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HUTCHISON TELEPHONE COMPANY LIMITED
AND

HUTCHISON 3G HK LIMITED

SUBMISSION ON
ITBB’S CONSULTATION PAPER

ON

REDUCTION OF LICENCE FEE

FOR MOBILE CARRIER LICENCES

Introduction
1. Reference is made to:

(i)
the meeting amongst the Telecommunications Authority and the operators of Public Mobile Radiotelephone Services and Personal Communications Services on 8 January 2002 (the “Meeting”);

(ii)
the paper issued by the Office of the Telecommunications Authority (“OFTA”) on 27 December 2001 entitled “Calculation of Licence Fee under the Public Radiocommunications Service Licences and Mobile Carrier Licences”  (the “Paper”); and

(iii)
the Consultation Paper on the Reduction of Licence Fee for the Mobile Carrier Licences issued by the Information and Technology and Broadcasting Bureau (“ITBB”) on 11 January 2002 (the “Consultation Paper”).  

2.
Hutchison Telephone Company Limited and Hutchison 3G HK Limited (collectively “Hutchison”) are pleased to submit their views on the Paper and the Consultation Paper. 
Basis for Charging

3.
Hutchison would like to first turn to examine the basis for charging licence fee each year for “mobile stations used by customers of the service”.  It was confirmed by ITBB in one of its responses to the Legislative Council during the discussion of the Telecommunications (Method for Determining Spectrum Utilization Fees)(Third Generation Mobile Services) Regulation that the licence fees based on the number of base stations, mobile stations and frequency spectrum assigned “…comprise the different bases for charging the licence fees of mobile carrier licences, which is devised on a cost-recovery basis, as stipulated in Schedule 3 to the Telecommunications (Carrier Licence) Regulation.  As Office of the Telecommunications Authority (OFTA) incurs administration costs in issuing licences and ensuring compliance with licence conditions, it is necessary for OFTA to recover such cost from the licence fees.” 

4.
Hutchison is of the view that the licence fees on the mobile stations are far too excessive to justify the charging on a cost recovery basis.  In the financial year 2000/2001, the Trading Fund recorded a total turnover of HK$328,971,000 and a pre-tax profits of HK$127,702,000.
  A substantial portion of the total turnover (HK$294,389,102 representing 89.5% of the total turnover) in fact came from licence fees.  Hutchison also notes that HK$190,183,681 representing more than half of the licence fees was collected from the mobile operators.
 

5.
We should be grateful if ITBB would advise as to whether the licence fees collected from the mobile operators as compared to other licensees correlate directly to the administrative costs incurred in the administration of the mobile industry as compared to other telecommunications sectors.

6.
The licence fee on mobile stations used by customers of the service has always been charged on a straight-line incremental basis, being HK$6,000 for the first 200 mobile stations or less and HK$3,000 for every additional 100 mobile stations or less.    Hutchison questions whether the administrative costs incurred by OFTA would indeed increase in such way.  We are of the view that the increment of the administrative costs should slow down after certain point and even stop at further stage.   

7.
Hong Kong is one of the most open and deregulated mobile communications markets in the world.  OFTA should therefore be deploying minimalist regulatory control and monitoring efforts.  Given that and the submission made above, we do not believe that a reduction of the licence fee on mobile stations from HK$30 to HK$25 is sufficient and would call upon ITBB to substantially reduce the licence fee on mobile stations to bring it in line with the stated cost recovery principle.  On a wider perspective, Hutchison believes it is time for ITBB to carry out a thorough review on all the licence fees currently charged on mobile operators with a view to align all those licence fees with proven administrative costs incurred by OFTA.

Inclusion of Activated Prepaid SIM Cards

8.
ITBB has proposed in the Consultation Paper to include the number of activated prepaid Subscriber Identity Module (SIM) cards when counting the “number of mobile stations used by customers of the services” in the payment of licence fee.  Hutchison objects to such proposal for the following reasons.

