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INTRODUCTION

The Telecommunications Authority (“TA”) published Spectrum
Release Plan (“SRP”) in April 2007 to inform theluistry of the potential
supply of radio spectrum which may be made avalablthe market in the
following three years through an open bidding od&xing process. In the
SRP, it is indicated that the earliest release dftke frequencies in the 885 —
890/930 — 935 MHz band (“900 MHz band”) and 17806.1785/1875.1 —
1880 MHz band (“1800 MHz band”) for the provisioh public mobile
service will be 2007/2008.

2. On 18 January 2008, the TA issued a consultatigremp@ntitied
“Assignment of the Available Radio Spectrum in ¢@® MHz and 1800 MHz
Bands” (“the Consultation Paper”) to seek commédrim the industry and
interested parties on the assignment of the availallio spectrum.

Submissions in response to the Consultation

3. In response to the Consultation Paper, the TA vedea total of 6
submissions (“the Submissions”) from the followingarties (listed in
alphabetical order).

(1) China Mobile Peoples Telephone Company Limited
(“PEOPLES")

(2) Hong Kong CSL Limited and New World PCS Limited
(“CSL")

(3) Hutchison Telephone Company Limited (“HTCL”)

(4) MTR Corporation Limited (“MTR”)

(5) PCCW Mobile HK Limited (“PCCW”)



(6) SmarTone Mobile Communications Limited (“SmarTone”)
The full submissions can be downloaded from OF WAsbsité.

4. After considering the Submissions received, theséfs out in this
Statement his views on the Submissions and hisidesi on the assignment
of the available radio spectrum in the 900 MHz 28680 MHz bands.

THE USE OF THE 900 MHz and 1800 MHz BANDS

5. As mentioned in the Consultation Paper, most ofavalable radio

spectrum has already been assigned and used fadipg mobile coverage
in country parks and remote areas. There is gotdiqinterest reason for
the Government to continue to give priority to assign the available radio
spectrum for extending mobile radio coverage inntiguparks and remote
areas. To encourage mobile network operators (“BIN@ further improve

the service coverage in the country parks/rematasarthe TA will continue

to apply the Government policy of charging no Speut Utilisation Fee

(“SUF”) for use of radio spectrum for such applicas.

6. In April 2008, the Executive Council has agreed Md@R be asked
to proceed with further planning and design of oag Kong section of the
Guangzhou-Shenzhen-Hong Kong Express Rail Link ¢¥Rwhich is a

new railway system between Hong Kong and the Mathlaf China. The
detailed planning and design will be completed ey ¢nd of 2008 while the
construction work willstart in 2009 and be completed in 2014/201%he

Mainland Authorities have adopted the GSM-R stadfdand reserved 4
MHz x 2 (885 — 889 MHz paired with 930 — 934 MHuor ttheir railway

communications systems. There is a need to adeptdame communication
standard and operating frequencies along the wkBle from the Mainland

of China to Hong Kong to ensure safe, seamlessraimble operations.
Due to the importance of this railway system, th& ifdicated in the

Consultation Paper his intention to assign the ses& spectrum to the
future XRL operator through an administrative psse

! http://www.ofta.gov.hk/en/report-paper-guide/padpensultation/20080225/table. html
2 GSM-R standard stands for “GSM for Railways (GSM-&d is a wireless communication standard for
signalling and inter-communications for railway cgtéons.



7. The TA also considered that the available radioctspm, after a
significant portion of the 900 MHz band has beesereed for the XRL,
might not be sufficient for a new entrant to buddnetwork that could
compete with the incumbent MNOs in terms of systapacity, coverage or
quality of service. The TA therefore proposed tkenavailable the remaining
radio spectrum only to the incumbent MNOs

8. Interested parties were asked for their views oe ftbllowing
qguestion :

Question (1) Do you agree that the available spectrum in tb@ 81Hz band
and 1800 MHz band be made available to the incumid&Os only?

