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‘reports from Nelworlc Strategies that help to inform the resetve
\Fhese reports wére pear eviewad by IDG and PWC: Tires broad”
Y& daken to valiing the spéstiuin.

N, Behohimarks wete used lo provide a gulde ta prices achieved in glfier spactrun

adclioris, Interaational berchmarks. majj provide useful guldes. bub must be Used with

0 |\ tare asn.practios the value to a New Zeatand. network operafor Is-subject to. a range of
local faotefs, Previous Now Zealand specftum ddles also privide rélevant hanchmarks.,

16 Second, commerslal modefiing was used to attempl to deteyming the business: case-for
pirehése from the perspective of a New Zealand MNO (.e. what the.spectrim might he
worthto g company). In this ase the commetgial inodel Is highly sensilive 16 sofne key
assumpflons. Nefwork Strategies and the. peoy reviewers agree that this is the weikest
forivi-ofinfermiation.

17 Third, abilily to pay (le. ablity of & company to ralsé tie recessary funds) provides a

feality check on the amount of réveniue that the yovernment might achieve. 1n this pase
2deigrens faces significant constraints ralative to Vodafns and Telecotn.
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18  Thare have beon significant changes in the spectrum market In the last 18 months.
Technology advances are emabling operators to deploy 4G servlces using other bahds. In
patticular, the very recent emergencs of 1800 MHz as a.4G band® has feduced the value
of 700 MHz spectrim §lnoe most of the -auctions used digital dividend spectiun® as
penchimarks, While stil desirable, 700 MHz |5 Ho Jonget essentidl te provide 4G sevices,

19 The government wisties to snsure thal all axisting operators have the opportunily to
purchase 700 MHz speetrum and has announged acquisition linilts to help achieve this,
Thase Bmits Imply a preference far each exlstmg networle operator to, abtain three lots
(216 MHz), buf lesser acquisitions (and indead gredter acquisitions, if there 18 Ipsyfficient
demand from three bidders for fhree lots) are also allowed for-in the auctign The
government also has a-prefarence that all the available spectrum rightaaredoN
to achieve the natlonal econoinic heheflts expected o acarus from HEise ¢
mohfle btoadband Sub;ect m those objacfwes the govarnm b wist

200 Network Strategles resommended thaf {he rege @ Qf 38t
$4:6 millloh pet paired Mz (total $17 LN i old), This ;
S{hptas 3 newal piice for

fange Is the lower-bound of the valuale
860/900 MHz speatrur as a minls tm '

%}e méeting on 27 August 2013 Mirilsters dlSGU$SSCE a wide fange of oplions for the
\ } résetve price. Itls ourunderstaiding that the rasetve piice deciston was delegated o the

Minigter for Cammurilcatlens and lnformation Technoldgy:

5 Al existing njme;alms have plans lo deploy; or ate already providing; 43 setvices.al 1800 MHz, i Riture they Wil
_'ﬂso be: able lo deploy 4G al 860/800 Mblz and at 2100 MKz ifthay wish,

® temationaly, digital divideid spectium Is generally eiffier e 700 or 800 MHz bands.
"Please hote that (he estimatad fiseal ralumn in ogllons 3 & 4 s based oh an assumplion ihal ot all of he 2x45 MHz

may sejl at these prices,

MBIE-MAKO-BE90926




MBIE-MAKO-B200026







0 MINISTRY OF BUSINESS,
ol INNOVATION & EMPLOYMENT
€ HIKINA WHAKATUTUKE

Commergial In Confidence

Ministry of Business, Innovation and Employment Repott:
700 MHz Auction: Payment ferms — 2degrees

Date Sent: l 90 September 2013 [Tracl(er No: l 0545 13~14
Action Sought @ @
Action Soilght /Dea{;iiwde\%s ion %
Minister for Communications Agree to recommenciations int ember 201
and Information Technology repoit 9
{Hon Amy Adams) Forward to Mmlstels
Joyce «

\./

Minister of Finance Agree fo recoﬁk)é(bns in thi \> A
(Hon Bill English) repor (q/\
- HQIE)iH_thy

Minister for Economic Adveh ommen
Development C ol O
(Hon Steven Joyce) /) “C (\@

Co%@%@pha@ls& n (if requlred)

Name

[en Starlin anagdr Radio Spectrum Polisy | 04 462 4221 (wk)
& ning

sy
[ \q&o%/semor Polioy Advisor, Radio | 04 901 1487 (wk) -
@ . Specirim Polioy & Planning ,
"\} %

Minister's Office Actions (if requirad)

Telephone 1st Contact :
M t
. v ‘ !

| Office of Minister for CIT: 1, Forward to Ministers English and Joyce l

inister's Comments

L |

MBIE-MAKO-83322056




Commercial In Confidence

700 MHz Auction: Payment terms — 2degrees

Executive summary

2degress has wrillen to you and Minister Joyce outlining its concerns around the deferred
paythent terms for the 700 MHz Auction. [n summary, 2degrees is saying that it is .unable to
paiticipate in the auction without payment terms, but is unable to provide the requested
mortgage security:

2degrees Is @ restiicted subsidiary of Trilogy Int'gr

ational Partners and is
Trilegy's funding arrangements. (Da)(5) 192

Werotect the Grown’s Interests as part
A ice on thése. The maln options are
Wish to amend the deferred payment terms fo
pend adopling a new arrangement which provides
a morlgage, as follows:

ated under the pewer of attoiney would be required to expire on the date of
viment instalment. :

Risks and mitigations

A deferred payment scheme does commit the Grown to some credit risk, FHowever, retaining
the sarly management tights in Crown awnership and allowing fimited duration licences o be
issued uhder a power of atforney protects the Grown's posiflon more strongly than a mortgage.
Recommendations

We racornmend that you:

1 Discuss this proposal with the Ministers of Finance and Economic Yes/No
Developrnent

MBIF-MAIKO-8332205 2
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2 Agree to a deferred payment arrangement with security based on option
one under which:

L

-]

Resgurfes % vanc
isf_ons as agreed by Minister Adams above confirmed hy:

the Crowni would retain ownership of the early management right until
full settlement is made or mortgage security is granted;

at éach instalment date, the Crown would grant an irrevocable power
of atforney (that explres on the date of the next instalment) to create
licences during each instalment period on receipt of sach scheduled
payment; the power of attorney would be available at the requast of

the purchaser,

any ficences created under the power of attorney would exXpi
tine of the next instalmerit date, until full settlement is received

the eatly management right would transfer to th %@hce full
setflement is made;
GST would be payable at the time of, it.
3  Refer this brigfing to Ministers oLE] @ f ant for
} e, \

their confirmation of the decisk

Hen Amy Adams
Information Technology

Date; f /

Hon Bill English Hon Steven Joyce

Minister of Finance

Date:

/ / : Date: f 1.

