Background material for the PRESS RELEASE
on third-generation mobile radio systems:

IMT-2000/ UMTS

With the third-generation mobile radio sysems within the IMT-2000 family of sandards, it will be
possible for alarge number of consumers to use persona, mobile and broadband services at data
transmission rates of up to 2 Mbit/s. In addition to existing voice telephony and data transmission
sarvices, the range of IMT-2000/UMTS services can dso include new broadband multimedia
goplications, including video. These services will form asolid basis for e-commerce in Switzerland.

IMT-2000/UMTS meets the mobile user’ s requirement for location-independent, customised
access to the many different current and future multimedia services (Internet/Intranet,
videotel ephony, online shopping, e-commerce, video-on-demand, €tc.).

The initia preparatory work for the award of IMT-2000/UMTS licences (International Mobile
Teecommunications 2000 (IMT-2000) / Universa Mobile Telecommunications System (UMTYS)
was performed by OFCOM, on behaf of the Federa Communications Commission (ComCom) as
early as 1998, and a Stuation analysis was published on the www.bakom.ch website. In the spring
of 1999, a public consultation was carried out and interested parties were able to express their
opinions on the various questions relaing to the granting of IMT-2000/UMTS licencesin
Switzerland. In August 1999, ComCom decided to grant four nationa licences by auction. In
December, the firgt drafts of tender documents were discussed with interested partiesin a
workshop. The results of this workshop were taken into consideration in the definitive version of the
tender documents, in so far asthis was possble. The cal for tenders was formaly opened on 14
March 2000. The deadline for the submission of gpplication documents was 31 May 2000.
OFCOM received 10 gpplications for participation in the sale by auction of 4 nationd IMT-
2000/UMTS licences within the time limit. After checking of the application documentation by
OFCOM, ComCom decided that al of the applicants could be alowed to take part in the auction.
Therefore afurther important step was taken in the awarding of third-generation mobile radio
licences in Switzerland. In view of the extraordinary growth in the number of mobile users and the
expected high demand for mobile data services, it isimportant to ensure, as early as possible, that
the required resources are made available.
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Award of IMT-2000/ UMTSlicencesin other European countries

With its timetable for awarding licences, Switzerland isin line with the European trend, as most
western European countries will be cadling for tenders for UMTS between 1999 and 2001

Country Procedure Awarding of licences
Finland Criteria-based competition March 1999
Spain Criteria-based competition March 2000
UK Auction April 2000
Germany Auction August 2000
Italy Auction 1) September 2000
Netherlands Auction July 2000
Sweden Criteria-based competition 4th. Q. 2000
Switzerland Auction November 2000
Austria Auction November 2000
Portugal Criteria-based competition 1st. Q. 2001
France Criteria-based competition 2nd. Q. 2001

1) Combination of auction and competition based on criteria

IMT-2000/UMTS award procedure

The award of the IMT-2000/UMTS licences is based on atwo-stage procedure. The first phase
involves checking whether the applicants meet the lega requirements for the award of alicence, as
well as other conditions or presaection criteria. If a candidate meets these conditions, he is admitted
to the second phase, the auction proper. In order to ensure that the winners of IMT-2000/UMTS
licences will comply with the stipulations concerning co-use of Stes, coverage and nationd roaming,
these requirements have been included as presdection criteriain the IMT-2000/UMTS tender
documents.

ThelMT-2000/UMTS licences

By 2002, the entire frequency band specified for IMT-2000/UMTS will be avallable in Switzerland.
Theinvitation to tender relates to four licences, each comprising 2 x 15 MHz for Freguency Divison
Duplex (FDD) operation and an additiond 5 MHz for Time Divison Duplex (TDD) operation. This
frequency alocation will alow operators to build hierarchica networks and economicaly handle the
radio traffic which is generated. In Frequency Divison Duplex (FDD) mode, two separate (paired)
frequencies are used for a duplex connection, one for the connection from the mobile station to the
base gtation (uplink) and one for the connection from the base station to the mobile Sation
(downlink). In TDD operation, only one frequency is required for aduplex connection from the base
gation to the mobile sation (unpaired frequencies).