Views and Comments from Respondents

9. All the respondents supported that radio spectnurtihé 1800 MHz
band be made available to the existing MNOs. Reggurithe radio spectrum
in the 900 MHz band, all the MNOs except HTCL supga the proposal.
HTCL was of the view that the 900 MHz band shoukl reserved for
IMT-2000 applications.

TA's Considerations and Decisions

10. Respondents generally supported the proposal tee ritek available
radio spectrum to existing MNOs. The TA has aleted the comments of
HTCL that the 900 MHz band should be reserved ¥6r-20O00 deployment.

As there is no regulatory constraint prohibiting cumbent 2G MNOs from

using their assigned radio spectrum for IMT-2000 @lcations, the point

made by Hutchison should be a non-issue. He therefalecides to make
available the radio spectrum in the 1800 MHz bangestrum to existing

MNOs. The scope of service to be provided under the coedespectrum
will be the same as that stipulated in their ergstmobile carrier licences.
For the reasons given in paragraph 33 below, the T&cides that the
available radio spectrum in the 900 MHz band wilbhbe released at this
stage.

® The incumbent2G GSM/Personal Communications Service (PCS) mataleier licensees are China
Mobile Peoples Telephone Co. Ltd., the consortiinHong Kong CSL Ltd. and New World PCS Ltd.,
Hutchison Telephone Co. Ltd., PCCW Mobile HK Lintitand SmarTone Mobile Communications Ltd.



11. As stated in paragraph 5, the TA will continue teegpriority to and
assign the available radio spectrum in the 900 Mhiz 1800 MHz bands for
use by base stations serving country parks andtecareas. Assignment of
the same radio spectrum to operators to providdcseputside the country
parks and remote aréawould be subject to the condition that the usdl sha
not interfere with the operation of the base stetiserving country parks and
remote areas. To avoid unnecessary dispute overptitential harmful
interference problemshe TA will develop guidelines and/or technical ed
of practice to ensure that there will be no harmfudterference between the
base stations serving the country parks and remateas and the base
stations serving the rest of the territory. Detaiill be given nearer to the
time of the auctionMNOs should take this into account when they caarsid
bidding for the radio spectrum.

VALIDITY PERIOD OF THE ASSIGNMENT

12. At present, each incumbent MNO is granted a 2G laobarrier
licence that has a common expiry date on 29 Semend®21. For
administrative convenience, the TA proposed thatptriod for the frequency
assignment of this exercise should be cotermindtis tive remaining period
of validity of these licences i.e. until the exputgte of these licences on 29
September 2021.

13. Interested parties were asked for their views oe fbllowing
question :

Question (2) Do you agree that the frequency assignment shbaldalid
until 29 September 20217

Views and Comments from Respondents

14. HTCL considered that the need for radio spectrumMiyOs was

independent of the type of network (2G, 3G or bdtiley were operating.
For this reason, HTCL proposed the term shouldliggped with the licence
held by an existing MNO which has the earliest expate, which should be

* The exact boundary of these areas will be spekifiehe bidding document issued nearer to the tifne
auction.



22 October 2016 being the expiry date of the 3énkes.
15. Apart from HTCL, other respondents agreed to this poposal.
TA's Considerations and Decisions

16. The TA considers while not every incumbent MNO passges a 3G
mobile carrier licence, each of them has a moldleier licence originally
issued for the Personal Communications Service $PQietworks. The
mobile carrier licences for the PCS networks conthe same set of licence
conditions and have a common expiry date of 29 Selper 2021. The TA
also considers that the period of the frequencyigasent should be
sufficiently long for the operators to recoup thémvestment in radio
spectrum, infrastructure, business planning/devetoyg etc. The expiry date
of mobile carrier licence for PCS is the latest agall existing mobile
carrier licencesThe TA therefore decides that the validity period the
assignment of the proposed radio spectrum shouldcbeerminous with the
remaining period of PCS licences i.e. 29 Sept 202id the successful
bidder(s) will be authorised to use the frequencigzder his existing mobile
carrier licence(s) for PCS up to that date.