Yes/No

©
N

Yes/No

Minister for Communications and

Minister for Economic Development

Minister’s feedback on quality of report:

1

2

1 Mol satigtaclosy; 2 Fall short of expactalions i some resfiects: 3 Mot txpectatians
I 3 | 4 I 5 4 Mal and somielimes exceeded expeciations; & Greally exceeded expectalions

MBIE-MAKO-8332205
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700 MHz Auction: Payment terms — 2degrees

Purpose

1 This report provides advice on issues raised by 2degrees Mobile Ltd with the payment
terms for the 700 MHz auction.

Background

2 After your annguncement on 4 September 2013 of the timing, reserve prige
the 700 MHz speetrum auction, officials contacted each known potentialhi
the detalls of the announcement. Of thé threé potential bidders, on!
further information on the deferred payment terms and conditiefie

3  The key cormponents for the deferred payment
700 MHz auction were:
o an interest rate of 5.8%;

o seitlement made in five instal
payment after the im'tiai Al

Minister Joyce on 9 September 2013 ouflining its
ourity arrangements for the deferred payment scheme, &

5 Since the 9 September lefter, officials have met with 2degrees to lear the details of the
issues raised. 2degress has provided access to the legal documentation and Has
provided a statutory declaration (US equivalent) relating to some matters that cannot be
readily confirmed by independent means,

G OO
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Eiops Dbt et = prchis - 2 g Sy = s we have
consid a range of alternative mechariisms by which the Crown's interests cari be
protected. Under all scenarios, whether or not a deferred payment plan is adopted by a
purchaser, the Grown would:

« lodge a caveat on the early . management right which would prevent the purchaser
from lodglng a mottgage over, transferring, or modlfying the management right or
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licence without the consent of the Crown ta support enforcement of the acquisition
limit;

¢ obtain from the purchasers a limited term irrevocable power of attorney which would
enable transfer of the early management rights and licences to the Crown in the
event of a default of the service and implementation requirements;

e fequire that all licences may only be cancelled solely by the rights holder enabling
the Crown (as rights holder / manager) to cance! licences if the management rights
are transferred to the Crown under a default scenarlo; and

o withhold the transfer of the conditional management right in 2 ent of
dsfault inder the managemoent rights agreement,

16 The main options to protect the Crown’s interest under &nayment @(
order of decreasing security) include:
Option 1: Limited duration licences «&©
17 Under this option, @
s the Crown would retal of the ea nt right until full settlement
o e d; . \

made or mortgage pen
» at each insts ka._;;u rant an irrevocable power of attorney

instalment) fo create licences during each
ol sath scheduled payment, the power of attorney
3t of the purchaser;

. J allable af the rygis

@iﬁ lcencesprd &eer the power of attorney would expire at the time of the next _
Instalr til'tull settlement js recelved;

° 0 nagement right would transfer fo the purchaser once full settlement Is

_ o

A antages and disadvantages

18 The advantagés of this option are that no sequrity over the management right or licences
is required, Effectively there Is no deferral of full payment for the management right as
the purchaser is only purchasing the ability to create licences for the duration of the
instaiment period until full settlement Is made, and the mechanfsm places the Crewn In a
stronger pasition compared fo lodging a mortgage If the purchaser defaults on payment or
is In ligLidation,

19 The disadvantage is the need to recreats or extend the expiry date of the livences at each
instalment date, increasing the administrative burden on the Registrar, Crown Asset
Manager, and purchaser. Howevér, these costs are very minot in relation to the size of
the auction and the potential benefits of 4G market competition,

Option 2: First priority mortgage

20  The Grown lodges a first priority tnortgage over the early management right prior to its
transfer to the purchaser (i.e. né change to the terms of the schems),

Adventages and disadvantages
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21 The advantage of a first priority morigage is that it Is a mechanism specifically provided
for under the Radiocommunications Act 1989 to protect financial interests in radio
spectrum, a first ranking mortgage cannot be defoated by other parties and is readily
enforceable, The disadvantage Is that it effectively excludes 2degrees from the auction
process, potentially limiting competition in the 4G mobile market in future years.

Qption 3: Deferred settlement date

99  Rather than offer a deferred payment scheme, the Crown could offer a deferred
settlament date. Under this option,

e purchasers would provide a [6%)] deposit on completion of the aucll

e initial payment would be deferred uhtil [2016/2017]

213 ¥ Ahy upgrades or new towers installed
\KEheThitial payment is made would count towards

< dishdvan ages are y
Lup the aption to cormplete the puirchase of the spactrum in [2016/17]; the purchaser
ouki have only [two] years to meet the Implementatioh and setvice requirements after

the sattlement date: and the repayment perlod would be extended by two years.

25

Option 4; Extend the power of attorney granted to the Grown

26 This optioh would extend the defaul{ scenarios urider whigh the Crown may use the power
of attamey desctibed in paragraph 15 above fo include defauit on payment terms, backed
by the Grown's ability not to grant the conditional management fight froin 2020 in the

event of any default.
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Advantages and disadvantages

27 This Is the simplest option from an administrative perspective. Security is less than
provided by a first priotity morigage but not substantially so given the other contract
provisions enabling the Crowr to enforce its rights. Exteral legal advice notes that in
Mirelle Ply Ltd v Attorney General, the High Court has shown it is prepared to treat
decisions made by government departments in dealing with radio spectrum as being of a
public nature and therefore may be subject to judicial review. if the management rights
holder went into liquidation, a receiver ray attempt fo injunct the Crown to prevent

transfer of the management fights or cancellation of the licences in the event o d@fauit by
the purchaser.
GST }

28  Under section 9(3)(a) of the Goods and Services Tax Ack1985, ds of icey
supplied under any agreement which provides for peri AyRiedts are 'deg he
agree

successively supplied for successive parts of the gre N\ ahs
that any GST payable will be due at the time c@ vent. «%
(& afe amended to remove

(Rgement right and replaced with
Y heSrown would retain ownership of
yhade in full;, a limited term irrevocable
assLlo create licences during each instalment
sNRant; and all licences created under the power of

e next instalment date until full seftlement s

Recommendations

28 We recommend the provisions ¢ffhe jefi paymegt
the requirement for a first pidH ] ‘
the provisions outlined j oM

power aof attot] Najgziy
period on tec baic
attorn Id
reca(y

Risk \\;

30 A deferper reiacheme does commit the Crown to some credit risk. However,
v 51 management rights in Crown ownership, and allowing limited duration
3 do-be issued under a power of attorney, protects the Crown's position more
than a mortgage.

rees’ views

31 Optlon four Is very close to the option proposed by 2degrees in its public submissien.
Options one, two and four above have been outlined to 2degrees at the meetings with
officials last waek and during discussions this week ) i

32  2degrees understands that you, with Ministers English and Joyce, will make any decision
to change the payment terms. A meeting between yourself and 2degrees CEO, Stewart
Sherriff Is scheduled for Wednesday 25 September 2013 {o discuss this further.

