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Attn: Mr. Tony Wong

Information Technology and Broadcasting Branch
Commerce, Industry and technology Bureau

2/F, Murray Building ’

Garden Road '

Hong Kong

Dear Mr. Tony Wong,

Re: Consultation Paper on Reduction of Licence Fee for Fixed Carrier
Licences (Other Than Fixed Carrier (Restricted) Licences) which
Permit the Provision of External Services Only

We refer the captioned consultation paper issued by Commerce, Industry and
Technology Bureau on 17 April 2003 and we thank you for the opportunity given
to express our views on the said consultation paper.

At present, Hong Kong is in the midst of an economic crises triggered firstly by
the slowing down of the global economy, the 9/11 incident, middle-east confiicts
and now the SARS issues. All businesses, especially the Service industry
including the telecom industry, have been facing many challenges and
businesses are struggling to come out of this grieved situation. During these
times, government’s supportive actions to enhance the telecom industry is much
needed and appreciated, as Hong Kong's telecom sector is passing through a
turbulent phase.

Industry Pioneers:

We, one of the pioneers as a foreign investor in the Hong Kong telecom industry,
first established our presence in Hong Kong in the year 1995. After obtaining
ETS and IVANS licences, NTT Com Asia (“NTT") obtained a satellite based
external fixed telecom licence in Hong Kong on 1 April 2000 and further
converted the same to a facility based telecom licence on 14 June 2001 (EFTNS
licence). NTT has worked extensively to stimulate the international 1P capacity
available in Hong Kong and we believe our contribution in the field of
telecommunication has been very significant. Although, the business
environment has been very competitive NTT (as an industry pioneer) has




[image: image2.png]complied to and fulfilled all obligations under the EFTNS licence, which includes
milestones on investments and procurement of network capacity.

Referring to the Bureau’s proposal on the reduction of the Fixed Carrier licensee
fee, we draw your attention to the fact that it is important to know and understand
how the changes in the regulations and the obligations under the licences may
affect the business of the industry pioneers who have put together much efforts
to grow the telecom industry to which is now a more mature telecom market.

Reduction of the Licence Fee:

We welcome the reduction in the annual licence fee proposed by the Secretary.
This reduction would benefit most carriers. A point to note here is that, the
reduction in the licence fee reduces the barrier to entry for telecom service
providers wanting to procure such licences and in many ways favor the new
entrants, who are no longer required to meet any obligations to invest huge sums
to build and maintain networks, which was once a mandatory requirement of
OFTA (now waived). As you would know, such investments (like milestones and
performance bonds) imposed on the pioneer EFTNS licensees, have been quite
significant during the past few years and had kept many telecom service
providers away from doing such business.

The waiver of such milestones and the reduction of the fee would encourage
companies who till now have adopted the “wait and watch policy” to enter this
market, as for them to apply for a licence without any commitments on
investments and a reduced licence fee, gives a much awaited competitive
advantage over the old entrants. This would be unfair under the policy of ‘a level
playing field’ adopted by OFTA for all t elecommunications companies in Hong
Kong. Since the old entrants have already made huge investments it may not be
fair to have an equal reduction in fee for the new comers too.

Impact on Customers/ End Users:

Low barriers to entry do encourage new entrants into the industry. However,
whether the end users actually benefit from this is another question. Some
entrants may be genuine players and may add great value to the industry
whereas some may work just fulfill their short term objectives. This may have a
negative effect on the industry where the end users may actually not benéefit at all.
FCC'’s case in the USA as a good example shows that market liberation does not
always lead to sound development of the industry and benefit end users.
Therefore, very liberalized and free market may not always be the best way.

In the West, very liberal policies have led to back to b ack b ankruptcies in the
telecom industry eventually leading to the consolidation of the industry and
increase in the telecom charges again. This may be totally against Hong Kong
Government's intentions. Therefore it is strongly advised to keep a close check in
the development of the industry with barriers of entry not being low.





[image: image3.png]L

. "'/’ )

[ —Keiiji Sakata

Your main focus and mission should be on the sound development of the
industry. Licensing authority should see to it that new entrants should bring along
with them positive effects like increase in productivity, efficiency, and innovation
which will benefit the industry as a whole.

Recommendation:

Given the above facts, if a decision is made for the reduction of the licence fee, it
is suggested that old entrants be given more consideration and concessions. All
allotment and execution of licences should be carefully considered and a clear
distinction should be made between the new and the old entrants. It is proposed
as follows:

a) If the new entrants are charged a licence fee of HK$500K, the old entrants
(like NTT who have fulfilied their licence obligations including performance
bonds and milestones) should be given at ieast two years ‘licence fee
waiver period’ from the launch of this policy. Upon the expiry of such
‘licence fee waiver period’, same licence fee could be charged to both the
old and the new entrants; or
A licence fee of HK$500K should be applicable to old entrants back dated
to the time when the licence was issued to the old entrants. There should
be a refund of the difference in the licence fee that has been previously
paid by old entrants.
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Further, we believe that the Commerce, Industry and Technology Bureau will
consider the allotment of new licences with great care. We suggest a more
lenient approach to be taken with respect to the concessions to favor of the old
entrants. We hope that the Bureau takes similar proactive and positive actions to
boost and better the future of the telecom industry in Hong Kong with a firm belief
and a good lesson we have learnt from the West that “liberalization is not always
a benefit to end users, and a reasonable control is must.”

Yours sincerely,

.

G

Managing Director




