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INTROUDCTION

This paper seeks views and comments on the prop@setion
of the “Determination under Section 36A of the Telmmunications
Ordinance in respect of the Terms and Conditions@rconnection for
International Call Forwarding Services® issued by the
Telecommunications Authority (“TA”) on 3 Novembed@3 (the “ICFS
Determination”).

BACKGROUND

2. International Call Forwarding Service or ICFSai value-added
service (“VAS”) offered by fixed network operatér§‘FNOs”) and
external telecommunications services (“ETS”) opmsaf (“ETS
Operators”) (collectively referred to as the “ICHA8oviders”) which
provides an affordable alternative to mobile roagnservices for mobile
users to receive calls destined to their Hong Kiaadpile numbers while
they are overseas. ICFS makes use of the callafoimg service of
mobile network operatofs or mobile virtual network operators
(“MVNOSs") (hereinafter collectively referred to d8INOs”) to forward

1 Available athttp://www.ofta.gov.hk/en/ta-determine/de031103.pdf

2 Fixed network operators refer to the holders ofeBi Telecommunications Network Services
(“FTNS") Licences, Fixed Carrier Licences and UaifiCarrier Licences with provision of local fixed
service authorized.

3 ETS operators refer to the holders of Public Nechkesive Telecommunications Service (‘PNETS”)
Licences and Services-Based Operator (“SBQO”) Liesrfor the provision of ETS.

* Mobile network operators refer to the holders obbile Carrier Licences and Unified Carrier
Licences with provision of mobile service authodze

®> A mobile virtual network operator is an operatdronprovides a public radiocommunications service
to customers through interconnection with, and s€te, the radiocommunications infrastructure of an
operator licensed under a mobile carrier licenaea(anified carrier licence with provision of mabil
service authorized) and assigned with the radioctsp@ through which the public
radiocommunications service is provided.



http://www.ofta.gov.hk/en/ta-determine/de031103.pdf

iIncoming calls destined to mobile users’ Hong Kongnbers to ICFS
Providers, via transit FNOs where appropriate, gisinmbers with the
prefix “305 — 309" for ETS Operators and numbertocated for
“personal numbers” with the prefix “8” for FNOs. @HCFS Providers
will then deliver the calls to users’ selected seas fixed or mobile
numbers. A typical call setup of ICFS is depiateérigure 1 below.
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Figure 1: A typical ICFS call setup

3. ICFS Providers are regarded as competitorsN®OMin respect
of the “mobile roaming” market. As ICFS Providemsake use of
MNOSs’ network to route calls to their service ptaths before delivering
them outside Hong Kong, MNOs as the providers @ ¢tonveyance
service (besides being their competitors) may recdvom the ICFS
Providers the costs incurred for the delivery df8Xraffic in accordance
with principles set out in the TA Statements eaditl “Charging
Arrangements for International Call Forwarding $egs’® and
“Implementation Issues on the Charging Arrangemehttnternational
Call Forwarding Service$”issued in 11 June 2002 and 25 January 2003
respectively. However, MNOs and ICFS Providerdethito reach
agreements on the charging arrangement on |ICFSitelesfiorts of
commercial negotiation and regulatory guidanceosgtin the said TA
Statements. With the public and consumer intergstsind, the TA
decided on 16 April 2003 to proceed with making an indystide

® Available athttp://www.ofta.gov.hk/en/tas/interconnect/ta200PD@df

" Available athttp://www.ofta.gov.hk/en/tas/interconnect/ta20028.pdf

8 TA Notice entitled “Notice of Telecommunicationsuthority’s Decision to Proceed with a
Determination Pursuant to Section 36A(2) of theeGemmunications Ordinance” issued on 16 April
2003 fttp://www.ofta.gov.hk/en/ta-notices/notices200304d).



http://www.ofta.gov.hk/en/tas/interconnect/ta20020611.pdf
http://www.ofta.gov.hk/en/tas/interconnect/ta20030125.pdf
http://www.ofta.gov.hk/en/ta-notices/notices20030416.pdf

determination on the terms and conditions for tlowigion of ICFS.

4. On 3 November 2003, based on the relevant neas® costs of
MNOs attributable to interconnection of ICFS antlestessential terms
for the ICFS arrangement, the TA issued the ICF&iD@nation setting
out the levels of the access charge or the originatharge (“ICFS
Charge”) which would be levied by MNOs on ICFS Rdevs. A
summary of the determined levels of the ICFS Chargethe associated
cost components is given/Annex A.

5. As can be seen from paragraph 2 of Annex Al@#S Charge
determined by the TA comprises a fixed ppliis an adjustable part
denoted as “outpayment of fixed/mobile interconmectharges” which
contributes about 35% to 37% of the total valuehe Tatter is more
popularly known as fixed-mobile interconnection e (“FMIC").
FMIC is an interconnection charge based on a rémylaguidance in
favour of mobile party’s network pays (“MPNP”) agpslated in the TA
Statement entitled “Interconnection and Related @=tition Issues
Statement No. 7 (Second Revision) ‘Carrier-to-@arriCharging
Principles™® issued on 18 March 2002. For fixed-mobile calls
conveyed through a transit FNO, an additional sdenection charge
known as fixed-mobile transit charge (“FMiCor “transit charge”) is
levied by transit FNOs on MNOs for conveyance ainsit traffic
originated from or terminated on MNOs. In the rafsthis consultation
paper, the term “FMIC” will include FMIE unless specifically stated
otherwise.