Communications

33 Once a decision js made, the Ministry will convey details of the payment plan to the
parties who have registered an interest in the auction.
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700 MHz Auction: 3 October 2013 Update

To  Hon Amy Adams Priority  Medium
PDate 3 October 2013 Deadline 9 October 2013
Purpose

1 To update you on the 700 MHz auction, particularly with respect to applicgtions for

registration as a bidder and the deferred payment scheme.
Recommendation @

2 We recommend that you note the contents of this repo %
Registration @ 5 @ :
3  Registration applications for the auctio t 00 p v ctober.
Applications from companies assog@ ath of th%e xtsting mobile
e 2

network operators have been rec have alsNebgivsd a registration
application from a company@sdpc with & %y Edwards, a minority
shareholdér in 2degreasARis /4] tain all of the required
dwards to determine whether

to commence on 29 October are in hand, The
yertent right agreement and parameters of the purchase

with the existing network operators tornorrow to conflim the exact
dial celiphone towers corresponding to the 75% raquirement for each

uddleFindlay has been commissioned to int’egraté the purchése plan parameters
irito a second version of the management right agreement, on the assumption that

at Jeast one participant will elect this option after the auction.

7 The auction software Is functional, although improvements are being made to
screen navigation and layouts prior to further interna! testing and a mock auction
hy registered bidders.

Deferred payment scheme

8  2degrees has been in fretjuent contact with officials fo test the parameters of the
defetred payment scheme, SEETERI
MBIE-MAKO-9300741 |

Prepared by Len Starling
Briefing No: 0652 18-14'
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11

12

Auction rules ) ;
\ ' han the

Vodafone New Zealand Ltd, The later eiivds\the otk Bperator. We
believe that registration of Vodafone ®ioh ; Qr ¥easons internal to
Vodafone rather than to gam {i . Meyeriietdss, we have modified
the auction rules to e j ato, e highest Implementation
requirements that wo 3 (@ associates, rather than see
Vodafane Mobile en \{ign fetjuiremerits of a new enfrant.

Lwith a number of scenarios for bidding,
WHz management rights. These result from
with i=°various owners and funders as it seeks to find a
agption. Some of the scenarios 2degrees has tested with
&Lt coriiinations of parties registering, bidding, holding the power -
ng, {epentually) owning the management tights. We have agreed to
deing so would not impact on the Crown's objectives or create
) ks for the Crown. A number of minor variations have been made to
e agction rules to accommodate novation of contracts and some of the other
enarios suggested hy 2degrees.

Len 8tarling Hon Amy Adams
Manager, Radio Spectrum Poficy & Minister for Communications and
Planning Infermation Technology

Resources Energy and Communications

Bran

MBIE-MAKO-9309741
Prepared by: Len Slarling
Brisfing No: 0652 13-14°
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Hon Amy Adams Agree to the n s in thi @%2014
o A report
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Minister for Commiunications and
Information Techhology Far
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Hon Bl Eriglish- @ fee to the-tegomF atlons inthis |28 March 2014
Minister of Finance m 'ep%%
S\

NN

Hon Steve to the recommendationsinthis | 28 March 2014

d
‘/\S ;
Minl@ ic De\re % preport
/%

oy

\,/ .
co:g;gg.f@z\gﬁpﬂ_omﬁ DISCUSSION (IF REQUIRED)]

( <V Pasition Telephone . 1st contact
NerStarling Mariaget: Policy & 04462 4221 v
Planning, Radio Spectrym ‘
Management
Robin Camphell . Po_i.i(:y Advisor | 04 901 1555
MINISTER'S OFFICE ACTIONS
Office of the Minister for GIT: forward to Ministers English and Joyce
THE FOI.LDW!NG DEPARTIVIENTS/AGENCIES HAYE BEEN CONSULTED ,
[ Imsp [ NzTE | Treasury || ] COMU []7EC [} Mok
[ mEAT [ boc | 1 mte [ ] MoH [lrex | []other
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Minister's Office to Complete: [f Approved [ Declined

[ ] Noted [_]Needs change
[ seen [ ] Overtaken by Events
|_1see Minister's Notes [T withdrawn

COMIMENTS
EXECUTIVE SUMMARY 3 (\Q&a | (\<<$
ANS)¥4 5
The Combinatorial Assighment Round of the A 1 is sch d shortly, following a decision
from the Cominerce Commission on Tel Fation for ¢ uire 2x20 MHz (four lots), I the
Comblnatorlal Assignment Round, bidde der for ments {frequancies) withln the 700 MHz
hand; I prior rounds they bid fe *nﬂ‘) unts of e Per-than speclfic frequencies, The provisional
2sEG-Zx10 MHK e ots), Vodafone 2x15 MHz (three gendric [ots),

erce Commission clearance. The table below shows

ommission will grant Telecom clearance to acquire 2x20 MHz, The
Lit will extend its expected decision date to mid April. If clearance is-not

Commissionies recéntly-deyised hsd
granted, we expeciioftépor du agaln on options as the Crown may then have a significant interest In
i;:; tnsold spectrum block.

choosing thek%
Tal g&i INIstof placement optlons given the prbvisfon.al allocatlon results

LN -

Lo z 703-708 708-713 718-718 718-723 728-728 728-733 733-738 738-743 743-748

Upper MHz 758763 7634768 768-773 773-778 778-783 783-768 788-793 793798 | 798-803

Optlon A

Gptlen B

Optiop C

Opticn D

Option E

Option F

We seek a decision on whether to offer all placement options or whether to withhold some options, whieh is
permitied under the auction rules, We recommend that optlons € and D (with Telecon In the middle of the
hand) he excluded for the foliowing reasohs:

MBIE-MAKO-14415606 . ‘ ’
BRIEFING: 700 MHZ AUCTION - COMBINATORIAL ASSIGNMENT ROUND OPTIONS
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1, This will allow'the possibility of future secondary market actlvity, L.e. trading between 2degrees and
Vodafone. Telecom is unltkely to have a productive use for more 700 MHz spectrum given that 4G-LTE
cartlets use a raximism of 220 MHz, and Is likely face difficutty with the Commerce Cominission If it
attempts to acquire further spectrum in the 700 MHz band.