SPECTRUM ASSIGNMENT METHOD

17. According to the Spectrum Policy Framework (“SPF’'g
market-based approach will be used for spectrumgrasent wherever the TA
considers that there are likely to be competing aleda from providers of
non-Government services, unless there are ovegrigiblic policy reasons to
do otherwise.

18. Interested parties were asked for their views oe fbllowing
question :

Question (3) Do you agree that auction be used to determinashom the
concerned spectrum should be assigned?

Views and Comments from Respondents



19. CSL considered that there were unlikely to be cdmgedemands in

this spectrum assignment exercise. If there waiahagreement amongst
all the 2G MNOs, the radio spectrum could be assigegually to all the 2G

licensees without the need of an auction process.

20. Apart from CSL, other respondents either agreeldaor no objection
to the TA's proposal.

TA's Considerations and Decisions

21. As stated in the SPF, the guiding principle forcspen management
Is that a market based approach will be used wiegrtee TA considers that
there are likely to be competing demands.

22. The TA notes that the majority of the respondergsea to the
proposal to assign the available radio spectruraumgion. The TA also notes
from the Submissions that the amount of radio spettrequired by each
MNO may differ. These suggest that there are likelge competing demands
among the MNOs for the radio spectruithe TA therefore decides that
auction will be used for the assignment of the aahile radio spectrum in
this exercise.

SPECTRUM PLAN IN THE 900 MHz and 1800 MHz BANDS

23. In the Consultation Paper, the TA proposed to @iviide available
radio spectrum into one 900 MHz block and six 18z blocks each with a
block size of 0.8 MHz x 2. Each bidder may apply 1 to 7 frequency
blocks (E1 and P1 — P6) and there will not be a&syriction on the number of
frequency blocks that a successful bidder can aequiThe proposed
division of frequency blocks are showed in Figutesd 2.
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Figure 2 shows the 1800 MHz band

24. Interested parties were asked for their views oe fbllowing
question :

Question (4) Do you agree that the radio spectrum in the 90Bzvband
(889.1 — 889.9 MHz paired with 934.1 — 934.9 MH=z) ¢he 1800 MHz band

(1780.1 — 1784.9 MHz paired with 1875.1 — 1879.9zMbe divided into one
(1) and six (6) blocks respectively for assignment?

Views and Comments from Respondents

The 900 MHz band

25. MTR commented that the XRL was a strategic railMiaiing the
Mainland of China and Hong Kong and it was therforucial to have



exclusive coverage within the vicinity of the radlyin order to maintain safe
and reliable train services.

26. While the respondents generally agreed the relepartion of the
frequency spectrum in the 900 MHz band should Iserved for the XRL
system, some respondents considered that sharedf tise radio spectrum
should be feasible in the Golden Bowl Area and sigk assignment to the
XRL might not be necessary if there was good co@tibn between the XRL
operator and the MNOs.

27. PCCW considered that the co-assignment or shanrgngement
would allow radio spectrum to be employed more aifely with
interference to the XRL system totally avoided. (®MZand CSL were of the
view that the available radio spectrum in the 90dzvband could be made
available for auction as one integrated 4.8 MHzbtdzk instead of only one
0.8 MHz x 2 block.

28. HTCL held a similar view that co-assignment witle tKRL system
was possible but suggested that the 900 MHz blbokild not be assigned at
this stage. HTCL considered that there would gaeicant market demand
to have one integrated block of radio spectrum \atbund 5 MHz x 2 in
bandwidth for supporting WCDMA/UMTS in the 900 MiBand in the future.
Although the radio spectrum had been assignedderiu country parks and
reserved for the future XRL, HTCL considered tHsgré was room for the
900 MHz band to be deployed by the MNOs in the @olBowl Area.

29. PCCW also proposed that the TA should, from a lepgublicy
perspective, address the issue of re-distributfoth@® 900 MHz spectrum in
Hong Kong. It made reference to a recent consaitatkercise conducted by
the UK regulator on the appropriate measures wrdiize the use of radio
spectrum in the 900 MHz and 1800 MHz bands so aslltav the radio
spectrum to be used for 3G and potentially othamrielogies.

