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(A) Background

The Telecommunications Authority (TA) has completed the vevie
of universal service contribution (USC) for the period 1 January 20Dt
June 2007. The review for 2005 was based on actual cost and revenue and on
a customer-by-customer basis utilising the concept detaildwiTA Statement
of 14 January 1998 and the revised calculation methodology detailed in the
TA Statement of 13 July 2080 The review for the period 1 January 2006 to
30 June 2007 was based on the result in 2005 and the financial data for t
period as proposed in the TA Statement of 8 June*2007

2. In accordance with the TA Statement of 28 May 1989 recovery
of administrative cost and bad debts would be absorbed as parttofaheost
of providing universal service.

3. To ensure that the USC contributing parties were not unfairly
financing the marketing campaigns of the universal service provider -
PCCW-HKT Telephone Ltd. (PCCW-HKT), any discounts including, but not
limited to, rebates, waivers, allowances, freebies and any atbe¥mental
costs associated with the promotional programs of the Compaudw
continue to be taken out from the USC calculation. In addition, dfeéset
adjustments those telephone lines that are still “uneconomictdad have

! TA Statement, “Universal Service Arrangements:Rlegulatory Framework”, dated 14 January
1998.

2 TA Statement, “Universal Service Contribution Gédtion Methodology”, dated 13 July 2000.

% TA Statement, “Review of the Regulatory FramewiarkUniversal Service Arrangements”, dated 8
June 2007.

* TA Statement, “Universal Service Contribution @ation Mechanism”, dated 28 May 1999



been switched to other competitors had those promotions not ewxigtdd be
totally excluded from the USC calculation.

(B) Confirmed USC Level for 2005:

4. The USC for 2005 was calculated at $63.5 million or 0.8 cent per
minute of external traffic. This represented a decrease of Ot9ee minute
over the level of the previous year.

5. The universal service cost was made up of $35.7 million in serving
uneconomic fixed lines, $27.5 million in serving the uneconomic payphones,

and $0.3 million in the recovery of administrative cost.

Uneconomic Fixed Lines

6. Among the 1.8 million customé&rs% of them were uneconomic
during the year. They together took up 6% of the number of telephone lines in
service. The universal service cost was $35.7 million, or an avefa$@6

per uneconomic customer per month. Among the uneconomic customers,
about 53% of them generated revenues of less than $120 per month. In the
case of economic customers, about 18% of them generated revermes of
$200 per month.

7. The model also showed that the average universal service cost per
uneconomic customer varied widely across the five geographical regions
Table 1below displayed the distribution of customers among the five regions
and their shares in the total universal service cost for unecorusicmers.

In general, the shares in the total universal service cost fazonomic
customers in the urban areas were below their shares in ghentwhber of
customers. This meant that the proportions of uneconomic custeveess
higher in the rural areas.

® Unless otherwise specified, customers in this exinteferred to customers at the same location
irrespective of the number of telephone lines stibed to by them.



Table 1
Distribution of Customers by Region

Share in total Share in total Proportion of
number of universal serviceg uneconomic
customers cost for customers

Region (%) uneconomic (%)

customers
(%)

Hong Kong Island 23 15 3
Kowloon 45 24 3
N.T. Developed 27 40 13
N.T. Rural 3 15 27
Outlying Islands 2 6 14

Source: CPM, PCCW-HKT Telephone Ltd.

8. Residential customers accounted for 78% of the overall number of
customers, which was higher than the share in terms of théanuof
telephone lines subscribed to. This was due to the fact that résident
customers in general did not subscribe to as many lines abusiress
customers did. _ Table &howed the proportion of uneconomic customers in
the business and residential markets and their shares in theunotarsal
service cost.

Table 2
Distribution of Customers by Market

Share in total Share in total Proportion of
number of universal service uneconomic
customers cost for customers

Region (%) uneconomic (%)
customers
(%)
Business 22 41 6
Residential 78 59 6

Source: CPM, PCCW-HKT Telephone Ltd.



Uneconomic Payphones

9. There were 4,000 (rounded off to the nearest hundred) eligible
payphones and 92% of them were uneconomic during the estimation period.
The universal service cost for the provision of uneconomic payphones was
$27.5 million, which was equivalent to an average of $623 per uneconomic
payphone per month.__ TablesBiowed the distribution of payphones among
the five regions and their shares in the total universal senosg for
uneconomic payphones. Similar to the distribution of uneconomic custome
the proportions of uneconomic payphones were higher in the rural areas and
they also incurred higher levels of average costs per payphone.

Table 3
Distribution of Payphones by Region

Share in total Share in total Proportion of
number of universal serviceg uneconomic
payphones cost for payphones

Region (%) uneconomic (%)
payphones
(%)
Hong Kong Island 23 22 87
Kowloon 46 46 92
N.T. Developed 26 26 94
N.T. Rural 3 3 99
Outlying Islands 2 3 96

Source: CPM, PCCW-HKT Telephone Ltd.
10. The corresponding figures of the previous year were 4,200
(rounded off to the nearest hundred) eligible payphones, 94% of them being

uneconomic and an average of $1,011 per uneconomic payphone per month.

