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Impact on Third Enfrant \ %

44. Most of the proposed options are likel t Rdedrees, which [s still
rolling out its network. [t ma gn an implementation
requirement which minimise

45,

ithin the auction. This would limit any
. o would be expected to purchase the lof af a
Ao the middle lot, which is widely regarded as the most

isk-hiowever, that Telecom and Vodafone will opt not to bid
gial conditions, instead forcing 2degrees to commit to extensive
owering the reserve price on the block would help to reduce

-

t £
'g a condition based on market share or total spectrum holdings. This could
alldw staged requirements (for example, 50% population coverage for operators
0 \ with less than 25% market share, 85% population coverage for others), or additional
requirements on the larger operators (operators with more than 25% market share

much cover at least 50% of Zone 4 within five years).

46.  In addition, the ‘outsids-in’ propesals, (option A) may be designed such a way that creates
a collective requirement rather than individual requirements, reducing the onus on smaller
players.

Bltalscopes

SC0
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" Ministry of Business,
Innovation & Employment

31 January 2013

Minister for Communications and Information
Technology

Digital Dividend: Coverage Obligations

Executive Summary @ ' _ :
Following previous discussions and reports o '%@?aﬁ of the
allooation of the digital dividend, we Have sete@ srred ,,. ‘
. A requirement on all successiylpiders Sploy a ¢ %

for five years, in areas ,#*@ iously di ,

NeFell biclcl

; i@ thelt coverage In nominal pepulation
' eyedrs.

ré”in line with industry approaches to measuring Goverage and
; rsoas.  However, because nominal coverage s already very high the
56 would need to be a small humber (e.g. 0.1% population per year) in order

@.; both options. there is a risk that the. only true coverage gains will come from Vodafone.
Blacoth and Zdegreas wold likely meet the dbligation by providing covetage Ih ateas alteady

covered by the Rural Broadband Initiative (RBI).

We conisidered some. ottier optlons (briefly set out Iin the repert) but concluded that they were

less likely to achieve the-govarnment's objectives. We seek your agreemerit to includa the two

options described above as part of the upeoming industry cansuttation.

Recommiended Action

'We recommend you:

a  Discuss these options at an upcoming Officials’ mesting

6’93 No
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b  Agree that we develop the two proposed eptioris for inolusion in the upcoming industry

consultation

Len Starling
Manager, Radio Spectrum Policy & Planning
Resources, Energy and Communications
Branch

P

Yes / No
é}ﬁr} 488

Wiinister's feedbags.on qyaiity of LR | Weortdtifcton 468

T2 | 5/ KB

4 Metand sgm

oiallonis In somé respasis; 3 Met expeclations

clallons; & Greally exceeded exgachallons
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Digital Dividend: Coverage Obligations

Purpose of Report

1. We have consideted how best to achieve an improvement of existing moblle coverage
through the allocation of the digital dividerid, and present for your information two options
that we consider are most fikely to achleve the goal. We seek your agreement that both
options be tested with industry as part of the upcoming indusfry consuitation on detalled
auction design.

Background @
2, We have been discussing for some time whether and how to in% 2 coverags
levels in New Zealand through the 700 MHz auction, FoligiWing a\briefing orngpedi
outcomes, that could be targsted, at ttie Officlals' meefiRgh\o& t3 Decemb , Yo
asked us to pursue ‘generic’ options to extend coveras ,
3. We have based our proposals on the follo tq g&: ns: § ::>
a.  The objective is to achleve an o@\ wase in {Rh age for the benefit of
cansumers,
e to the iRy ification of LTE deployment using
A

b,  The requiremenyfa
the 700 band
within fivSyedre

C. peka
Optio!s fo
4,

lation and 25% within each region

tified two preferred optlons, the tower’ option and ‘population’ option, that
onsicer most likely fo achieve the obfectives set out above, We expect that both

piivhs would benefit ffom refinement following consultation with Industry, and ptopose to
' ciude both In the upcoming consultation on detailed auction rules. At this stage,

however, we prefer the tower optlon,

6,  We suggest that the consultation would start with a statement of the government's
ohjective (as per paragraph 3). Prospective bidders would then be asked to comment on
the most effective way of meeting the objectives. They could support one of the two
options as drafted, suggest modifications, or propose a third option.