2. This will ensure that 2degrees Is not prevented from extending its current 2G/3G roaming agreement with
Vodafone ta cover 4G services. Because of technical issues to do with band planning and handset
compatlbility, it is possible that some phones may not work across the whaole band. 4G roamihg pariners
will therefore need to be placed next to each other in the 700 MHz band. A roaming agreement would be
negotiated on commercial terms,

implementation requirements within the five-year deadline, and Its spectrum retux wn

3, This will safeguard the govertiment’s future options, should 2degrees hot meet the pa nt terms or
ownership/control. The government could then considet sefling some spactr %ie&

onie-shot tender with the outcome decld
Crown,

We have consuitad with biddrg

%ﬂy atTssues that we think will Influence the bidders’ valuations of particular
diice availability lssues, national roaming, Europedn roaming, and potential (but
¥With other services that nelghbour the 700 MHz band. Overall; we think that the top
& the least-preferred placement optlon, We do not have informatlon about what

\

Atati.on on placement options may impact on the prlee bidders are willing to pay (ahd need to pay to assure
thelf preferred outcome) and therefore the fscal return, but this is difficult to quantify and may be offset by the
future consumer benefits arising from roaming; secondary trading, and spectrum shating, Revenue from priof
auction rounds (5259 million) has already exceeded the amount that was forecast in budget baselines.

RECOMMENDED ACTION

The Ministry of Business, Innovation and Emplayment recommends that you
a Diséuss the conterits of this réport with the Minlsters of Finance and Econtoric Development.

Agree/disagree

b Agreethat placement options C and D will be excluded.
Agree/disugree

MBIE-MAKO-144 15606
BRIEFING: 700 MHZ AUCTION - COMBINATORIAL ASSIGNMENT ROUND OPTIONS
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c Refer this report to the Ministers of Finance and Economic Development, for thelr confirmation of the
declsions made ahove,

Agree/disagree

Len Starling Hon Minister Amy Adams
Manager: Policy & Planning Vilnister for Communications and
Radio Spestrum Management information Technology

Ministry of Business, Innovation and Employment «

) 2
AR [ e f o @@
Declsions as noted above by Minister Adams confirmed ;:S@ @

Hon Minister Bill Eng ; : I
Minister of E

%on Minlster Steven Joyce
Minister of Economic Development

MMTS‘EQ\I\S {ebeab}ld( oh quality of report: 1Notsatisfactory; 2 Fell shart of expectations In sqme respects;
* 3 Met expectations; 4 Met and semetimes.exceded expaciations;

( (1\) )\> 2 l 3 [ 4 { 5 5 Greatly exceeded expectations

MBIE-MAKO-144156606
BRIEFING: 700 MHZ AUCTION - COMBINATORIAL ASSIGNMENT ROUND OPTIONS

COMMERCIAL [N CONFIDENGE




Baclground

4,

Tahle 1; Fulkli erit aptions glvet
__—,B—“—*L_. i s

The Ministry of Business, Innovation and Employment {MBIE) is auctioning management rights to radio
spectrum In the 700 MHz band, to be used for the deployment of fourth generation long ferm evolution
{4G-LTE) celiutar broadband networks. The initial allogation rounds of the auction have been completed. In
those rounds, bidders bid for genericamounts of spectrui In the 700 MHz hand, l.e, not'specific
frequencles, The provisiohal results, subject to Commerce Commission clearance, are that 2degrees has
purchased 2x10 MHz {two generit lots), Vodafone 2x15 MHz {three generic lots), and Telecom 2x20 MHz

{four generic lots).

A fina] round, the Combinatorial Assignment Round (“GA round’), Is yet fo be held. In the round, bidders

have the opportunity to each submit a single ténder for particular placements (frequ

MHz band i.e, the bottom, middle, or top of the band. This round Is a one-sh
statethat outcome is decided by the combination of tenders that achigues the Yghe

Crawh.

Telecom’s purchase of four lots is subject to Commerc garanc
Commission was expected on 14 March 2014, h milssion Qgﬁ‘

' t, Wy ¥édafone {the next highest
pplicat] ehe an unsold spectrum block and

is block. 1 this case, we would

O

RIEp dent options afe shown In the table below.

ovislonal allocation resulis

02 RN
Lower NN]’( . 708 /ZB 7‘9) \\ -I:*'J.B 718-723 728-728 7287733 733738 738-743. 743-748
> -

Uppar MHz

75§ Mo | 7oears | wais | weyss | eass | 7enges | 798998 | 708808

Optioh A

Optlon ¥
Option E.

Optlon F

¢

The auction rules allow us to exclude one or more options, This rulé.could now be used to facilitate pro-
competitive pollcy otitcomes. We seek a decision from yeu as to whether to rule out afie or more
placement options. We recommend that options C and D, which place Telecom ifi the middle of the band,
ate ruled cutfor the following Feasons (explained further il the paragraphs below):

2 To allow future secondary market trading between 2degrees and Vodafone, the only parties that
eould intrease their holdings and remain within the crrent acquisition limit, This could include

spectrum sharing.

MBIE-MAKO-14416606 , ‘
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& To ensure that the current 2degrees/Vodafone 26/3G roaming agreement can be extended to cover
4G services. :

o To protect the Crown’s options In case 2degrees does not meet the flve-year payment terms or
implementation requirement deadline and Its spectrum returns to Crown ownership/control.

® To assist the Commerce Commission in determining the likely competitive landscape over the
elghteen-year period of the management tights, and narrow the range of options and variables it
must consicler In assessing Telecon'’s clearance application.

Technlcal issues potentially affecting preferred placements

6. MBIE does not have a firm view on exactly which position{s) within the band ar, @ostsouht@
after; however, the lowest demand is likely to be for the very top of the band,'fo s autlined helQw
Bidders wiil have done their own commercial and technical analyses, j irig deballed infopfation from
their preferred handset and network technology manufacturers,

Consumer device availabllity and national roaming '

7 For technical reasons relating to limitations in ¢ puhentry ji is ib¥ $hat same 700 MHz 4G
cellphones will not operate across all o w 700 MH m rtlcular, the first
700 MHz phones that come to mar! o, Yokdd wpthe band {elther the top-and-
middle or the battom-and-midgieys utdcture from both a technology
parspéctive and in terms of fi 1@’
Holding the middie ofthe\ AQ0NEHY
phenes would wor| s

8.  Australia
tart Selling 700 MHz devices in May 2014, These devices will anly need

to wogla] topaRhi A2 DY band because the unsold 700 MHz spectrum in Australia is at the tap
of the 2NN that the APT hand plan for 700 MHz has been adopted by markets exceeding
fationally, over time sufficent market demand is likely to develop for more

10. AAG roaming agreement would only be possible if phones of the host network {e.g. Vodafone) and access
seeker (e.g. 2degrees) can operate in the same part of the band or If all the access seeker’s custormers have
the more sophisticated phones, which is urilikely In the short term. 5585

Excluding placement options

Cand D will ensure that the current 2degrees/Vodafone roam ng agreement cah be extended to cover 4G
services, assuming the parties can negotiate a satisfactory agreement on normal commearcial terms:

! pangle:a plug-in device providing a cellular broadband connection for a {aptop,
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International roaming

Europe Is in the process of switching to digital televisioti broadcasting and freeing up the 800 MHz band for
4G, rather than the 700 MHz band as in the Asla-Paclfic region. It is. possible that in years to come Europe
will create a “second digltal dividend” by clearing the lower partion ohly 6f the 700 MHz band and
allocating it for cellular use {the upper portion has othet uses in Europe). If this occtrs (there Is no
guarantee that it will), a New Zealahd networlcoperator may have an advantage in holding the lower end of
the 700 MHz band as this could allow easler roaming for incoming Eurapean.consumers.

