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City Telecom (H.K.) Limited ("CTI")

Paper on Applications for Domestic Free Television Programme Service Licence

Agenda VI for Meeting on Monday, 11 June 2012, at 2:30pm in Conference Room 1 of the
Legislative Council Complex (the "Meeting")

This paper is prepared in response to the Legislative Council's invitation of 1 June 2012 for CTI to
provide written information to the Panel on Information Technology and Broadcasting (the "Panel")
in relation to the Applications (the "Applications”) for Domestic Free Television Programme
Service Licence ("Free TVLicence") scheduled as Agenda VI for the Meeting.

Purposes
The purposes of this paper are to:

1. Comment on the unreasonable and inexplicable delay in the final determination of the
Applications by the Government.

2. Comment on some of the common arguments against granting further Free TV
Licences.
3. Update the Panel on CTl's readiness to provide more competition to the incumbents and

to provide more choice to the public

4. Urge the Government to commit to a clear time line for the final determination of the
Applications.
A. Unreasonable and Inexplicable Delay

We set out below a chronology of key events in relation to the Applications.

Date Event

31 December 2009 | Submission of CTI's Application for a Licence to the then Broadcasting
Authority ("BA")

15 January 2010 Submission of Fantastic Television Limited's Application for a Licence to
the BA
31 March 2010 Submission of HK Television Entertainment Company Limited's

Application for a Licence to the BA

9 July 2010 BA's published notice for interested members of the public to provide
comments on the Applications

23 May 2011 Newspaper reports that the BA made a recommendation to the Chief
Executive in Council (the "CE in Council") to approve the Applications
(the "BA's Recommendations™)
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10 February 2012 Application by Asia Television Limited ("ATV") for leave to apply for
Judicial Review (the "JR Application")

6 March 2012 Decision by the Honourable Mr Justice Lam dismissing ATV's JR
Application

It has been almost 30 months since the submission of the Application by CTIl and over 12 months
since the BA's Recommendations. The delay is unreasonable, both from the perspective of the
public and the perspective of the commercial operators.

As stated by Mr Donald Tsang Yam-kuen during an interview on the Commercial Radio Channel
1 programme on 26 February 2012, the CE in Council usually accepts the then Broadcasting
Authority's recommendations except in special circumstances. We are not aware of, nor has the
Government articulated, the existence of any special circumstances for the BA's
Recommendations not to be followed.

It is in the public interest that the Applications be granted, and we urge the CE in Council to make
a final determination of the Applications without any further delay.

B. Commonly Raised Arguments against the Grant of Licence
We address below some of the common arguments against the grant of further Free TV Licences.

(1) Sustainability of the Applicants in the Market

We are aware that the sustainability of the Applicants in the free TV market has been called into
question, given that there are already two incumbents, the duopoly of Television Broadcasts
Limited ("TVB") and ATV, in the market.

It is alleged that advertising revenues simply could not support more than two Free TV Licensees
and new entrants may have the potentially adverse effect of significantly negatively impacting,
and perhaps even eliminating, the incumbents. It is also alleged that free TV advertising sales
have experienced little to no real growth in the past decade.

We respectfully disagree with these unsubstantiated claims. We attach herewith at Annexure A
a set of graphs setting out the 2002 to 2011 growth figures of advertising spending across various
media sectors in Hong Kong, including the more contemporary platform such as Pay TV, and the
more traditional platforms of free television, newspaper and magazine (figures taken from
admanGo). As may be readily ascertained from the table below, with the exception of free TV, all
of these other media platforms have witnessed exponential growths in advertising spending
despite fierce competition brought by the entry of new players: for example, in pay TV, the
number of players rose from 1 to 2, with advertising spending mushrooming by a staggering
1,463%; in magazine, the number of players rose from 57 to 153, while advertising spending rose
by an impressive 146%; and when everybody was predicting the closure of newspapers with the
entry of free newspapers, the number of players rose from 13 to 19, while advertising spending
enjoyed a cumulative growth of 162%.
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Table : Advertising Spending Growth - by Medium

