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Georgia: Djgjtal Broadcasting Switchover Supoort
Design of an open competitive contest

Purpose of this paper

Georgian National communications commission (GNCC) has asked the consurtant team foradvice.regarding the initiar price or reserve price that the winning bidders shourd p"v i. -
competitive contest to be herd soon,for the award of spectrum to enable oigitat bioi'dcastingpiatform to be constructed ln Georgia.

under the Georgian Government's dec.ision on 7rh February 2014, an open competitive
contest will be organised and run by GNCC, Amendments io the Law on Electronic
communications are currenfly being presented to parriament in order for GNCC to be abre toconduct the contest in the way outrined in the Government decision. The proposar is roi a- 

-
competition run as a "beautv contest" with bidders a|owed to submit simJlta;;;;s ;urti;rebids for single Lots or comblnations of Lots. eacrr rot repieseit" u .ut of frequencies thatwill allow national coverage of digital broadcasting in Georgia.

The, purpose of this paper is to provide advice on the charges to be made to the winninobidders in the contest for the spectrum authorised for digitil OroaOcasting. 
" - " "Y

Proposed amendment to the Law on Electronic Communications

The proposed amendments to the Law on Electronic communications Incrude the folowinopassage' regarding the initjal price to be paid by the *inrini uijJui.; 
rr 'e 'v"wvvr"v

"Arlicle 521

2. dectston of the commission on the contest shalt contain the following:
c initial price of scarce resource praced for bidding, adapted by the commission separaferyin every individuar case, based on internationar practice and opinion of n"'iiiirj
nte rn at io n a I o rg a n i s atian"

Our advice

Being a scarce resource, there are two main approaches to make the best use of spectrum
rn electronlc communications;

1. An economic approach, which awards the spectrum in an auction to the bidder who
is best suited to make efflcient use of it, The bidder with the best business plan is
able to place the highest bid in the auction, The price achieved jn the auctjon
corresponds to the market value of the spectrum. This regulatory approach awards
spectrum as service neutral and technology neutral as possibre, to give the bidders
flexibility to use the most efficient technology and to provide the services for which
the end users are most willing to pay.

2. An administrative approach, which awards the spectrum for certain services that are
In the public interest. This approach gives the operators ress freedom to use the
spectrum, because they have to implement the public interest objectives (like
providing free-to-air TV instead of pay TV, must carry obligations, etc.), The operator
might stiil be wirring to pay a price for the spectrum, but the price wi| naturallv be
lower than the price for spectrum that can be used without any public interesi

rThe passage quoted is an unofficial transtatron
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restrictions.

Georgia has so far used auctions for erectronic communications networks and has awardedspectrum to broadcasters against an aOministrative tee.

Under the Government of Georgia's decision of 7rh February 2014, spectrum wi, continue tobe awarded free of charoe t" ::1?]. b.rladc:sters toi Oigit"j oroadcasting, jn partjcutar theGeorgian public service Broadcaster ("TeleRaJio-c;n;"y i'l-no 
",.o 

rocal broadcasters who
Ii:1i: ::l*]i:! iocal muttiptex ptatfoims. ,,".e,b;";.J#rs wrrr set the spectrum for free,Dur are under certain pubric inte,rest objectives (free-to-air i-nsmrssron, must carry, and forTeleRadioCentre also nationwide coverage).

Arso under the Government's decision, bidders will be invited ro make a financial contributron
:? ::il:"illd: to herp cover rhe cosr of rhe estaorisnmeni oitl" .t"tu network and the cosrsor providrng consumer equioment ,,set top boxes,'to vulndrable norrunolJ. in 6"irgir. ilifinanciar contribution wi[ be taken into account, together with a range of non-financiar factorsto declde the contest winne(s).

with regard to the additionar frequencies that wir be awarded In the open competitivecontest, the Government of Georgia has decided on un 
"*ua method which is somewhat inthe middle between the two main approaches above. on iire one nano the financialc.ntributlon offered by the bidder wi b€ an important criterlon for tne awaro. onJ[e otne,hand it is not a futy economic approach, because the winners,wit be sublect t".is.iil.tobligations in the pubric interest, in particurar coverag. ootijui,on. and the obrigation to carryfree-to-air programmes,

The rationare for awarding the spectrum not in an auction, but In an open competitive contestwhich aiso takes non-monetary criteria into account, *u. ihat',na spectrum shourd becheaper for interested operators, to attract more bidders for the award and to make thetransmission cheaper for the broadcasters that wflr be carried on rne new digital pratforms.

The carcurations which we undertook in component r of our project showed that the businesscase for commerciar operators of d ig itar,terrestriat muttiptex ptaiiorms is tight. Th; --- -""
operator(s) that will win the contest will face signrficant investments, will hlve to competewith the state pratform (which gets the frequeniies for free, and the capitar investmentiiom
the state budget), with the locai pratforms (which wiI arso get the frequencies ro,. rr"ui.nowith other technorogies (sateIite, cabre, rprv). Arso the tirie pressure is now very nijrr.

11 cannot be expected that the bidders in the open competitive contest wi| make a significantcontribution to the state budget. There is a risk that setiing an inrtiar fee for the contest wirlcause some interested bidders not to panicjpate in the contest.

