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Broadband Interconnection

Purpose



This paper briefs Members on a consultation paper issued by the Telecommunications Authority (TA) on the subject of broadband interconnection.

Background

2.

Interconnection between telecommunications networks is a critical requirement in promoting fair and effective competition in a multi-network environment.  Since the introduction of competition in the provision of local fixed networks in July 1995, a regulatory framework for interconnection between networks has been established.  The legal basis of the framework is provided for in section 36A of the Telecommunication Ordinance under which the TA has the power to determine the terms and conditions of an interconnection agreement.  The TA has issued a series of Statements in 1995 (with updates in 1997) to give guidance to the industry on the forms of interconnection available and the principles for the determination and settlement of interconnection charges between network operators.  These guidelines were formulated mainly for the interconnection between networks for “narrowband” services which are for voice and medium speed data communications.

3.

With the development of a high value-added, knowledge-based economy in Hong Kong, “narrowband” services would no longer be able to cope with the anticipated demand for the exchange of huge volumes of information at high speeds for work and leisure.  It is important for the Government to promote investments in broadband telecommunications infrastructure and at the same time facilitate access to such infrastructure for the provision of all kinds of broadband services.

4.

Accordingly, it is necessary for the TA to review the existing regulatory framework for interconnection to ensure that it is still appropriate and adequate to achieve the policy objectives of the Government in broadband services.

Policy Objectives

5.

The key policy objectives of the Government on broadband services are as follows:

(a)
to promote investment in broadband infrastructure, as the infrastructure is the backbone of the telecommunications and information technology industries underpinning the service sector of Hong Kong;

(b)
to promote effective competition and consumer choice at affordable prices, through ensuring unrestricted access to, and interconnection between, broadband telecommunications networks; 

(c)
to maintain a fair and competitive market environment in broadband services, through transparent and non-discriminatory interconnection arrangements (whether they are achieved preferably through commercial negotiations or determination by the Telecommunications Authority with his reserved powers); and

(d)
to promote inter-operability between broadband services provided by different service providers in order to enhance competition and consumer choice.

Current Status of Development of Broadband Services

6.

At present, there is only one operator, namely Cable & Wireless HKT Telephone (CWHKTT) which provides broadband conveyance services for telecommunications signals to end-customers, particularly residential users, in a significant way.  The other three fixed network operators (namely, Hutchison Communications Ltd., New World Telephone Ltd. and New T & T Hong Kong Ltd.) have built substantial broadband backbone networks, but have yet to roll out their customer access networks or make arrangements for customer access on a wide enough scale to be able to offer alternative broadband conveyance services to a significant number of end-user customers.  A broadband hybrid fibre coaxial (HFC) network which is operated by Hong Kong Cable Television Limited (HKCTV) for subscription television broadcasting only is estimated to reach about 50% of the households by end 1999.

7.

Although the only broadband conveyance service currently available is that provided by the dominant local fixed network operator, the Government is taking active actions to promote consumer choice in broadband access.  The TA has issued invitations for the provision of broadband infrastructure using various technologies.   These would include telecommunications services provided over the HFC network of HKCTV, the wireless local fixed networks to be licensed and broadband access via satellite.  In the longer term, Digital Terrestrial Television (DTT) will offer yet another channel for the delivery of broadband services when they are introduced.  In 2001, third generation mobile services with broadband capability are expected to be operational. 

Issues for Consultation

8.

The Telecommunications Authority has on 3 November 1999 issued a consultation paper on “broadband interconnection” (enclosed)  to solicit views from the industry on a number of issues concerning the interconnection between broadband networks and services.

9.

With the availability of competition in the provision of broadband infrastructure, the TA considers that regulatory intervention should be kept at a minimum level.  The TA thus hopes and prefers that operators and service providers could agree on a commercial basis the relevant interconnection charges and conditions over the broadband networks.  However, in case it is not possible for them to reach commercial agreement within a reasonable time, we propose that the TA could mediate or make determinations based on some predetermined guidelines to be published by the TA following the consultation.  

10.

The paper has identified that the concepts of “Type I” and “Type II” interconnections between networks in the “narrowband” context can be extended to “broadband” interconnection.  “Type I” interconnection is the interconnection at the switching level between networks to enable customers of one network to access customers or service providers connected to another network.  “Type II” interconnection is interconnection to the customer access network for the purpose of accessing the end-customers.  In addition, the interconnection between service providers and networks which is available for the “narrowband” services will continue to be available to “broadband” services.

11.

In the case of “Type I” interconnection, the consultation paper solicits inputs from the industry on the current state of technological development to formulate the policy on the extent to which “Type I” interconnection between different forms of broadband networks should be mandated in the initial years.

12.

Most of the issues dealt with in the consultation paper are connected with “Type II” interconnection because these issues are the most critical ones affecting the development of competition in the Hong Kong market at present.  One view is that with the availability of alternative broadband access, it might not be necessary for “Type II” interconnection to be made available through regulatory intervention.   To do so might undermine the commercial incentive for investment in broadband infrastructure.  The contrary view is that the lack of broadband access is hampering the development of effective competition in the provision of broadband services.  The commercial incentive for investment could be preserved by adopting the appropriate costing standards and cost of capital in the determination of interconnection charges.

13.

The consultation paper has therefore identified a number of alternative costing standards whereby “Type II” interconnection for broadband services could be provided and also discusses various economic principles based on which the interconnection charges for broadband interconnection could be determined.  With these guidelines, the TA would like to ensure that all actual and relevant costs incurred by the network providers could be recovered, and a fair return be provided to infrastructure investments, taking into account the level of business risks involved.   These procedures should help preserve commercial and investment incentives while widening the access to broadband services.  

14.

The consultation paper has also discussed a number of questions on the costing standards, cost of capital, responsibility for bearing costs, structure of charges and the provision of “essential support elements”. The TA would like to solicit views on such issues.

Way Forward

15.

The closing date for the submission of comments in response to the consultation paper is 31 January 2000.   The Telecommunications Authority will consider the comments received carefully before formulating the guidelines for broadband interconnection in order to achieve the policy objectives of the Government in broadband services.  There may be a need for a second round of consultation on the guidelines after the TA has arrived at a preliminary view. The guidelines when finalised will be published in the form of TA Statements to ensure that the regulatory framework is open and transparent.

Advice Sought

16.

Members are invited to give their views on the Consultation Paper.  Members are also encouraged to submit their written comments to the TA.
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