11

On the other hand, 1800 MHz is steadily becoming the accepted standardised band for 4G international
roaming {except for in North America), and is already being used for 4G In Europe, the Middle £ast, and the

Asla-Pacific region including New Zealand,
Coexistence with digita) television below 700 MHz Q é :: g ‘
c@ sghat televisln

13, We have previously briefed you {and the Minister of Broadeasting) on. :
hroadcasters have expressed around possible interference betw AGLLE in the 700 MHADynd ital
xdction: Auet at dataed
ad Th the

12.

television below 700 MHz (see Arnex Twa to the briefing titled\
unlikely event that intetference does occur, ther NEthé cellular nétwork
operators share the broadcasters' concerus, fRg
hand as this borders the digital televisign spe

14, SORIEAE considers that the posSigHi

| ey

WHz block is assigned to t

sQuifiees directly above the 700 MHz band.® MBIE released a coexistence study
=8| coexistence Issuis were unlikely. Ofa total of approximately 3280 existing

bhise statlons (cell towers) nationwide just 35 rmay require technical solutions, such as
if they are upgraded to 700 MHz" The cost of

The mjddie p_ositfon has the lowest risk of’interference with neighbouring non-cellular services above and
helow the 700 MHz band, angl therefore the lowest associated aut-af-Band intetference mitigation costs.

17.

ZIn short, New Zealand has a much farger guard band (buffer) between 4G cellular and digltal television services.
Additionally, while sorne cotintrlés suth as the Ul have cellular base statlons at the bottom of the band New Zeatand has
them at the top, which further reduces the likelihood of Interference between 4G networiks and digital television.

¥ These provide Jow speéd data transmissions to wtilities companies, KiwiRall, and emergency servicgs organisations, for
example: between electrfclty networks’ substations. :
1850/900 MHz Is the riear-nationwide “hasa layer” lower frequency spectrum used for 2G and 3G, and [s therefore most
compaable to 700.MHz, We.used 850/900 MHz base stations to calculate the 700 MHz rural upgrade requirement applied
1o sucessful biddeis. Higher frequencies such as 1800 MHz (2G/4G) and 2100 MHz (3G) are generally used th cities for

added capacity.
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Secondary trading and spectrum sharing

18.  Asa genera) radio-spectrum management objective, MBIE is suppattive of secandary market spectruim
transactions as they help to ensure that spectrum is allocated to its highest-value use (or user), which may
change over time, With the current acquisition limit In place for at least another three years, Telecom is
unable to.acquite any more spectrum in the 700 MHz band, and may face conslderahle difficulty getting
Commerce Commlssion clearance to do so-anyway, Telecom is unlikely to have a productive use for more
700 MHz spiactium given that AG-LTE carrlers Use 3 raximum of 2x20 MHz {as standardised by the
international cellufar standards organisation 3GPF), Telecom Is very unlikely to want to divest any 700 MHz
specirum either, for commercial reasons. Any-secondaty market activity js therefore likely to Involve
2degrees and Vodafone, and would be very unlikely if they were not assigned nelghbouring placements (Le.
options Cand D would need to he ruled out),

19,  2degrees (2x10 MHz) and Vodafone (2x15 MHz) may wish to institute a spectr
whereby they agree to share their spectrum in order to Implement a 20
ther together to claim network data speeds and ca pacity equal to Tg
from the provision of more than one network with the ability for (fie’s
that this would only be technically possible if 2degrees’ andA

e

21,

-seems more Jikely and feasible than:spectrum sharing but we do not wish to
4 Sfiaring in the future if clear consumer bénefits would result, Both would require the
Tto be neighbouring and to reach a satlsfaclory cotimercial agreement.

24,

25, If 2degrées was unable to make payments on the spectrum (assuining it takes up the five-year payment
plan) or meet the implementation requirements within the five-year deadline, its management rights
would return to Crown control/ownershlp. The Crown may therefore now wish to consider its future
option value ineluding selling 2x5 MHz to Vodafene, which Vodafone colld use to upgrade iis sarvices,
This would require placing 2degrees and Vodafone next to each other (i.e. ruling out optlons C.and D).

MBIE-MAKO-14415606
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26,

placing 2degrees between Telecom and Yodafone would provide 2degrees with more options for roaming,
and may appear to provide more optlans for future spectrum transfers and therefore increase the Crown's
aptlon value. However, because the maximum carrler size for 4G-LTE is 20 MHz and Telecom already has
2%20 MHz, Telecom would not be able to easily expand its network capacity If it had access to an additional
2x5 MHz, in the same way that Vodafone could easily expand Its carriers from the current 15 MHz to

20 MHz.

Consuligtion outcomes

27,

MBIE has consuited the three bldders on whether any placement options should be ruled out, Their
rasponses are.suimmarised bejow.

MBIE

£
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39,

40,

41,

42,

MBIE-

Fiscal issues @

rgxhe placement options
Pt Iyohtain their preferred placement.
s difficult to quantify, as we do not

ging roamlng or spectrum sharing, and may
lacement. However, under this situation the consumer-
hroaming or spectrim sharing} may outweigh any direct

and Yodafone during the supplementary allocation rounds suggests

that both are p e big aggresslvely for their preferred autcome. On the other hand, Telecom may
havé now Qg& d

i of its “war chest”.
seen a draft of this report.

If options C and D are aliowed and the hidding results In one of these optiens being the outcome, the
current 2degrees/Vodafone 2G/36G roaming agreement could not be extended to cover 4G services. Future
opportunities for Secoridary market trading would also be fimited, as would the Crown’s options In the
event that 2degrees is unable to complete the payment terms or implementation requirements.
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EXECUTIVE SUMMARY

‘This report updates and adds to our briefing of 11 March 2014, tided Y700 MHz Auction: Combinatorial
Asslgnment Round Optlons”, This new report presents options for the placement location of any unsold spectrum
that might result from Telecom's Commetrce Commission clearance application being declined, and seeks a
decision an the placement of unsold spectrum should this eventuate. A declslon on this isstte now could assist
the Commerce Commission in its thinking about the likely counterfactual in the event that clearance is hot:
granted to Telecom, This report doesn’t repeat the detall of the eartier report but, for ease of reference, includes
a summary of that material and a consolidated set of recommendations covering hath reports.