The Tower Option — Requirement fo deploy a set number of hew cell towers per year,
for five years

6. Under this option, all parties owning a portion of the 700 MHz band would be required to
deploy a minimum number of new ocell towers every year. A starting point for
consideration woulld be ten cell towers each per year for five years.

MBIE-MAKO-8703838 _
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7. New cell fowers would neéd to be 'macro’ sites, providing coverage In areas which
previously did not have substantlal coverage: They would not be capacity improvement.
or Infill sites. This would need to be carefully defined In any final auction conditlon ar

deed.

Pros

8, This option Is likely fo achieve the stated goal of extending coverage, through a concrete,
essily understandable gand measurable requirement.

9, “The difficulty of meeting the requirement scales for- differently sized operators: The
reiquirsment to build additional vell towers is likely to be much éasier for a pe® entrarit or
recent entrant (2degress) to meet, They would effectively under build agi & coverage
from other operators in @reas whilch remain commerclally attractiy PLVALS
operators such as Vodafone and perhaps Telecom will be chalt ]9 _
further than they currently provide into non-economic a_ree‘@us ‘

10, Requiing a certain Humber of cell towers also_allowg RLRY
areas with fewer fixed abodes but where coverdyd Manbe henefiglss

@'to demagrd

highways. It enables the operators to fle R
Cohs @

11, he. requlre

sites per year, to ensure that
Manned by the operatars, without

' y reduiring operatoré to submit annual plans for the new towers they
T construct under the requirement, sefting out the expecied coverage

ovements.

@;e Population Option ~ Increase coverage footprint by x% population per year for
five years

14,  All operators wouild be required to increase thelr coverage footprint by-a set percentage
(of population coveted) evefy year for five years. Thig follows the indusfry trend of
reporting coverage based on the parcentage of the population covered.,

Pros

16, This approach woulld guarantee improved coverage from all operators from their existing
levels. As it is based on existing levels of coverage, it also scales for the different
operatofs, bécoming much harder to meet for larger operators, and relatively easy for

smaller operatars.

MBIE-MAIKO-3703838
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16.  As Vodafone and Telecom both claim coverage of more than 97% of the population, and
with Vodafone projecting coverage of around 98.5% population coverage following
completion of the RBI, any incremental coverage requirement ‘would need to be set
relatively low, likely af around 0,1% population éoverage. inicrease per anntim (or below).
‘As such, the requirement may be perceived -as trivial, while actually restlting in-a large
improvement In ¢coverage area.

7. In .addition, this approach woufd be difficult to monitor. Earliel approacheés. based ori
population coverage:-havée been general enough to rely on statutory declaratipns from the
operators. An incremental recuirement from existing coverage would n @xlsting

level of coverage to be agreed, and for each increase in coverage ve

18.  There would be lite likelihood undef this option that opesators

] iMprovide, furter
coverage to areas withotit permanent population, such @w ate-highwa

Relationship with Existing Coverage

19. The three operators currently have di d Rdegrees coverage.
area’ls slgnificantly less than the othe

completion of the RBI. As suqh

} bie increased by the
et elther obligation by
Vvanether provider, as It cantinues

RatDetecom may-simply under build the

g existing cempeting covérage to meet the
#nurn abselute coverage incréase. Howsver, doing
10 effect sef out in paragraph 9 aboeve. It would be
r 2degress to roll out ssrvices In areas which currently

isigret! disaliowing undetbuilding the RBI o nset the opligation, but decided
ndermine the goals of providing coverage in rural areas, We instead
the obligallon based on current and .contragted coverage Jevels. This

22, ltis therefore possible that under tioth of these aptions only Vadafone would provide arl
extehsion of absolute coverage from today's levels. However, consumars will still benefit
if coverage of thelr networl increases even if that coverage: was already provided by
another network and eompetitive tension niay centinue to drive additional coverage from
the other providers. We note that, under a requirement of 10 new cell towers per year for
five: yeats, this could result in fifty new cell towers, around a third of the new towsrs
‘deployed in the RBI, '

Co-location

23, The new towers should be open to co-location, o -enesurage competition in the newly
coverad areas. However, fo. keep costs down we do not recommend enforcing co-
location as was done Inthe RBI.

