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As a small individual business person I invested in filings for
'IVDS and paid engineering fees for the necessary license
applications. All of this investment was based on the fact that
IVDS would be offered as a no connectioq ~harge and no time charge
service to the recipient. As such, this would~ssentially be a
free versus pay seJ;'vice to the public. My :i~itial effort and
investment was done in good faith under the original FCC IVDS rules
which were in effect in 1991 and 1992, permitting lottery mechaniem
for license distribution. I assumed that they would not be
arbitrarily changed. I request that before auction is considered
for the IVDS licensees that the Commission request comments from

. prospective IVDS service providers on their proposed operational
plans so that the Commission can have the facts available upon
which to base a conclusion on the primary use of the IVDS spectrum.

However, should the final determination with respect to IVDS be
that lotteries. are not permitted and auctions are to be the method
of licensin9, then I would be in full accord with the comments
previously submitted by Romulus Telecommunications, Inc., which
follows.

Auction Design

Tbe single most i-.portant element in auction de.ign sbould be
siaplicity. Complicated auction rules will only feed suspicion on
tbe part of tbe public that the rules have been rigged to benefit
una interest group or another. The simplest procedure is therefore
the best.

OJ:a1 bidding, as noted in paragraph 37 ("#37"), is likely to be
perceived as fair, because the process is open, and any eligible
qualified bidder who is willing to pay enough can be assured of
winning_

'.a1ed bidding fOJ: lic.n... a. part ot a group and oral bid. for
the coapoa.nt paJ:ta (#47 , #48) denies the small business bidder
the opportunity to pay enough for the market that he wants to build
and operate. If a major player wants to buy all of the markets
comprising a market cluster, that player should have to co.pete 0(:> (]
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a _rk.t by _rk.t ba.i. for .ach cOllPOnant. of 1:h. clu.ter. That.
a••ure. that each ~ket will go to 1:h. par1:y 1:hat value. it the
.o.t (#34 , #41), and aaxi_ize. 1:he return to t.he t.rea.ury.

_11 INal.e.. ..... of _11 -.rU~. pro.lde .eZ'Yloe to tJae
pella 1IOOIl. tIaaa ~ _jOJ:' play..... OWD botJa tile large ~ket.

aDd tile .un-ouati-. _11 o.e.. The l&rge market. get. built f ir.t,
becau•• it i. aore profitabl.. SJlall, low populat.ion d.n.ity
aark.t. g.t built only after the large, high population den.ity
market is built out. In effect, saall aarket. are warehou••d by
big players until they get around to building thea•

• eal84 bid. wbere tile ca.ai••io.....G~•••ry f-. bidder. (#49) i.
a departure froa OPen bidding, and th.refore underain.. public
confidence in the proce... It incr..... the po••ibility of bidder
collu.ion: the po••ibility of collusion incr.a.es a. the number of
bidder. gets small.r. Finally, what are the aarket. which are
going to have very few bidders? A. aarket size declin•• , aor•
• _all business bidders will bid. If anything, small markets will
attract more bidders, not fewer •

• eflUeDce of B:1dd1119(#51-#53, #125). In the cellular indu.try,
regions are organiZed around the major ..rket. PCS is likely to be
the same. Aggregation of mUltiple regions does not improve service
to the pUbliCi it just reduces competition by making big players
into really big players.

The be.t balance of aggregation and revenue to the treasury would
appear to be offering the regions ,in order of popUlation, each
market within the region in order of popUlation, and each spectrum
block in descendinq order of size within .ach market. This paraits
those who want to ag~e9ate within a region to do so in one auction
se.ssion •.

siaultaD.Ou••ealed bidding (#55)' cr.ate. probl... becau.e of the
problems of overall ceilings and having to permit bidder. to
withdraw bids. If ••aled bid. und.rain. public confidence in the
process, simultaneous sealed bidding just makes it worse •. ., . . .

. . .
Siaulta.eou•••ceD4i., bid electroDia auctio.. (#56 , 62) assuaes
that the major players are to be the sole beneficiary of the
auction process. It assumes that th.re will be no open auction.
It discriminates against small business. The creation of such a
system would take more time than the Commission has for this
proceeding. Keep it simple.

