
Working capital $ 200.646 $ 256.349 $ 977 $ 2.710 $ 547 $ 908
Property and equipment net 284,713 251.269 18.066 13.262 5,545 5,394
Licenses. goodwi II 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-tenn obligations. . 551.366 504.065 29.41 I 11,030 2.019 2.194
Retained earnings
(accumulated deficit)

Stockholders' equity .
<!TABLE>

(a) The Company had interest income ofS3.3 million and $2.3 million for
the three months ended March 31, 1997 and 1996, respectively, and $17.3
million for the year ended December 3 I, 1996. The Company had no
interest income tor the years ended December 3 I. 1995, 1994. 1993 and
1992. Excludes capitalized interest of$6. 7 million and $2.7 million
for the three months ended March 3 J. 1997 and 1996. respectively, and
$29.0 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 ofInterest 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 Fonna Financial
Infonnation."

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



....
customers receive discounted cellular equipment l'r alflime 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) EBlTDA represents earnmgs tram 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 oftinancial performance under generallv accepted
accountmg prinCiples and should not be considered an alternatl\C to
net income as a measure of performance or to cash tlow as a measure of
liquidity.

(d) Earnings were insufficient to cover tixed charges by $363 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 of rent expense under
operating leases representing interest.

(e) Cellular subscribers at end of period include 14.216.20.288.25.-\56.
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. respective Iv . See "The Maine Disposition."

If) Net Population Equivalents means the estimated population ufthe
license market area multiplied by the percentage ownership of the
license. The estimated population is based on the 1996 Paul Kagan
Associates. Inc. Cellular/PCS POP Book The Company owns 100% of each
of its PCS licenses and 100% of each of its cellular licenses. For the
years ended December 31. 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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Dollar Days

Sale of FC C Licenses
In Several States ~ets
Budget Pocket Change

Public .\irwa\·es \Vent Cheap
After Congress Pushed
Agency for Fast .-\uctions

~lcL~od Bags Four for S~

By BRYA~ GKlLEY
Staff Reporter or Tile: WALL ~ rHU:T JULIl",\L

CEDAR RAPIDS. Iowa - Clark McLeod
loves grabbing a cheap cafetena lunch at
his companys new headquarter~ ~ere,

One recent afternoon. he paId only ~4.~0 for
a generous slice of cheese plZZa. a barbe
cued-beef sandWich and coffee.

But Mr. :'rlcLeod ~ot an even better deal
In April when he bought g'overnment li
censes to use the
public :.l1fwaves. In
a Federal Commu
mcations CommIs
SiOn auCllon.
:'lcLeodUSA Inc.
was the high bidder
for licenses to offer
wlreless commum
cations to 15 million
people in four
states.

The pnce: Four
bucks.

That's right.
McLeodUSA paid SI
for each lIcense giving It permission to
serve most of Iowa. Wisconsm. :'1innesota
and Nebraska. The licenses Will play ttleir
part 10 Mr. McLeod's bll; plan to sell
bundled local and long-distance telephone.
cellular. pagmg and Internet services
across the upper Midwest. Br~'ce Nemitz. a
company vIce preSident. deadpans: "Our

: CFO guaranteed we could double our
money.

:'lcLeodUSA·s gooa fortune IS now the
subject of spirIted debate In Washington.
\\Ith pollcymakers torn between the duel
tng goals of fostenng comoetltlon In tele
commUnications and balanCinli the federal
budget. While no one doubts .\11'. .\IcLeod
Will fuel competitIOn - :le sold hIS first
company to :'rICl CommUnIcations Corp.
for SU5 bIllion - thev proress shock and
dismay that anyone COUld buy an FCC
WIreless llcense for less than the pnce of J.

liallon of gasoline.
Thirteen pnor FCC auctlons ot rHihts to

use electromag-neflc spectrum garnered
523 bilhon in bids for 1.21~ licenses - lir
about S5. I million ,1 license. Wmners
have poured more than ;)10 billIOn Into the
U.S. Treasury. With more to come,