6. Under the MPNP arrangement, FMIC is levied hginating or
terminating FNOs on MNOs for conveyance of publWgtshed

telephone network (“PSTN”) traffic terminated on orginated from
MNOs respectively. The levels of FMIC adopted ihetICFS
Determination in 2003 were the prevailing rates PECCW-HKT

Telephone Limited and Hong Kong Telecommunicati@isT) Limited

(formerly PCCW-HKT Telephone Limited) (hereinaftexferred to as
“HKT”) in the relevant periods, and were subjectfture revision of
FMIC by the TA. As a general practice, HKT's FMMas largely
adopted over the years by other FNOs as their atasr

9 Available athttp://www.ofta.gov.hk/en/tas/interconnect/table188a20020318 s7.pdf



http://www.ofta.gov.hk/en/tas/interconnect/table_0318/ta20020318_s7.pdf

7. Since the issuance of the ICFS Determinatiddamember 2003,
there have been significant changes in the regyldétamework and the
market environment, including the deregulation BIE promulgated by
the TA in the Statement “Deregulation for Fixed-MekConvergence®
on 27 April 2007 (the “FMC Statement”); regulatariganges in respect
of HKT and more particularly the change of how ttaiff of the
company is regulated; and the emergence of diftdexels of FMIC in
the market, particularly after the issuance of ‘thetermination under
Section 36A of the Telecommunications Ordinance T@rms and
Conditions for Interconnection between Hong Kongdglband Network
Limited (“HKBN”) and China Mobile Peoples Telephor@ompany
Limited”™* by the TA on 28 June 2007 (the “2007 Determindjion
Highlights of these changes are summarisgshaex B.

Recent developments

8. Between October 2008 and January 2009, the éOffic the
Telecommunications Authority (“OFTA”) received teregequests from
the industry concerning the ICFS Charge. Separaigiynvariably, they
considered that the ICFS Charge should be updatédei light of the
impending deregulation of the FMIC arrangement. & of the
requesting parties, HKBN was of the view that itderests were
undermined by a negative balance of payment of FMIGQCFS traffic,
because it is paying some MNOs the ICFS Chargeeadiétermined level
(with FMIC set by reference to HKT’s then publisheate'?), but
receiving from them FMIC at another determinedIbuter level® under
the 2007 Determination for the same ICFS traffio. tBe other hand, an
MNO considered that all ICFS Providers should bblé to pay the same
level of the ICFS Charge under the ICFS Determomati

10 Available athttp://www.ofta.gov.hk/en/tas/others/ta20070427. pdf

1 Available athttp://www.ofta.gov.hk/en/ta-determine/de200707#€.p

2 The published rate of HKT’s FMIC and FMj@ October 2003 were 4.36 and 1.2 cents per minute
respectively. See also paragraph 2 of Annex B. iHafter in this document these rates will be refdrr

to as the “legacy FMIC rate”.

13 The determined levels are 4.5, 4.21 and 2.89 @antsinute for the period from 1 April 2002 to 31
August 2002, 1 September 2002 to 31 August 2008, arSeptember 2003 to 31 August 2004
respectively.
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9. In the consultation of the “Fixed Mobile NumtRortability™*
(“FMNP”), the industry was invited to give commeraisd views on the
way-forward relating to ICFS. The TA has subsedtjyereceived seven
written submissions with views and comments onl@f€S in the FMNP
consultation. The majority of these submissionspsuted a review of
the existing ICFS arrangement but none of them gawe specific
comment on how the review should be conducted.

10. In view of the substantial changes in the laguy framework
and the market environment that have taken plaam Slovember 2003,
the TA agrees with the industry that there is adrteeeview the existing
arrangement for ICFS with a view to providing aqpical approach to
cope with those changes in a prudent manner.

11. This consultation paper sets out the prelingingews of the TA

on possible options for the way-forward as well agproposal for

variation of the terms and conditions of the ICF&ddmination. For
the avoidance of doubt, all the views expressatigiconsultation paper
are for the purpose of discussion and consultatitim the industry only.

Nothing in this consultation paper represents arstiutes any decision
made by the TA and the consultation contemplatedhisy consultation

paper is without prejudice to the exercise of tieésTpower under the
Telecommunications Ordinance (Cap. 106) (the “Cadae”) or any

subsidiary legislation.

CONSIDERATIONS FOR CHANGE TO THE EXISTING ICFS
ARRANGEMENT

12. As stated in the FMC Statement (see paragtapf Annex B),
the existing ICFS arrangement (including the lesethe ICFS Charge)
under the ICFS Determination shall remain in faroél it is modified or
withdrawn in accordance with the law and the deteatron procedures.
On the face, it appears that a variation of theS@Crtermination by the
TA may be warranted in the light of all those chesgtated in paragraph
7 above and the fact that FMIC is a cost compoattite ICFS Charge.

14 Consultation paper entitled “Fixed Mobile Numbeort@bility” issued on 31 October 2008
(http://www.ofta.gov.hk/en/report-paper-guide/papensultation/cp20081031.9df
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13. Regarding the existence of different levels FMIC in the
industry, the TA is of the preliminary view thatiglfactor alone would
not be sufficient to warrant a variation of the ECBetermination prior to
27 April 2009 for the following reasons:

(@) All the existing FMIC arrangements, unless comnadici
agreed between the relevant parties, will becomsolete
after the deregulation on 27 April 2009;

(b) So far, there is no adverse impact on the settlerokthe
ICFS Charge at the determined level set out in I@ES
Determination between ICFS Providers and MNOs. sThi
may suggest that the relevant parties do not firedleégacy
FMIC rate as intolerable as one may have thougturédhe
deregulation of FMIC on 27 April 2009;

(c) The ICFS Determination was an industry-wide deteation
and the determined ICFS Charge was expected to lhese
factored into the relevant operators’ business el
service pricing;

(d) ICFS Providers would have been setting retail fearfor
ICFS based on the charging arrangement and |letyeldated
in the ICFS Determination. Maintaining the deteredinevels
before the deregulation would provide market sigoand
avoid abrupt change to the industry and the maset;

(e) The industry would be more concerned with the ddegmpn
of FMIC because the amount involved is much more
substantial than that involved with the ICFS Chaayal that
the issues associated with ICFS would naturallydselved
once the way-forward of FMIC is clear.

As such, this consultation paper will hereinaftema@entrate on the
discussion of the arrangement for ICFS to be apml@sequential to the
deregulation of FMIC on 27 April 2009.



