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SUNDAY’s Response to

the Consultation Paper on

the Reduction of Licence Fee

for the Mobile Carrier Licences

Preamble

1.
This Response Paper is submitted by SUNDAY representing Mandarin Communications Limited, a PCS licensee and SUNDAY 3G (Hong Kong) Limited, a 3G licensee.

2.
SUNDAY wishes to thank the Secretary for Information Technology and Broadcasting (“Secretary”) as well as the Information Technology and Broadcasting Bureau (“ITBB”) for issuing the Consultation Paper to seek opinions from the public. As a telecommunications incumbent, SUNDAY is pleased to express its views in response to the proposal outlined in the Consultation Paper.

Reduction of Licence Fee

3.
The reduction of the licence fee per each mobile station as proposed in the Consultation Paper is HK$5, i.e. from HK$30 to HK$25. Much as SUNDAY welcomes the Secretary’s initiative to reduce the licence fee, SUNDAY is of the opinion that the licence fee should be further reduced given the highly competitive situation in the mobile market and, the similar fee payable under the Fixed Telecommunications Network Services Licence, which is only HK$7
 per customer connection.  OFTA has always maintained that reasonable licence fees are necessary to cover the administrative costs associated with the issuance and administration of licences. Given the highly competitive situation in the mobile market, it is difficult for one to understand why OFTA has to incur significantly higher administrative costs in the case of PRS licences than in FTNS licences. It is SUNDAY’s view that a more symmetrical approach on licence fee should be applied and as such, SUNDAY requests further reduction of the licence fee per mobile station to reasonably match with the fees paid by FTNS licensees.

Pre-paid SIM Cards

4.
In conjunction with the proposed reduction of licence fee, the TA intends to include the number of activated prepaid SIM cards when counting the “number of mobile stations used by the customer of the service”
. The effect will be that licence fee will become equally chargeable on each activated prepaid SIM card. Although it was emphasised in the Consultation Paper that this change would be a revenue neutral proposal for operators,
 SUNDAY has some reservation on the cogency of such statement for there was neither calculation nor explanation in the Consultation Paper to illustrate how revenue neutrality will be maintained. Indeed, relying on the latest figures extracted from the Key Statistics for Wireless Services in Hong Kong published by OFTA
, a different conclusion has been reached by SUNDAY :











Subscriber No.
Total prepaid SIM as at December 2001



1,445,264

Total activated prepaid SIM as at December 2001



1,055,043

Total post paid subscribers as at December 2001


4,256,422










HK$

Licence fee payable on activated prepaid SIM cards

26,376,075


Loss on post paid subscriber licence fee after reduction


21,282,110


Net gain of licence fee by OFTA




5,093,965

Assumptions : 

· HK$25 is equally applied to post paid and prepaid subscribers

· Subscriber statistics are based on December 2001

5.
SUNDAY understands that the licence fees are set on a cost-recovery basis to recover the administrative cost of OFTA in issuing the licence and for ensuring compliance with licence conditions
.  As such, OFTA is reasonably expected of not to make profit out of the licence fee.  But the aforesaid computation demonstrates that OFTA will realize several million dollars net gain, which in fact appears to contradict OFTA’s stated policy.  Furthermore, from OFTA’s Trading Fund Report 2000-2001, SUNDAY notes that OFTA has made a pre-tax profit in the sum of HK$127.7 million during the year 2000/2001.  Given the substantial pre-tax profit in the hands of OFTA, there appears to be little need for OFTA to broaden the basis of fee collection in the forthcoming financial year. 

6.
It must also be noted that the effect of charging licence fee on prepaid SIM cards is tantamount to imposing tax of at least HK$5 million on prepaid SIM users. It is well known that prepaid SIM users often belong to the lower income group (e.g. elderly and students) or short term users (e.g. tourists).  The mobile operators in the current market situation, are unlikely to be in a position to bear this extra tax, and will have little choice but to shift the additional burden back to the prepaid SIM users.  Effectively, as a result of OFTA’s proposed change, HK$5 million would be taken away from the pockets of the lower income groups in Hong Kong.  SUNDAY is unable to see how this proposal will benefit the prepaid SIM users or the community as a whole.

7.
SUNDAY argues that the licence fee for prepaid SIM card and post paid subscriber should be distinguished from each other.  It should be recognized that users of prepaid SIM are actually using the prepaid services as a second and/or temporary connection.  Furthermore, the life span of each prepaid SIM card is, in SUNDAY’s case, limited to 6 months only. To reflect that the short life span of each prepaid SIM card and the fact many prepaid SIM cards are used for second and/or temporary connections, the better view is that the licence fee for prepaid SIM card per year should be considerably less than postpaid.


Conclusion

8.
In conclusion, SUNDAY is in support of the proposal to reduce the licence fee for post paid subscribers in principle and would respectfully ask the Secretary to further reduce the licence fee down to a figure more consistent with the fees paid by FTNS licensees. SUNDAY is however against the suggestion to impose licence fee on prepaid SIM cards at the same rate as post paid subscribers.  SUNDAY would urge the ITBB and the TA to put this suggestion on hold until all critical issues are more fully analyzed considering the impact to our already highly competitive industry and the community as a whole. 

Submitted by

SUNDAY o/b Mandarin Communications Limited

SUNDAY 3G (Hong Kong) Limited

1st February 2002

� Part II of Schedule 1, Telecommunications Regulations


� see para 10 of the Consultation Paper


� see para 12 of the Consultation Paper


� see OFTA’s website


� 1,445,264 x 73% whereas 73% is the estimate percentage observed by OFTA. See para 11 of the Consultation Paper.


� HK$5 x 4,256,422 whereas 4,256,422 is the total number of portable as at December 2001.  See OFTA’s Key Statistics for Wireless Services in Hong Kong in OFTA’s website.


� see para 3.2.7 at page 33 of the Information Memorandum for Hong Kong Third Generation Mobile Services Licensing issued by OFTA in July 2001
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