Regulatory Guide of L ocal Access Charge

I ntroduction

Local Access Charge (“LAC”) is the interconnection charge payhp
external telecommunications service (“ETS”) operators to loeddiork operators
for the conveyance of ETS traffic to and from the end users.

2. LAC, as well as the terms and conditions for interconnectiorsdmect

to negotiations between ETS operators and local network operators on a
commercial basis. To facilitate the industry to conduct tle@immercial
negotiations on LAC, the TA has prepared this document (the “LAC Riegyl
Guide”) to provide guidance for the industry’s reference in resgdatie payment
obligation, charging principles and settlement arrangements. The wedcer
parties should read this document in conjunction with the TA Stateon New
Regulatory Regime for Local Access Charge issued on 23 December 2011.

3. Pursuant to section 36A of the Telecommunications Ordinance (the
“Ordinance”), the Telecommunications Authority (“TA”) may detéme the terms

and conditions of interconnection, including the level of charges and the method of
calculating such charges, on the request of a party to theanterction or, in the
absence of a request, if he considers it is in the interelse gfublic to do so. In

the event that a determination of LAC is made under section 36fheof
Ordinance, the TA will take this regulatory guide into account. tl@avoidance

of doubt, this regulatory guide will not prejudice the TAs power tce tako
account other considerations and adopt other costing methodology he stwsider
be fair and reasonable for any particular case, after thea$Ayiven regard to the
specific circumstances of the case.

Payment Obligation and Charging Principlesof LAC

4. The following paragraphs set out a set of basic principles pecesf
payment, costing method and settlement of LAC.

(a) Payment Obligation of LAC



(i)

(ii)

ETS traffic conveyed to and from both Fixed Network Opegsator
(“FNOs”) and Mobile Network Operators (“MNOs”) are subject to LAC.

Both FNOs and MNOs are entitled to receive LAC for tl@veyance of
originating and terminating ETS traffic to and from end-usermected
to their local networks. Interconnecting operators may, sutpettteir
respective commercial agreements, specify the charging anenssitl
arrangement for LAC for originating ETS traffic and terminatinGSE
traffic. That is to say, they are at liberty to specifysanmetric
arrangement, or an asymmetric one as they deem fit.

(iif) Voice over Internet Protocol (“VoIP”) traffic communiead between local

(iv)

subscriber numbers, despite that one of the ends might be locadete out
Hong Kong, shall for practical purpose be treated as local tratfigect
to future reviews.

LAC should be settled in accordance with paragraphs 5 to 12.

(b) Costing Principles for the calculation of LAC

(i)

(ii)

The same costing principles will apply in calculating LA&2 FNOs and
MNOs.

Charges for LAC and related services will be based on the relevdst cos

(i) The relevant costs of interconnection and other related &ctings will

(iv)

(V)

be measured as the long run average incremental costs (“LRAIC)
including a cost of capital for assets used.

The LRAIC model may include a mark-up for the recovery of exdtir
fixed cost.

Costs for ETS traffic should reflect the cause and effdationships to
the maximum extent possible.

1

For the definition of LRAIC, please refer to tha Statement entitled “Interconnection and Related
Competition Issues Statement No. 7 (Third RevisiGa)rier-to-Carrier Charging Principles” (for

Fixed Carrier Interconnections)” (“Statement No.).7” The TA Statement is available at

“http: /imwww.ofta.gov.hk/en/tas/interconnect/ta20090403stat. pdf”.
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(vi) Under the LRAIC model, only incremental costs relevant to the

conveyance of ETS traffic for the customer access networkN*Cwill

be considered. For fixed networks, the cost of local loop will not be
included in the calculation of LAC for a wireline public switdhe
telephone network (“PSTN”). Under the Next Generation Network
(“NGN”) environment, if it can be demonstrated that any cost
components of the CAN are incremental to the conveyance ofr&ffis, t
such components may be included in the calculation of the level of LAC
For mobile networks, any cost components of the radio access ketwor
(“RAN”") being used for connecting subscribers to the networks of the
MNOs and are not considered incremental for the conveyance of ETS
traffic will not be included in the calculation of the level oAC for
MNOs. Following this, the costs of acquiring spectrum (i.e. Spctru
Utilization Fee) for building the RAN will not be included.

