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TELECOM REGULATORY AUTHORITY OF INDIA
otmCION
New Delhi, the 27th March, 2008

The Telecommunication Interconaection Usage Charges (Ninth Amendment) Regulations, 2008
- (2 0f2008) o L ‘ .

F. No. 409-22/2007-FN.—Tn exercise of the powers conferred upon it under

section 36, réad with sub-clawses (i), (iii) and (iv) of clause.(b) of sub-section (1) of
* section 11 of the Temlkégulatbry Authority of India Act, 1997 (24 of 1997), the

" . Telecom Regulatory Authority of India hereby makes the following regulations to further
amend the Telecommunication Interconnection Usage Charges Regulation, 2003(4 of
2003) ,namely:- o :

1. (1) These regulations shall be calied the Telecommunication Interconnection Usage Charges
(Ninth Amendment) Regulations, 2008. ' '

(2) These regulations _shall come into force with effect from the l"‘ day of A;;uit,zﬁﬂﬂ

2. In the Telecommunication Interconnection Usage Charges Regulation, 2003 (4 of 2003),
(hereinafier referred to as the principal regulations), in thé fegulstion 5, after clause (iv), the
following proviso shall be inserted at end, namely:- : , ' '

“Provided that the provisions of this clause: shall, on aﬁd'aﬁer the 1* day of Ap_rll,2008,,’
have effect as if the words “ADC paid in the form of percentage of Adjusted Gross Revenue
had been omitted and the provisions in this clause relating to reporting requirement after the said

date shall be construed accordingly: ' o |
Provided further that nothing contained in this clause shall apply'on and after the 1% day
of April, 2008.”. o - N | o

.3, In Schedule III to the principal regulations,---

(a) in paragraph 3.1, — E
(i) in the opening portion; for the words “for International Incoming Calls” the words, 'ﬂg:tlres and -
letter “for International Incoming.Calls received during the period bsgisning on the 1 day of
April, 2008 and ending as at the 30" day of September,2008.” shail be substituted. .
(i) in Table 1L, o |

(A) in the heading, for the words “for International Incoming Calls” the words, figures a"d letter

1150-GI/2008—S
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“for ‘Internafional Incoming Calls received during the period beginning on the 1 day of
April, 2008 and ending as at the 30™ day of September,2008.” shall be substituted;

(B) in column (2), under the heading “Access Deficit Charge per minute”, for the letters,
figures, brackets and words “Rs. 1.00 (rupee One only)”, the letters, figures , brackets and
words “Re 0.50 (paise fifty only)” shall be substituted;

(iii) after Table III, the following Expla‘nati_on shall be inserted, namely:-

“Explanation.-—The - Access Deficit Charge for International Long Distance Calls shall not be
applicable on and after the 1% day October , 2008”.

(b) in paragraph 3.2, after sub- paragraph 3.2.5, the following proviso shall be inserted, namely:-

“Provided that nothing contained sub- paragraphs 3.2.1, to 3.2.5(including payment of the
Access Deficit Charge, by way of percentage of Adjusted Gross Revenue), shall apply on and
after the 1* day of April, 2008 and the Access Deficit Charge payable on the basis of percentage
of Adjusted Gross Revenue after the said date shall therefore cease to have effect.”

R. K. ARNOLD, Secy.
[Advt-TIV/4/Exty/142/07]

Note1: The principal regulations were published vide F.No. 409-5/2003-FN dated 29®
October 2003 (4 of 2003) and subsequently amended vide notifications Nos -- -

() 409-5/2003-FN dated 25" November 2003 (5 of 2003) (First Amendment);
(i)  409-5/2003-FN dated 12" December 2003 (6 of 2003) (Second Amendment); .
(iii)  409-5/2003-FN dated 31" December 2003 (7 of 2003) (Third Amendment); -~
(iv)  409-8/2004-FN dated 6" January 2005 (1 of 2005) (Fourth Amendment);

(v)  409-8/2004-FN dated 11% April 2005 (7 of 2005} (Fifth Amendment), which
has been set aside by Hon’ble TDSAT vide its Order dated the 21
September, 2005 in appeal No. 7 of 2005;