The licences are vaid for 15 years from 1.1.2002 and authorise the operator to set up and operate
nationd IMT-2000/UMTS networks and provide the corresponding services. The minimum bid per
licence has been set a CHF 50 million.

IMT-2000/UMTS networks can provide the entire range of mobile telephony services, from smple
messaging via voice telephony to high-quality data services. Those services which only require low
transmission rates (e.g. voice telephony) can dso be provided viaexising GSM networks. A
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deliberate decision was therefore taken not to impose stringent coverage obligations, and the licence
specifies only a minimum mandatory coverage of 50% of the population by the end of 2004. More
extensive coverage may be achieved by further network expansion with the licensee's own
infrastructure or by the conclusion of roaming agreements. Operators therefore have the possibility
of building up their networks where there is a demand for the corresponding services.

The third-generation mobile radio systems are dso designed, using gppropriate terminds, to alow
roaming with second-generation (GSM) systems. Granting four IMT-2000/UMTS licences will
bring into the market at least one new operator, who does not have the benefit of any exigting (e.g.
GSM) network infrastructure and who will therefore be at a disadvantage compared to IMT-
2000/UMTS operators who have an existing GSM infrastructure (existing operators). Existing
operators will therefore be obliged to make their GSM networks available to a new operator via
nationa roaming, if they obtain an IMT-2000/UMTS licence. Thiswill give anew operator the
opportunity to offer his customers good coverage for second-generation services as soon asthe
network starts operation, thereby reducing his disadvantage. In addition, thisis expected to generate
further impetus for the mobile telecommunications market in Switzerland. To prevent the roaming
recipient from smply acting as a service provider by resdlling airtime, he will be expected to have
made certain investments. Consequently the obligation in respect of nationa roaming will gpply only
from the time a which he has achieved a population coverage of &t least 20% with his own network
infrastructure. Moreover, the obligation to offer national roaming ends on 31.12.2007.

The IMT-2000 family includes five standards for the air interface. UM TS and the corresponding
UTRA (UMTS Terredtrid Radio Access) air interface condtitute the European variant of the IMT-
2000 family. Although frequency co-ordination at nationd frontiersis only regulated for the UMTS
ar interface (UTRA) at the European levd, the candidates are free to decide which standard of the
IMT-2000 family they wish to use for their network. This ensures that competition can take place
regarding the choice of standards, o that the best standard will win out.

Auction procedure

The auction will be carried out dectronicaly and decentrally viathe Internet, which will alow
bidders to make their bids from their own head offices. The four licences will be awarded in a
Simultaneous Ascending Auction (SAA). In other words, al four licenceswill be sold by auction a
the same time in an auction with a number of rounds. In the first few days, OFCOM will only run a
few rounds per day, but thiswill increase to a higher number later. Basically, the Swiss solution is
gmilar to the procedure employed for the UMTS auction in the UK. In thisway, it should be
possible to ensure that dl four licences are awarded at a price that is as Smilar as possble.

OFCOM will oversee the administration and control of the auction. Charles Rivers Associates will
take care of the auction from atechnica point of view. The auction server islocated in Boston
(USA). After individud rounds are completed, the current results will be published on an Internet
dgte ble to the public. The web ste address will be made known before the auction.

The start of the auction is scheduled for 13 November 2000. Depending on the bidding pattern of
the bidders, the duration of the auction is expected to be between two and four weeks.



Auction rules

Given below is a short summary of the most important points of the auction rules.