14. As a matter of fact, following the deregulatiohFMIC on 27

April 2009 and depending on the individual outcoofecommercial

negotiation between MNOs and FNOs, the chargingngement for
fixed-mobile interconnection traffic may be venffdrent. If the ICFS
arrangement remains unchanged, certain negotiatedraes may not be
properly addressed and handled, for example incdee where an
arrangement of FMIC other than MPNP is agreed duidiy by two

concerned parties. Thus, in order to prevent ptsslisputes among
MNOs, FNOs and ETS Operators in the provision oF3Cand the
associated settlement, the TA considers it appmtgrito take a
forward-looking approach and develop an updatedrgohg and

settlement arrangement for ICFS to cope with theegidated regime,
while not prejudicing the ongoing commercial negtin between
concerned parties. There are four possible optfonsachieving this
objective and they will be discussed in the follogvparagraphs.

Options to Deal with the ICFS Matter

15. The TA has identified the following options agesult of the
changes in the structure and the level of FMICraffsederegulation on 27
April 2009:

(1) Option 1 — the ICFS Charge would be revised by The
according to the prevailing market level of FMIC,;

(2) Option 2 — the ICFS Charge with all the componeartd
levels would remain unchanged,;

(3) Option 3 — the FMIC component in the ICFS Chargeildio
vary in accordance with the agreed or determingdl lef
FMIC, if any, between the parties concerned; and

(4) Option 4 — the ICFS Charge would be deregulatedthed
ICFS Determination be withdrawn.

16. For Option 1, the level of the ICFS Charge wldog revised by
the TA in accordance with the prevailing marketeleef FMIC after
April 2009. A uniform level of the ICFS Charge wduthen be



determined and applied across the board to thesindu However, this
arrangement would imply that the TA would set asustry-wide FMIC,
a measure that is inconsistent with his decisiotet@gulate FMIC as set
out in the FMC Statement. Furthermore, differebti€ levels already
exist in the market and the arrangement of FMISuigject to the ongoing
commercial negotiations between the concerned typera The setting
of a uniform ICFS Charge is therefore not a reialigption.

17. For Option 2, thestatus quowould be maintained. The
advantage of this option is that the TA may monite progress of the
commercial negotiation between the FNOs and the BIN@the FMIC

arrangement before deciding whether to change @ESI Charge

(including the FMIC component) and if so, what dppropriate changes
would be. Such arrangement is also consistent thghTA’s decision

on deregulating FMIC. Another advantage of thiawpis that the TA

may take a more holistic approach (which may ineltlte review of the
cost model) on how to deal with the ICFS Determaratfter agreement
has been reached between FNOs and MNOs on the BEikédgement.

The drawback of this option is that ICFS Providersuld need to

continue paying the ICFS Charge with FMIC at adristl level that was
stipulated in the ICFS Determination in 2003, whbe rationale for

including the FMIC component and adopting suchvelléor the ICFS

Charge has already disappeared. Such approach wimaldvantage the
FNOs and hinder the negotiation process between #1Bi@ FNOs in

respect of FMIC. This option is not in line withet principle of fair

competition and is therefore not preferred. Noeketss, the TA is

mindful that a full review of the ICFS arrangememdy only be possible
after the industry has settled on the FMIC arrareggmHe is therefore
open-minded on the need to choose this optiontesnaitional measure
for a reasonably short period pending the compiatiathe full review.

18. For Option 3, FMIC would become a variable congnt in the
ICFS Charge according to the formula (10.3¢/min MIE + FMICy)

stated in paragraph 27 below (see also paragraghAnex A). New
FMIC rate which is commercially agreed betweenrodanecting FNOs
and MNOs on or after 27 April 2009 when the exigtiregulatory
guidance is removed should automatically be refbcin the ICFS
Charge payable. The advantage of this option & the FMIC



component would be determined by market force amsistent with the
decision made by the TA to deregulate the FMIC. thiE option is

adopted, there is no longer a uniform ICFS Chaogbe paid by ICFS
Providers. The ICFS Charge will be the outcome afkat forces as far
as FMIC is concerned, when different structure landls of FMIC begin

to emerge in the market. This option is considgnedttical and will be
discussed further in paragraphs 21 — 25.

19. For Option 4, the ICFS Determination would béhdrawn and
that the levels of ICFS Charge between ICFS Prosidad MNOs would
be determined by market force. As mentioned iragaph 3 above,
ICFS offered by ICFS Providers is regarded as atgute to, and indeed
competes with, the mobile roaming services offdrgdINOs, which are
also providers of the wholesale conveyance sefacéCFS. Moreover,
ICFS Providers, particularly those small-mediumedi£TS Operators,
may not have sufficient resources and countengatiargaining power to
negotiate with individual MNOs on the ICFS Charfieso deregulated.
Accordingly, this option is considered infeasibteras stage unless there
Is compelling evidence showing that the public nes¢ would not be
undermined if the ICFS Determination is withdrawn.

20. Among the four options, the TA considers thati@h 3 is the
only practical option at this stage. The followipgragraphs set out
further his considerations on Option 3 and prowadietailed proposal for
a variation of the ICFS Determination.

VARIATION OF THE ICFS DETERMINATION

21. To implement a change to the ICFS arrangemaméerjuential
to the deregulation of FMIC under Option 3, the 8Betermination will

need to be varied. The procedures for variatiomrofinterconnection
determination have been laid down in paragraphstdB®2 of the

“Procedures for Making Determinations on the Teemd Conditions of
Interconnection under Section 36A of the Telecomications

Ordinance” issued on 27 September 2001 (the “Proesd).



22. Section 36A(2) of the Ordinance states that —

“The [Telecommunications] Authority may make a
determination on the request of a party to thercdanection or,

in the absence of a request, if he considersiit the interest of
the public to do so.”