But the latest auctIOn looks more like d

fire sale. CongTesswnal budgeteers ex·
pected it to fetch SUi blillon. but bidders
offered Just 513.6 million for 128 licenses-a
measly average of S106.000 apiece. Bar
gains abounded. BellSouth Corp .• the At
lanta-based Baby Bell. sna/iged licenses
for Kentucky. Tennessee and the Carolinas
for just 51.002 each. And. like McLeod USA.
two other companies paId 51 each for other
:\-lissoun. Minnesota and WisconSin Ii
censes.
Budget Hole

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

Congress hurried the auctlon because It
wanted to plug a hole In the budget. This
meant potentlal bidders didn't have time to
develop busmess plans and line up financ
ing. TelecommunIcatlOns·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 "comparatl\'e" hearings that
took years and at lottenes that handed
winners free licenses that they frequently
resold for windfall profits. But in 1993
lawmakers deCided auctlons would deliver
spectrum to worthy competitors more
qUickly. while raising more money for the
government.

:-low cntlcs contend so much spectrul1]
has been shopped that ItS market value IS
falling. and they say future auctions could
reap fewer and fewer deficit-cuttim:...illJl:
lars. That could be a oroblem because the
balanced-budget dea/cut by Congress and
;he Clinton admlnIstratlon expects spec
trum auctlons to raise 526,3 billion over the
next five years.

TeleviSIOn broadcasters. warned be
cause the budget deal also targ-ets some at
their eXlstmg spectrum for auctiOn. are
telling lawmakers that auctIOns have run
their course_ [Separatelv. broadcasters reo
cently were awarded free ilcenses to beam
dIgital Signals - a move ordered by Con
gress and blessed by many lawmakers.
Sen. McCain excluded. who now complain
the latest auction raised too little cash.)
'Create Scarcity'

Cellular-phone-servlce companies that
won in pnor auctions complain that falling
prices have devalued their licenses. This
makes it harder tor them to raIse capital
for their wireless svstems. which in turn
delays competitIOn: they say. They want
Congress to have the FCC allot spectrum
more slowly.

At a recent Washing-ton soiree. Mimi
Dawson. a lobbyist for :\-10torola Inc.. the
big wireless-commUniCatIOns company.
flashed her diamond nng' and said. "You
see this.' It wouldnt be worth a dime If
DeBeers Ithe South Alman cartel I put
their diamonds on the market the same
way we're putting spectrum on the mar·

Please Till'll to PII!)e A/U, Column /

\
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Sale of FCC Licenses :Nets Pocket Change Hanufacturers Planninf!
Hare Hires. Survey Says

Morgan Stanlev, Dean Witte
I ~EW YORK - Dean Witter. DiSCI
I Co, and Montan Stanley Group Inc

yesterday that they have camplete<
S10.2 billlon merger,

The stock of the combined firm,
WIll be known as Morpn Stanley,
Witter, Discover lie Co,. started tl
yesterday under the SymbOL "MWD,

:'.Iorgan Stanley Group and Dea
ter, Discover announced In Februar
they planned to merge. creatlnl\ tr
gest securmes firm tn terms of n
capltahzation,

5eparatelv, Standard & Poor's
said II has raised the long--term Senll
raunl(S of the former Dean Wlttet
cover to stngle'A'plus from Single
the same orne, S&P aftJrmed the sir

Prentiss :\cquires a Development
lJALLAS - PrenllSS Properties Trust

,aid It acqUired a slXbulldlng- IncJustnal
.il'velOpmelli In SUburban Lo, An~ele> tor
'1 ~3 mlilidn.

n,e reale,Llle Investment trust said It
:>[ans to rpnl'Vllle ,Ind expllnu Ihe propel-II,

'II/O!llI'1I t If 1111 !-/l.,O( P'Uff' :~cncnea local phonE:' !_"X:lOaflJt'.:, . .\,.1'.\ reu 'r:TlJl!\' [J,hCS J. \t'd[ ur mon' ill Feoru- Hl.I a y" ·\I.L -STHI-;tT Jlllll ... .\.L .::dal( Rcpo

. ..{ [n ~rl \l\:~'!'\'lt'\ ..,: Srll' lUGS ','I\! 1 !li[t'C wrch seVen t'Xt",'.l:I\"l-':,\ \\'(1:, ne/DeG :r',. ~he J!!enC\ como/e!ea n:ks that Jet I,'HICAGU - r\ !lew survtl\' sala rr
. lnt t{) n~';ill' \~llIJt'. \'Utl \'e IlO( tll create TJlld TejeCom"l:~A, ,'":t? j;r7;s :0 17"',:']te:t llidders U~t' JIf"\V;lveS ror J.lnWSL even-. I'.S. manuiacturers _i[J.n 1.0 InCr€