Bid format

To submit bids, bidders smply sdlect from alimited number of bids that will have been specified in
advance by OFCOM. The lowest of these bids corresponds to the current highest bid plusthe
minimum increment (smallest permissible increase in bid). The other possible bids are made up of the
current highest bid and amultiple of the minimum increment. If the current highest bid is, for
example, CHF 100 million and a minimum increment of 10% has been pecified, then the minimum
bid for the next round will be CHF 110 million, whereby the bidders are free to make abid higher
than the current highest bid by a multiple of the minimum increment (in this example, possible bids
are CHF 110, 120, 130, up to a maximum of CHF 190 million). On the one hand, this procedure
prevents errors when making entries and, on the other, stops bidders from transmitting certain
sgnasthat could lead to collusive behaviour by entering a specific bid, which could have a negative
influence on the fair running of the auction.

Rounds and standing high bid

The auction will be carried out in a series of rounds. A round can be sub-divided into two phases. In
the firgt phase, bidders submit their bids with the public excluded. In the second phase, the standing
high bid (or current highest bid) for each of the four licencesis notified, and the bidder in question is
reveded. It is planned to publicise dl the bidders and the amounts of their bids submitted in the
relevant round.

Minimum opening bids

The minimum opening bid for alicence is CHF 50,000,000. Therefore, in the first round, the lowest
possible bid that can be made for alicence is CHF 50,000,000.

Minimd bid increments

The minimd bid increment is the minimum amount by which abid must be higher than the current
ganding high bid, for it to be accepted as the new standing high bid. The minima bid increment will
be defined as a percentage between 1% and 100 %.

Minimad bid increments are necessary to keep the auction moving forward. Asarule, they are
lowered towards the end of the auction. The amount of the minimal bid increment for the next
rounds will be made known by OFCOM'’ s auction administrators at the latest on the day before the
next round.



Adtivity rule

Every bidder must be active during the auction to ensure that a bidder is unable to prevent the
progress of the auction. If thisis not the case he will lose hisright to take part.

The activity ruleis regarded as has having been satisfied in three cases:

a) If thebidder has a standing high bid in the previous round.
b) If the bidder submitsavaid bid.

c) If the bidder usesawaiver.

Waiver

Each bidder recelves four waivers at the sart of the auction. A waiver makesit possible for a bidder
to not take part in around of the auction, without having the stlanding high bid of the previous round.

A walver isused if abidder @) does not have the vaid standing high bid in the previous round and b)
has not submitted avalid bid in the current round. Thanks to the use of awaiver, the bidder does not
lose hisright to take part in the auction, even though he is not actively bidding in the relevant round.

Waivers should, on the one hand, enable bidders to stop and deliberate during the auction, for
example to discuss their continued procedure with their board of directors, management or bankers.
On the other hand, waivers automatically used by the software can in particular avoid a bidder being
excluded from the auction in the event of technica problems when bidding or if the submisson
deadline for abid expires, even though the bidder fully intended to continue bidding.

Bid cancdlation and withdrawas

Bids can be ether submitted or withdrawn during the bidding phase of around (the first phase of the
round). This process can easly be observed by the auction administrators and should make it
possible for bids submitted in error to be withdrawn. If the bidding phase is closed, dl bid
withdrawa is excluded.

Information reveded

It is planned to publish dl of the bids submitted during a round, aong with the name of the bidders at
the end of each round. This should achieve the highest possible level of transparency and an
identicd leve of information for dl bidders

Frequency of rounds

The number of rounds per day will be specified by the auction administrators (OFCOM). On the
first day, only afew roundswill normaly be held. As soon asthe bidders are familiar with the
auction system, the number of rounds per day can beincreased. Towards the end of the auction, if
bidders need more time to make decisions, more time can be alocated for each round.



End of the auction

The auction is ended if, in around, no new bid is made for any of the four licences and no bidder
has used awaiver.

Telephone bids
Should technica problems arise, telephone bidding will dso be alowed.