The 1800 MHz band

30. HTCL and PCCW considered the proposal to divide dkiailable
radio spectrum in the 1800 MHz band into six 0.8 V2 frequency blocks
might be useful for existing 2G applications, butvould be less useful for



future 3G data applications. They proposed that wHiele 1800 MHz
spectrum be auctioned as one block, and the winioelld take the entire
block.

31. PEOPLES, CSL and SmarTone in general supported Tihe
proposed band plan which allowed the relevant §ees to use the radio
spectrum in the most technically efficient way. GHLES pointed out that
the available radio spectrum would be used for awpment of its existing
service operation.

32. SmarTone advised that there were a few situatiamden which
temporary assignment of additional radio spectruas weeded to satisfy
public needs during special events. In this conoeciSmarTone considered
some of the frequency blocks might be reservedhisrpurpose for the time
being.

TA's Considerations and Decisions

The 900 MHz band

33. The TA notes the comments expressed by PCCW and K& the
900 MHz spectrum reserved for XRL may be used byQdNoutside the
immediate vicinity of the railway routes. The TAreags that subject to
judicious coordination between the users, it shamddechnically feasible for
the MNOs and the XRL to share use of the same rsakctrum. However,
as the exact design of the XRL remains to be débewh there are
uncertainties at this stage to define the protactione required for the XRL
and the geographical areas in which MNOs may netaip if the same radio
spectrum is to be shared with XRL operations.dhtliof these considerations,
the TA decides to defer the decision on the relea$eahe available radio
spectrum in the 900 MHz bandHe will re-assess the market demand and
the technical feasibility of sharing/co-assignmemf the radio spectrum
after the completion and finalization of the detad design of the XRL. He
will then consult the industry again in 2009/201(hdhe assignment of the
available radio spectrum in the 800/900 MHz band

® Other spare spectrum includes 832.5 — 837.5 Midz85i7.5 — 882.5 MHz. See the Spectrum Release Plan
2008/09 to 2010/11 at www.ofta.gov.hk/en/freq-spechtml



34. Regarding PCCW’s comment on the re-distributiorthef 900 MHz
spectrum in Hong Kong, the TA notes that the banduirrently assigned to
the three GSM operators with licence expiry datesthe 2020/2021
timeframe. He takes the view that there is a latlkjood public interest
reasons for him to withdraw the frequencies whicivenh already been
assigned to MNOs. The situation in Hong Kong isy\wdifferent from that
in the UK because the incumbent 2G licensees dremdibited from using
their assigned radio spectrum for 3G or other namheanced services.The
TA considers that there is no merit in PCCW'’s prgad. Having said that,
the TA would consider any joint proposal from thelevant licensees for
voluntary swapping of their assigned spectrum whiefil bring about better
spectral efficiency.

The 1800 MHz band

35. The TA notes that PCCW and HTCL are in favotihaving one
integrated block of the 1800 MHz spectrum while tést of the respondents
support the proposed band plan. The TA also notes the Submissions that
some MNOs have a need to acquire more radio specfan capacity
expansion.

36. Having considered the views of the respondéimésTA sees there is
merit to maintain the proposed band plan for ragectrum in the 1800 MHz
band. He also takes the view that by dividing @kailable radio spectrum
into six (6) equal blocks and allowing bidders td for one or more block(s),
bidders would have the necessary flexibility to wacg the amount of radio
spectrum that best suits their requirements an@, i@sult, spectrum can be
deployed most efficiently. Accordinglthe TA decides that the 1800 MHz
band (1780.1 — 1784.9 MHz paired with 1875.1 — 187®IHz) be divided
into six equal blocks for bidding in the auction.

37. Regarding SmarTone’s suggestion of reserviames frequency

blocks for temporary assignment during special tss/¢he TA takes the view
that the concerned radio spectrum, being a scasaurce with competing
demands, should be made available to operatorsighronarket means as
early as possible rather than holding them as vesgrtherwise such scarce
resource would not be utilized efficientlifhe TA therefore decides that no
available spectrum in the 1800 MHz band will be eeged for temporary
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assignment.