MBIE-MAKO-3703838
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24. lIristead, ‘we: propose @ notification system, where operators would be required to
anhounce their iritentions to deploy-a new cgll tower-in an aréa. Other operators would
then have the oppottunity to commif to ce-locating on that tower, Cost-sharing would be.
subject to hegotiation between the parties.

25, We would ihclude co-location In the monitoring of the scheme, and publish the results
ohline for trahsparency. While.this would not foice co-logatien, it may help minimiise the
risk of opetators deliberatsly delaying or refusing co-location requests for ariticompetitive
reasons.

Other Options
28. We considered a number.of other reguirements, iricluding:

a. A requirement to imiprove the average speeds offeradCalf\ eRdl
‘consider that competition Is already driving this fefven re
network spesds; and deployment of dual-carriepg ies). |

be difficult to accurately measure and enforpe At ) agS.
' %’v of Bach. block
Xoslerderved regions to be

b, lmposing a requirement to cover, § nei.erse'

available for auctlon.. This wauld\a Uhe previops!], ,
provided with coverage, with opexalors-eifectivel atihyfor different regions as
part of the auction. g siieréd tht @5

‘ efable to allow flexibillty to
operators. to selegkiis

bxtend th \dind that they were best placed

reqmrements oh operaters who purchased

PerdRc\dbUld be sash to be beneficial to oparators seeking
&t [ " yfsfdler that these cutcomes ars also achieved by optioh
\ ‘,equirnt‘_ma_y be argued by 2degrees to be an additional barrier

By préventing It from competing on an-equal footing with its larger

29, We havé estimated the per-operator costs of a requirement based on 10 new cell towers
per year for-five yeats. Estimating the costs of the population option would be much imore
diffioult, but we would envisage developing an option based on similar costs..

30, We estimate that a. new cell tower ‘would cost betwsen $250,000 and $500,000,
- depending en a number of factors including loeatien, aceess to backhaul, and the nuiber
of co-located operators. .$250,000 wauld be a refatively cheap, simple fo construct fower;
$500,000 is about the cost of the average RBI tower, senstrissted to-carry-a minimum of
three.opetators.

31. Based oh thiese estimates, the tower eption could eost betwesn!
a. $2.6mand $Bm per year per operator;

b, $12.5mand $25m per operator overall;

MBIE-MAKO-3703838
Digltal Dividend: Coverage Obligations Paga 7 of B
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c.  $37.6m and $70m in total, assuming spectrum is won by three parties.

32. These are gross cost estimates. The extent to which the operators reduce their bids
because of ah additional coverage obligation would depend on the individual
oircumstances of each operator, This is-because the net cost would depend on the extent
of change from the operator's existing expansion plans. For example, as 2degrees is still
expanding its coverage, an abligation to huild 10 new cell towers per year may impose no

new et costs,

33. Any discountmg will not be transparent, and the true cost of such g requ]remsnt is IikeEy to
remain unknown,

consultation. These would include moré detail on how t' & lrem s would@per
including monitoring -and enforcement. Feedback from Should he s
flaws in eithé&r option, and help identify the most &

@' o"
%y @
%@@
S

Next Steps
34. We. propose developing high level proposals for inclusion _in mg indu%

MBIE-MAKO-3703838
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700 MHz Auction: Deferred Payments Scheme

To Hon Amy Adams Date 13 June 2013 Deadline 27 June 2013

This paper outlines draft options for a deferred payments scheme for bidders in the 700 MHz
auction, for you to consider. The potential benefits/objectives of such a scheme are lower
barriers to entry for smaller operators and faster roll-out of 4G cellular mobile orks. Our
final advice on this issue will be provided after submissions close.

