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Attention: Senior Executive Officer, Mr Tony Wong

Dear Sir,

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
17 April 2003

We refer 1o the above Consultation Paper and submit our response thereto.

In the Consultation Paper the Sccretary for Commerce, Industry and Technology (the “Sceretary”™)
proposes to reduce the annual fee payable for fixed carrier licences other than the fixed camer
(restricted) licences (“fixed carrier licences™) which permit external services only from HK$1,000,000
to HK$500,000. The Secrctary intends to make an amendment regulation to achievc this reduction,

The Secretary proposes to reduce the annual licence fee for fixed carricr licences for cxternal services
because the Sccretary considers that the administration of these licences has been substantially
simplified. The Secretary has not explained or provided any details as to how the administration of
these licences have been simplified and the extent of such simplification (if any). Further the
Secretary has not explained the difference in the administration of thesc fixed carrier licences for
external services and other fixed carrier licences as to justify the proposed special discount on licence
fee to fixed carmier licences for external services.

We submit that it is unfair that the proposal to reduce the annual licence fee would only be granted to
fixed carrier licences for external services only. We submit that it is only fair that the same reduction
should be extended to @/l fixed carmer licensces such as Wharf T&T Limited who holds a Fixed
Telecommunication Network Services Licence the scopc of which covers all internal and external
telecommunication services (except for dominant fixed carmier licensee). Our reasons arc as follows:

1. Given that the local fixed lines industry has been liberalized since /995, the administration of
fixed camrier licences for local fixed lines are a lot simplified now. Reason being that most of
the interconnection and regulatory issues have now been clarified and sertled with the
issuance of various statements/code of practice/code of conduct/guidelines and determinations
by the Telecommunications Authonty (“TA™) over the years. These instruments have
provided guidance to the industry and OFTA for resolution of issues between the parties;
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[image: image2.png]2, The TA requires the operators concerned to commercially negotiatc all interconnection and
sharing of facilities arrangements between them. The TA would only intervenc of his own
initiative or upon request of a party if the parties werc not able to conclude the agreement
afler availing themsclves 1o all reasonable opportunity to negotiate. The TA would only
intervene if he considers it is in the interests of the public to do so. In mosr cases the
operators conclude the agreement without the active intervention or mediation of the TA to
avoid the protracted determination or mediation process. In cases where the TA determines,
the TA will seck to recover all the costs or cxpenses incurred, including, without limitation,
staff costs and expenses, and the financing of liabilities paid out of its Trading Fund from the
parties to the determination. The TA secks to recover his costs and expenses pursuant to
section 36A(6) of the Telecommunications Ordinance (the “Ordinance™. Most of the
disputes on interconnection between the licensees if not settled by commcrcial agrecment
would be resolved under section 36A of the Ordinance as the TA is given thc power to
determine the terms and conditions for interconnection. For sharing facilities it is our
understanding that the TA has so far not made any determination under section 36AA of the
Ordinance on sharing of facilities. Accordingly the TA has been fully compensated for his
works and would not be out of pocket for determinations under scction 36A. of the Ordinancc.
This is natwithstanding that it is the TA's responsibility to dcal with interconnection disputes
being the regulator;

3, For other cases where the TA intervenes (which in rceent years in the case of fixed carrier
licenccs for focal fixed lines they are minimal unlike in the early days for reason as stated in
point 1 above), the TA would be able to recover his costs/expenses through the fees from
licensees on customers connection (i.c. $700 for cach 100 customer connections) and for
management of radio frequency assigned. For each year the TA in fact receives a very
significant amount from the licensees on fecs calculated based on customers conncctions for
local fixed lines given the volume of customers connections for local fixed lines, unlike the
case for fixed carrier licences for external services. Given that licensees such as Wharf T&T
have contributed very significantly to the Trading Fund of the TA, it is unfair that the
Government should continue to cxtract morc from them and yet it seeks to reduce the
contribution from fixed carrier licences for external scrvices on tho pretext of simplified
administration,

4. Telecommunications industry in Hong Kong and other parts of the world has sutfercd
significant setback due to increasing numbers of entrants to the market due to liberalization
thereby exerting significant competitive pressure on operators, oversupply of capacity, lack of
capital/funds, huge reduction in priccs, economic depression, and more recently the outbreak
of SARS, have made the operating environment very difficult for other fixed carrier licensees
such as Wharf T&T. Efficient operation and cost minimization are cssential surviving tools
and licence fees payable to the Government is a very significant cost clement for licensees;
and

5. Looking at OFTA’s Trading Fund - it has a reserve of some HK$806 million as of the end of
31 March 2002 representing an increase of circa 4% from the previous year. For the year
cnded 31 March 2002 OFTA recorded a HK$58 million profit representing a 25.3% of ratc of
return on fixed assets. This rate of retum ratio looks consistently highcer than the normal
market return for any normal commercial organization in particular in the present deflationary
market. Although not strictly on a strict comparable basis the 25.3% looks exceptionally
higher than the cost of capital of PCCW-HKT Telephone Limiicd that has been rated at 15%
in a Type I Intcrconnection Determination promulgated by the TA in February 2003,
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[image: image3.png]For reasons stated abovc we urge the Secretary to extend the proposal to reduce the annual licence fee
to other fixed carriers licensees such as Wharf T&T Limited. We do not propose the extension be
gramed to dominant fixed carmrier licensee (e.g. PCCW-HKT Telephone Limited) as the TA is
required to momitor the market conduct of dominant operator more closely which includes reviewing
and approving each of their proposed tariffs, accounting reporting and compliance.

Thank you for your attention. Please let me know if you require further information.

Yours faithfully,

WD

Agnes Tan
Directar
Legal, Regulatory & Carricr Affairs

D:\GLVATITBB TW Liceace Fee Reduction.doc Confidential Page 3 of 3