SPECTRUM UTILIZATION FEE (“SUF")

38. The TA proposed in the Consultation Paper @sighate the

frequencies concerned to be subject to SUF. litiaddo the SUF based on
the existing 2G SUF calculation form@lahe successful bidder will have to
pay a one-off lump sum SUF, the amount of which lael determined by the
auction. It was also proposed that the bidder alle to place bid(s) equal
to or greater than the reserve price set by theegeyg for Commerce and
Economic Development for each frequency block. fHserve prices for the
frequency blocks will be determined and announcedrer to the time of

auction.

39. Interested parties were asked for their viewns the following
guestion:

Question (5) Do you have any comments on the proposed SURiledlmn
methods as stated above?

Views and Comments from Respondents

40. PCCW was of the view that the proposed apjreexs constrained
by the existing SUF payment level. In light of thastic variation of the 3G
spectrum rates around the world, PCCW consideratttie reserve price of
the concerned frequency spectrum could be less tth@rcurrent rate level
being paid by the existing 2G MNO licensees.

41. HTCL opined that the Government and the ingubd recently
been using an up-front lump sum payment as theadeth SUF calculation.

6 The SUF calculation formula:

(a) for the first 5-year period up to September 20Iinual SUF was to be calculated on the basis of
HK$145 per kilohertz (kHz) of spectrum assigned:;

(b) for the sixth year from September 2011 and thezeathe annual SUF is $1,450 per kHz of radio
spectrum assigned, or 5% of the Network Turnovdrickhever is greater. For the purpose of the SUF
calculation, Network Turnover is defined as theeraye arising from or attributable to the provisafn
any telecommunications services over any teleconwations network using the frequency bands to
which the SUF relates.

-11 -



HTCL considered that the same payment method shbeldised in this
exercise.

42. Apart from PCCW and HTCL, other respondenteedin principle
to the TA's proposal on the SUF calculation method.

43. PEOPLES suggested that, when deciding theveeswice for the
spectrum, only its economic value up to tH2 year of the existing 2G
licences should be considered. HTCL suggestedth®atreserve price be
calculated with reference to a per MHz price to determined by the
Government.

TA's Considerations and Decisions

44, The TA is mindful to keep the SUF formula sienpo as to minimize
the costs of the MNOs and the Government involvethe administration of
the SUF collection. Given that the radio spectiionbe assigned will be
used under the existing 2G licences, the TA comsidlkat the proposed
arrangement will be more administratively convehidéecause it would
otherwise be quite difficult for the MNOs to separahe accounts for
calculation of the Network Turnover generated frose of the existing 2G
spectrum and the Network Turnover generated froenofishe newly assigned
radio spectrum.

45, As regards the SUF payment level, the TA hasmpared the
proposed SUF with the SUF in the most recent ancérercise for the
CDMA2000 spectrum. It is found that the discount8dF payable as
proposed in the Consultation Paper is commensunétethat of the SUF for
CDMA2000 spectrum. The TA therefore considers that proposed SUF
reflects the updated market situation.

46. Based on the abowhie TA decides to recommend to the Secretary
for Commerce and Economic Development (“the Secrgtathat the SUF
shall consist of two components: (a) an annual \anle component based
on the SUF calculation formula for the 2G spectruomder the existing 2G
licences (to be paid on a yearly basis) and (b)aaditional up-front lump
sum component based on a sum committed by the ssfakbidder(s) in
the forthcoming auction. The committed sum haslie equal to or greater
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than the reserve price set by the Secretary and Wwé paid within the
specified timeframe after the successful biddedetermined in the auction
exercise.

THE AUCTION METHOD

47. In the Consultation Paper, it was proposedide a single round
sealed bid auction mechanism for the assignmettteofrequency blocks in
question. Each bidder might apply for any numbddremuency blocks.