Background

1

they are prepared 1o consider options for ment dback on this
by 21 June 2013. We expect comme t p rrent consultation
on the auction. Notably, 2degrees ha d payment scheme to
the Ministry of Business, inno pEoym B d various Ministers.

The 700 MHz auction consultation documen |‘ inis % icated that

In 2009 the govem ed a 2Ny ment scheme for radio licences
(detailed in Annex R) @ grences between that scheme and the
700 MHz aug e 20 < to be voluntary as it was established afier
ferms a nitla y all of the parties. Second, a high interest rate

he :mphcﬁ 0 j of discouraging use of the scheme. In contrast, a
auc would be established ex anfe so it could be mandated,
Id not be consistent with the objectives for establishing such

s mternatlonal examples of deferred payment options for spectrum.

Many options exist in terms of payment plan duration, administrative burden, GST-
treatment, public perception, and being optional or not (see Annex 1 for some initial
scenarios). Any scheme could be configured to bring about the same fiscal return.

Length of time for the Crown to recoup the total payment: a shorter timeframe could lower
the repayment risk, because operators should have reasonably accurate short term
internal financial forecasts. However, it may not be as effective in lowering entry barriers
and could result in slower network development. A longer timeframe increases benefits to
network operators but also increases the risk to the Crown because operators may be
encouraged to bid beyond their ahility to pay.

The administrative burden is likely to be high if the payments are structured as a
mortgage. In particular, intercreditor deeds are likely to be difficult for any company with
diverse international debt facilities. The government has a choice about the security it

MBIE-MAKQO-5290550
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requires. As the management rights for 700 MHz spectrum will be issued in two
tranches," the government could reduce its security at relatively low risk.

7 GST: if structured as deferred payments then it is likely that ali of the GST would need to
be paid upfront (as in 2009, see Annex 2). Other structures, for example, a resource
charge, may attract different GST treatments.

8 Optional/mandatory: an optional scheme would need to make explicit provision for the
time-value of money by setting an interest rate, which could be challenging and
controversial. A high rate may nullify the scheme’s objectives, and a low rate may be
seen as a subsidy to 2degrees. In confrast, a mandatory scheme would not, require an
explicit interest rate and any implicit rate® would affect all parties equally.

9 Our preliminary view is that a mandatory scheme with a term link @ ure o th@
management rights might best fulfil the government’s objectivis. v

Risks and mitigations @
10 Securing payment in full is the key risk, if an.g ame | gages and
itk estheme.

caveats could be applied to mitigate this ri e C

_ en2009 radio broadcasting
Nelly requested further deferred

11 A precedent could be set. ThigTigk identifiee Witk

licenses scheme. Howeve dcasters i,
payments schemes to p

Recommendations Eﬁ @ .

1

deferred payments scheme for the YesfNo
rt of the current consultation.

Submiss

2 lstussd 4 Bradenfed in Annex 1 with officials. Yes/No

Len Starling Hon Amy Adams

Managerp #2Xa) Minister for Communications and
Radio Spectrum Policy and Planning Information Technology

Resources, Energy and Communications
Date: / /

Minister's feedback on quality of report: 1 Not safisfactory; 2 Fell short of expectations in some respscts; 3 Mat expectation
1 | 2 I 3 | 4 I 5 4 Met and somelimes exceeded expeclalions; 5 Greatly exceedsd expsctations

! The existing (initial) management rights run until 2020. New rights will be provided after that date, if implementation
and other requirements are met.

The government could still impiicitly allow for the time-value of money by adjusting the reserve price depending on
the profile of cash flows coming from the chosen scheme.

MBIE-MAKQO-5290550
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Annex 1: Draft scenarios for a deferred payments scheme

10

11

12

Below are some initial high level scenarios for a deferred payments scheme. All options
would require more work to finalise details. We expect to consult with the Treasury, IRD,
and DPMC to further develop these options if you indicate a willingness to develop a
deferred payments scheme for the 700 MHz auction.