(vi)  409-5/2005-FN dated 23" February 2006 (1 of 2006) (Sixth Amendment);

(vii)  409-5-2005-FN dated 10™ March 2006 (2 of 2006) (Seventh Amendment)

(viii) 409-2-2007-FN dated 21* March 2007 (2 of 2007) (Eighth Amendment)

Note2: The Explanatory Memorandum explains the objects and reasons of these
‘regulations. ' '
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| Exphmtory Hmonndum to “'rhc Mcommunication
Interconnection nge Charges (Ninth . Amendment)
. Regulations, 2008 12 ofzooaa dated the 2‘7& of Harch 2008.

1. Interconnecﬁon'Usage‘Cha:ges (IUC) and Access Deficit Charges
(ADC) regimes were .established by the TRAI threugh “The

Telecommumqmon Interconnecﬁon Utage Ghames Regulauon' - '

- 2003 (1 of 2003). dated the 24t January 2003; 'ﬂns ' - )

" into effect from 01. 05.2003. The above regines were réviewed and
the revised . JUC and ADC regmuh n‘er& niotified - through “The
Telecommunication Intemonneetian 2 s #Charges Regulation,
2003" (4 of 2093) dated 29.10. 2003 vmiagmuperseded the earlier
-Rcmlauons ‘toferred above mw ucmmmam ~from " the
01.02.2004. Thzs then became the principal regulation that was
amended frgnntime to time thhm the: eatabbshe& &aﬁ:ework

P

2. .F'urther qmgndmonta to “The Tel&oxi!“mu’nication Interconnection
~_ .Usage Charges. Regulation” were- carried ‘out ansally following
_proper. conswltation- process w:th “stakeholders on‘ 6.1.2005,
'23 2.200@ and 21,3.2007 which: came into effect’ respectively on
1.2.2005, 1.3.2006 and 1.4. 2007. Through - the ' principal
regulations - and subsequent ameﬁdm’entfs a framework was
establmhed for m:natlon, continuance. and phasmg out of ADC
through an elaborate consultative process. In' a -nutshell the
framework briefly described the ADC reglme asa depleting regune
th@t would«be phaaecl out and, from the year 2008-09%:‘any further
' aupport mqmmd would be from the Unwersal Servzce Obligation
M&(US@F}

- 3. rThe main decxslons taken by the Authority and wewpomts
‘expressed - in- Eprlanatory Memoranda to the Principal
Interconnection Usage Charges Regulatlon and its subsequent
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amendments are given in the Explanatory Memorandum to The
Telecommunication Interconnection Usage Charges (Eight
Amendment) Regulation 21.03.2007.

14 Review of ADC for the Financial Year 2008-09

4. According to the framework established earlier, the present review
is of great significance. In the light of the depletion of ADC, it’s
phasing out and eventual taking over of 't.he‘_ responsibility by the
USO fund this was purported to be decisive in many ways. The
phasing out of ADC, support for sustenance of rural wireline
network from USOF and growth of rural telephony were to be
settled through a consultation process. With this as the
background, the Authority issued a Consultation Paper on Access
Deficit Charges (ADC) on 21.01.2008. The last date for receiving
comments from stakeholders was 11.02.2008. This Consultation
Paper inter alia recalls the established framework of ADC regime,
that has been established by the 'Authority and reviewed from time
to time. It not only discusses about doing away with the ADC in
the present form but also discusses taking over of support
provided through ADC by USO Fund for growth and sustenance of
rural fixed line network and possible induction of positive features
for increasing affordability of services for rural consumers. The
main issﬁes on which the comments were invited and subsequent
discussions were held can be grouped into 3 categories:

-

Issue 1: Operationalizing phasing out of ADC from 1.4.2008
Issue 2: Providing support for BSNL rural wirelines from USOF
Issue 3: induction of positive features including possible reduction in

entry charges for rural mobile subscribers

5. The Authority received comments from 26 stakeholders which
have been uploaded on the TRAI website. The Open House
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Dmcussxon was also held at 'New Dethi on 19.02; 2008 Summary
of comments and analysxs -are gmen below:

HI Issue 1: Oporpﬁonﬂldu phasing out.of ADC from 1.4.2008

6.
‘

m of main comments

The comments received showed an overwhelming response in
favour of phasmg out ADC as proposed by the Authority. These
comments are summanzad below

o The concept ofADC was mooted to support networks in bucolic .
‘areas and not to make incumbent perpetually dependent upon
support; | }

. Reducuon in ADC has been one of the reasons forfall in tariffs

over the years and the subscnber has been the pnme ‘beneficiary
of the same;

.e ADC does not put any obltgatton on recewerto use ztforrural

EERMCE

telephony,

. e Does not promote investment in rural areas as no obligation on

recipient to make investments in the rural areas;

. BSNL is not using 'ADC to rebalance tanffs but usmg it to launch
predatory tanffs which only scuttle competmon,

e R prgi)ides cdmpelitive ddvar;tagé_td the substd:zed 'servicesf

* ADC results in unfair oompetztwe advantage to a part!cular

service and distort the market
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It is an unwanted burden on the consumers;

It is a disproportionate enrichment of the incumbent at the cost of
competing operators; ‘ .

It creates arbitrage and thereby result in grey market in
international calls; | '

The removal of ADC charges on international traffic is likely to
encourage the further growth of international telecommunication
services in India and the resulting benefits to the India’s

economy; ~

Internationally, ADC regime has always been introduced as a
depleting regime which relevant for India as well:

Phasing out of ADC regime will enhance affordability of services;

Customer could be able to see the proper presentation of
international numbers in their incoming clip;

Refnoval of redundant instruments of service obligation levy;

Make incumbent to increase the Quality of Service offered since
their rphilanth(opists’ are removed;

‘ 1o
BSNL role shauld be spelled out i.e. whether public operator or
private operator. BSNL want ADC but it does not want to share

[ ]

its infrastructure;

Benefits are flowing to BSNL and year after year its profit is

increasing especially after 2003;
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‘There is @ no change in the telecom sector to j:wtijy‘-ariy-- change

in the declared policy and it is, therefore, suggested ADC should

-be phased out Jrom 01.04. 2008

p—

IISOFtsmeet!ngthemwv‘emen:tofaHaperators,MLsm

need to compensate a smgle operator'

_ Numberof other revenue streams are also available on wireline

services such as broadband internet and "other value added
services. BSNL may also generate more revenue by unbundhng

the Iast mile for other service prowders

Comments were also received against thes phasing out of ADC from
01.04.2008. These comments are summanzed below:

e . . [ ER § T .
TRAI is aware and has recogm'zed th&t-éoét'baséd tariff cannot
bemn,plementedmbamcsemceas:thllmakethem‘
unajfordable and non-compeutwe - .
Recognizing t'his;'mf_com‘inue to reguia te the tariffs of basic
services in rural areas even till date, which are far Belqw the cost

" based tariffs;

At this stage, it is absolutely not feasible to rebalance the tariff.
Such tariff rebalancing exercise could have been dorie only prior

\toopenmgoftelecomsectorforoompeutwnmhdtaashasbeen
followedmothercountnes e Sy '

'ADC is an integral part of IUC and cannot be abolished in
isolation. Any change in ADC will necessanly require change in
" the complete wc reg:me, ' C :
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The purposes of USOF and ADC are entirely different and ADC
cannot be subsumed into USOF;

Implicit subsidy is being provided to wireless operators by way
of higher termination charges which needs to be corrected;

There is an urgent need for making fresh calculation on actual
cost basis for the admissibility of ADC to wireline services and

its continuation;

 Even as on date, there is a requirement of ADC amount of
approximately Rs.14,000 crores of the year 2008 - 09 for

wireline services of BSNL;

BSNL needs Rs.8774 crores per annum to just sustain the

operations of its basic services in rural areas;

BSNL once attempted to increase the rural tariff from Rs.50 to
Rs.70 per month as prescribed by TRAI but was forced to

withdraw this increase in the general public interest; -

BSNL is still discharging the social objective by providing
wireline services at affordable rates below their actual cost,
especially, in the rural areas where.the tariff is still regulated

and BNSL’s tariffs are even lower than the TRAFs tariff: '