(vii) The structure of LAC should reflect the behaviour of the underlying costs.

(viii) Network operators should provide interconnection and relagdices

(ix)

(x)

(xi)

and facilities on a disaggregated basis so that interconnectingspagie
be able to use only those components that they need. This principle
should apply in the calculation of the underlying costs for LAC.

Current or replacement cost will be used as the costangdard but the
TA will consider applying a cap based on the historical cost stdratar
all or part of the cost components in the LRAIC, particularlytfmse
cost components related to land and buildings.

In the event that the TA is required to make a determinatiothen
charges, he may make reference to the cost of the most effieiembrk
operator, wherever appropriate.

In making reference to the most efficient network operator, the BAdoa

all things that are necessary in order to eliminate anyanktiwefficiency

and he may take into account all relevant factors in providing the
interconnection service when deciding the reasonable relevant afosts
interconnection.

(xii) A cost of capital will be applied to compensate the rigkbusiness
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investment. The cost of capital may or may not be based on industry
average for the concerned interconnecting parties.

Settlement of LAC

Direct ETS Traffic

5. “Direct ETS Traffic” refers to the traffic of an ETS og®r delivered
between the ETS operator and the originating/terminating FNO/MN&udhr a
direct interconnection link between the ETS operator and the FNO/MNO.

Figurel. Direct ETS Traffic between the ETS operator and the
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6. Subscribers to the fixed/mobile services of the originating/tetmga

FNO/MNO may access the ETS provided by an ETS operator vididiectly
connected with the originating/terminating FNO/MNO.

7. If there is a direct interconnection link between the ETS opesatbthe
originating/terminating FNO/MNO and the ETS traffic is delectmhetween the
ETS operator and the FNO/MNO through such link as shown in Figtine ETS
operator has the obligation to pay LAC to the originating/terminating FNO/MNO.

Under the existing licensing regime, ETS may beviged under a Services-Based Operator (“SBO”)
Class 3 ETS licence, a fixed carrier licence (“FLaf a unified carrier licence (“UCL”) which covers
the provision of external fixed service. As sutlBTS operator” in this Statement refers to any
operator which provides ETS, regardless of wheithisra licence holder of an SBO licence, an FCL
or a UCL.



Figure2.  Direct ETS Traffic between an FNO (acting asan ETS operator)
and an FNO/MNO
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8. Subscribers to the fixed/mobile services of the originating/tetmga

FNO/MNO may access the ETS provided by another FNO (actingnaSTS
operator) which is directly connected with the originating/terminatin@MMNO.

9. If there is a direct interconnection link between the EN@vhich is the
provider of the ETS) and the originating/terminating FNO/MNO and th& ET
traffic is delivered between the FNE and the FNO/MNO through such link as
shown in Figure 2, the FN&s has the obligation to pay LAC to the
originating/terminating FNO/MNO.

Indirect ETS Traffic

10. “Indirect ETS Traffic” refers to the ETS traffic delieerbetween an ETS
operator and an originating/terminating FNO/MNO by transit througiosting
network operator.



Figure3. Indirect ETS Traffic between an ETS operator and an
FNO/MNO via the hosting network operator of the ETS
oper ator
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11. Subscribers to the fixed/mobile services of the originatingeting

FNO/MNO may access the ETS provided by an ETS operator througjiostiag
network operator of the ETS operator.

12. If there is no direct interconnection link between the ETS operatbthe
originating/terminating FNO/MNO and the ETS traffic is delectmhetween the
ETS operator and the originating/terminating FNO/MNO via a hostitgyank
operator of the ETS operator as shown in Figure 3, the hosting networkooperat
has the obligation to pay LAC to the originating/terminating FNO/MN®Dhe
hosting network operator will in turn recover such charges from thedp&&tor
that it hosts, together with other relevant charges, subject tdethes and
conditions of the commercial agreement between them.
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