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SmarTone welcomes the opportunity to submit comments on the Information Technology
and Broadcasting Bureau (ITBB)’s Consultation Paper on the Reduction of Licence Fee
for the Mobile Carrier Licence issued on 11 JTanuary 2002.

In summary, SmarTone...

¢ has grave concem on the proposal to include the number of activated prepaid SIM
card for the licence fee calculation;

® considers that there is room for further reduction in licence fee payable by mobile
operators,
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1. SmarTone has grave concern about including the number of activated prepaid
SIM cards into the calculation of licence fee per mobile station. SmarTone considers that
this proposal has far-reaching impact on the industry as well as the users of the prepaid
service which should not be overlooked.

2. Firstly it is important to make a differentiation between the prepaid and postpaid
* market. The face value of a prepaid SIM card normally ranges from HK$100 - $300, with
a validity period from 1 to 9 months. Unlike the postpaid service which levies a monthly
basic fee, the prepaid service charges users on a per call basis (or the so-called “pay-as-
you-go” basis). Customers of prepaid service are usually low usage users who are more
price conscious and only use the mobile services on an occasional or temporary basis.
Prepaid service is particularly favoured by low usage customers who cannot afford or do
not want to pay a regular subscription fee for the postpaid service, such as elderly people,
tourists and temporary overseas workers in Hong Kong.

3. It is also worth noting that people with hearing impairments are likely to use
prepaid services to send short message on a “pay-as-you-go” basis, rather than paying the
regular subscription fee for the postpaid voice service.

4.  The above demonstrates that the prepaid market is very different from the
postpaid market. The prepaid service has improved the affordability and accessibility of
mobile telecommunications services, which could serve the needs of this small segment
of the society much better than the postpaid service.

Impact on Prepaid Market

5. The imposition of licence fee on prepaid service would inevitably increase the
cost of the prepaid service and ultimately adversely affect the prepaid service users
because the fee would be either implicitly absorbed in the service tariff or explicitly
stated as payable by the users. The additional financial burden would be of particular
concem to the prepaid users because, as described above, they are usually low usage and
price conscious users. A licence fee of $25 represents a substantial portion of the face
value of prepaid SIM card which normally ranges from $100 — $300 only. A licence fee
as high as $§25 would significantly increase the cost of the service and thereby hinder the
development of the prepaid service market.
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6. The proposal would also give rise to a number of practical problems in relation to
the recovery of licence fee. For example, the value of a prepaid SIM card may be used up
in a few months time, thus it would be unfair to impose a licence fee on a yearly basis.
Furthermore, a user of the prepaid service would be subject to additional payments of
licence fee for each separate purchase of prepaid SIM card made during the year,
SmarTone opines that this is an important issue which needs to be fully considered.

The Proposed Reduction Amount

7. It is considered by ITBB that the proposal is revenue neutral in view of the
balance effect by reducing the licence fee on one hand and broadening the basis of the fee
collection on the other. However the consultation paper has not provided any elaboration
on how ITBB has arrived at this view. Indeed, SmarTone considers that licence fee
payable by mobile operators should be further reduced, rather than keeping a revenue
neutral position. Details of SmarTone’s views are set out in paragraphs 8 to 11 of this
submission.

Over-Reliance on Licence Fee Paid by Mobile Operators

8. For many years mobile phone licence fee has been regarded as the core revenue
source of OFTA. In the financial year ended 2001, licence fee collected from Public
Radio Services Licences was about HK$190 million, or about 64% of the total licence fee
collected by OFTA!. This represents a serious imbalance problem in the licence fee
structure. The over-dependence on licence fee generated from mobile licensees would
possibly mean that mobile licensees are subsidising other licensees in terms of the licence
fee contribution to OFTA. SmarTone considers that ITBB should take the opportunity to
resolve the problem inherited in the existing imbalance licence fee structure among
different types of licences.

9. For instance, licence fee payable by the mobile and FTNS licences is substantially
different and favourable to FTNS licences. Similar to mobile licensees, FTNS licensees
are also required to pay licence fee to OFTA on a per customer basis (i.e., per customer
connection), but the licence fee per customer is only $7 per annum. Mobile licensees are
- therefore paying more than four-fold of licence fee per customer than the FTNS
licensees, There may be a justifiable ground in the early days when the FTNS market was

' OFTA, Trading Fund Report 2000-2001, page 30
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[image: image5.png]substantially bigger than the mobile market but it is no longer appropriate given that the
number of mobile subscribers has already exceeded that of the FTNS market.

10.  SmarTone notes that it is the stated policy of ITBB that licence fee is on a cost
recovery basis. That means licence fee should recover only the cost incurred by the TA in
granting the licence and regulating the licensed activities?, SmarTone therefore does not
understand the rationale behind the substantial difference between the cost incurred for
granting and regulating a mobile licence and a FTNS licence, and the determining factors
that have led to the substantial difference in the licence fee payable by these two types of
carrier licences.

Further Reduction in Licence Fee

11.  Further to the above, it is noted that OFTA. has accumulated HK$778 million in
capital and reserves by the year ended 2001°, Given the strong balance sheet position of
OFTA there should be room for 2 general reduction in the licence fee payable by mobile
operators, particularly under the current economic environment. ITBB should proactively
consider reducing the licence fee payable by mobile operators, which would benefit not
only the mobile industry but also the mass mobile phone users.

Conclusion

12.  SmarTone is of the view that the proposal of including the number of activated
prepaid SIM cards into the calculation of licence fee should not be implemented in May
2002 because its impact on the prepaid SIM market would be far-reaching and
detrimental. It is necessary to have further discussion with the industry and the public,
and to conduct more detailed studies on the impact of the proposal. Furthermore, in view
of the above-mentioned issues, SmarTone considers that ITBB should conduct a review
on the licence fee payable by mobile operators as soon as possible.

2 ITBB, Consultation Paper on the Implementation of Carrier Licence under Telecommunications
Ordinance as Amended by Telecommunication (Amendment) Ordinance 2000, Pavagraph 20, § September
2002.

} OFTA, Trading Fund Repart 2000-2001, page 69
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