Recovery of Administrative Cost and Bad Debts

11. Administrative cost was around $0.3 million for the year 2005.
Additional provision for bad debts was not required since sufficient poovisi
has been made.



© Confirmed USC Level for the period 1 January 2006 to 30 June
2007:

12. With reference to the regulatory reports of PCCW-HKT, it is
estimated that the average avoidable cost per fixed line duringetined 1
January 2006 to 31 March 2007 was reduced by around $6 per month.
Starting with the number of uneconomic fixed lines in 2005 and tedjusr

the increase in total fixed lines thereafter, the USC for unecmnioxed lines

for the period 1 January 2006 to 30 June 2007 was calculated at $41.4M. This
represented a drop of $8.1M on a yearly basis as compared to that of 2005.

13. Similarly, it is found that the net loss per public payphone was
reduced by about $100 per month during the period 1 January 2006 to 31
March 2007. Based on the number of uneconomic payphones in 2005 and
adjusted for the reduction in the total number of payphones thareifis
estimated that the USC for uneconomic payphones for the period 1 January
2006 to 30 June 2007 would be $34.6M. This represented a drop of $4.4M on
a yearly basis as compared to that of 2005.

14. Administrative cost for the period was reported at HK$0.4M.
Additional provision for bad debts was unnecessary.

15. The USC for the period 1 January 2006 to 30 June 2007 was
totaled at $76.4 million or 0.6 cent per minute of external traffichis T
represented a decrease of 0.2 cent per minute over the level of 2005.

(D) USC Adjustments for Overcompensation in LAC

16. Pursuant to the TA Statement of 25 November 1998e
over-compensation received by PCCW-HKT from local accesgeh&AC)
should be used to reduce the USC. In view that PCCW-HKT’s mahieae
in customer access lines has been decreasing since the isgshe @A
Statement, the level of USC adjustment was reduced to 0.9 cemimeée for
2005 and 0.8 cent per minute for the period 1 January 2006 to 30 June 2007 to

® TA Statement, “Local Access Charge and Modifiedii@ey Arrangements”, dated 25 November
1998,



reflect a decrease in the portion of external traffic cdrbg the network of

PCCW-HKT.
(E) Settlement
17.

period 1 January 2005 to 30 June 2007.
PCCW-HKT should provide a refund of the excess payment to the USC

contributing parties. As stated in the TA Statement of 14 Ja®8g, there

Provisional USC level already paid was 0.3 cent per minutbdor t
Following the issue of this Statement

will not be any interest payment for the adjustment of USC.

18.

summarized in Table Below.

Table 4
Actual USC and Provisional USC

The arrangements for refund of USC payment for the period 1
January 2005 to 30 June 2007 and provisional USC after 1 July 2007 are

Period Covered | Provisional USC | Actual USC Arrangements
already paid

1 January 200%0 | 0.3 cent per 0.0 cent per PCCW-HKT to

30 June 2005 minute, after minute, after refund 0.3 cent
USC adjustment | revised USC per minute.

of 1.6 cents per
minute.

adjustment of 0.9
cent per minute.

1 July 2005 to 31
December 2005

0.3 cent per
minute, after
USC adjustment
of 1.3 cents per
minute.

0.0 cent per
minute, after
revised USC
adjustment of 0.9
cent per minute.

PCCW-HKT to
refund 0.3 cent
per minute.

1 January 2006 ft¢
30 June 2006

0.3 cent per
minute, after
USC adjustment
of 1.3 cents per
minute.

0.0 cent per
minute, after
revised USC
adjustment of 0.8
cent per minute.

PCCW-HKT to
refund 0.3 cent
per minute.

" TA Statement, “Universal Service Arrangements:Rlegulatory Framework”, dated 14 January

1998,




Period Covered | Provisional USC | Actual USC Arrangements
already paid
1 July 2006 to 0.3 cent per 0.0 cent per PCCW-HKT to
30 June 2007 minute, after minute, after refund 0.3 cent
USC adjustment | revised USC per minute.
of 1.0 cent per | adjustment of 0.8
minute. cent per minute.
From To be Contributing
1 July 2007 determined. parties are not
required to pay
provisional USC,
until revision.
19. For all international incoming and outgoing traffic, refunoanf

PCCW-HKT to local fixed telecommunications network operators, @obi
network operators and external telecommunication service (EESatops will

be handled through Citibank in accordance with TA Statement of 25 January
2000. For incoming traffic sent through the gateway of Reach Networks
Hong Kong Ltd. (Reach), formerly known as PCCW-HKT Internationdl,Lt

the payment from Reach to the terminating local fixed and molete/ork
operators has covered the USC payment. Depending on the conttaetisrbe

the local fixed and mobile network operators and Reach, there may be a
requirement for the local network operators to refund the corresponding
amount to Reach.

Office of the Telecommunications Authority
28 December 2007

® TA Statement, "Universal Service Contribution @otlon Mechanism”, dated 25 January 2000.
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