All the scenarios could be configured differently, for example in the amount required as an
upfront payment.

A. 50 per cent upfront, five equal payments of 10 per cent thereafter %

An upfront payment of 50 per cent of the winning bid would be payakl
auction concludes. Five equal payments of 10 per cent of the to@@ n

be made over the following five years.

An advantage of this option is that it requires full hefore the
management rights expire in 2020. The re \Mhe 18-y
would be issued conditional on paym e impl nd coverage
requirements being met.
A disadvantage is that it prov 31stanc: -gonstrained bidders, as the
initial 50 per cent payme ubstantl d full payment is still required
within five years. Q

is is simi used e¢ Annex 3).

pfront (] payments of 15 per cent thereafter

n is simile 10 n A but with less upiront and larger payments thereafter.

This o

jqr(is, oke favourable towards capital-constrained operators than opti'on A
be @

maller upfront payment.

er, it could raise the risk of non-payment by encouraging bldders (faced with lower
front costs) to bid beyond their ability to pay.

C. 50/50 split scheme

50 per cent of the principal would be required upfront. The other 50 per cent would be
payable in 2020, when the conditional management rights are issued, assuming that
coverage and implementation requirements have been met.

This option would allow the government to impose a financial penalty for not meeting
implementation or coverage requirements. For example, the second payment could
include a 20 per cent penalty. Alternatively, if there was a gross breach of commitments
then the conditional management right would not be granted and those rights could be
sold fo another party.

This could add complexity to the scheme by combining different policy objectives
(lowering entry barriers and ensuring timely provision of services) under the same
enforcement tool. it could lead to complex situations where payments have been made in
full but implementation or coverage requirements have not been met (or vice versa). This
risk could be mitigated through careful planning and the inclusion of clear penalties in

MBIE-MAK(Q-5290550
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deeds. (We will report separately on possible penalty regimes but note at this point the
difficulties in setting penalties. Penalties that are low may be treated as options to buy-
out of an obligation and high penalties may not be enforceable by the Crown.)
D. 10 equal payments

13  This is 2degrees’ first preferred option, suggested in a letter to you dated 26 March 2013.
We expect 2degrees (and possibly others) to provide further detail in the current
consultation.

successful bidders, which could lower barriers to market entry and

ote faster
development of 4G networks. @
15 A disadvantage of this option is that, in the short term, it doe nc@ﬂ reassura%

14 An advantage of this option is that it requires little upfront capital expénditure by

the Crown that a successful bidder is able to pay a signifipgibdmountof the fof@ p

Fi
! yedent ri ued in
2020.

E. 20 per cent upfront, remainder s, @5 tén ye @

16  This is 2degrees’' second prefe p@t has simj %ges and disadvantages
as option D. _
17  This is similar to a ‘l h A 5 .

MBIE-MAKO-5290550 .
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Annex 2: Outline of 2009 deferred payments scheme for radio broadcasting
licenses (“the MediaWorks scheme”) and comparison to the 700 MHz auction
context

1 in April 2009, the Radio Broadcasters Association requested a deferred payment option
for upcoming renewal payments for AM and FM radio broadcasting spectrum licences.
These renewal payments extended the soon-to-expire licenses for twenty years. The
renswal price cumulatively totalled around $96 million. [t was claimed that given the
global economic downturn some broadcasters, particularly MediaWorks, would be unabie
to obtain funding to make these payments. The renewal fees for MediaWorks were
approximately $42 million.