The Combinatotial Assignment Béund of the 700.MHz atction Is scheduled to be held shortly, following a decision
from the Commerce Commission ori Telecam’s application for clearance to acquire 2x20 MHz (four lots). In the
Combinatorial Asslgnment Round, bidders may tender for particular placements (freq uencies) within the 700 MHz
band; in prior rounds they bid for generic amounts of spectrum, rather than specific frequend he provisional
results are that 2degrees has purchased 2x10 MHz (two genetic lots), Vodafone 2x15 fz eric lots)

and Telecom 2x20 MHz {four generic lots} subject to Commerce Commission cleargifcg (a
placement options if these provistonal results are finallsed by Telecom heing g qnted

covers

1, Clearance is granted to Telecom. In which ¢age mend exg @ ent options that
separate 2degrees and Vodafone. . g B\t w

2. Clearance Is not granted. in whi \uhsold specteum block between

d
@t aptions or whether to withhold some options, which is
jon rulegaPlace tions are shown In Table 1 (below).

eh the provisional allocation results {with clearance granted to Telecom]

nlacemant(qﬁlo
Mt . % | LF N\
o> < :
Lower MHz y@ﬁa‘l\}%\{a\/ yi37is | 718723 | 723728 | 728733 | 733Y3R | 7373 | 743-748

o :
;’ 1) 763-768 768-773 773-778 778-783 ‘783-788 788-793 798-798 798-803

Tt

Option D

Option E

Option F

1f clearance is granted to Telecom, we récomniend that options C and D (wlth Telecom in the middle of the band)
be exciuded for the following reasons:

1, This will allow the possibility of future secondary market activity, l.e. trading between 2dégrees and

Vodafone.
2. This will ensure that 2degrees Is not prevented from extending Its current 2G/3G roaming agreement with

Vodafone to cover 4G services,
3. This will safeguard the government's future options.
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4. IFannounced before the Commerce Commission has made a decision on Telecom’s clearance application,
this could assist the Commission in determiing the likely competitive landscape over the elghteen-year
period of the 700 MHz management rights.

We have consulted with bidders gbout the options that should be offered If clearance is granted, and 2degrees
and Vodafone agree with the options that this brigfing recommends.

If Telecom's clearance application is declined

in the event that Telecom’s clearance application is declined, there could be lengthy a

his process could take a year. As the next-highest blc odafone may wish to
reactivate its clearance application and seek te acquire the finaf spectrum block. Alternatively, V.
that clearance Is unlikely {given the denlal of clearance to Telecom) and be satisfied that its nfi
(Telecom) will also be prevented from acquiring 2x20 MHz,

to run the assignment round immediately, This means choosing where thaapy
v @n ent opligng

d options only)

To provide certainty and avoid delaying network operators from commission Q
O
Table 2A: Simplified assigniment placement options wiﬁtl () tspek

{below) shows the recommended options, Table 2B on page 14 sh
AY
s LD AT,
Lower MHz 703-708 | 708718 | 713718 |87 773-728 o %8 ¥ 3-738 | 738743 | 743788

FEes B

recommended by MBIE,
Upipar.MHz 758768 | 763768 | 7582 \)7}478 T % 788-793 | 793.798 | 798-803

Option Al 25 M, {

Option C1

Option D1

Optlon E1
If hefther dafone acquire 2x20 MHz (4 blocks), the commercial incentives for elther Telecam ar
Vodafos late a spectrum sharing agreement with 2degrees are greatly reduced as they wouid not need

_ pRaying to claim network equality with their closest competitor. Technically, 2degrees could share with
elthefFd)écom or Vodafone, without the acquisttion limit (2x25 MHz) heing breached. Oui recommendation for
“the scenario where Telecom's clearance Is granted therefora does not apply. :

We recommiend that the unsold block be placed between Telecom and Vadafone, for the following redsons:

1, Telecom and Vodafone both have a legitimate claim to this spectrum block under the auction rules {until
such time as clearance appeal processes are completed, or statutory timefta mes for appeal are spent), and
not placing it between them would significantly decrease its utility to the party that was not heighbouring
the block.

2. If nejther Telecom nor Vodafone end up acquiring the final spectrum hlock, the Crown may revisit the
option of assigning it to emergency services. Alighment with Australia is desirable and Austratian
emergehcy services have reactivated their attempts to be assigned 700 Mz spectrum after the Australian
700 MHz auction resulted in unsold spectrum. If emergency services was judged to be the best use for the
unsold block in New Zealand, placing the block between Telecom and Vodafone would glve efmergency
services organisations options about who'to parther with, if they wished to partner wlth a commetcial
network operator, The Police currently partner with Vodafone for mobile broadband services, As
2degrees’ network does not provide the same level of near-hationwide coverage as Telecom’s and
Vodafone's networks, it Is unlikely that 2degrees would be the best partner for emergency services,
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Placing the unsold block between Telecom and Vodafone would not significantly affect the viability of any
of the Crown's other options for unsold spectrum, which include leaving the spectrum fallow, allocating it
far use by “smart” electricity networls, allocating it to smaller operator (such as TeamTalk, Woosh,
GallPlus, or another smaller operator) for private or hespoke networks, or allocating it to Maori {although
MBIE continues to believe that if Maori ICT-based economic development is a policy goal, spectrum

allocation is not the best way to achieve this).
Placing the ufisold block between Telecom and Vodafone Is likely to significantly dectease fts future utility to

2degrees.

[f you agree to this recommendation we propose that we Inform the Commerce Commission, in confldence, of
that decision as soon as practicable. This may assist the Commission In making a decision on Telecom's clearance
application as it should reduce the nunbier of counterfactuals that the Comimission needs to consider. We do not
intend to inform the bidders of the placement options decision{s} until the Commerce Commissien decision has

been made. )
Risks @ .
‘I; n

Consultation on assighment options isn't a part of the formal auction @&n in Februgrya0td, Wife
MBIE consulted bidders on placemint options under the scenari ‘was grapted Il

informed bidders that they would be consulted agalh on plac plitus If clear, i
now seeks decisions from you, without this consultatio lace.