2002 2011
No. of Advertising o. of Advertising Cumulative Ancnc:;r ;r;:{ n
) Spending e Spending growth Rat
PIayers | kpinmilion)] PY®™ | (kD in milion)| (2002-2011) (CACRY
Free TV 2 12,843 2 18,241 41% 4%
Paid TV 1 853 2* 13,237 1463% 36%
Newspaper 13 11,186 iS5 29,269 162% 11%
Magazine 57 5,564 153 13,670 146% 11%
Radio 3 692 3 3,440 388% 20%

*Included Now TV and Cable TV

Source: admanGo (monitored figures with listed price)

We also note from media reports that, one of the incumbents, TVB, is reported to have claimed
on 17 May 2012 that there has been no real growth in advertising revenues from free-to-air TV for
the past 15 years. TVB’s own annual reports do not support this claim. According to TVB's
annual returns relating to the financial years 2002 to 2011, TVB's advertising revenue from
terrestrial television broadcasting increased by approximately 55%. We attach herewith for
reference at Annexure B copies of the relevant section of the said annual reports.

The only conclusion which can be drawn from the above is that competition will NOT kill the
incumbents. It is the complacency of the incumbents in the free TV sector which is responsible
for the relatively less impressive growth in advertising spending in that sector. The free TV sector
can benefit from more competition.

Turning to the specific case of CTIl, we welcome competition and have a track record of
successfully challenging the dominant market player(s) in a particular sector while sustaining its
operations in a commercially viable manner. CTI's first two large scale and long term innovations
since its establishment include its IDD business started during the 1990's, which it believes
dramatically brought down the cost of making IDD calls from Hong Kong for the benefit of the
general public, and its fixed telecommunication network services introduced in the last 12 years,
which deliver affordable fixed telephony and high speed broadband internet access to the general
public. The public has benefited from lower prices and more choices in each case.

(2) Assumption of Government Allowing Only 2 Licensees

We understand there may be a claim that the incumbents when devising their investment plan for
2010 to 2015 assumed that there would only be two domestic Free TV Licensees in the market
up to 2015. There is simply no legal or factual basis for this claim.

The Government stated in the 1998 Review of Television Policy that there would be no limit on
the number of domestic free licences to be issued.

Furthermore, pursuant to clause 5 of the respective domestic free television programme service
amended licenses dated 29 June 2010 granted to each of TVB and ATV, it is expressly stated
that the terms of the licence granted to each incumbent would not in any way abrogate or
interfere with any rights, whether exclusive or otherwise, granted under any law or Ordinance to
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any person other than the Licensee. The CE in Council's right pursuant to s.10(1) of the
Broadcasting Ordinance to exercise its absolute discretion to grant a Free TV License constitutes
such right.

CTI submitted its Application on 31 December 2009 and the other two applicants also submitted
their applications immediately following CTI. Both incumbentsshould have been well aware of the
fact that there were three new players seeking to enter the free TV market as at the date of the
grant of their respective licences in June 2010.

We invite the Panel to call upon the Government to clarify if any representation was made by the
Government to either TVB or ATV at or around the time of their respective submissions of their
investment plans for 2010 to 2015 that there would be only two domestic free television operators
in the market.

We respectfully submit that any such assurance is at the very least morally shocking, since the
Government does not have a duty to protect the interests of the incumbent duopoly by
maintaining the status quo or limiting entry into the market, but rather has a duty to protect the
public interest.

C. CTl is Ready

We are ready to go live and to significantly broaden viewers' choice in terms of variety, quantity
and quality of programmes. At launch, we will provide 12 channels.