2 in October 2009 Cabinet authorised the Ministry of Economic Dev MBIE) 6 ‘
offer a deferred payment option to licensees, which consisted ha yelewal paymapt /)
being equally divided over a period of five years with an i t rate »f 11.2%per %« -

[CAB Min 09 37/10]. This interest rate was set to co n’s costs k
MediaWorks, the terms of this arrangement me
each were scheduled, comprising the principa

3 Although the payments were all equa

payment was GST, plus a small-aqo the pringipal |}
comprised of principal and ‘% with the prepoRIDI 1
time as the outstandin@ deereased u 1‘4 Mk

ing hose to take up the optional deferred

4 Nine broadcagter Mel _
payment offi tal of gLy te y 70 commercial broadcasters whose licenses
J re - Broadcz ‘ PO signed up to the deferred payments arrangement
o fullyfurcha y or all of the 218 licenses before the end of the five

deasters st e deferred payment scheme presumably because of their
terfuous fi ia) si '

5 ted that the cosis to the Crown of the AM/FM deferred payments

eriént was approximately $50,000 in legal costs and a further $10,000 annually

velfive years) in related administration costs. :
8~ There are some key differences between the context of the radio broadcasting deferre
payment scheme and the 700 MHz auction: :

. The total sale price for 700 MHz management righis (likely to be in the hundreds of
millions of dollars) is likely to be significantly higher than the f{otal price of sound
broadcasting licence renewals ($96 million).

. The objectives of a deferred payments arrangement for 700 MHz spectrum are that
market entry barriers are lowered, willingness to pay might be raised, and networks
get built quicker as MNOs would have more capital available immediately following
the auction. In contrast, the objective of the radio broadcasting scheme was to
allow MediaWorks to continue operating.

° MediaWorks was in a challenging financial situation where it was unable {o obtain
the necessary funds to renew its licenses through conventional channels. Mobile
network operators are not in the same situation, to our knowledge. The lack of a
payment scheme could have caused MediaWorks to cease operating, whereas a

MBIE-MAKO-5290550
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lack of such a scheme for mobile network operators could delay the development of
4G networks but is unlikely to force them out of the market immediately.

o S9NV s 22H))

® The 2009 broadcasting licence scheme was set up afte the@néj sale, so %‘
0 O J
t q - .

to be voluntary and had to include an interest rat t to“disadyagia
choosing not to take up the deferred payme n contras) @
scheme would be ex anfe and is thereforg ] thes@ i

MBIE-MAKO-5290550
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Annex 3: Deferred payments for cellular spectrum: international examples

1 Internationally, there is a range of deferred payment arrangements for cellular mobile
spectrum. Some examples are provided below. To note, we have at this point been
unable to find information about the application of interest and GST equivalents in the
examples below.

2 Australia: successful bidders in the 2013 Australian auction have been given until 2014 to
make final payments. This was decided in the context of large cellular mobile licence

renewal payments due in 2013.3
%%to either

3 Denmark: the 2012 Danish auction provided successful bidders with {
pay in full upfront, or 20 per cent upfront and the remaining 80
annual instalments beginning one year after the spectrum I;cenc

wtthln ten days of
rch 2016 after which

5 India: the 2013 Indian spectrum auct|
the auction closing, followed by a
' p

successiul bidders are re j
m augh !854 64 million, of which €481.7 million

instalments.
t fees, and the remaining €372.95 million

8 ireland: the 2012 dfis

trum dpthe recent Portuguese auction could opt to pay two thirds
%t, with the final third payable in annual instalments over no

A 6.08 per cent discount applies to those who made early
ne annual payment is not received, all remaining payments become
¢l Those who did not choose to take up this offer had 6.08 per cent
rom one third of their total upfront payment.

® New Zealand mobite network operators do not face the same renewal costs in the near future. Those who have not
implemented services in their management rights in the 2.3-2.6 GHz band by 30 November 2013 may be required to
pay the Grown relatively small sums (in the tens of thousands of dollars range, 15% of original purchase cost) if they
wish to exitend the due date of their implementation requirements to 2016. Additionally, Hautaki Ltd has a
$455,208.33 purchase option on 256 MHz of spectrum in the 2.3 GHz band, which it must take up (and pay for) before
30 November 2013, when the purchase option expires.
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From: Len Starling

Sent: Friday, 14 June 2013 3:45 p.m,

To: Catherine Mcl.eod; Anna Nuzum

Ce Bradley Ward; Chris Bishop; Bruce Parkes
Subject: 2degrees news/ 700 MHz consultation

Hi Cat, Ahha

Just letting you know a couple of news items.

ncial

2degrees has advised us confidentially that it hopes to be making some statements
position next week, involving establishment of a new debt facility.