Caabi.ational b~ddiDg (#57-#62, #120, #123) creates a very complex
alternative to open bidding which will not affect aggregation but
is likely to reduce revenue to the treasury.

If a major player wants to purchase all of the markets in a region,
it can do so one market at a time in open bidding. A sealed bid
for all of the markets in a region forces such a bidder to bUy
markets which it might otherwise not purchase, but for Which it is
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forced to bid to _et expected .ealac:l bid. fro. other aajor
player••

Aa a practical aattar, the.e _llar aarJtet. would be unavailable
to _11 buainea. bidder. for whoa the.e aarJtet. would be ju.t the
rigbt .ize for their r ..ources. The bi.tory ot cellular build out
indicate. that the big operator will build the _llar JDarket. la.t
wbile it tUlly develop. it'. large aarket., depriving the ...11
aarket consumer of .ervice until the day before license expiration.

Coabinational bidding would reduce proceed. to tbe trea.ury,
becau.e it make. it impos.ible for tbe trea.ury to receive tbe
highe.t price from tho.e bidders that value each individual market
the most.

& ".i..l aDd be.~" offer (#60) i. wor.e .till trom tbe point of
view ot the ...11 bu.ine•• bidder. He may lo.e the aarket tor
Which he has offered the highe.t bid, not becau.e a ..jo~player
particularly want. that ..rket, but ~cau.e the major player is
willing to rai.e hi. bid for the major market in the region tor
Which it submU:ted the initial ••aled bid. ,'This runs directly
counter to the principal of di••••inating licenses among a wide
variety of applicants, inclUding small business (#11).

Ltai~atioD. by bidder. OD viaDiDV. aDd eKPeDdi~ure. (#63-65) is a
co.plication arising from permitting simultaneous sealed bid
auctions. Open bidding keeps it simple.

Hiniau. Bid aequir..eDt. (#66-#67) places the Commission in the
position of determining value in a proceeding specifically d.signed
for.value to be determined by the auction process. Failure of
bidders to meet a pr~.termined value simply delays service to the
pUblic until such ti.. as the Commi••ion has reduced the minimum
bid to the point Where it reflects true market value.

In.tallaent payment. (#69 , #79) for qualifying entities is the
easiest form of alternative paYment .ethod to administer. For a
s.ven year license, an appropriate toraula would be a down paYment
of 1/7 the winning bid and six additional equal paYments with
interest at prime plus one percent on the unpaid balance.

A ooabiDatioD of i.itial payme.t plus royaltie. (#70) would be an
ideal formula because paYment of, say, a 5' of gross revenue
royalty would precisely match paYments to market revenues. There
is a strong pUblic policy appeal for the treasury to receive an
ongoing revenue stream from the operation of spectrum that is a
national asset.

Most operators hold each market license in a separate SUbsidiary,
and auditing is simply a matter of looking at the appropriate tax
return to determine gross custom.r rev.nue. The complexity lies
not in the administration but in the bidding.

A royalty approach is appropriate only if all bidders for a
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particular licen.e were "royalty· bidder.. Then the bidding'
coapetition would be the amount of the initial payaent. If the
final ~le. provide for .pecific .pectrua .et a.ide. for qualified
applicant., then royalties would provide aaxiaua opportunity for
qualified entiti.. by reducing the cost of entry and the best deal
possible for the treasury.

Detaul~ (171) .hould not place the Ca.ai••ion in the po.ition of
becc'aill9 a bill collector. It .hould be .ufficient for the aJIOunt
unpaid, with intere.t accruing, to be a lien on the licen•• , to be
paid when the lic.n.e i. either renewed or tran.ferred.

The .1igibility cri~eria (#77) should be for the purpo... of
e.tabli.hing a aaxiaWl, e.g. not aore than a net worth of $6.0
million and earning. of not more than $2.0 million, .0 that large
operators will be excluded from the qualifying cla•••

MinillUJl financial requir_.nts should be determined on a _rvic. by
service basi.. And, even then, account aust be taken of the fact
that a compact aarket of 100,000 population· may be capable of being
.erved by one ,cell, and require a relatively ••all inve.taent,
co.pared to a .arket with millions covering a large geographic
area.