The power of making a determination includes thergyoof amending it
pursuant to section 46 of Interpretation and Gdn@lauses Ordinance
(Cap. 1).

23. In considering whether or not a determinatiboutd be varied,

the TA shall take into account all the relevantdes pursuant to section
36A(10) of the Ordinance, namely (a) the Governrsgrtlicy objectives

for the telecommunications industry; (b) consumeterest; (c)

encouraging efficient investment in telecommunaadi infrastructure;

and (d) the nature and extent of competition amthreg parties to the
interconnection concerned and their respectivatialsilto compete with
each other fairly; and (e) such other matters as TA considers

appropriate in the particular circumstances ofcidse.

24. Without prejudice to future submissions to ¢batrary made by
interested parties, the TA is of the preliminargwithat the proposed
variation is consistent with the above factors. e Ti\’'s considerations
for each of these factors are given below.

(@) The Government's policy objectives for the
telecommunications industry

Customers using ICFS are able to receive incomatig made to
their Hong Kong mobile numbers while they are aldésHong
Kong. Accordingly, ICFS can be regarded as a gubsstfor
the mobile roaming services provided by the MNOariation of
the ICFS Determination consequential to the desdmul of
FMIC from 27 April 2009 will more accurately reflethe actual
cost incurred in the provision of the ICFS, thusntaning the
competitiveness of the ICFS. This is consistenhwiite policy
objectives that the widest range of quality telecamications

10



services should be available to the community asarable cost,
and that telecommunications services should beigdvin the
most economically efficient manner possible.

(b) Consumer interests

Even before the ICFS Determination was made in 2003e
was an observable market demand for a more affdab
alternative to the mobile roaming services providad the
MNOs. According to the market information, ICFSifta at
the retail level are generally much lower than rfeldoaming
services charges and hence the service attracisbstastial
number of users. A survey of those charges fonc&p
countries is provided aAnnex C. A variation of the ICFS
Determination is considered to be in the consunmerest
because it would reflect more accurately the fastd¢o the ICFS
Providers. Given that there is competition in therket for ICFS,
the ICFS Providers would reasonably be preparqutice their
services more efficientlywis-a-vis the cost and value to their
customers.

(c) Encouraging efficient investment in telecomroatons
infrastructure

A variation of the ICFS Determination in accordanagéh
Option 3 should reflect the fair and reasonablergdnnection
charges for ICFS. This would facilitate and enegar ICFS
Providers to make informed investment decisions in
telecommunications infrastructure.

(d) The nature and extent of competition amongp#rées to the
interconnection concerned and their respective it to
compete with each other fairly

Without varying the ICFS Determination, MNOs mayntioue
to charge the ICFS Providers at the current levethe ICFS
Charge because all parties concerned are bourftkligitms and
conditions of the ICFS Determination. Under sucsitaation,

11



the ICFS Providers cannot compete on a level-ptafigld with
the mobile roaming services provided by the MNOs.

25. For the reasons stated in the preceding patagthe TA is of
the preliminary view that it would be in the publiterest to vary the
ICFS Determination. The following paragraphs set m detail the
TA'’s proposal for implementing Option 3.

PROPOSED MODIFICATION TO THE ICFS DETERMINATION
Modification to the ICFS Charge

26. The TA would like to propose varying the ICF8t&mination
by treating the FMIC (and FMK component as a variable, instead of a
fixed value, in the ICFS Charge (the “Proposal”lhe value of this
variable would be subject to the agreement reachetiveen the
respective FNOs and MNOs by commercial negotiation.

Proposed Levels of the Modified ICFS Charge

27. In the ICFS Determination, the ICFS Chargeetenined to be
(10.3¢ + FMIC + FMIG) or 15.86¢/mif in total. From 27 April 2009
onwards, it is proposed that the modified ICFS Gbaado be computed by
the formula (10.3¢/min + FMIC + FMKJ, where the structure and levels
of FMIC*® (plus FMIG: where applicable), shall be agreed commercially
between the respective FNOs and MNOs. Moreover,Tth proposes

to cap the modified ICFS Charge for ETS Operatdraraappropriate
level with reference to the levels stipulated ia t&€FS Determination in
order to provide extra safeguard and clarity todtaé&eholders, including
potential ICFS Providers which would like to makdéormed decision

5 The determined level of the ICFS Charge is 15@&@&< per minute for the period starting from 1
October 2003. The levels of FMIC and FMIGsed in the ICFS Determination for this period ever
the legacy FMIC rate i.e. 4.36 and 1.2 cents pewtei respectively. See paragraph 2 of Annex A
for details.

18 In the formula of the modified ICFS Charge, FMI@uid be zero for bill-and-keep (“BAK”), while

a positive value for MPNP and calling party’s nethvpays (“CPNP”) arrangements for recovery from

ICFS Providers the cost incurred. For receivingysmnetwork pays (“RPNP”) arrangement, FMIC

would be a negative value i.e. ICFS Providers p&Qd for fixed-mobile interconnection traffic and

thus the ICFS Charge should be reduced by such mtnfou plus the “negative amount”) to avoid
over-compensation.

12



before entering the ICFS market (see paragraphang829 below for
details).

Direct interconnection

28. For direct interconnection, the net level o tmodified ICFS
Charge to be paid by FNOs providing ICFS or hosihgs to MNOs in
respect of delivery of ICFS traffic would become.3Imin given that
the “FMIC” part (FMIG is zero in this case) would be effectively
cancelled out, regardless of its payment direc{mwsitive or negative)
and actual value. For ETS Operators, the chargbetgaid via the
hosting FNO to MNOs would be set equal to the ledfetheir hosting
FNO (i.e. 10.3¢/min) plus FMIC (FMICs zero in this case), if any, at a
level determined by the commercial arrangement &éetwthe hosting
FNO and the respective MNOs. In order to ensueectimpetitiveness
of ETS Operators as well as to provide them witmeodegree of
certainty and predictability, the level of the nmfoetl ICFS Charge for
ETS Operators would be capped at the level stipdlah the ICFS
Determination but with FMIE taken out (i.e. 14.66 cents per minute).
The TA considers that such a cap would providenteessary safeguard
and clarity to all the stakeholders.