" 11TH\' super re~lUnai \'J.:-~:er I)upnnl[ _lnt'-~I()p Ihint?, from Ill£n'speea Internet lfan:;mlS' ) Il1rmg- thlS ',lear, rei eCHng- conlin
,en, \lcl'jln "nct other lawmaKers "hone sernce - tJunalln£ (' c" <';1'£ als ""ns to Wireless cable 1'\' :lnll· mobile' ,trength lh the lr,S, lob marKet-

,,,ree, dnd [>]C\lre ~repann" h,lslatlOn [Inee, paging', Inter~e!wc ~'Iner sen :Irune service was limited, :)ecause 1)1 The stUdl', bl' (;rant Thornton L
"qllJrln~ <np reT 10 set mmlnlum olds and '- ,'5 - In l~ ,\llctwes[ern S(I[[eS, :JC1Sln"On (I Henllal Interference with anutner Dlwd 01 c'hlcago, said j~', of US manufactu
.r.1lt the ntlrnoer UI ductlOns held In a "ll'en ,'lldll and midSize to','~s. fh:s:s.in ,1rca,I,,~ctrum. plan to add (ulillme, oermanent prol

Ime penuu ~eDaratelv, Ihe r'CC and Ihe <>1 the countrv the 01" "U\'S "")lli(\ (Jre less Cellular cumoames and telecummum < lion empluvees thiS vear- up (rom ~t
11,1lce Uepartment are Investlgatmg Ihat lbOUL he savs, caliOnS-eQUIDment maKers uotected to thc " :' ear earner- About J2': sal' thel' pia
nn uther luClions lor DOSSlble tlle~al The' bIg ~uys dre r I S \\esl Inc .:npreCise rUles, saving- Ihev couldn t de- Keep full-tIme stall size the same, v.
,u·;lgnallng, \!cLeodUSA IS one ul manv :IH' Denver'oased BaD\' 8ell. dno .\men· ",'rmme whdt tyPes 01 e(Julprnem IhcI ~'< plan to CUI oal'rolls,

',,"ders III reel'I\" Jllstlce Uepartment re' h C th ~'h 0 [I \1 "'.I"ht to oUlld or ;11 wnat cost- rhumas The studv polled execullves Iromu . !I'( orp" e L logo-oasea De" , r. -' l' S manulactunng companies with
,<Iests lUI :nlurmallOn, fhl' ('omDanl' ae' \lcLeod IOKing-lv calls \: S \\est Ulno, <,\'heeler- preSioent O( the Cellular Telt'- nual sales between ~lu million and

. ;t:':i .tn\' ',l,,:n1nI!OlJln't!.' L'\J[lllress lsn: '1.\[' dinosaur. Jno .1 drJ.wlO::.: 'n .\1r Sp- JmmumCCiuons [ndustfv .-bsuuauon, 1 tnlllwn.
,1'1\ to 1,lenllrn tile IJsl "ucllon, blll:n ,."lll So(flce shows a ,;'n:!'nelKe~ GII111SaUr 'chl'mg group, savs the FCC ne!?:leeted Its I.·nder present economic cunalll
'It' lulure. \""1' Vt' 'g"ot iO maXImize the :toelec1 '-L; S \Vest .\ :: ....; l:S rW1G stun: In "~';)onSIOlllt\'. [ts the tree· 1narl<e{ Jr·
due ot IhiS IJUO[IC asseL Sen \lcCatn ,IS pOsterIOr- A spoKeslloman l>:r, S\\1'" IT'lcn gone naVWlre, hi' ,,II'S lI1anulacturers He Increasing cap,

,lV5, says It s lUSt line !I l.,mDel\[crs :nlnK 01 'halrrr,an Hunctt delends (he FCCs "nd hlnng new worKers, said \[art!
But ~"CC Chairman Keed Hundt con· us (hat wav: II ~,eans tnt'"~ II he 'Ilf hands·olf approacn. With more lime, ai- Cuoperman, director 01 Grant Thornt