Additionally, CTI has since February 2012 started building a world class Multimedia Centre with a
gross floor area of 500,000 square ft. consisting 12 studios on land granted by Hong Kong
Science and Technology Parks Corporation at Tseung Kwan O Industrial Estate. If a Free TV
Licence is granted, the free TV operation will benefit from state of the art facilities at the
Multimedia Centre.

On the people front, CTI has recruited 420 production crew and talent artistes since 2011 and
they all share CTI's enthusiasm and vision to introduce more variety into and improve the quality
of the free TV market. They are all ready to go into action, pending the go ahead from the
Government.

D. Timeline

The BA's Report on the Public Consultation Exercise for the Mid-Term Review of the Domestic
Free Television Programme Service Licences published in 2010, which summarises the views
collected in the BA's public consultation exercise, clearly concludes that competition in the free
television market is welcomed by the general public and should be encouraged to enhance
programme quality and diversity.

We are strongly of the view that the grant of the Applications will enhance the domestic free TV
market by encouraging innovation and creativity and boosting Hong Kong's position as a regional
broadcasting hub. We respectfully submit that competition should not be seen as a hindrance,
but rather a welcome stimulus of the market for the benefit of the general public.

There should not be any further delay. We urge the Government to commit itself to a clear
timeline for the final determination of the Applications as soon as possible.

City Telecom (H.K.) Limited

7 June 2012
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NOTES TO THE ACCOUNTS (Continued)

1 PRINCIPAL ACCOUNTING POLICIES (Continued)
{p) Segment reporting
Inaccordance with the group’s internal financial reporting the gtoup has determined that business segments be presented
as the primary reporting format and geographical as the secondary reporting format.

Segment assets consist primarily of fixed assets, stocks, receivables and operating cash, and mainly exclude investments
in securities. Segment liabilities comprise operating liabilities and exclude items such as taxation and borrowings. Capital
expenditure comprises additions to fixed assets (note 12).

In respect of geographical segment reporting, sales are based on the country in which the customer is located. Total
assets and capital expenditure are where the assets are located.

2 TURNOVER, REVENUE AND SEGMENT INFORMATION

The group is principally engaged in terrestrial television broadeasting with programme production, programme licensing and
distribution, overseas satellite pay TV operations, channel operations and other related activities.

Turnover comprises advertising income net of agency deductions, licensing income, subscription income, as well as income
from uplink and playback services, video tape rentals, sale of animation productions and sale of magazines.

Other revenues comprise interest income, commercial production income, merchandising income, management fee income,
service fee income and facility rental income.

The amount of each significant category of revenue recognised during the year is as follows:

2002 2001
HKS’000 HK.$ 000
Turnover z%
Advertising income, net of agency deductions 2,192,438 " 2,460,850
Licensing income 476,884 471,194
Subscription income 382,868 240,087
Others 124,121 109,186
3,176,361 3,281,317
Less: Withholding tax (14,499) {16,687)
3,161,862 3,264,630
Others revenues
Interest income 7,786 49,868
Others : 33,297 33,305
41,083 83,173
Total revenues 3,202,945 3,347,803
Kl

Notes To The Accounts {continued)
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The Group is pnncrpaliy engaged in terrestrial TV broadcasting W|th programme produotlon
programme licensing and distribution, overseas satellite pay TV operations, Talwan operatlons

channel operations and other related aotlwtles

Turnover oomprlses adverttsmg moome net of agency deducttons hcensmg mcome SUbSGI‘IptIOI‘I

fee income.

Other revenues compnse maunty mterest mcome and others.

The amount of each sngnlflcant category of revenue recognlsed durmg the year is as follows

2011 2010
HK$'OOD HK$'000
Turnover .
Advertising income, net of agency deductions 2,870,742
Licensing income 891,307
Subscription income | : : ( ;608,228
Others o . S . 367,496 .
4,737,773
Less: Withholding tax (63,117)
. 4,674,656
Other revenues
Interest incorne 17,037
Others 13,626
30 663

4,705,31 9
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