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Desmond SH Chan WLE w

General Counsel

Phone: 2112 6049

Fax: 21127824

Email: desmondchan@cabletv.com. hk

13 May 2006

The Hon. Mrs. Rita Fan Hsu Lai-tai, GBS, JP

President

Legislative Council

8 Jackson Road, Central By fax & by hand
Hong Kong (Fax mo. 2877 9600)

Dear Mrs. Fan,

Broadcasting (Revision of Licence Fees) Regulation 2006

By its letter dated 12 May, the Administration told us that the above regulation would
be tabled at the Legislative Council for negative vetting on 17 May.

We would like to draw Members’ attention to the fact that the television industry has
reservations about the proposed revision. Detailed grounds for HKCTV’s objection,
which have been forwarded to the Administration, are replicated on the attached.

We should be most grateful if Members of the Council would take account of our
concerns in deliberating the above regulation.

Thank you.

Yours sincerely,
Hong Kong Cable Television Limited

Desmiond SH. Chan

Encl.

. L . _ . BREHE -
(C. Hong Kong Cable Television Limited E#588waRas caringcompany==-
Cable TV Tower, 9 Hoi Shing Road, Tsuen Wan, Hong Kong. FRTWE RSN TR e R e irs

BERRA-OMBLE 1o (852) 2112 6868 Fax: (852) 2112 7878 Homepage: http://www.cabletv.com.hk



“. HKCTYV’s Objection to the Proposed Increase of
License Fees for Television Programme Service Licences

1. Since 1997, all industries have been suffering from the economic doldrums. The
pay TV industry is. of no exception. Unlike some of its relating sectors whose

licence fees or other government charges have been reduced (more than once in
some cases) during this difficult period of time', the pay TV industry has not
recetved similar assistance.

2. Following the increase in competition on various fronts (including contents and
| people) in the pay TV market, the investments in and costs for running our
business have been rocketing. Despite the recent improvement of economy, it is
unlikely that our financial burden would abate in near future given the
competition has shown no sign of abating.

3. We understand from the Administration that the proposed fee increase is -
-attributable to the competition and firewall complaints. We have difficulty in
accepting this contention. The competition provisions in the Broadcasting
Ordinance and the firewall provisions in the licences of TVB and Galaxy were
put in place in July 2000, roughly 7 months before Cap. 526A took effect.
Logically, the Government must have taken account of the costs of
implementation of the competition and firewall provisions when devising the
new charging formula under Cap. 526A, to ensure that the licence fees collected
(especially the fixed fee component) are large enough to cover these
implementation costs.

4. The Government has announced its plan to set up a single, lean and skilled, and
responsive regulator overseeing the entire electronic communications sector,
and to examine whether the regulator should further reduce its monitoring and
rule-making role, keeping regulation to a minimum with greater focus on
ensuring fair competition in the converging communications market. N. aturally,
this plan will significantly bring down the overall regulatory costs. Thus, to save
the trouble of re-adjusting the licence fees in near future, the proposed increase
of licence fees should be withheld pending the study of the regulatory
convergence.

Please see the attached Appendix for examples of fee reduction.

1

PN



(./ Appendix

Examples of Reduction of Licence Fees/ Government Charges

Telecom Sector
May 1999 PRS licence fee reduced from $75 to $55 per station

May 2000 PRS licence fee reduced from $55 to $30 per station

May 2002 PRS/ PNETS/ mobile carrier licence fee reduced from $30 to $24
per station |

May 2003 Fixed carrier annual licence fee reduced from $1m to $0.5m

May 2004 Fixed carrier annual licence fee reduced from $0.5m to $0.2m
PRS/ PNETS/ mobile carrier licence fee reduced from $24 to $20
per station

‘May 2005 PRS/ PNETS/ mobile carrier licence fee reduced from $20 to $18

per station

Film Sector

Jan 2002 Five fee items relating to the release of films reduced by 3% to
77.6% under the Film Censorship Regulations :
June 2005 Licence fees for producing special effects in film production and

entertainment programmes reduced by 7.1% to 10.7%

LHACZ/01
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= - Stuart Z Chiron

=f 20 tf# Director of Regulatory AfTairs
Tel: 2888 1210

Fax: 2962 8111

Email: Stunrt.chiron@pcew.com

By Fax 2509 0775 and by Post

The Honourable Ms Miriam Lau Kin-yee, GBS, JP
The Chairman

House Committee

Legislative Council

Legislative Council Building

8 Jackson Road

Central

Hong Kong

18 May 2006

Dear Ms Lau,

Broadcasting {Revision of Licence Fees) Regulation 2006

We have been informed of the HKSAR Government Administration's intention to table the licence

fee increase proposal for domestic pay television programme service for negative vetting on 17 May
2006.