48. Interested parties were asked for their views the following
guestion:

Question (6) Do you agree that a single round sealed bid arctas
described above be adopted in the auctioning ofrdguency blocks?

Views and Comments from Respondents

49. PEOPLES was of the view that an “open cry ianttshould be
adopted because this approach was simple and a@méto all bidders for
them to make well-informed bids.

50. HTCL proposed to adopt a two stage open batiau In stage one,
the entire 1800 MHz block will be put up for auctio In the event that no
MNO is willing to bid for the whole block, the sgaam will be divided into
six blocks for auction in stage two.

51. PCCW was neutral to the auction method busidened the auction
of the 900 MHz and the 1800 MHz blocks should bedcmted separately.
In addition, operators should be allowed to chabsenumber of frequency
blocks which they want to bid.

52. SmarTone and CSL had no objection to the pAposal.

TA's Considerations and Decisions

53. While there are divided views on the auctiogthod, the TA notes
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that the respondents in general prefer an opertrangparent bidding method
so that the bidders will have sufficient informatimr them to make informed
decisions on the bidding price and the numberedudency blocks they want
to bid.

54. As stated in paragraph 36, the available ragectrum in the 1800
MHz band will be divided into 6 equal blocks andders would be allowed
to bid for 1 to 6 blocks. As the available radmestrum in the 900 MHz
band will not be made available for the auction,CWCs proposal of
conducting the auction of the 900 MHz and the 1Bz blocks separately
Is therefore a non-issue.

55. After due consideration of the views of thsp@dentsthe TA
decides to adopt a Simultaneous Multi-Round Ascemgli (“‘SMRA”)
auctioning arrangement for the auction exercise.The whole process is
open and transparent, and bidders will be permttiesklect and change their
preferred block(s) after taking into account theceroffered by their
competitor bidders and their own business casesy offering all the
frequency blocks at the same time and with multipbeind biddings,
information is provided to participants in the foafother bidder’s valuations
and it will help the bidder make “informed choiceBetails of the procedures
and rules of the auction will be published befdre auction

SPECTRUM CAP

56. Considering that competition of the mobilevesy market would not
be significantly lessened even if one of the MN©guared all the available
radio spectrum offered for auction in this exercide TA proposed not to
Impose any restriction or cap on the amount of tspecthat a bidder could
acquire in this exercise.

57. Interested parties were asked for their views the following
question :

Question (7) Do you agree that there will not be any restctior cap on the
amount of spectrum that a bidder can acquire duthgauction?
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Views and Comments from Respondents

58. PEOPLES agreed to the proposal if the assighmas based on an
open cry auction. PCCW agreed to the proposaligeovthat the auction of
the 900 MHz and the 1800 MHz blocks are conductpdusately. The other
respondents did not object to the TA's proposal.

TA's Considerations and Decisions

59. The TA notes that the respondents in generalad have dissenting
views on this issue. PEOPLES’s view of using agparent auction format
has been addressed by adopting a SMRA auctionfaggegment.

60. The TA does not find it necessary to impodedding restriction in
the form of a spectrum cap in this auction. Ihat likely that one operator
will be in a more advantageous position as compasgth others, or
competition will be significantly lessened, aftecqaisition of all of the
available radio spectrum.The TA therefore decides that no spectrum cap
will be applied in this auction exercise.

WAY FORWARD

61. The TA will recommend to the Secretary for Qumance and

Economic Development to enact the necessary reguilahder section 321(2)
of the Telecommunications Ordinance (“TO”) to detere the SUF of the
1800 MHz band by auction. The TA will also make ader under section
32I(1) of the TO designating the 1800 MHz bandéacshbject to the payment
of the SUF. Upon completion of the relevant sulasidilegislations by the
Legislative Council, the TA will publish the ternad conditions of the
auction. The TA aims to complete the necessary idialog legislations

process by end 2008 or early 2009, to publish tidelibhg documents or
Information Memorandum in early 2009 for informatiof the interested
parties, and to conduct the auction in the fir$t ¢ia2009.

Office of the Telecommunications Authority
4 July 2008
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