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1. Introduction

This presentation provides a briefing on:

➤ Auction Process and Design

➤ Connected Bidders and bidding by 2G Operators
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1. Introduction (Cont'd)
Work underway may be summarised as:

Applicability Brief Description

Primary Legislation
All licensing processes where
spectrum utilisation fees
('SUF") are to be levied

General empowering legislation for SITB to
determine the SUF, minimum fees, and for the
TA to specify terms and conditions, etc

Subsidiary Legislation
Specific to 3G licensing Specific legislation to allow:

➤ TA to designate the frequency band for 3G
➤ SITB to choose auction as the method for

determining the SUF for 3G

Terms and Conditions of
Auction

Specific to 3G licensing Sets out details for running the 3G licence
auction
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3. Auction Design -Experiences from Other Auctions

Strong pro-entry measures
are required

➤ In a bear market, it is vital to minimise the financial burden on
licensees
! In Belgium even with excellent pro-new entrant measures,

only 3 applications were received for 4 licences

Open Auctions can be
vulnerable to manipulation

➤ The Austrian Auction allowed bidders to construct smaller or
larger spectrum packages. The stronger Bidders "signalled" that
they would be prepared to settle for a smaller package, so the
auction ended very early

Bidders should not be
allowed to consolidate

➤ The Swiss Auction received 10 applications, but allowed
consolidation before bidding began. Only four bids were actually
received

Marginal entrants need to see
a chance of winning

➤ The Netherlands Auction offered five licences to a market with
five incumbent operators. Only one new entrant applied, and the
Auction ended early
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5. Auction Design -Specific Issues (Cont'd)

2 Mechanisms for resolving tie bid situations

➤ Risk minimised by using small bidding increments

➤ Options for dealing with tie bids:

! Drawing lots

! Time of receipt of bid (earliest wins) or withdrawal (latest wins)

! Allowing the tied Bidders to bid up to the next increment, then draw by lots

! All Bidders restarting at the level of the tie bid
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7. Ownership Rules -Overview

Policy Objectives of Ownership Rules

1 Bidders should not be under common control

2 ➤ Tested at Prequalification2G Operators should only be allowed to co-operate
in a bid if they have received TA's express
permission

3 The Auction should not produce a result where
eventual licensees share a substantial element of
common ownership, including substantial ownership
links between a number of 3G Licensees and a 2G
Operator

➤ Resolved after the Main Auction. Connected
Bidders must either:

! Disconnect; or
! Bid against each other

➤  Process designed to allow at least one to gain a
licence, rather than eliminating both
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8. Ownership Rules -Precedents

Austria, Belgium and UK ➤ Bidders under common control or receiving common support eliminated

at Prequalification

➤ If Bidders have common ownership>15%, or where linked through a 2G

Operator, only one would be allowed to win a licence

Australia ➤ Combinatorial Auction: spectrum divided into geographic lots from

which Bidders compile their own licenses, subject to a limit on the

amount of spectrum per Bidder

➤ If Bidders have a substantial element of common ownership, then their

combined allocation of spectrum cannot exceed a single Bidder's limit
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9. Ownership Rules -Working Hypotheses (Cont'd)

Control defined as: Interest defined as:

➤ 50% or more of equity or voting power ➤ Direct holding of shares or votes

➤ Any other means of de-facto control (majority

of directors, management agreement, etc)

➤ Indirect holding of shares or votes

➤ Beneficial interest in shares or votes

➤ Acting through any number of intervening

companies

➤ Conditional interests where created after 20th

March 2000
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9. Ownership Rules - Consultation

" OFTA's 2-week consultation ends on 9 April
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Subsidiary Legislation

- Specific to 3G Licensing
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Subsidiary Legislation

Draft subsidiary legislation under section 321 circulated to Members on 23 March 2001:

(I) Telecommunications (Method for Determining Spectrum Utilization Fees) (Third Generation Mobile

Services) Regulation - made by SITB; and

(II) Telecommunications (Designation of Frequency Bands Subject To Payment of Spectrum Utilization Fees)

Order - Made by the TA

•  technical legislation to designate the 4 sets of 3G frequency bands
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Draft Subsidiary Legislation made by SITB

•  Licensing framework announced on 13 February 2001

➤ Royalty auction with minimum spectrum utilisation payment

➤ "highest common royalty percentage" is set by the fourth winner

•  Also empower TA to set terms and conditions of the auction
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Minimum Spectrum Utilisation Fee SITB will set

= Bidding schedule

Minimum Guaranteed Payments
If the highest
common royalty
percentage is Year 1 ... Year 5 Year 6 Year 7 ... Year 15

R1% $X1-5 ... $X1-5 $X6 $X7 ... $X15

R2% $Y1-5 ... $Y1-5 $Y6 $Y7 ... $Y15

R3% $Z1-5 $Z1-5 $Z6 $Z7 $Z15

. . ... . . . ... .

•  R1% is the "reserve price"
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Minimum Spectrum Utilisation Fee SITB will set

= Bidding schedule

(1) the "Reserve Price" → R1%

Any bidder commits to offer R1%, that is

　- For each of the first 5 years of the licence period, an annual fee, X1-5, based on R1%;

　- from Year 6 onwards, an annual fee of

•  R1% multiplied by network turnover

or

•  the minimum guaranteed fee based on R1%, X6 .... X15

whichever is the higher
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Minimum Spectrum Utilisation Fee SITB will set

= Bidding schedule

(2) the highest common royalty percentage set by the fourth winner

The four successful bidders offer to pay say, R2%, that is

- For each of the first 5 years of the licence period, an annual fee, Y1-5, based on R2%;

- from Year 6 onwards, an annual fee of

• R2% multiplied by network turnover

or

• the minimum guaranteed fee based on R2%, Y6 .... Y15

whichever is the higher
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Minimum Spectrum Utilisation Fee SITB will set

= Bidding schedule

- SITB will be empowered to set the minimum spectrum utilization fee

- She will publish the minimum spectrum utilization fee in Gazette

➤ transparency

➤ to let potential bidders know the minimum spectrum utilisation fee at the same time