The tele-density, especially, in rural areas, will be adversely
affected thereby further increasing the digital divide; |

Non-sustainability of the wireline networks, due to abolition of
ADC, will severally affect the proliferation of broadband services
in the country; '
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- Abolition of ADC on international calls will give benefit to the
foreign carriers only; ' '

» TRAI will have to constder that wireline are baStoalIy for long

' term bmadband servtces, wireline cannot be dtscontmued

because it is costly;

* BSNL has more than 99% connections in rural areas, therefore, it
should be compe’nsated; |

* The country has to recognize that BSNL is caﬂ'ylng a burden with
it, the burden of past technology they are canymg with them,

|

« BSNL should be compensated for.all the standard costs incun'ed‘_

- by it for providing below cost services;

» ' The infrastructure with BSNL is because of ADC. Instead of

'making investments private operators: are trying to use the

infrastructure of BSNL;

« BSNL is eamning huge profits is not correct. -Rs.3000 - 4000
crores have been spent for absorbing the employees in BSNL
from DOT;

Examination of the mein cdminentn

1150 GI/2008—¢

'In addition to the comments made by the stakeholders, the

Authority has also taken into account mformal meeting with
stakeholders and other " available inputs into conmderanon and
analysed the matter further. The views of the Authonty on the

-

main issues are as follows:



THE GAZETTE QF INDIA : EXTRAQRDINARY - [ParTIII—SEc. 4]

ADC is an integral part of IUC ‘

An important comment made above is that ADC is an integral part
of IUC and cannot be phased out in isolation and'any change in
ADC will require change in the complete IUC regime. The
Authority analysed this comment in detail. In this regard, the
Authority has also referred the definition of Interconnection. Usage
Charges given in first [UC Regulation dated 24.01.2003 and
principal regulations dated 29t October 2003 which clearly spells
out that Interconnection Usage Charges means the charge payable
by one service provider to one or more service providers for usage
of the network elements for origination, transit and termination of |
the calls. Relevant definition is reprodu'ced below:

“2 {x) Interconnection Usage Charges (IUC) means the charge
payable by one service provider to one or more service providers for
usage of the network elements for origination, transit and
termination of the calls.”

While calculating interconnection usage charges, no adjustment
was made corresponding to ADC given to fixed line operators.
Moreover, in fact altogether different principles were used for
calculations of the IUC and ADC. These are clearly reflected from

the following extracts of the Para 34 of the IUC regulation dated
29th October 2003:

“Since the above WACC incorporates the concessions given by the
Government to BSNL, it is appropriate for calculating the access
deficit amounts that remain uncovered even after the provision of .
concessions by the Government. However, the above WACC is not
appropriate for calculating the cost based IUC for carriage and
termination, because these estimates have to be based on full
relevant costs without any adjustment for concessions given to
BSNL. Thus, for IUC calculations, the WACC without any effect of
concessions given to BSNL is the appropriate parameter. For
calculating the relevant cost based IUC (i.e. termination and carriage
charges), the Authority has thus used the WACC without adjusting
Jor the concessions provided to BSNL,”

[Note: ‘WACC’ in the above paragraph means Weighted
Average Cost of Capital]
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'10.

Therefore. the principal followed by The Authority was that the.
every cost of all the elements of the network required for
completion of a call has been accounted for in IUC and ény deficit
ansmg out of rentals and to make calls affotdable was accounted
for in ADC. Thus the purpose of ADC was different from IUC.

In this regard it may also be noted that in per minute based ADC

- regime, in most of the scenarios the ADC was to be paid to BSNL,

even when no IUC is required to be p'ayabie to BSNL as it is not
involved in the,completi'on of the call. As an example, mobile to

" mobile inter circle calls,' wherein the traffic originated in the mobile

- network of an operator in one circle, carried by an NLDO (Other

11.

than BSNL) and terminated on the network of the same operator in
another circle, the ADC was to be péid_ to BSNL, irrespective of the
fact that it is not involved in the call and no IUC is required to be
paid to it. S,imila.rl‘y,in the percentage of AGR based ADC regime all
the NLDOs and ILDOs are paying ADC to BSNL, even some of them
are not carrylng voice traffic and. not having interconnection with
BSNL. In view of all above, the Authority found no merit in the
argument that ADC is an integral part of IUC.

