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1 February, 2013
Dear Honorable Member of the Legislative Council,

Expiry of Licences for 3G Mobile Communications Services

The Government and Communications Authority (“CA"™) (together referred to hereafter as
“the Authorities™) are due to make a decision in October 2013 which will have protound
everyday effects on the lives of Hong Kong consumers and the future of the Hong Kong
telecommunications industry. Indeed they may already have made that decision. We believe
that thesc cffects — on both consumers and the future of the industry - will be seriously
detrimental. We are therefore addressing this letter to each of the Panel Members, so that you
are fully aware of the public interest implications of this decision.

The decision is about what to do when the licences of the four 3G mobile network operators
(“MNOs") expire in October 2016 (The four MNOs are SmarTone, CSL, HKT and
Hutchison). As you will be aware, Hong Kong consumcrs cnjoy one of the most advanced
and innovative telecommunications markets in the world, with an average of over two mobile
handsets per capita. Mobile data usage is increasing at phenomenal ratcs, with the result that
mobile operators need more spectrum, not less. At the same time the market is extremely
competitive with retail rates being among the lowest in the world. Yet the Authorities’
preferred option would result in the forgible removal of one third of each of the existing
MNOs’ 3G spectrum allocation. (This proposal is at odds with international practices such as
UK, Australia and New Zealand where the licences of the incumbent operators are renewed
upon their expiry). If this happens, this will have a serious direct adverse impact on Hong
Kong consumers in the form of (amongst others):

- Inability to make or receive mobile calls
- Dropped calls (i.€. calls going “dead™)
- Slower data speeds for uploading, downloading and searching the internet

- Significantly increased congestion and service degradation in malls and the MTR.

Thesc cffects will be felt most acutely in places which are heavily loaded with mobile tratfic
and have capacity expansion difficulties such as the MTR tunnels and stations, and shopping
malls.

It will also have scrious indirect adverse effects on Hong Kong consumers because it will
deter the MNOs from confinuing to invest and innovate in new services for the benefit of
Hong Kong consumers. Faced with the current uncertainty as to whether the MNOs will losc
one third of their 3G spectrum when their licences expire, the MNOs have little incentive to
continue to heavily invest in their 3G networks. Any incentive to do so will be further
reduced in October this year if the Authorities confirm their current preference to put one
third of the MNQs’ current spectrum allocation out to auction, a preference substantially
based on China Mobile’s expressed desire to acquire 3G spectrum. The current 3G licensees
will have no incentive whatsoever to further invest heavily if they are unsuccessful in an
auction (planned for 2014) and, as a result, lose one third of their current spectrum allocation.

It is remarkable that the Authorities themselves have confirmed that their preferred option
would harm consumers as described above, and have confirmed that the option preferred by
the MNOs - to renew the spectrum licences at a reasonable fce - would best secure the
objectives of continuity of customer service.



The Authorities have attempted to guantify the harm to consumers resulting from their
preferred option in Annex 2 to the Second Consultation Paper - but our technical experts
unanimously agree that this quantification represents an over-optimistic, best case scenario,
and that the real harm to consumers will be much greater.

It is also remarkable that promoting consumer interests and encouraging innovation and
investment lie at the heart of the CA’s functions under the Communications Authority
Ordinance, and that the Government’s duty to encourage investment is even written in Hong
Kong’s Basic Law, and yet, the Authorities still prefer an option which conflicts with these
objectives.

Against this background, Panel Members might legitimately question why the Authorities
seem intent on going down this path. The only benefits which they have cited in the two
consultation papers are, at best, speculative and not based on any solid evidence.

The first benefit cited by the Authorities is that auctioning one third of the spectrum might
mean that spectrum is more efficiently used. The theory is that whoever bids highest will
have more of an incentive to use it efficiently. But in a market as competitive as Hong
Kong’s, with mobile data usage increasing so rapidly, and the existing MNOs wanting ever-
more spectrum, not less, the idea that spectrum is not being used efficiently is unrealistic, to

say the least. Words like “might”, “could™ or “possibly”™ are not a substitute for real analysis
and evidence.

The second is that competition in the market might increase if another operator were to enter.
But with one of the most competitive markets in the world already, the idea that the market
might become even more competitive, even if another MNO enters, is highly speculative.
The only operator who has expressly indicated an interest in this spectrum is China Mobile.
But China Mobile has ample specirum, provides 3G services via other MNQOs’ networks and
has had opportunities to bid on a level playing field for spectrum already. Further
opporfunities are in the pipeline to obtain more spectrum: there is no need to confiscate
spectrum from the current Hong Kong MNOs to penalize their customers.

In addition, spectrum trading and/or the digital dividend (radio spectrum that will become
available after the switch off of analogue television) could better meet MNOs™ spectrum
needs well before 2016 and in a way that is both market-based and voluntary, without
harming customers or their service providers. The Authoritics should speed up the process
on spectrum trading and/or digital dividend which will be more beneficial to customers,

Finally, whether the Authoritics™ preferred option or the MNOs' preferred option ultimately
prevails, the spectrum charging arrangements proposed by the Authorities could mean that
Hong Kong's spectrum fees will be amongst the highest in the world.  There is no
justification for imposing what is effectively a punitive tax on MNOs, which can only result
in harm to consumers, either in the form of higher prices, or less innovation or investment, or
both.

We trust that Pancl Members will appreciate the enormous public interest at stake in this
matter, and would welcome the opportunity to provide more information and explanations at
a specific hearing on the matter.

Yours faithfully,



William Brown
Head of Regulatory Affairs
Hutchison Telephone Company Limited
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Head of Group Regulatory Affairs
Hong Kong Telecommunications (HKT) Limited
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CGeneral Counsel

Legal and Regulatory Affairs
CSL Limited
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Elaine Lau

Head Legal Counsel
SmarTone Mobile Commumications Timited
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