9.
Customers using prepaid SIM cards and registered subscribers with post-paid subscription accounts represent two very different types of customers and services.  The average revenue per registered subscriber is around HK$200 to $400 whilst the face value of a prepaid SIM can be as low as HK$100.  Prepaid customers are usually short-term users or low usage group.  There is certainly a distinction in the administrative costs likely to be incurred by OFTA for these two types of customers.  However to levy indiscriminately a taxation as high as HK$25 on the face value of HK$100 for use over a period as short as three to six months is unfair and represents a penalty on and discrimination of short term and low usage users.  It will also unnecessarily stifle the demand and market growth of prepaid SIM cards.  

10.
ITBB has claimed that with the reduction of the licence fee on mobile stations and simultaneous inclusion of the prepaid SIM in the calculation of the same, this should be a revenue neutral proposal for the mobile operators.  Hutchison however submits that the figures of prepaid SIM cards quoted by ITBB in the Consultation Paper were out-dated.  As at 31 December 2001, there were 1,445,264 prepaid SIM cards representing approximately 25% of the total market.  The proposal therefore would not be a revenue neutral one as suggested by ITBB.  It will have an adverse impact on the revenue of the mobile operators already struggling under intense market competition.  This additional cost of operation may somehow be passed onto the consumers.

11.
If ITBB insists on imposing the licence fee in relation to the prepaid SIM cards, Hutchison can foresee the following implementation problems which Hutchison should be grateful if ITBB would consider:


i)
It is proposed that the reduction of licence fee will take effect from 1 May 2002 and we assume that the inclusion of prepaid SIM cards in the calculation of licence fee would take effect on the same day.  Pre-paid SIM cards may have been sold before 1 May 2002 but activated thereafter.  Following the general taxation principle that no new taxation should take retrospective effect, it is difficult to see how the licence fee could be charged in relation to those prepaid SIM cards sold before 1 May 2002 but activated thereafter.  


ii)
As mentioned before, some of the prepaid customers are short-term users who probably use the SIM cards within the expiry period of three to six months.  This is particularly applicable to tourists and business travellers travelling to Hong Kong.  We fail to see why these users will have to bear the full annual licence fee of HK$25, and do not see that as beneficial to the tourism industry nor the reputation of Hong Kong as a business hub.

Legislative Amendment

12.
The Telecommunications Authority has pointed out at the Meeting that it is not feasible to charge different licence fees for prepaid mobile stations and postpaid mobile stations under the current legislation.  To enable distinction to be made would require legislative changes.  
If ITBB insists on imposing such a licence fee on prepaid mobile stations, Hutchison would strongly urge for current legislation to be changed before such licence fee is imposed so that a distinction can be made between prepaid and postpaid customers and thus a fairer licence fee be levied on prepaid customers.

Conclusions

On the bases of the submission made above, Hutchison is of the view that the proposed reduction of the licence fee on mobile stations from HK$30 to HK$25 is insufficient and would call upon ITBB to substantially reduce the licence fee on mobile stations to bring it in line with the stated cost recovery principle.   A distinction should also be drawn between licence fees for prepaid SIM cards and postpaid subscription accounts in order to ensure fairness and avoid unnecessarily stifling a market where genuine consumer demand and interest lie.

Hutchison would be most delighted to further discuss with ITBB on the above comments.
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� See “Summary of Views on the Telecommunications (Method for Determining Spectrum Utilization Fees)(Third Generation Mobile Services) Regulation and the Telecommunications (Designation of Frequency Bands subject to Payment of Spectrum Utilization Fee) Order presented to the Bills Committee on the Telecommunications (Amendment) Bill 2001 (as at 10 April 2001), the Legal Service Division’s comments and the Administration’s response” (LC Paper No. CB(3) 592/00-01(01))


� Trading Fund Report 2000-2001 Page 68


� Trading Fund Report 2000-2001 Page 80
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