There is no established formula lo set the inttjal price (reserve prjce) for such an award.
Even for auctions with onry financiar criteria, the reserve price is often set at a moie oit"ssarbitrary value - for exampre harf the estimated market varue of the spectrum. rr th" 

"r"tlonis a fair and tra.nsparent procedure and everybody who courd be inteiested in the auciio;;ditem can participate, the finar price wi be the mait<et price, no matter whether bidding startsfrom zero, or a third of the finar price, or B0% of the finar piice. the main criterion forine 
'-

success of the award is that everybody who courd be interested in winning participates in it.

Several countries set a reserve prjce of spectrum auctions at the price of the normal
spectrum fees, which wourd have to be paid if the spectrum had not been auctioned, rf there
is more.demand than spectrum avairabre, the finar price of the auctron wiI be higher, lf
demand is less than spectrum is available, the auction is over after one round a"nd thebldde(s) get the spectrum for the normar price, which they wourd have paid if the spectrum

q
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:? fl ff^":: 1,, :,xli"J:Jil:i o * n

wouid have been awarded first-come first_served and not in an auclion,
The question to ask for rutt]:.s t!: initial price is not: "what is the varue of the spectrum?,,.the racrors are more .orot:]:i:lr: *;r;; ilri;u;. .?i on,y u few companies that wouldbe witling to participate in th^e contest r''uv 

",." 
*iii.g i;l 

".,, 
,n" n..u.rury invesrmenrsilil il::13 8fJ3:ffiJf ffi:t*liiffi;if,*:;::pay rV prosrammes and

However' the potentiar bidders wr, not see a business case,if they also have to make a;:3:l'ff:l'?,ilfl;I,:l;1,,'i,",:t:'il'-l,rnu'"roi"ln"v *'riJl'u o,,u,. a very low amount in rne r
be rhar n tn" ri* ii ",'l"['{ri *":j{i[r,lfr:Lfi$?:#ln m:llm, I l;ffi!:l 

tt* the market how much ,''uv.ru piupui"i;" *;"", a conrribution ro the state

Recommendation

U^sing tne above argumentation. we would recommend to seopen competitive 
"6ntesJ 

ai ruro: t the initial price of the upcoming

In summary, the justifjcatjon for this is that;

- [4any EU countries dc
ve ry r ow a o m i n i s;; i:, i:: : ?: f'.H ffi X l[ ffi ]:"i:, :'&XT il:tr i"T :i ffll

- The Georgian Govern
i n t n e a u cii o n ) ;,'# .ff i l3^i!'.1 

: JilffiB'i i, $".l,n8:fr g $;:,0::li:,N",' " "(TeleRadiocentre) and the ro.ur frut?o.r oj.i"to.r ri,ro do not pay spectrum fees

i,3l.I"xff. iJiiisilT rffi::.nT i;:il:,T,[1] il,".ylr,:, wi, set the
some amount ror thejr bids 

"na 
tn" *i.*<itffi'r;:,?nilff:il::J#L""T:1,*,

- Any initial fee may put off potential bidders from bidding.

- lt ls best to ask the markel how much they are prepared to pay as a contribution tothe state budget.

Regarding the proposed amendments to the Law on Erectronic communications

ji#ffj""#i:":?:,:r1J"trfr4:.ff .:;:yif"'J#d!:[:#:!i1lff iihi.
"intu,^'iiiiiutiii.;;"";;;;;i;:;,:i';Y;i,',i;!ff:"1;:i"::fr:nijj;ii:.;;-' ' '"

The internationar practice in many countries is that there are no significant spectrum fees for
3:"J",trffJ:Xff:uencies 

And thlre is no itt"""ti"r"i 
"rg#iiation that is competent to say

In our vlew, the proposed wordi

ffi :*:iff #["*#*d#Tilffi k}*t"":Hffi fl 
,r:i:?:J:r:T;"?; jtx",
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Annex

Broadcasting spectrum charges _ selected countries

France, UK: There is no spectrum fee for broadcasting

Italv and Spajn: there are no one_off fees, but annual fees are cnarged

Austria: lnitial fee €6.S0

Finland: lnitial fee €1,000

Germanv: €125 per 1 o km2 0f covered area and per DVB-T channer -

[,]'fl;.,'trt" 
that to cover an area tike ceorgL *Jr-ro 

-coi 
"o-orr 

eaoo,ooo (one-off) per
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Document signature

This document is submitted to the Georqia National Communications Commission (GNCC)

on 2Ofh February 2014 as part of the project 'GEORG:A; Communicatians Poticy &
Regulation Development (Extension) - Digital Broadcasting Switchover, lmplenentation
Suppo,'t" organised by the European Bank for Reconstruction and Development (EBRD),

This material in this report is based upon work supported by independent consultants, Any
opinions, findings, conclusions, or recommendations are those of the consultants and do not
necessarily reflect the views of EBRD, its employees or its administration.

The information contained in this report is intended solely lo provide general guidance on
matters of interest for the use of GNCC, who requested the information ahd who must
accept full responsibllity for its use. Given the changing nature of laws, rules and regulations,
and the inherent complexity of the electronic communications market, the advice is only
relevant to the situation found by the consultants at the time of the report's submission

ln no event will the consultants, or their partners, employees or agents, be liable to GNCC or
anyone else for any decision made or action taken in reliance.on the information in this
report or for any consequential, special or similar damages.

q'^W^LJ1

Peter Lundy,

Project Team Leader

Dated 20'n February 2014