Indirect interconnection

29. If a FNO providing ICFS or a hosting FNO does Imave direct
interconnection with an MNO, the net level of thediiied ICFS Charge
to be paid by the FNO (as an ICFS Provider itseif)he ETS Operator
would be set equal to the level set out in pardg&pplus FMIG, which
will be the rate agreed commercially between tlamdit FNO and the
MNO. Similar to the case of direct interconnectighe level of
modified ICFS Charge for ETS Operators would bepedpat the level
stipulated in the ICFS Determination (i.e. 15.86tseper minute). To
improve network and administrative efficiency, in@ént indirect
interconnection should be discouraged and the TAlavonly allow a
maximum of one transit leg in an indirect interceation configuration
l.e. FMIG: would be payable only once to MNOs for indirect
interconnection with FNOs.

13
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30. The respective modified levels are summarisedhe table
below.
ICFS Direct | Proposed net Remark
Providers intercon | level of the
nection modified
ICFS Charge
(a) FNOs Yes 10.3¢/min | ® FMIC would be
providing ICFS effectively cancelled
or hosting out, regardless of the
FNOs payment direction
and the actual value
No 10.3¢/min + The level of FMIG
FMIC+ (if any) depends on
commercial
arrangements
between the
interconnecting
transit FNO and the
MNO.
(b) ETS Yes 10.3¢/min + Subject to a cap, the
Operators FMIC (if any) actual levels of FMIC
or 14.66¢/min, and FMIG depend or
whichever is the commercial
lower arrangements made
by MNOs with the
No 10.3¢/min + hosting FNOs and th
FMIC (if any) transit FNOs
+ FMIC (if respectively.
any) or
15.86¢/min,
whichever is

lower

14



Other Relevant Matters
Billing and Settlement

31. The TA considers that the existing billing asdttlement
arrangement under the ICFS Determination shouldiruos to apply if
the Proposal is adopted. As for the existing ajeament, FNOs would
remain responsible for collecting the billing infaa&tion from the MNOs.
If the FNOs host ETS Operators, they are respamdinl billing their
ETS Operators, subject to the terms of the corgrbetween them and
based on MNOs’ billing information. Under the Pospl, ICFS
Providers may be billed at a different level of thedified ICFS Charge
by individual MNOs (via the hosting FNO in the cadeETS Operators)
according to paragraph 30 above. Subject to aircdipe case of ETS
Operators, the applicable levels of FMIC and FMGII depend on the
respective commercial arrangements of MNOs with BEN(Dd transit
FNOs respectively.

32. Therefore, irrespective of whether or not tihNOB are directly
interconnected with the MNOs, and irrespective dfether the FNOs
themselves are ICFS Providers or they are jusirfgpsome other ICFS
Providers, FMIC will be effectively cancelled o&ince the computation
of the net level of the modified ICFS Charge hazady taken into
account the FMIC part, settlement of FMIC (exclgd#éMICr in the case

of indirect interconnectionhetween the MNOs and the FNOs should no
longer be necessary in respect of ICFS traffic.

Implementation of the Modified ICFS Charge
33. To align with the deregulation of FMIC and vaith prejudice to
the commercial negotiation, the TA is of the prahary view that the

Proposal should take effect on 27 April 20009.

34. For the avoidance of doubt, the ICFS Deternonatontinues in
force until it is amended after the due process.

15



INVITATION FOR COMMENTS

35. The TA invites views and comments on the issilissussed
above, and representations pursuant to sectiondj@hthe Ordinance as
to why the proposed variation of the ICFS Deterrtnmashould not be
made. All representations, comments and suggessbould be made
In writing, and should reach OFTA, preferably ieatonic form, on or
beforel8 April 2009. The TA reserves the right to publish all viewsl an
comments as well as the identity of the source.

36. Any part of the submissions, which is considezemmercially
confidential, should be clearly marked. The TA ¥Wdouake such
markings into account in making his decision asviether to disclose
such information or not. Submission should be est&kd to:

Office of the Telecommunications Authority
29/F Wu Chung House

213 Queen's Road East

Wanchai

Hong Kong

[Attention: Regulatory Affairs Manager (R11)2]

Comments may also be sent by fax to 2803 5112 orefmgil to
wcwlee@ofta.gov.hk

Office of the Telecommunications Authority
19 March 2009
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Annex A

ICFS Charge Determined by the TA
in the ICFS Determination

1. In paragraph 4 of the ICFS Determination, the “O&termines
that —

(1) the access charge or origination charge foenmbnnection
necessary for the provision of ICFS shall be —

(a) 16.4 cents per occupancy minute for the period ftdndune
2002 to 30 September 2002,

(b) 16.1 cents per occupancy minute for the period frbm
October 2002 to 30 September 2003; and

(c) 15.86 cents per occupancy minute for the periodtista
from 1 October 2003 and subject to further revisioh
fixed/mobile interconnection charge and transitige

(2) the access charge or origination charge shadl dpplied
concurrently with the fixed/mobile interconnectionarge and
fixed/mobile transit charge as illustrated in Diagn 1 and
Modified Diagram 2 in the Final Analysis ...”

For ease of reference, the diagrams are reprodogearagraph 3 of this
Annex.

2. The ICFS Charge for the above three periodsaisutated in
accordance with the two tables below, which areragktd from
paragraphs 162 and 163 of the Final Analysis ofl@tS Determination
(“Final Analysis”). As can be seen from the sectatule below, FMIC
and FMIG together contribute about 35% — 37% of the ICFarGé.

“162. The following table shows the determined leoé
fixed/mobile interconnection charge and transit iIgjeaas from
11 June 2002.

