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Summary and Agenda

Recent events serve clear notice of need to immediately reform the DE Program
• Growing press attention / inquiries, also sparking congressional interest

Unearthing now plainly evident DE Program loopholes and abuses
• Notably the pattern of national carriers and their DE partners, controlled by 

wealthy individuals, dominating the DE Program
• Undermining legitimate DEs and new entrants as competitors to national carriers

Highlighting a uniquely toxic situation for the $20+ billion AWS auction
• With disastrous consequences to all involved – FCC and carriers alike

Solution:  Immediately implement a DE Reform Program for the AWS auction

(1) Immediate release of NPRM to disallow national carrier DE partnerships
• Commissioners approved release 6 months ago in August 2005

(2) Announce FCC resolve to tighten existing DE rules and enforcement
• (a)  Personal Net Worth Test for DE eligibility
• (b)  Explicit requirement for minimum level of real DE equity in all DE ventures
• (c)  Tighter policing of all DE rules

We urge the Commission to immediately undertake DE Program reforms in 
order to prevent AWS auction delays and bigger problems down the road
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Recent Events Mandate Immediate DE Reform

On 12/27 we saw the first “Page 1 WSJ” article critical of the DE Program
• Yoga instructors and basketball players as DE fronts for Mario Gabelli
• Journalist got a small part of the story – focusing on enforcement
• The national press is now sniffing around for the bigger stories

“Welfare for Millionaires” is the next, bigger “Page 1 WSJ / NYT” story
• Subtext is:  “National Carriers Co-opt Small Business Benefits”
• As national carriers and their high net worth DE partners usurp DE benefits

Auction 58 puts DE abuses in perfect focus 
• Auction 58 was the $2 billion auction of PCS licenses in January 2005
• (1)  National carriers used DEs to acquire 71% of their spectrum

— National carriers have zero need of government assistance
• (2)  4 wealthy individuals, masquerading as DEs, bought 64% of total DE 

spectrum worth $1 billion (please see Appendix A for data)
— Wealthy individuals have zero need for government assistance
— These are wealthy individuals with cozy ties to senior management of 

national carriers – more great fodder for press expose

Recent developments expose DE Program loopholes to the light of day
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Recent Events Mandate Immediate DE Reform (cont’d)

Paints a prospective picture of a handful of very wealthy, well connected 
individuals masquerading as DEs and partnered with national carriers to win 
the bulk of AWS licenses in the biggest-ever $20+ billion AWS auction

• Specter of a half dozen wealthy DEs winning 90%+ of the AWS licenses

A NextWave-like outcome with disastrous consequences for all involved
• Fallout would be extraordinary in the press, congress and the courts
• Accountability for the FCC, who was forewarned
• Disruption for auction participants, with licenses suspended / terminated

The specter of this AWS auction outcome will fuel press accounts and 
congressional investigations as the auction start date approaches

• A “perfect storm” snowballing effect

All of which will serve to delay the AWS auction until the FCC takes action
• Which can be prevented through prompt FCC action

Solution:  Announce a DE Reform Program immediately rather than when the 
Commission’s hand is forced closer to the planned auction start date

• See next page
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Actionable FCC Response

Immediate announcement that the Commission will undertake much more 
aggressive policing / scrutiny of the DE program and rules going forward

• Serving public notice of new FCC intent on 3 points below

(1) Immediate release of NPRM to disallow national carrier DE partnerships
• Commissioners approved release of NPRM over 6 months ago in August 2005

(2) Intent to implement a Personal Net Worth Test for DE eligibility
• High Net Worth is > $3 million (excluding the value of primary residence)

— SBA has rules in place;  FCC had provisions in original DE rules
• Does not preclude wealthy individuals from having a non-controlling investment 

in a DE or being a non-controlling director or officer

(3) Intent to tighten scrutiny of all DE ventures
• Including clear and substantial standards for the amount of minimum DE equity 

required in DE ventures, as the original DE rules used to have
— The amount of DE equity is a key, and easily digestible, indicia of control