Tariff rebalancing .
One of the significant comments made by the incumbent, who had
been the beneficiary of the ADC, that it is neither desirable nor

 feasible to rebalance the tariff of basic services because the cost

based tariff would become/non-competitivenéss and unaffordable

vis-a-vis cellular and WLL mobile services. In  their view any

‘increase in tariffs of basic services in rural areasis not sustainable

and will lead to surrender of telephones and increase in digital
divide. 'I‘hey also said that TRAI continues to regulate tariffs of

basic services in rural areas that are far below cost based tariffs.

'BSNL, being well aware of.its social responsibilities are providing
. rural connections even below the tariffs prescribed by TRAL In

. ¥
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12,

addition they feel that wireless services have been given a very
favourable regulatory environment in terms of free spectrum,
higher termination. charge and reduction in licence fee creating

unfair competition.

- The Authority has analysed various tariff plans, relating to voice

services, filed by the incumbent and thé new class of services being
offered by the incumbent on the wireline access network. For
example, As per the tariff plan “LAGGE RAHO BSNL DE NAAL” for
basic telephone customer filed by BSNL for Punjab Telecom Circle
consumers would be able to make unlimited calls to all other basic
telephones of BSNL. Beside all calls from such basic telephones to
the mobile phone of BSNL will have 180 second pulse in place of
existing 60 second pulses Therefore, BSNL is emerging as a price
leader in some segments and is making efforts to boost their
mobile services using significant market power of the landline. This.
cross subsidization is a traditional practice in the industry and
most service providers use it in some form or the other. In
addition, service providers, both fixed and mobile, are trying to-
improve their revenue by giving value added services to t_heir
customers. In the case of BSNL also, it has been observed that now
they have plans to offer voice, Internet services and IPTV(i.e triple
play) on the same line which will increase Average Revenue Per
User{ARPU) of wireline services. Therefore, ﬂ;e Authority is of _thé
opinion that BSNL has been able to open new streams of revenue
that will have the same effect as that of rebalancing in allowing‘

them to recover the cost of the wireline access.

Admissibility of ADC and support from USO:

The Authority examined the argument of a few stakeholders that
the purpose of USOF and ADC are entirely different and ADC
cannot be subsumed into 'USOF. The Authority recalled a key
clarification régarding ADC and USO regimes given in the
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Expla.natory Memorandum‘ to  The T‘elecomniunicatiOn'

'Interconnectlon Usage Charges (Fourth Amendment) 'Regulation
dated 06. 01.2005 wherein it was recognized that though they are

not exactly 1dent1cal there is a cons:derable overlap among the

‘ ob_]ectlves of the USO and ADC reglmes It was also noted that the

Authonty has’ already stated that the ADC reglme will be phased

" out over time and will any further support shall be through the

USO regime. The framework used by@,-the Authority to calculate the

ADC amount integrally links the USO and the ADC regimes in a
| way‘that as the assistance from USO Fund increases, the ADC -

amount reduces. In this regard the Authority also referred to the
deﬁmtlon of Umversal Service Obhgatlon in the Indian
Telegraph(Amendment Act), 2006(57- of 2006) “Umversal. Service
Obhgatlon means the obligation to prowde access to telegraph
services to people in the rural and remote areas at affordable and
reasonable prlces._ From this definition it can be inferred that the.
recommendations being made by the Authority as a result of this
consultation- with regard to use of USO fund for sustenance of

rural wireline services are in conformance with the basic definition

of USO as given in the telegraph act. It may also be mentioned here

that USO fund has been instituted as a non- -lapsable fund to meet

USO requlrement and has sufficient fund availability to meet the

requirements of the recommendations made by the Authonty as
As on earlier ‘occasions, BSNL has again raised f:he requirement of
Rs 14,000 crore as ADC. _The Aﬁt_hority recalled that when this
requirement was raised in 2003, the calenlntions of ADC in the
principal regulation was done in consultation with BSNL based on
the historical cost data and the estimated admissible amount