" According to the ICFS Determination, FMIC and FMIiBsted in this table were the “prevailing
market prices” at the material time with reference the TA Statement entitled “Charges for
17



Fixed/mobile | Fixed/mobile
interconnection | transit charge
charge (FMIC) (FMICy)

From 11 June 2002 to 30 September | 4.80 cents/min 1.30 cents/min
2002

From 1 October 2002 to 30 September 4.50 cents/min 1.30 cents/min
2003

From 1 October 2003 until further 4.36 cents/min 1.20 cents/min
revision of fixed/mobile interconnection
charge and transit charge

163. Accordingly, the access/origination charge tioe
three periods should be as follows:

11 June| 1 October| From 1
2002 to 3( 2002 to 30 October
Septembg September 2003

2002 2003 onwards
(Note 4)

Cost of Mobile Switching Centre (MSC) 4.6 4.6 4.60
and Home Location Register (HLR)

Sharing of relevant leased line rental 1.3 1.3 1.30

Sharing of relevant common operating costs 0.9 0.9 0.90

Additional costs for ICFS 35 3.5 3.50

Outpayment of fixed/mobile interconnectjon 6.1*® 5.8 5.56
charges for ICFS (i.e. FMIC + FMIg

TOTAL 16.4 16.1 15.86

Note 1: All costs in Hong Kong cents per occupangyte.

Note 2: The cost component of “outpayment of fixedile
interconnection charges for ICFS” is subject tothar revision
of fixed/mobile interconnection charge and tramhiarge.

Interconnection between Public Mobile Radiotelegh@ervices (PMRS), Personal Communications
Services (PCS) and Value Added Services (VAS) aedPublic Switched Telephone Network (PSTN)
Operated by PCCW-HKT Telephone Limited” issued on4 2 October 2003
(http://www.ofta.gov.hk/en/tas/interconnect/ta20024.@d).

8 In accordance with the TA Statement entitled “@earfor Interconnection between Public Mobile
Radiotelephone Services (PMRS), Personal CommumisaServices (PCS) and Value Added Services
(VAS) and the Public Switched Telephone Network TRY Operated by PCCW-HKT Telephone
Limited” issued on 29 September 2001, FMIC wasgedifrom 5.1 cents to 4.8 cents per occupancy
minute with effect from 1 October 2001 and the sicharge remained at 1.3 cents per occupancy
minute fttp://www.ofta.gov.hk/en/tas/interconnect/ta200499d).
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Note 3: The above access or origination chargeoisbe
applied simultaneously with the normal fixed/mobile
interconnection/transit charges depicted in Diagrain and
Modified Diagram 2 [in paragraph 3 below].

Note 4: Until further revision of normal fixed/misb
interconnection charge and transit charge.”

3. Based on the paragraphs of the Final Analygisockiced below,
it is noted that same level of FMIC (and FM)Ghould be applied for
access or origination of ICFS (payable by FNOs pliag ICFS or

hosting FNOSs), and for conveyance of normal fixeabite calls (payable
by MNOSs) —

(a) Within ICES access charge with reference to Diagram 1
(the representative case) and paragraph 124 bélcan be
seen that FMIC and FMKCof the ICFS access charge is to
compensate MNOs for the cost incurred in respecthef
same levied by the hosting FNO and the transit FNO
(indicated as “(c)” and “(b)” in the diagrams) respvely;
and

Diagram 1

Representative Case for Call Forwarding by MNO/MVNOto ICFS provided by ETS operator via“ 305-309 numbers

Indirect Interconnection between MNO/MVNO and Epé&rator
via one FTNS operator which hosts the ETS opefatdrone transit FTNS operator

(a) fixed/mobile
interconnection
charge ($0.045/min

MNO/MVNO(Y)
(Call Fwd)
9 0r 6X XX XXX >
A (b) fixed/mobile

transit charge i Access Charge
($0.013/min) H

international

(c) fixed/mobile interconnection charge ($0.045m1in§

Access Charge

Note: Only (b) and (c) will be considered as releva costs ($0.045+0.013 = $0.058/min)
in the determination of the level of the Access Chige
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(b) Within ICES origination charge in paragraphs 123 and 124
of the Final Analysis, FMIC (excluding FMIE is
specifically added to the ICFS origination chargeatign
with the level of the ICFS access charge for resglv
implementation difficulties —

“123. In order to resolve the implementation difiites
arising from different levels of access charge and
origination charge as well as the measurement atiffies
encountered by the FTNS operator interconnectimgctly
with the ETS operator, the IDC proposed in the irglary
Analysis to modify Diagram 2 as follows.

- Modification 1 — MNO/MVNO(Y) in Diagram 2 is
required to pay fixed/mobile interconnection chargfe
4.5 cents/min to FTNS(X) operator ... for ICFS (This
means that normal interconnection charges betwixex f
and mobile networks would continue to apply folscad
PN.)

- Modification 2 — FTNS(X) operator in Diagram 2 is
required to pay an origination charge plus fixedbile
interconnection charge of 4.5 cents/min to
MNO/MVNO(Y) ...

124. In fact, the net effects on FTNS(X) and
MNO/MVNO(Y) in both Diagram 2 and Modified Diagr&m
are actually the same ... Furthermore, the intercatina
charge to be paid by FTNS(X) operator to MNO/MVNO(Y
in Modified Diagram 2 (i.e. the modified originaticharge)
would be of the same level as the access char@eamgram

1 ... since both the ... transit charge (denoted asn(lbhe
[below] Diagrams) ... and fixed/mobile interconneatio
charge ... (denoted as (c) in the [below] Diagram®uid
be considered as relevant costs of the access etard the
modified origination charge ...
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125.  With the two modifications made, the outpayme
costs of fixed/mobile interconnection charges inthbo
Diagram 1 (representative case for call forwarditmgICFS
provided via “305-309” numbers) and Modified Diagma2
(representative case for call forwarding to ICFSoyided
via level “8” PN) would be 5.8 cents per minutodq the
period from 1 October 2002 to 30 September 2003].”