GSM

In the trangtiond arrangements relating to the Law on Tdecommunications (LTC), Swisscom AG
was given the right to operate amobile radio network. Swisscom AG has therefore decided in
favour of operating its GSM network (Natel D) and termination of the Natel C network. On expiry
of the trangtional period at the end of 2000, these frequencies (the former Natel C frequencies) will
be available for GSM services and have therefore been put out to tender. Thisrelatesto a
bandwidth of 8.2 MHz in the GSM 900 MHz band. In addition to these frequencies, two further
frequency blocks, each of 4.8 MHz bandwidth, in the extended GSM 900 frequency band have
also been put out to tender. For the existing operators of GSM 900 networks, and also for Orange
Communications SA, which has only 1800 MHz frequencies, there therefore arises an opportunity
to obtain additiondl frequencies (licences) and increase their network capacity. Thereisaso the
possihility that a new operator will bid for the licences and congtruct a fourth national GSM
network.

Other frequenciesin the 1800 MHz band which are envisaged for GSM networks are currently il
in use by the army, which operates the ADS 95 reconnaissance drone system in this band. These
frequencies will therefore be available for use from 2004 at the earliest.

The tender documents stipulate that, if the demand proves to be grester than the licences available,
the award will take place by auction. The invitation to tender was formaly opened on 14 March
2000, in parald with the IMT-2000/UMTS call for tenders and with the same deadline for
submissons. Five applications were received on time by OFCOM for the three GSM licences.
After examination of the applications by OFCOM, ComCom came to the decision that dl applicants
fulfilled the requirements for the alocation of licences. Consequently the demand is greater than the
number of licences avallable, so the dlocation of GSM licences will take place by means of an
auction.

The same procedure will be applied for the auction of the three GSM licences aswas used in the
spring for auctioning off the WLL licences. Thisisaso-cdled “English auction”, during which the
licences are sold by auction individualy and one after another, with one licence being awarded per
day. The auction will take place on the Internet and can be followed on a public web ste. It is
planned to start this auction on 11 October 2000 with the former Natel C frequencies.
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The three GSM licences will be granted for alimited period and will be valid until 31 May 2008.
They will thus expire smultaneoudy with the mobile radio licences granted in May 1998 to diAx AG
and Orange Communications SA (Swisscom’s GSM mobile radio licence will run until the end of
2007).

If anew operator acquires the licences which are now being put out to tender, he will have until the
end of 2002 to guarantee coverage of 50% of the population. If an existing operator acquires one or
more licences, compliance with the obligations in respect of coverage will be assessed on the basis
of its entire network. The minimum bid for the former Natel C frequenciesis CHF 3.8 million. The
minimum bids for the licences in the extended GSM band are CHF 1.7 million and CHF 1.8 million

respectively.

Site co-ordination and co-use

In order to ensure that environmental concerns are given gppropriate consderation with regard to
the congtruction of the new networks, the licences (both the IMT-2000/UMTS and the new GSM
licences) stipulate stringent obligations in terms of Site co-ordination and co-use. When establishing
new gtes, operators must comply not only with al the legd provisions regarding area planning,
protection of nature and national heritage but aso with the provisions of the decree on protection
from non-ionising radiation. They must co-ordinate the building of new antenna sites among
themsalves. Operators are also obliged to notify the cantons of their development plansin good
time. A generd obligation on operators to co-use antenna Sites cannot be impaosed, since the
conditions of the decree on protection from non-ionising radiation may not be able to be met in the
case of co-use of asite by four operators (e.g. in urban areas). The operators are therefore obliged
to co-operate, during the development of suitable co-ordination procedures for assessing possible
co-use of gtes, with regard to the decree on protection from non-ionising radiation, protection of the
landscape and the national heritage, and technica feashility (including economic consderations), and
to comply with the procedures which are developed. A working group under the management of
OFCOM will work out the appropriate procedures at the time in consultation with the Conference
of congtruction and environment directors, the Office for Spatial Development and the Agency for
the Environment, Forests and Landscape.