'ends 11Int\ing auctions would also IIffi It ~Ilard,' rected mclustnes cOllld hal'e developed rna~~~a~~r~~~r~~~~~~~~\~o<~f~x
lomptlilLOn, He savs the cellUlar tndustrv \lcLeodU5A has I·eI LO 80S[ an annual' ,'letHer plans, he sal'S, but adds, "I dont 'I
,,'ants to SlOW clown aUCllons because·lt's ··t d I t v ar ~ " J I .. )( -," 3 'lhln" the aovernment -hould tellindustrv II !Jves say Ihey re "optimIstic' lboulproll an as . e' ,au u» l ,"-, " - U,S, economy, while 3':", sal' the
not an Industrv that loves seeing more I mlillon on revenue Ot '~l millIOn lOut \Ir. 'lOW to use spectrum, The FCC chose nOI " pesslmlsllC jnd 26<:: are uncerl
<umpetltors And he argues lOat monel' \lcLeDd says he IS iocuslng 'In marKet I Ii) set mlOlmum olds [or the auctlOn, partlv :;earlv 7Sr; of manulacturers said pr
;.'pnerated bl' :Wellons IS iess Important share. He says the company nas won because offiCials thOught It would dlscour· ior 199/ Will nse above last VI
Ihan the iact that more than j70 ltcensees customers on 27'-, of me bUSlneSS'lele- Ige bidders and, contrary 10 Cuncress S
1al'e permISSIOn 10 offer new servIces at pnune lines tn iowa marKets 'I has In- I urders, leave a lot of unauctIOned licenses, levels - up from tiD'" a vear ago and
'owpr pnces, ~lcLeod's license IS a cheap .. acted, and on l~~. i~ the illinOIS cIties Also, FCC ofiJcials sal' It would have heen " in Apnl ofl~9S,
Ilcket to ride the Informallon highway, '-"here It competes, cmeflv b\ ceselltng lllfEcult to set mtnlmums tor licenses In A smaller percentage, aboulti3';"
\Ir- Hundt sal'S, 'He'll hire people, hell serVIce purChased at whOlesale rates irom dozens of different U,S, markets, 1998 earnml:s would also exceed the I
pay taxes. hell create an entrepreneunal C S West and Amemech, ~Ieantlme, the On Feb, j. ~llchele Farauhar, then' year's levels,
venture. What's not to like:" company IS bUlldlng ItS own (Iber-oplic chief of the FCC Wireless Bureau, warned '--------------

:Jothlnlr al aiL If you ask :>lr- :>lcLeod. network. and :.1r. ~tcLeod predicts praflts lawmakers by letter that bidders 'may not answered "ves, ' He entered three m
What an eXClttng llme, ' savs the oO·vear- < ,"Ill flow once customers migrate to that have had suffiCient lime, ' , to achieve a bidS and, by the time he logged 01

<Id executive, stndmg throug-h hiS head- I ;vstem. perhaps bv 1~99, The plan was successful auction," ~Ir, Hundt enlisted loll·call bill was about S30,
'Iuarrers at a pace Just short 01 a Jog-, With I lOnvmCmg enoug-n !O nelp \\cLeodU5A wIreless·mdustry 10bbvlStS, mcludlng- :.1r- For the next week, Mr, ~Iolof cn
Ihe company payroll rlsml: Sixfold to UOO raise $1 blillon in equlll' and debt last Wheeler- to persuade Concress to delav the I periodically te see If he needect to ra,
workers In the past two vears, emplovees I "ear, auctIOn so bidders would have more time to ' bids. Instead, he round that nl'als r
nave been mpllng up m cramped offtces I .\!c McLeod's Wireless strareg-y has prepare. But they declined, ,.\Ir- Wheeler expected to bId were droppmg out
,caltered throllg-huut 11 bUIldings In duwn- I 'orne along more SIOWIV, Three vears ag-o I says, because It alreadv was 100 late to the FCC ended the aucuon Aon125, I
:own Cedar Kaplds, he asked Keith :Vlo- 0 chang-e Concress 5 mInd. had topped hIS 51 oilers,