Diagram 2

Representative Case for Call Forwarding by MNO/MVNOto Level“8" PN provided by FTNS operator, which is then
forwarded to an overseas number

Indirect Interconnection between MNO/MVNO and tA&B operator providing the PN

via one transit FTNS operator

(a) fixed/mobile
interconnection
charge ($0.045/min

MNO/MVNO(Y)
(Call Fwd)

FTNS(X)

(PN service)

international

>

(b) fixed/mobile
transit charge
($0.013/min)

9 or 6X XX XXX

Origination Charge

Note: Only (b) will be considered as relevant cog$0.013/min)
in the determination of the level of the Origination Charge

Modified Diagram 2

Representative Case for Call Forwarding by MNO/MVNOto Level“8” PN provided by FTNS operator, which is then
forwarded to an overseas number

Indirect Interconnection between MNO/MVNO and tA&B operator providing the PN

via one transit FTNS operator

(a) fixed/mobile
interconnection
charge ($0.045/min

MNO/MVNO(Y)
(Call Fwd)

FTNS(X)

(PN service)

international

>

(b) fixed/mobile Y
transit charge
($0.013/min)

9 or 6X XX XXX

(c) fixed/mobile interconnection charge ($0.045/min5

Modified Origination Charge = The origination charge in Diagram 2 + $0.045/min

Note: After the madifications, both (b)and (c) will be considered as relevant cost ($0.0£8.045 = $0.058/mih
in the determination of the level of theModified Origination Charge
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4.

The following simplified diagrams summarise ttedationship

and payment direction under the ICFS DeterminadnFMIC and
FMIC+, and the ICFS Charge between an MNO/MVNO and a® FN
(either as an ICFS Provider itself or a hosting FM@en they are under
(i) direct interconnection; and (ii) indirect int®nnection via a transit

FNO.

FMIC s,

»
»

‘ ICES traffic

ICFS Charge

=10.3 + FMIC g, + 0
=10.3¢/min + FMIC(AB)

=4.6+1.3+0.9+3.5+FMIC + FMIC,

(i) direct interconnection

/ FMIC(AC)\

ICFS traffic

A

ICFS Charge

=10.3¢/min + FMIC(AC)

=4.6+13+0.9+35+FMIC +FMIC,
=10.3 + FMIC s, + FMIC (a,
+

(ii) no direct interconnection
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Annex B

Relevant Regulatory Changes after
Issuance of the ICFS Determination

Derequlation of FMIC

1. On 27 April 2007, the TA issued the “FMC Stateme
announcing his decision to deregulate the exisiMJC arrangement.
Specifically, the regulatory guidance in favour MPNP will be
withdrawn, subject to a 2-year transitional penmigich will end on 26
April 2009. As regards his decision on the regaiabf ICFS, the TA
has stated in paragraphs 194 and 195 of the FMi€rs¢at that —

“194. The ICFS [Charge] ... would remain in force it is
modified or withdrawn by the TA in accordance with law and
the determination procedures ... The TA is open-ndirate to
whether the ICFS [Charge] should be de-regulated or
re-regulated in the context of removing asymmaeateigulatory
treatment of fixed and mobile networks to miningisortion to
competition.

195. The TA will consider initiating a review of HE in
accordance with the established procedures, if ithdustry
submits a request to do so.”

Requlatory Changes to HKT

2. Historically, HKT's FMIC and FMIg were subject tex ante
tariff approval by the TA. The last review8dHKT's FMIC and
FMIC were made in November 2004, maintaining the leveDctober
2003 i.e. at 4.36 and 1.2 cents per minute resf¢tiThese rates were
also adopted by the TA in the ICFS Determinatiom January 2005, the

19 Statement entitled “Charges for Interconnectiotwben Public Mobile Radiotelephone Services
(PMRS), Personal Communications Services (PCS)\ahge Added Services (VAS) and the Public
Switched Telephone Network (PSTN) operated by PQ4RW- Telephone Limited” issued on 12

November 2004h{tp://www.ofta.gov.hk/en/tas/interconnect/ta20Q¥A.pd}.

23


http://www.ofta.gov.hk/en/tas/interconnect/ta20041112.pdf

TA lifted® the prior approval requirement on HKT’s tariffsThis was
effected by replacing HKT's licence with a new fixearrier licence
(“FCL"). Under the FCL, HKT’s tariffs are regulatex post

3. In respect of interconnection charges (such adICF
interconnection charge for valued-added servicks® (enown as PNETS
charge), etc.), the tariffs are subject to SpeCiahdition (“SC”) 3.4 of
the FCL, whereby “...any such amendment shall be deemed to be
approved unless the [Telecommunications] Authardtifies the licensee
In writing, within 30 days after receiving the piged amendment from
the licensee, of the [Telecommunications] Authtwitypinion that the
amendment would contravene section 7K, 7L or 7N tloé
[Telecommunications] Ordinante On the other hand, tariffs published
by HKT after January 2005, such as the “Unifiecetobnnection and
Local Access Services” (“UILAS”) tariff, are notlgect to SC 3.4.

4. On 17 April 2008, HKT filed an application unde€ 3.4 of its
FCL to the TA for approval to amend its FMIC tarf#xcluding FMIG)
between it and MNOs. Specifically, HKT sought ap@ for an
increase of the tariff from 4.36 cents per minat& 45 cents per minute
(“HKT’s new FMIC Tariff”) until 26 April 2009 (i.e the end of the 2-year
transitional period for deregulation of FMIC). @8 May 2008, with
more than 30 days elapsed, the TA deem-appfoudlT’s new FMIC
Tariff. One FNO has followed suit. Shortly aftéwwo MNOs filed
appeal¥ to the Telecommunications (Competition ProvisioAgpeal
Board against the TAs approval decision and lodgeticial review
proceedings, while another MNO lodged an applicatmthe TA for an
investigation under sections 7K, 7L and 7N of theli@ance. These
proceedings are ongoing.