We would like to highlight that PCCW has serious concerns about the proposed 11.8% licence fee
increase and have indeed forwarded our comments to the Administration. A summary of our key
concerns is replicated per the attached. PCCW would be most grateful if the Honourable Members of
the Council would take into account our concerns in the deliberation of the licence fee increasc
proposal. We¢ wonld respectfully request that the proposal not to be passed and that a sub-committce
be set up lo review the justifications for the licence fee increase.

Thank you.

Yours sincerely,

Stuart Chiron
Director of Regulatory Atfairs

Atd 2 pages

cc. The Honourable Mr Sin Chung-kai, JP (Fax 2121 0420)

PCORERORSE THEMNFIRAT  www.peow.com
PO Eox 9896 GPO Hong Keng Tel +852 2898 2888  Fax 1§42 2877 RB77

GANEIRMTS
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FAEH

Summary of PCCW's objection to the Proposed Licence Fee Increase for Domestic Pay
Television Programme Service Licence

1. Other Market Benchmarks
PCCW notes that the licence fee in the telecommunications industry has not been
increased for more than 10 years. For the fixed line services, the quantum of the
licence fee has remained unchanged since 1995 whereas for the mobile service
licence, the licence fee has been reduced by 73% since 1995'.

It is therefore not uncommon for the liberalised industry to benefit from decreasing
regulatory costs on a per licensee basis in the form of reduced licence fee. Again,
this would suggest that any licence fee increase needs to be fully described and
supported with firm data and clear evidence.

2. Income from licensees
The proposed licence fee increase is inconsistent with the growth of licence
revenues, and should not occur. Whilst the number of domestic pay TV licensees
has remained the same in 2004 and 2005, the number of subscribers, on which the
variable fee is payable, has increased from 1,000,000 to the market estimate of
1,200,000 bringing Television and Entertaining Licensing Authority (TELA) /
Broadcasting Authority (BA) an additional income of $800,000 in 2005. Itis
forecasted that the pay television market will continue to grow thus increasing the
associated income of TELA/BA.

3. Consumer Price Index ("CPl")
CPI provides a barometer of inflation and is very often used as a benchmark factor
for public bodies' fee/charge increase. The composite CPI records a modest
increase of only 1.7% on all items from the period November 2004 to November
2005. The proposed licence fee increase of 12% is therefore significantly higher
than the general CPI. If the CPI were to be used, the first requirement would be for
TELA/BA to fully and convincingly explain why licence fees were not decreased for
the recent period when the CPI was negative. It would be irrational to use this
indicator only when it supports a proposed action.

4. Penalty Charges
PCCW notes that whilst the number of complaints registered with TELA/BA
increased in 2005, the quantum of the penalty has remained small even for
licensees who repeatedly commit ficence breach. This leniency undermines the
deterrence effect of the penalty and indirectly increases the unnecessary additional
workload arising from compliance investigation.

' The annual PMRS/Mobile licence fee has been reduced several times since 1995 as follows:
Schedule 3 to the Telecommunications (Carrier Licences) Regulations (Cap. 106V) - Part 3 Mobile
Carrier Licences Other Than Mobile Carrier (Restricted) Licence

1995 1099 2000 2002 2004
First 200 15,000 11,000 6.000 4,800 4,000
mobile
station ($)
Additional 7.500 5,500 3,000 2,400 2,000
100 mobile
station (8)

: The current licence fee has been reduced by 73% as compared with that in 1995

1B-MAY-2BBE B9:57 +852 29625894 99%



18-MAY-2886 B9:54 FROM REGULATDORY AFFARIRS

- EBHARM

T0 925099775  P.B3/83

5. Transparency

PCCW notes that an internal costing exercise has been conducted by TELA prior to
the tabling of this licence fee increase proposals to the broadcasting licensees.
However no detailed information has been provided in the proposal (eg. licence fee
and other sources of income, increased expenditure, additional workload, level of
increased manpower, external consultancy fee etc.) to facilitate PCCW to
understand the full justifications for the proposed fee increase. in the name of

transparency and reasoned decision making, PCCW would ask that all this material
and data be released to the public.

Based on the foregoing, PCCW is of the view that the domestic pay television programme

service licence fee should be reduced. Any proposal to increase the fees should be fully
supported and vetted in a transparent proceeding.

- BEnd -
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