& well underway.

volume of regulatory wo
officials report-ba f

Cheers ‘
Len '







From: Ian Hutchings

Sent: Thursday, 20 June 2013 12:40 pum.
To: *ECB - Radio Spectrum Policy Group
Subject: 2degrees and money

Hi all

It seems the vendor finance repayments to Huawel are for $31.2 million for each of 4 years starting this

September.
@800 MHz

g«

Principal Policy Analyst

Radio Spectrum Team |

Ministry of Business, Innovation and g :

DDI 04 474 2940 ||

PLEASE NOTE T@&Au AD@ utchings@mbie.govt.nz

So if they have $165 available from BNZ, there Is a period of time when they could
4G and acquire some 700 MHz spectrum.







D

Minfstry of Business,

i Innovatlon & Employment
In Confidence
Meeting with 2degrees on Friday 12 July 2013
To Hon Steven Joyce Date 10 July 2013 Deadline 12 July 2013

2degrees is likely to want to talk about the 700 Mz Auction and the Telecommunications Act]
Review. 2 degrees is concerned that if will end up with less than one-third (3 lots or 16 MHz|
palred) of the 700 MHz spectrum. This might happen if the reserve price is ¢ high”. A

deferred payment arrangement would assist 2degrees to meet the govelrr, e, Thej g
Telecommunications Act Review is In its early stages. 2degrees ance tof(”
comment once the discussion paper is released. NN

Y
Proposed 700 MHz Auction @\Q)\/ @@@\)
!

An auction of 700 MHz spectrum Is_p nr@ ter this 8 W Wtargeted start date in
; @ ba—delayed % 1Aty claim WAl 2224 being
x\alblic knowletge)) \Rdustry consuitation on the auetion
sk e oranefved, Including a comprehensive

closed on 24 June.
submission from 2dgg

Acquisition  irits \oga\Been se maximum any operator can acqulre is one-third
(3 lots} ¢ =-. bie spectrum, Vo, in the event that there Is insufficient demand at the
re a4Mg inten a acquisition limit so that an organisation can acquire an
ext e 4 Jot ievE). The auction could therefore result In each of the three telcos
acquidhg one-fhi svaflable spectium or some other allocation where acquisition of iots

Mi4). A fourth bidder would be welcome, but seems unlikely.

2 &t to generate any return on the capital investment in its 3G network. it has

just started making positive EBITDA returns. 1t has recently secured a $165 miilion

facility with BNZ but has committed all of this to repaying its vendor finance

proximately $120 million) and ipvesting In a 4G 1800MHz netwarl. The auction reserve
price is therefore a Kkey concern for 2degrees.

Analysls and benchmarking is currently being undertaken in relation to setting the reserve price.
An updated report has been recelved from our benchimarking consultants and this is currently
heing peer reviewed independently by PWC and IDG (this process Is not public knowledge).
2degress may instance the Australian auction where there were only two bidders, there was no
bidding above the resetve price and spectrum was left unsold.

A deferred payment scheme would assist 2degrees by allowing it to match its investment in
700 MHz spectrum with its operating cashflows. 2degrees provided defall of a proposed
defetred payment dption in its submisslon to the recent MBIE gonsultation. This involved a 20%
payiment on settlement, a two year moratoritim, then four annual 20% paynments,

In general 2degrees is likely to favour a slower auction and payment timetable so If can get
more earhings from Its 3G (and 4G) investments before having to pay for 700 MHz spectrum. It
is likely to be particularly concerned about the time between the announcement of the reserve
price and the auction, as it will need to raise capital agaln.