2 Statement entitled “Implementation of ex post Retjpn of the Tariffs of PCCW-HKT Telephone
Limited wunder a New Fixed Carrier Licence” issuedn 013 January 2005
(http://www.ofta.gov.hk/en/tas/ftn/tas20050113)pdf

L Statement entitled “Increase in Charges for MoWietwork Interconnection by PCCW-HKT
Telephone Limited” issued on 23 May 2008t://www.ofta.gov.hk/en/tas/ftn/tas20080523)pdf

22 Appeal cases 27 and 2&tp://www.cedb.gov.hk/ctb/eng/telecom/appeal Hist).
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Emergence of Different Levels of FMIC in the Market

5. Unlike the networks of other FNOs, the fixedwmk of Hong

Kong Broadband Network Limited (*HKBN”) is based othe

next-generation network (“NGN”) architecture, notibpc-switched
telephone network (“PSTN”). After failing to reacbommercial
agreement with the MNOs, HKBN requested the TAGO42to determine
the level of FMIC between it and China Mobile Hokgng Company
Limited (formerly China Mobile Peoples Telephonen@any Limited)
(hereinafter referred to as “CMHK?”) for the periG@m 1 April 2002 to
31 August 2004.

6. On 28 June 2007, the TA issued the “Determinatmder
Section 36A of the Telecommunications Ordinance T@rms and
Conditions for Interconnection between Hong Kongdgiband Network
Limited and China Mobile Peoples Telephone Comganyted” (“2007

Determination”) setting out the level of FMIC (exding FMIG)

between HKBN and CMHK to be —

(a) 4.5 cents per occupancy minute for the period flodyril
2002 to 31 August 2002;

(b) 4.21 cents per occupancy minute for the period from
1 September 2002 to 31 August 2003; and

(c) 2.89 cents per occupancy minute for the period from
1 September 2003 to 31 August 2004.

7. Upon issuance of the 2007 Determination, HKBMduated
fresh rounds of commercial negotiation with othedd®k with a view to
reaching commercial agreements on FMIC for the spem@ds and the
period thereafter, but its effort was in vain. Saptember 2008, the TA
accepted HKBN's request for determination with MN(@scept Hong
Kong Telecommunications (HKT) Limited (formerly P@CMobile HK
Limited)) in respect of FMIC and alleged interestraied for the period
from (a) 1 April 2002 to 31 August 2004; and (b$éptember 2004 to 26
April 2009. The determination proceedings aré istibrogress.
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8. Thus, after the issuance of the 2007 Deternunatnd with

HKT increasing its FMIC Tariff in May 2008, thereist different levels

of FMIC in the industry, namely (a) HKBN’s FMIC a#tmined under the
2007 Determination and to be determined by the MAthe current
proceedings, (b) HKT’'s new FMIC Tariff at 5.45 ceper minute, (c) the
new rate of another FNO mentioned in paragraph aveland (d) the
legacy rate at 4.36 cents per minute applied byther FNOs.

9. It is worth noting that, in accordance with thenciples laid
down in the FMC Statement, these different levdls-BIIC only last
until 26 April 2009, unless they are commerciallyreed between the
relevant parties. New level of FMIC, if any, to &eplied from 27 April
2009 will be subject to the commercial negotiat@iween the relevant
parties.
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Annex C

Mobile Roaming Service Charges
(as at 1 March 2009)

Incoming Voice Calls from Hong Kong ($ per minute)

MNO MNO MNO MNO MNO
A B C D E
Australia 11.48 155 15.3-16.24 11.48-155 15.5
Sydney
China 12.78 12.78 - 25 12.78 12.81 - 15.27 12.8
Beijing

UK 13.8-17.8] 17.8-28| 16.24-17.813.80-23.12 17.8-20
London

USA 15.74 16.5 16.1 13.16-18.92 16.2
New York

ICFS Tariffs
(as at 1 March 2009)

Call Forwarding of Voice Calls from Hong Kong ($rpeinute)

FNO MNO MNO ETS ETS ETS
U V W X Y Z
(note 1)
Australia 1.89 4.97 3 0.98 (F)| 0.98 (F) 0.99 (F)
Sydney 2.59 (M) | 2.49 (M) 1.99 (M)
China 1.69 0.97 7.2 0.98 0.98 0.68
Beijing
UK 1.89 5.3 4 0.98 (F) | 0.98 (F) 0.99 (F)
London 12.59 (M) | 2.49 (M) 2.99 (M)
USA 1.89 2.94 15 0.98 0.98 0.9
New York

F: fixed telephone number; M: mobile telephone ham

Note 1. A monthly fee applies
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IDD Service Charges
(as at 1 March 2009)

Outgoing Voice Calls from Hong Kong ($ per minute)

FNO FNO FNO MNO MNO MNO ETS ETS ETS
A B C X Y Z D E F
(note 1) | (note 1) (note 1) (note 1)

Australia | 7.15- 0.24 0.38 (F) 0.38 (F) | 0.79 (F) 1530 min: 0.63 (F) 0.79 (F)
Sydney 7.92 3.49 (M) 1.79 (M) | 1.79 (M) oe | 2.09 (M) 1.99 (M)
;?-Ii:a 10.45 0.14 + free 0.38 1.88 0.38 2.98 31-40 min: 0.96 2.5

Jing 120 min 0.01:

UK 9.02 - (note 2) 0.24 (F) 0.38-2.3(F)| 0.38(F) | 0.55 (F) 41-60 min 0.63 (F) 0.55 (F)
London 9.68 1.99-4.18 (M) | 1.97 (M) | 1.97 (M) 0.24 2.09 (M) 1.99 (M)
USA 7.48 0.24 0.38-1.45 0.38 0.55 ' 0.63 0.55

(note 2)

New York

F: fixed telephone number;

Notes:
1
2

New customer promotion rates
Not applicable for calls made to mobile phone nummlre UK and Australia

M: mobile telephonenber
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