arrived at was about Rs 4800 crores. This has been clearly

explained in Para 24 of Explanatory Memorandum to the principal

‘regulation that is as under:
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“24. The Authority noted that the difference between historical
costs and forward looking costs would be large, and relying on
costs based only on modern and forward looking technologies
would imply a large burden from the stranded costs for BSNL.
While the Authority feels that change over to FLLRIC model is
imperative, it examined the implications of a sudden changeover
against a gradual changeover. Since BSNL is the major supplier of
telecom services in the country and has also contributed the
maximum for achieving the targets of rural tele-density and in
supporting low paying subscribers, a changeover to FLLRIC at
present would adversely affect the services provided not only to
rural and low paying subscribers but also the telecom industry in
the country as a whole. The Authority noted that BSNL is already
deploying latest technology and lower cost equipment in its
expansion programme. Since wireless technology is being used, it is
expected that some of the existing network will also be gradually
replaced by such equipment. In short, the approach is to achieve full
shift to FLLRIC cost in a gradual manner over a few years rather
than a single year change. The latter would leave heavy stranded
cost and would be quite impractical. The Authority therefore,
decided to rely on costs for the current year, based on as recent
audited costs as possible. For this purpose, it worked with more
recent data than was used in the initial JUC exercise. The Authority
was of the view that with the changes in technology and a reduction
in equipment costs taking place rapidly, the amount of funding
required for ADC would decline. Over time, within a few years,
therefore, it may be possible to do away with the ADC regime, and -
the ADC regime could be merged with the USO regime. This would
be similar to the situation in most other countries, where the ADC
regime had been combined with the USO regime, rather than the
ADC funding being provided through a separate ADC regime.”

Presently, the Government is collecting the USO amount as 5% of
the Adjusted Gross Revenue as part of revenue share licence fee.
Prior to 1.4.2004 USOF was supporting all rural wirelines installed
before 1.4.2002, and was stopped when support became available
through ADC. As per the current policy USOF is being used for
new lines and new infrastructure. .IL i however seen that the
utilization of the fund is far lower than collections. Once the ADC
is ﬁhased out these non-remunerative rural lines would need

support for keeping them viable.
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15.

In the above .context, the Authority, in Para 3 of the JuC

Regulation dated 23rd - February 2006, indicated that “The
Authority _ivo_uld submit suitable recommendations to the
Government on this issue so that finally USO reginie‘ takes care of
support on account of ADC also.” TRAI had already communicated

- to DOT vide its letter dated 20th September 2006 and subsequent

reminder dated 22nd November 2006 and 27t Dec -2007(Copies of

letters have been annexed with the recommendations in Aninexure

" B) that DOT may like to consider further course of action in view of

16.

the fact that the ADC is a depleting regime and will be phased out .
at the end of financial year 2007-08. The present consultation
paper has discussed role of ADC and USO in great detail. it was
mentioned that TRAI has been proposing phasing out of ADC and
takmg over of the responsibility of support of rural wn'ehnes by
USOF, firstly, to avoid overshadowmg of the positive fa]lqut of ADC
by pronounced ill-effects of the mechanism on the Indian telecom
market and cause undue burden on the consumers. _Secon'dly,"
continuan’ce,_df support from USOF is desirable because of the
concern of bridging u:ban-rura;l divide and. suéteriénce of ; '

“incumbents’ rural operations. It is important to sustain and

encourage rural operation not only for bridging urban-rural divide
but also for smooth introduction and proliferation of broadband
services on mrehne in rural areas. The Authonty had therefore
forwarded a copy of the Consultation Paper through letter dated
25.1.2008 for necessary action by DOT. (Copy of the letter

annexed with the recommendations in Annexure C).