_'1011I. amid stacks of boxes and the 10L a former Amen· , lout In Iowa. Mr- McLeod was m a A beamIng ~L :.1olor burst tnl
smell of fresh pawt. about 1.000 are mov- tech manag-er, to . . . '1uandary, He thought the spectrum surelv :>lcLeod's oiftce with the good news,
InK Into a new cumplex that spraWls across explore blddlnl( In Ill··'· I (oUld be used for stallonary local·phone dollars for 15 mIllion cusiomers, ' hE
a former cornlield outSide IOwn, It boasts an FCC auctIon, ML ~. ,~.~ ,ervlce and perhaps for remOle readlnl\ of '~lisslOn accompllshed," They sl
ItS own post ualce and health club. and an ,\10101. 39, tracked aT~""" <:D».: c-' ,jldItr meters, But supplJers couldn't pre' hlgh·lives and :.1r, McLeod hande
acre,slzed room 01 office cubicles marked few auctions before ,J -. 'i ", () dlct wilh certamty the costs 01 equipment Molof four one'dollar bills, He IS I
With color'caded, made-up street ad- entenng one last \ \ "-~ -. needed for thIS partIcular band of spec' them framed,
dresses, ,\lr, ~lcLeod's office. wilh a deSk ,\Ul:ust for licenses \~I,,/r trum - leavmga huge hole' In the busl- The company has yet to recel
ne bought at J,C Penney m 1985, IS althe to prOVide "per- " ',j\_ ness plan..'ok ,\lolof says, formaillcenses, but the FCC recentl
corner of lith Avenue and llth Street. But sonal commUnlca- .~ '/" ,\k McLeod i1g-ured other potentIal somethInl: else Just as welcome: a
he says.l feel llke somebody picked me tiOns servlces, J ." I \..,/ bidders faced the same prOblem, so Ii· of 53.004.996,
up and put me down tn heaven, new generation of ,.... censes Just mll:ht be a barl:aw. He deCIded =~~~""" ..

He has been there before, [n 1980, the Wireless phone and·~ to make a few mOOest bids, After paYInl( SS
former high-schOOl leacher and two pals pag1ng semces, KeIth Molof a potential customer In the prevIOus auc·
started a company lhat became Tele' The company spent tlon. McLeodU5A now expected to pay
com*USA, the nauon's fourth-!arl:est 532,8 mIllion. or aoout S5 for each of the 6,5 no more than a penny a customer, "If the
long-Glstance carner, When long-distance mIllion people ItS 26 licenses let It reach, I licenses were aU but free. ' ~lr- McLeod
I(lant :.1CI bought It tn 1990, Mr- McLeod :>Ieanwhlle, a separate batch of spec· says. we lIIanted access to them,"
walked awav With S50 mIllion, 'Once yOll [rum suddenly became ayaliable, Last .Shortly after S a,m, on APril 15, :.1r-
taste that kInd of accomplishment, 'he September, Congress was seektng freSh \Iolof sat down at a fourth· floor computer
says, "you want to taste It again, ' funds to complete the fiscal 199/ budget. ! at ,\tcLeodU5A's old downtown headquar.

HaVlnl\ mastered long-distance serv' After conSulting (he FCC lawmakers or- ters, He had wtred the FCC a reqUIred
Ice, he deCided to compete agatnst en, dered an aUction of unused spectrum good·falth payment of S3,005.000. aHhouR"h

vaguely deslgnatea for 'WIreless commu- he really didn't expect to bId more than
nlcaUons services,' The Congressional SloO,OOO, Just before the computer dIaled

, Budget Office predicted thiS would raise :~,e FCC auctIOn comouter, a messag-e told
'l~ billIOn - but to be counted In Ihe \Ir- ~Iolof hls loll call would cost SUO a
budget. the monel' had 10 be In the rrea- , mmute,
sury by SepL JO, 1~97. So Congress IOld Ihe I \ grtd appeared, IISlthg- cIties and
FCC to aUClion Ihe spectrum b\' ,~pnl 15, regions wnere licenses were ilyallable, ;\k

ThiS gave me F-TC about live months to \(olof moved hiS cursor to \lllwaukee,
\, me auctIOn rUleS ana oeClde Whal the -ind lllserted the numeral 'In the bId
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1. Spectrum Prices 75% Lower Than C Band Auction