RECOMIMENDED ACTION //3@ N %,

Ve S

d Emplo ends that you:
_ @ this repor@nisters of Finance and Economic Development,
v . Agree/disagree
ad

b Agree th Telecom's Commerce Commlission clearance Is granted, placement options C

and
Agreefdisagree

ed.
e that In thie event that Telecom’s clearance is declined, only placements options A1, CL, D1, and £1

‘will he offered.
Agree/Disagree

c Refer this report to the Mihisters of Finance and Economic Development, for their confirmation of the

decisions made above

Agree/disagree
Len Starling Hon Minister Amy Adams
Manager: Policy & Planning Ministér for Cominunications and
Radio Spectrum Management Information Technology
Ministry of Business, [nhovation and Employment

4 . L2
28,0 [ il oo
7]
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Decisions as noted above by Minister Adams confirmed by:

Hon Minister Bill English Hon Minlster Steven Joyce
Minister of Finance Minlster of Ecotiomic Developmant:
...... O . o f e e

Minister's feedback on quality of report: 1Mot satlsfactéry; 2 Feft shart ofexp In some\e“specls, (>
) 3 Mat expectations; 4 Met and adl expeclallon
1| 2 ] s [ 4]

4 5 5 Greally exceeded expeclgunn\

@

'@ @'&
5
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Introduction

L

2.

This report updates and atdds to-our briefing of 1.1 March 2014, titled “700 MHz Auction: Comblinatorial
Assignment Round Options”, This new report presents options for the placement location of any unsold
spectrum that might result from Telecomy’s Commerce Commission clearance application being declined,
and seeks a decision on the placement of unsold spectrum should this eventuate, A decision on this issue
now could assist the Commerce Commission in its thinking about the likely countetfactual. This réport
doesn’t repeat the detall of the earlier réport but, for ease of reference, Includes a surmunary of that
material and a consolldated set of recommencations covering both reports.

The Ministry of Business, innovation and Employment {MBIE) Is auctioning managemeniHghts to radio
spectrum [n the 700 MHz band, to be used for the deployment of fourth generation |
compietefi{in

(4G-LTE] cellular broadband networks. The initial allocation rounds of the a
those rounds, bidders bid for generic amounts of spectrum in the 700 MHz band| \.eMiot specific
: ance, aret redstha
i fadebic lots), an 20 MHz

{four genatic lots). @ } @
A final round, the Combinatorial Assignment @ round’), Jsya ﬁw, In the CA round, bidders
have the opportunity to each submf & gingls te Tor parti exfidrits (frequencies) within the 700

he bhand; s Yone-shot tender, The auction rules

purchased 2x10 MHz (two genéric lots}, Vodafone 2515 MH

MHz band I.e, the bottom, mi

Crown, F
Teleco our lots is %ﬁt@mmem Comnission clearance, A decision from the
% j ected on'G] May . This first part of this briefing assumes that clearance fs granted’;
ifi : : highest bidder) does not reactivate its withdrawn clearance application,
therérwill be dnetaum block and the Crown will have a substantial interest In choosihg the

lo e second, new, part of this briefing (paragraph 9 onwards) seeks a decision on the

location
anhrien Vspectrum that might remain unsold because Telecom’s clearance application is declined

nek the short term, while the appea) process plays out, or the long term).

It Is our inténtion to hold the Asslgnmerit Round as soon as pricticable,
if Telacom's clearance is granted, we would expect to hold the round within weeks of the decision,

If Telacom’s clearance Is declined, we would also expect to hold the round within weeks of the decision,
only offefing options that place the unsold bloek between Telécom andVodafone. This would allow for any
outcome of the appeals process and/or allocation to Vodafene {the next highest biddet) to be

accommodated.

Technical issues potentially affecting preferred placements

8,

The 11 Maich briefing provided detailed information about the technical issues likely to Influence bidders’
valuations of particular placements, This Information is not repreated In detail here. MBIE's view is that the

! 2elegrees may have the right to appea
dlscuss a draft decision priorto the fina

| clearance i ‘the Commerce Comeiission holds a confei¢nce involving 2degrees to
t decislon being Issued. Any party attending the conference has the right to appeal

the flnal decision.

7
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bottam and middle of the band are likely to be of higher value than the top.

Options if Telecom’s clearance is granted

9. IfTelecom isgranted clearance, possibie placement options are shown in the table below,

Table 1; Fyll list of placement options given the provisional allocation results (with clearance granted to Telecom)

—

lowerMHz | 703708 | 708743 | 743718 | 718723 | 723728 | 728733 | 733738 | 738743 | 743-748

Upper MHz

763-768 768-773 713778 778-783

783-788 788-793 793-798 798-803

Optlon A

Option B

Optlan C

Option b
Oplion &

QOption F

10, The auction riles allow us to excludpghd ore options, Fhi et now he used to facifitate pro-
competitive policy outcomas,
placement options, We pego

Qs ether to rule out one or more
. rch place Telecom in the middle of the hand,

ing between 2degrees and Vodafone, the anly partles that
math within the curfent acquisition limit. This could include

Jo protect the Crown’s options in case 2degrees does not meet the five- year payment terms ot
implementation requirement deadline and fts spectrum returns to Crown ownership/control,

8 To assist the Commerce Commission in determining the likely competitive landscape over the
elghtéen-year period of the management rights, and narrow the range of options and variables it
must conslder in assessing Telecom's clearance application.

11, This reasoning Is described In more detatl in our briefing of 11 March 2014,

Options if Telecom’s clearance is declined

12, Itls passible that Telecorn’s clearance application for 2420 MHz will be declined. This clearance application
is effectively for the final spectrum block only — no mattér the ouitcome, Telecom’s bid for 2x15 MHz will

stand. The decision dat pected to be 30 May 2014, If clegrance Is declined, Telecorn wotild have a
rlght of appeal. 5

Telecom would have 20 working days followlng release of the Commission’s
teasonfng to appeal, An wppea! would be likely take about a year.
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3.  |f Telecom did not suceessfully appeal, Vodafone would, as the next highest bidder, have the option to
reactivate its clearance application and seek to acquire the final spectrum block, This progcess could also

take many months.

14.  Given the prospect of lengthy delays, we now seek decisions from you about the placement of any unsold
spectrum Jf Telecom’s clearance application is declined, so that we can hold the Assignment Round and the
network operators are not delayed in the commissioning of their 700 MHz netwoiks,

15, We also propose that we Inform the Commerce Commission, in confidence, of your decisions arising from
this briefing as sooh as practicable, to assist them in making a decision on Telecom's clearance application.
Advising the Commered Commission of this decisiori may-assist the Cominissioh as it shoyld reduce the
number of counterfactials that £he Commisslon has to consider. We do not Intend to inform the bidders of
the placement options decision{s) until the Commerce Commission decislon has been made.