In this regard, the Authority has aleo taken npté' of BSNL’s
subniissions that BSNL still need the financial support to the tune
of Rs.8774 crore per annum to just sustain its basic.'- services in
rural areas. While TRAI is receptiv?: to the support to BSNL's fixed
line network operations in rural areas through USOF,‘ however,
this amount of the financial support as ‘calculated by BSNL on

Y
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17.

some assumptions deserved further examination to' reach a
realistic figure. This has been explained in the recommendations to
the Government on taking over the responsibility of providing
support for rural wirelines installed before 1.4.2002 by USOF being
sent to the Government simulfaneously with these regulations.
Such a change in the method of subsidy may require modification
in the USO rules and will be in line with the Authority’s earlier
communication with the Government wherein TRAI mentioned that .
if wireline in rural areés require some further support beyond 2007
— 08 due to below cost rental and local call charges it should be
through USOF.

Termination Charge

BSNL has further argued that implicit subsidy is being provided to
wireless operators by way of higher tenhiné.tion charge and this
needs to be corrected. The Authority examined the principal
regulation issued on 29.10.2003 wherein termination charges for
fixed line and mobile were prescribed. It has been found that it is
clearly mentioned in Explanatory Memorandum to the
Interconnection Usage Charges Regulation dated 29.10.2003 that
the cost based termination charge for BSNL has been estimated at

Rs.0.23 per minute. Relevant Para is reproduced below:

“fl) Cost of call termination for fixed line

78. Taking account of the methodology mentioned earlier, the cost
based termination charge for BSNL has been estimated as Rs.
0.23. per minute. This is the same estimates as in the previous

exercise. In view of the decision for a common termination charge - -

because it will ease implementation and limit the distortions in the
competitive regime, the Authority has specified a termination charge
of Rs. 0.30 for all calls. As mentioned above, the additional revenue
accruing to fixed line (BSNL) on account of revenue exceeding costs
has been taken into account in the calculation of access -deficit, i.e.
the access deficit has been adjusted downwards to account for this
revenue.” :
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As far as the mobile termination charge is concerned the .

terﬁlhiatioﬁ charge for cellular mobile ca_rhé to Rs.0.26 for metros

and Rs.0.30 for circles per minute. . Relevant Para is reproduced

below:

“80. On. the basis of the above estimates, the termination charge

 for cellular mobile comes to Rs. 0.26 per minute for-metros and Rs.

18.

0.30 per minute for circles. Thus, a tenmnatton charge of Rs. 0. 30
can be applied for oellular mobile also.”

To have simplified 1uc regime in place and pre\fent? disputes in

reconciliation between operators, the Authority has had specified

uniform termination charge. In view of the decision for a common

- termination charge the additional revenue accruing to fixed line "on _

19,

account of revenue exceeding cost has been‘"taken into account in
the calculation of access deficit and the deficit has been adjusted
downward to account for this revenue.

Termination charges were further § feviewed through the
Consultation Paper issued on 17.03.2005 that cavers Carriage

'Ch_arges, Termination Charges and Access \'deficit charges. After

consultation - process arid interna.l discu'ssioh the Authority

"deliberated upon the issue and dec1ded to keep them same for both

mobile as well as ﬁxed termination charge The deta:led reasoning
of keeping it at the same level is provided i in IUC Regulatmn dated
23.02. 2006 Relevant Para is rcproduced below

'h) mu ‘.l‘orminaﬂon Charyc and Nxod line Termination
Charge .

' 58. Due to increased volume of traffic, it is likely that the

1150 GY2008—7

termination charges especially for mobile services may come down.
The Authority has also estimated and found that mobile termination

charges as well as fixed termination charges could be lower than

the present specified level of Rs.0.3 per minute. In spite of this, the
Authority did not reduce the mobile termination charges and fixed
termination charges mainly on account of the following reasons:-
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iii,

iv.

With the increased growth of subscribers, the addition in
capacity of the network also has to match both in terms of
the radio equipment capacity and also switching and
transmission equipment capacity. If these additions in
capacity do not match with the growth of subscribers then
the quality of service deteriorates which is also a major
concern of the Regulator. Regulator expects that along
with the growth the service providers adds to the capacity
of networks so that there is no deterioration in the quality
of service which is being experience now for various
parameters which has been laid down by TRAI in its QoS
Regulation dated 8"! July, 2005.