Telecommunications Services

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

Prices But Another Win For CDMA Proponents

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.

u.s. Telecommunications

2. CDMA Again The Big Winner-Buy Lucent Technologies

4. GSM Proponents Can Now Claim National Coverage

Barry M. Sine, CFA John C. Baylis Parker Brophy
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3. Sprint and AT&T Gain National Coverage-Both Rated Hold
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D/E/F Bands Persona. Communications Services Aucii

Produces $2.5 Billion or $10 Per Pop

'The Federal Communications Commission (FCC) completed ItS auction or the last I

blocks of personal communications services licenses when tne auction tor the D. E a

band licenses ended on Januarv 14 after 276 rounds. The FCC i'alsed Just over

billion l1l the auction. whIch works our to :59.97 per 30 .\1Hz pop for all three lice]

Since these licenses Dilly allow the use of 10 \1Hz or radio spectrum. versus 30 .'vlH:

the A. Band C band licenses. he adjusr this (0 arrive ;,ir a prrce per 30 .\lIHz pop,

Spectrum Prices Drop 75% F.-om C Bcmc:i Auctlun in May

The gold rush a~mosphere Ch3C pervaded the C band aucnon which ended in ,\11av,

did nor carryover to rhe D/f/F [Janas auction. with the pnce per 30 \IHz eqUIvalent
falling 75°{, from the S40 paIJ hv the small company pamClpaTlfS iii rhe C band. w
510 in the D/E/F bands aUCrlOn, This IS also down roughl)' 35°<, from the A J.od B I

auction held in 1995, which was dominared by the malar L',S. telecow carriers. WI

two factors behind the crash 10 the market for radio specrrUIT,;

~ First, mosr of the major U.S. teiecorn carriers that wanted a wireless telepl

license either already held one of the tWO cellular licenses in their market

had successEully bid for lice11ses in the AlB bands auction. As we nore latc:

the few markets where tWO or more major te/ecom operarors did act

compete. license prices reached record highs.

~ Second, we believe thar the difficulty many of the C band auction winners

in raising finaocmg has diminished dIe appeal of the business to others

fear they may nOl have access ro the capital markets if they did win licei

By our count, C band panicipams have filed with the SEC for offerin~

raise ~_'\er 5700 million in equity and $700 million in debt. Despire the

that :;0tne of these companies initially filed last summer, none have yf

successfully raise any public capital.

C Band Winners Have Yet To Raise Public Capital

Proposed Initial Equity Del
Ticket Filing Date (mils) (mill

NextWave Telecom SURF 6/10/96 $300.00 $400.(

General Wireless GWIR 6/2B/96 $189.75 $220.(

Pocket Communications 8/29/96 $172.50 N
Chase Telecom CTEL 10/2/96 $80,50 $105.(

Total $742.75 $725.(;

Source: Securzttes and Exchange CummISS(C)Il and SBC Warburg [nc,
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0, E and F Auction Prices Surprisingly Low

PERSONAL COMMUNICATIONS SERVICES (pes)
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The final auctions. the so-called D, E and F Slacks for broadband PCS were awarded on Janu·
ary 14 after 275 rounds of bidding, which had begun in August 1996. The ultimate price at $2.~

billion. net ot 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 Slack last year, adjusting tor
the difference in spectrum-10 MHz versus 30-by tripling the latest bid numbers. (In other thar
the largest markets, 30 MHz ;s not often needed, so tripling is perhaps overstating the relative
value). With $10.17 billion tram the C Slack 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 brougt
in the most, and where payments are due over time rather than all uptront-that some of the w
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 lit
eral-i.e .. 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-i.e., the discounl
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 Nev
Vector; North Coast whose principal is related to Charles Dolan. CEO of cable company Cable
sian 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 f,
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 witt
Cook Inlet through which it bid in both the C and F rounds. In Sprint's case, the apparent rease
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 tact, there has been recent
publicity about TCI and Comcast's interest in getting out of the venture. With USW the likely ul
mate merger and then sale of the New Vector properties into AirTouch, the telephone compan~

will be removed from direct participation in wireless, particularly if U S WEST Media Group, no
a tracking stock, is spun out to shareholders entirely, which we expect to happen.
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