Infrastructure And Resource fMarkets

33 Bowen Streel, P Box 1473, Wellnglon 6140 Hew Zealand r nfo@mble.govtnz 1464 4 472 0030 MBIE-MAKO-6086308
' w vwmblegovt.nz ¥ -+64 4 499 0969 or 364 4 473 7010




In Confidence

You and Ministers Adams and English will be receiving officials’ advice on these matters In
August to allow final decisions to be made.

Telco Act Review
e The Regulatory Review discussion paper is expected to be released in eatly August:

¢ The Review will be phased ~ the discussion paper will focus on the relativity between
copper and fibre pricing;

o The Paper will also seek feedback on any additional matters that might be consideyed in the
Review during subsetiuent phases;
e The review timeframe does not give opportunities for any dech @ueme ‘ b

700 MHz auction process,

— ©@@ .@

1. Information about your visitors and Zdegree

2. Summary of 2degrees’ submission tot z cons '
3. Recent news ab'outlfrom 2 =
Recommendatlons

1 We recomm note

Hon Steven Joyce
Minister for Economic Development

Radio Spéctrum Policy and Planning
Resources, Energy and Communications Date: / {

Minlster's feetiback on quality of report: | 4 Notsaisfaciory; 2 Foll shost of expeslaions In some respests; 3 Met oxpootation
i l 9 l 3 l 4 l 5 4 Mot and somielimes excaeded expeclalions; 5 Greally eicéeded expetialions
i
MBIE-MAKO-8088308
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In Confidence

Annex 1: Information on 2degrees

e ownership of 2degrees Is Trilogy 60%, Communication Venture Partners 29%, Hautaki
Trust 10%, and KLR Holdings 1%. KLR Holdings is the Ihvestment vehicle of 2degrees
proponent Tex Edwards. Hautaki has a loan arrangement with Trilogy which allowad it to
maintain its relative holdings in a past capital raising, and is seeking to sell shares to twi to
repay this loan.

2degrees was lauriched in 2009 btit dates back to 2001 with the formation of Egonet Wireless
NZ. The company was a venture between South Africa’s Econet Wireless and the Hautaki Ltd,
the commercial arm of Te Huarahi Tika Trust. Te Huarahi Tikd, which represents Maori
interests was given $5 miltion by the Labour Government in 2000 and rights to buy 3G specfrium
at a 5 percent discount. Most of these funds were invested in Econet Wireless NZ, which later
became known as NZ Communications and eventually became 2degiees.

MBIEMAI(O—GK)BGSOB
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in Confidence

Annex 2: Summary of 2degrees’ submission to the 700 MHz consultation

The maln points ralsed In 2degrees submission related to reserve price, competition, auction
assignment phase, payment and implementatioh and coverage requirements. »

Reserve Price o be as low as possible (maximum of $157m which was the governiment’s cost
of clearing the spectrum of television broadeasting) as they want to acquire one third, The more
an operator has to pay for 700 MHz spectrum the léss they have to spend on deployment.

spectrum disadvantage. Relaxing acquisition limits will cause dispaiities,

operator should be allowed to acquire more than one-third and compatition gsfegsite shotild
be attached to it. Want price regulated regional roaming to support ¢ tition -arid choicg™y
rural communities, @ v
Augtion Assignment Phase should not be a one shot optien), djagenty sho @eed
fe ensure potential spectrum sharing opportu payiioarty am tes with
allocations Iess than one-third. Prefer 2" price L8 sk b .

Payment scheme terins should be 209 v %ﬁ. dnth moratarium then
equal instalments of the balahce oyl o rermdi i) hed early Management Rights
(4 years) \

Implementation and Cg gée-bx -- 4G-specific but able to bé met using a
sombination of apygs A1 i result in the same beneflt of timely and

as, There is very little risk that 4G services will
ut that until appropriate handsets are available it

Woula : J : BY &
will et 4affer i V\?\\w towers that are buillf to meet new cellslfe requirements.
ohckined QT tbs‘-\ 2 Tequirements will force duplication of existing or planned 4G
ihe 1800 MHz, Predict that the first top-end 4G handsets that use 700

Y
ik

widespread ae

network de;
MHz wi

& Tonger to hecome: available.
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