~az oertifioate. (180) should not be used for those .elling their
licen.e. The ti.. qualifying entities ne.d help is at the
beginning of their activities, not at the end. What the ...11
business applicant needs is installment payments and royalty type
of a.sistance at the beginning.

How.ver, tax c.rtificates would be invaluable in encouraging
licen.e .xchange. among licen.... who wish to rationalize their
po~tfolios in respon•• to a changing marketplace. The Commission
should establish procedures for the is.uance of tax certificates in
the case of exchange of like kind licenses.

unjust enriobaent froa auction. (#83-#88) has been an isau. in the
cellular lotteries because of the commi••ion's rul.. which
p.rmitted the .al. of a construction' permit or license without
taking any step. to build or operate the market. Rather than
involve the Commi••ion in the quagaire of determining market value,
the better approach is to prohibit transfers for a three year
period after the award of a license. In these circUJDstances,
forbidden transfers would cause the license to cancel automatically
(#88).

Where there are multiple license. in a market, particularly in the
ca.e of PCS, the fear of .ervice not being provided to the public
(#84) is unfound.d, because the .ervice will be provided be the
competitors. The handful of cases in which this would be an issue
does not warrant the Commission stepping into the valuation
quaqmire.

Unju.t enricbaent froa lotteries (#89) involves the Commission in



valuation que.tion. .uch aor. cQJlPlicat.d than in the ca.. of
auction.. At l.a.t in auction., there will be a r.cord of pricaa
paid for other .pactrua in the ._ market. Nona of this data will
be available in the~ of lotteriu. '1'ba cc.ai..ion will be abl.
to iapl...nt the intant ot Congre•• jUllt a. ettectively with a
thr_ yeartranater re.triction without .tapping into the valuation
qua9llire.

Th. Ca.ai.sion baa already enact.d ••rfo=-ano. requir....~. (#90)
for .ost servic... They appear to work r.asonably w.ll. Tbe
existing tramework .bould be maintain.d.

Collu.ion (#93) i ••o.t likely a.eng the largest firas. Th.r. i.
already a suspicion aaong the general public that thes. large tira.
will divide up the country by intoraal agre_ant and bid for ..jor
markets accordingly. At the .... tiJIe, collusion is easy to alle4Je
and bard to prove. OVerall, it is another quacplire that the
co_is.ion abould avoid. Most etfective would be to obtain a
co.-it.ent fro. the Justice Department that it will e.tabli.h a
ta.k torce to monitor the auction results an4 prosecute violators
under existing law. .

a.pplio.~ion prooe••in9 reflUir..e.t:. (#95-#101, #128) need not
change from pr.sent procedures. A .hort form to determine legal
qualitications to be reviewed prior to tbe auction already exi.t.
tor .ervices such a. cellular and IVDS. A long torm, the
application currently in use, should be submitted prior to the
auction, but reviewed only atter the applicant is a .ucce.stul
bidder. This will a.sure that only serious bidders apply, and
reduce the pre-auction processing ti.e required by the co.-ission.
Sbort torm applications should be subject to the letter pertect
standard,. and long fQrm applications SUbject to the standards
already in place tor each service.

In determining deposit.s a.4 otber requir....t. tor ••t.ring bids
(1102-1109, 1126) the Commission's goal should be simplicity. Any
process which requires a separate deposit amount tor each segment
ot spectrum foreaob market, ·creates a ~perwork logjam and mUltiple
opportunities tor error. .

The most straight forward approach is to require all bidders to
deliver a cashiers ch.ck for a miniaua ot $100,000 to the auction
tor entry to tbe area reserved for bidders to open his auction
account. At the close of each bidding session for each license, if
the amount in the winners account is not sufficient to cover 20t of
the winning bid, then the winner makes an additional deposit. If
the winning bidder fails to cover the amount required, the license
is immediately re-auctioned.

The winner has thirty days after the close of the auction to pay
the remaining 80t. Failure to do so acts as a forfeit of the
deposit. The second highest bidder is given the opportunity to
purchase the market at the winning bid price. If the second
highest bidder fails to purchase at the winning bid price, the
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license is scheduled for re-auction in thirty days.