16, Our recommendation is that the unsold block should be placed between Teleco
reasons for this are outlined below. In practice, this means only offering op
table on page 11). We have not consulted bidders on the placement giz
required to under the auction rules, Bidders may prefer the oppor@

but ultimately it is the Crawn’s decislon as the vendor and,
simply express thelr own commercial preferences.
17.  Telecom and Vodafone, as parties that have T

S

Soloy 4G using any of the 2x25 MHz of spectrum it owns in the
o ¥pactrum Is only one of several ways to increase network capacity.

ters. It has turned down this option, whereas Telecom and Vodafone have hoth
epared to pay at least $82 million for the block. Placing the unsold block between

4 Q \elthér Telocor nor Vodafone acquire 2x20 Mz (4 blocks), because Commerce Commission clearance is

' declined, the commeicial incentives for elther Telecom or Vodafone to negotiate a spectrum sharing

" agreement with 2degrees are greatly reduced. In this scenario; Telecom and Vodafone will have equal 4G
spectrum holdings in all bands, so will not he able to yse their greater spectrum haldings to claim a better
netwoik than their closest cornpetitor. Technically, 2degrees could share with elther Teleconi or Vodafohe,
without the acquisition limit{ZXZ5:MHz) being breached, Our recoramendation for the scenario where
Telecom’s clearahce Is granted therefore does not apply.

20.  However, for technical réasons 2degrees may still only have one option for 4G roaring: whichever network
aperator it Is placed next to.

91, If neither Telecom nor Vedafoiie end up acquiring the final spectrum block, the Government may wish to
feconsldet other aljocation optiohs, such as allocating the spectruri for use by emergency services of
electricity networks. There may be hoth commerdal demand and economic and soclal benefits from such
an allocation, however we hava not yet done the ahalysis necessary to confirm this, Qur initial analysis at
the beginning of the 700 iMHz allocatlon process concluded that commercial moblle networks were likely to
he the highest value usefs of this spectrum biand {resulting It ecoromy-wide benefits of up to $2.4 billion}.
However, if the three netwark operators are either unwilling to purchase all the spectrum {2degrees}) or
unable to get Commerce Commission clearance {Telecom and Vodafone), then It may be beneficial to

reconsider other high value uses,
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22, At the time of the initial Cablnet decislons on 700 Mz alfocation, we argued that the 800 MHz band was
more appropriate for emergency services use, particularly as this would allgn with Australia, Since then,
the Australian 700 MHz auctlon has resulted in unsold spectrum (Vodafone-Hutchison/VHA, the third-place
market operator, did not bid) and Australian emergency services organisations have relgnited their efforts
to acquire 700 MHz spectrum. There is cansiderable uncertainty about what band(s} Australian emergency
services may end up with.

23, it was deemed appropriate In the future to allocate 700 MHz spectrum to emergency services in New
Zealand, one option is that emergency services may seelt to share some network iivfrastructure with 4
commercial operator, Placing the emergency services’ spectrum between Vodafone and Telecom would
mean that emergency serviges could negotiate with both network operators to reach a satisfactory
arrangement (it would give emergency services more options and greater negptiating power® The Policy
curfently partrier with Vodafone for broadband services. It seems likely that emergen would
prefer to partner with Telecom or Vodafone as their networks cover sighificant| MNetton and
geography than 2degrees’ network. «

24.  Placement between Telecom and Vodafone would not foreclose oHe
LTE celluiar or fixed wireless networks,
25, However, placement between Telecom and Voo

the final spectrum black in the future. \
allow the effi¢ient use of non-neighbesh

26.

700 MHZs

pacirum
development fs ic
unsold sps «41&‘

decisigf ek 1y WiiGcate Maor] 700 MHz spectram. While it is the case that Te Huarahi Tika Trust (THTT) and
apexclalarm Hautaki [td were established to hold spectrum for Maor! and now have commercial
megments with 2degrees, any future allocation of cellylar spectrum to Mior would not necessarily

e to go to THTT or Hautaki Ltd. Even if it was allocated to THTT or Hautakl 1.td, these arganisations
waould be free to seek future commercial arrangements with any and all commetcial network operators

that they so choose.

27.  Table 2B {next page) shows the full range of placement options with an unsold spectrum block.
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Table 28: Assignment placement options with unsold spectrum block

Lower Mtz 703-708 708713 713-718 718-723 723-728 728-733 733738 738743 743-748

Upper MHz

Option AZ

778783

758763 | 763768 | 768773 | 713-778 783788 | 788-798 | 793798 | 798-803

Optlon B

Optlon B2

Optlon C1

Option E2

Optlon F2

Fiscal Issues — if clearance Is granted to Telecori

28,

29.

Auction revenues to date have surpassed budget baseline forecasts. Limiting the placément options
6ffered to bidders will Have an impact on the amount they need to bld to obtain their preferred placement.
Ariy loss in revenue due 1o Timiting the placement options is difficult to quantify, as we do not kilow the
value that bidders place on particular assighment options. For example, Telecom may have an fnterest in
preventing 2degrees and Vodafone from arranging roaming or spectrum sharing, and may therefore he
prepared to bld higher for the middle placement. However, under this situatlon the consumer henefits
arising from market competition (through roaming or spectrum sharlng) may outweigh any direct loss of

revenusd to the governmetit,

Flerce competition between Telecom and Vodafone during the supplementary allocation rounds suggests
that both are prepared to bid aggressively for thelr preferred outcome, On ihe other hand, Telecom may

have now exhausted much of its “war chést”.

1t
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Fiscal Issues ~ if clearance Is declined

30,

31

32,

33,

34,

2836 13-14

[n a situation where clearance Is not granted, it Is not clear to us the value that Telecom and Vodafone
might place on bordering the unsold block. Bidders may believe that there Is value being hext to the unsold
block becayse they may seek to acquire it In the future, They may also see vaiue in the option to cooperate
or partner with emergency services, should the unsold block be allocated to emergency setvices In the

future,

2degrees is theoretically likely to value being placed next to the unsold blocl very highly {to protectan
option of future purchase), and/or belng placed next to Vodafone so that ifs current 26G/3G roaming
agreement can be extended to cover 4G services, However, 2degrees may not have the ability to bid at the
level of lts theoretical value.

If clearance is not granted to Telecom and Vodafona either does not seek or is decline ce, the final
spectrum block would remaln unsold and the total auction revenues from the Allocersi would b
$176 million rather than $259 million. Some additional revenue can be expe e Xinal

Combinatorlal Assignment Round. g ?

difficult to extend the current 2degrees/Nodafo gett to cover 4G services,

Risks - if clearance is granted to Telecom &P
If options C and D are allowed and the bidding @ these ngveie outcome, it may be
3 A o

G roarmihi

Ifoptiens Cand D are all
opportunities for second
eveént that 2degre

options being the outcome, future
ivited, as would the Crown’s optlons In the

erms or implementatioh requirerments.

ent options now, bidders (particularly 2degrees) are likely to complain
placement of the unsold hlock. In February 2014, when MBIE

% ey would be consulted again on placement options if clearance is declined,
tion Is not required under the auction rules.

dgteement cannot be extended to cover 4G services, However, there may be technical solutions, and It
may be able to negotlate 4G roaming with Telecom nstead.
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