• Including other important indicia of DE control

12 year history of loosening DE rules – pendulum must swing the other way

Following is a readily implementable 3-point solution for DE Program reform
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NPRM:  Immediate Release to Avoid Further Auction Delay

NPRM to disallow national carriers from partnering with DEs in-region
• National carrier = $5 billion or more of wireless revenues
• In-region = areas where national carriers already have CMRS spectrum
• Dominant incumbent national carriers do not need DE Program assistance

Original July 2005 Council Tree proposal had included a broader plan
• (1) Disallow national carrier partnerships with DEs, and
• (2) Personal Net Worth Test for DE eligibility, and
• (3) Increase the DE bid credit from 25% to 35% / 45%

August 2005 – Commissioners approved release of NPRM on (1) only
• September / October – statements by Commissioners Copps and Adelstein
• Urging an expedited proceeding to ensure inclusion in AWS

Council Tree urges immediate NPRM release to avoid AWS auction delay

Release the NPRM immediately to avoid further AWS auction delays



7

Summary

The DE Program has unequivocally been severely undermined
• Overrun by dominant national carriers and their DEs run by wealthy individuals

Our solutions fix the loopholes and are also pro-competition / pro-consumer
• Limits DE benefits, helping real DEs compete with entrenched national carriers

— An antidote to industry consolidation
• Fosters delivery of competitive new services, benefiting consumers

Our solutions will increase auction proceeds to the U.S. Treasury
• Again by disallowing national carrier access to DE bid credits

Our solutions foster minority ownership – languishing at near zero
• Reinforce recommendations of the Commission’s own Diversity Committee

Our solutions fix the DE Program, preventing a meltdown later
• Addressing those 11th hour actions that will cause further AWS delay
• When the most important FCC auction in history is undermined by a toxic 

formula brewing in clear daylight
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All
Other DEs

36%Four 
High Net Worth 

DEs
64%

Auction 58:  Analysis of DE License Winners
(By Dollar Value)

$1.5 billion of DE Winning Bids

Appendix A:  Detail of AWS DE Problems
Wealthy Individuals Preempt Legitimate DEs

Wealthy individuals, masquerading as DEs, usurp DE opportunities
• Typically wealthy individuals well-connected with large carrier executives
• Clearly not the intent of Congress or 309(j)

This is another page-1 WSJ / NYT story waiting to unfold
• Highly compelling story in the context of a $20+ billion AWS auction
• With a disastrous outcome for all parties – FCC and carriers alike

High net worth individuals, who have no need for government assistance,  
dominate the DE Program at the expense of legitimate DEs

______________
(*) High Net Worth DEs estimated to include:  Vista PCS (Verizon), Edge Mobile (Cingular), Wirefree Partners III (Sprint), and 

Royal Street Communications (MetroPCS).

Just four DEs, controlled by high net 
worth* individuals, dominated all 
other Auction 58 DE

• Won at least 64% of the dollar 
value of DE licenses
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National Carriers
Directly

29%

National Carriers 
Through DEs

71%

Auction 58:  Analysis of National Carrier Licenses Won

$2 0 billi f Wi i Bid

(By Dollar Value)

$1.3 billion of Winning Bids

Appendix A:  Detail of AWS DE Problems
Top-5 National Carriers Have Usurped the DE Program

Large national carriers acquired 71% of their Auction 58 spectrum using DEs

Large national carriers have no need for DE benefits
• Congress did not envision a DE Program to benefit national carriers

The 2005 Auction 58 results again demonstrate that the national carriers use 
DEs as spectrum acquisition platforms

______________
(1) National carrier DEs include: Vista PCS (Verizon), Cook Inlet/VS GSM VII PCS (T-Mobile), Edge Mobile (Cingular) and 

Wirefree Partners III (Sprint).