This procedure has the virtue of siaplicity. The rules are easily
understood. The aaxiaum delay in those cases where the 80t is not
paid is sixty days.

In the event that • ,,1aaiag b1 is foua. ~o be 1.eligUtle,
.....11f1e. or uaable ~o pay tbe r i~ing 80t (#113), the aarket
should be re-auctioned as indicated above. The aarket should be
open for bidding b¥ all applicants who were eligible for the first
auction, whether or not they actually participated. The
coaaission's objective i. to have a. many qualified bidder. as
PO.sible at each auction session.

Specific Service.

Pea aDd .e.igaat....~1tie. (#121). If the Co.-i••ion is going to
.et aside two .pectrua blocks for -<iesipated entities, than the use
of royalty payments as the exclusive .ethod of payment would be
appropriate for the reasons previously .et forth. If the
co_is.ion does not approve royalty payments, then installment
payments would be appropriate.

When biddinq for non .et aside spectrua, designated entities should
be able to make payment usinq the installment payments. This is
particUlarly iaportant in encouraqinq s..ll business to provide
service in smaller .arkets where the aajor operators would
otherwise be warehousinq spectrum while they build the major
markets.

Consortia shpuld, b8 accorded desiqnated entity status only When a
majority ,of the owners~ip and control is in the hand. of desiqnated
entities.

PC. ..rrovbaD4 (#122) license. should be open to all applicants,
and desiqnated entities should be entitled to use installment
payments.

The .eter.aiDatioll tbat IVoI shoul4 be .ubject ~o auctioD rule.
Dee.s to be reooll.i.ere4 (#143). Since IVDS was authorized, the
industry has bequn to .ove in a different direction froa that
oriqinally conteaplated. The business plans of a number of IVDS
service providers contemplate "free" acc.ss to the IVDS syst.. tor
any customer who owns an appropriate box. There would be no
charge to the customer for connection to the system or for system
time used.

The costs would be paid by the vendors of qoods and services
offered to customers via IVDS. In this respect, IVDS looks auch
more like broadcast television, which is paid for by the vendors
of qoods and service., than like, for example, cellular telephone
service, where the customer pays for connection time.

Because no IVDS systems are yet in service, the degree to which
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this tr.nd in the IVDS indu.try ~. til. priaary opera~ional

r.ality i. a. y.t unknown. It, in tact, IVD8 i. ottered a. a no
conn.ction charta and no ti.. Qharv. aarvica, then the Coaai••ion
i. aandated under the rul••••tabliahad by COnvr.... to award IVD8
.pectruII by lottery and not by auction. TIli. cc.aentator requa.t.
r.ply comment. tra. pro.pectiv. IVDS ..rvic. provid.r. on th.ir
propo.ed'op.rational plans, so that ~ ca.ai••ion can have the
tact. available upon which to ba.e a conclusion on the priaary u.e
of the IWS spectrWD.

IVD8 pr.f.r_H. (#144), wh.re there are only two lic.n... per
market, are JDOr. difficult than PCS wh.re there are multiple
licens.s per .ark.t. The application. fil.d for the fir.t nine
.arkets, at $1,400 per application, indicate that there i ••tron9
interest from ...11 bu.iness applicants. With a relativ.ly low
entry cost (compared to PCS), rvos i. a natural for amall bu.in••••

In view of the fore90ing, in the event that IVDS is awarded by.
auction, the ca.ais.ion should .et a.ide one of the two available
licen.es in each market tor qualitied entity ~pplicants, and such
applicants should, at a minimum, be permitted the install.ent
method of payment.

If the co_i.sion really want. to .ncourage qualified entity
participation in IVDS, it should adopt the down payment plus 5'
royalty method of payment previously discus.ed. All bidding for
one license in each market would be for the amount of the down
payment. Thi. approach give. aaxiaum opportunity for qualified
entities to participate in IVDS.

I would appreciate your reconsideration of reverting to the
original proposal that IVDS applications be awarded by lottery as
originally indicated in the FCC Rules and Regulations.

Thank you.

Sincerely,

De~~.D.
DAR/dkb