(1)
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Other Carriers 
52%

36 million subs

Top-5 Carriers
48%

33 million subs

1998

National carriers will use overwhelming resources to shut out auction competitors

Analogous to the dominant airline carriers years ago
• Who warehoused landing gates to keep out competitors
• However, with access to gates, Southwest, JetBlue and others have flourished

Appendix A:  Detail of AWS DE Problems
National Carrier Dominance = Barrier to Entry for Competitors

Entrenched national carriers will dominate spectrum auctions as never before

(2)(1)

Top-5 Wireless Carrier Market Share by Subscribers

_____________________________________
(1)  Source:  FCC Second Annual Report and Analysis Of Competitive Market Conditions With Respect to Commercial Mobile 

Services.
(2)  6/30/05.  Pro forma for the following completed or announced mergers:  Sprint / Nextel, Alltel / Western Wireless.  Pro forma Top-

5 carriers are Verizon Wireless, Cingular Wireless, Sprint PCS/Nextel, T-Mobile, ALLTEL.

Other Carriers
 11%

22 million subs

Top-5 Carriers
 89%

173 million subs

2005
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Appendix A:  Detail of AWS DE Problems
Certain Population Segments Are Not Well Served by National Carriers 

While the wireless community generally has been slow to penetrate the lower 
income segment of the population, smaller carriers and new entrants have excelled

______________
(1)  Source:  Estimate based on data derived from Bear, Stearns & Co, Inc and Compete, Inc. report dated February 2005

Wireless penetration lags at just 41% for the lower income population segment
• Large national carriers focus on more lucrative segments
• Also don’t want to cannibalize their existing customer base

Many non-national carriers have embraced these segments
• Providing valuable services – regional carriers, Leap, MetroPCS and others
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Appendix A:  Detail of AWS DE Problems
AWS Spectrum Is Critical for All Carriers

Mission critical spectrum for regional carriers, small carriers and new 
entrants

• AWS represents a 60% increase in CMRS spectrum nationwide
• “Must have” spectrum necessary to deploy new 3G services

National wireless carriers can and will shut out competitors
• Control 89% of subscribers today

— Inexorable trend will continue
• Overwhelming financial resources to lock-up / warehouse spectrum

Spectrum has been the lifeblood of innovation and competition
• Legacy of VoiceStream, Sprint PCS, Leap, MetroPCS and many others
• Benefiting consumers with more choices and better values

Council Tree’s solution ensures access to spectrum and competition
• Through practical changes to the DE Program

Broad access to AWS licenses is vital to the future of real wireless competition

CMRS Spectrum

PCS
120 MHz

AWS / H & J
110 MHz

Cellular
50 MHz

SMR
14 MHz

60% 
Increase
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Appendix A:  Detail of AWS DE Problems
DEs Will Be Crippled without Closed Licenses

AWS may be the first major CMRS auction ever with no closed licenses

Closed licenses have accounted for 80% of total DE licenses won historically
• Closed licenses are central to DE success

DEs won’t win material open licenses without changes to the rules
• Bidding credits alone fail for DEs against large incumbents

Longtime understanding, borne of Commission practice, that DE bid credits 
would be increased in the absence of closed licenses

Council Tree’s DE Program modifications are also necessary to compensate for 
the Commission’s decision to eliminate closed licenses from the AWS auction



14

Appendix B:  AWS Spectrum Overview

110 MHz
Not determinedNot determined102020-2025 and 2175-2180J(a)
Not determinedNot determined101915-1920 and 1995-2000H(a)

12REAG201745-1755 and 2145-2155F
12REAG101740-1745 and 2140-2145E
12REAG101735-1740 and 2135-2140D
176EA101730-1735 and 2130-2135C
176EA201720-1730 and 2120-2130B
734MSA/RSA20 MHz1710-1720 and 2110-2120A

LicensesLicensed areaBandwidthPairingsBlocks
FCC band plan

Note: EA – Economic Area, REAG – Regional Economic Area Groupings, MSA/RSA – Metropolitan Statistical Area/Rural Service Area.
(a) Added to original 90 MHz allocation for AWS to create total spectrum of 110 MHz.  FCC has not clarified if the H and J-blocks will be sold 
along side AWS during the same auction process.
Source:  FCC and Deutsche Bank