Mobile termination charges in India are not only equal to
Jixed termination charges but they are even lower than one
US cent per minute, which is not only lowest in the world
but also it is 12 to 24 times lower than mobile termination
charges in other countries of the world. (Indicated in the
table below) This also should be noted that in all
countries, the mobile equipments are supplied by the same
set of vendors.

As mentioned earlier, the mobile coverage in terms of
population in India is only about 35% of the population
which is lowest in the world and mobile operators have to
increase their penetration into rural areas and therefore,
large investments are to be made to cover even the 77%
(world average) of the country’s population. As networks
penetrate into interiors and there is evidence that this is
happening.

The exponential growth in mobile subscribers has been
possible because of various innovative and competitive
tariff schemes which may have a higher component of
incoming calls. If mobile termination charges are
decreased then the viability and sustainability of these
tariff plans may not be possible and this may retard the
growth of mobile subscribers in the country. I should be
noted that the main concern of the Authority here is not to
ensure the viability of a tariff plan because that is the
main responsibility of service provider in an unregulated
tariff regime but the Authority has a responsibility to
achieve a higher growth and tele-density in the country,
and therefore, it is a matter of concern.
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Further, the World Bank (InfoDev Division) in its Report on
Regulatmg Competition, Interconnection and Pnoes dated Deoember
23, 2005 has mentioned as follows:- -

*e. Mobile Termination Chames, Hoblle -Penetration

and Universal Service Goals - Deualopmg countries with
low penetration levels are experiencing a growing tension
between encouraging. further penetration of mobile services
with above-cost mobile termination charges and the
downward pressures of mobile termination rates conting

- from market and regulatory forces. This is especially valid
- in’ low penetrated markets in which there could be

theoretical and practical Jusnﬁcauons of having mobile
termination charges above cost in order to cross subsidized

- aceess to the service (basically the handset} and mobile-to-
mobile and mobile-to-fixed calls..........

...................... However, in. most of developmg countries
where landline penetratton is far less ubiquitous, mobile
telephone development is enabling countries to achieve

universal service goals to segments of populauons where

landline or other telecommunication services have not ever
penetrated before. High-income segments of population
within developing countries are easily penetrated in the
first stages of mobile telephony. The great challenge of the
. mobile industry is to continue penetrating low-income
segments of the population and it is there where the
source of industry growth will 'be coming from in most of
" developing countries. Any regulatory intervention to
reduce mobile termination charges should weight the
effects of reducing interconnection revenues that are used
to cross-subsidized handset prices (ie. access to the
netw:)rk to poorer segments of population) and outbound

mobile prices, against the .purported benefits that a
reduction of charges would produce.”
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21.

22,

Keeping all these facts in view, the Authority decided not to review
the termination charges and keep them same for both mobile as well
as fixed termination charges. The Authority expects that mobile
service providers would increase their penetration into rural and
remote areas and the Authority would continue to monitor their
progress in this regard.”

Therefore, the-Authority took accoﬁnt of the fact that it has already
deliberated on the issue of mobile termination and fixed
termination charges in 2006. The present consultation process
was limited to Access Deficit Charges only and review of

termination charges was not part of the consultation process.

Phasing out of ADC on international calls

BSNL has also argued that abolition of ADC will mainly benefit the
foreign carriers, who will save Re.1 ber minute on all international
calls carried by them from their countries which are of the order of
1200 crores minutes per annum. They further argued that the
Indian consumer will hardly get any benefit on this account, on the -
other hand the cstimated_ ADC at current rate in 2008-09 would be
Rs 2000 crores and may provide enough cushion to support loss-

making rural operations.

The Authority examined the proposition _inade by the BSNL and
found that ADC on international incoming calls has always been
considered a source of arbitrage that sustains grey market
operation. Phasing out of ADC would, therefore, pave the path for
all calls coming through legitimate routes and thereby increase the
revenue of service pro;riders. Evidence available with the Authority |
shows that the number of international minutes i_s-ihcreasing very
fast through voice over IP. Therefore, it becomes more important
to reduce arbitrage available for switched telephony for getting

advantage of elasticity available in international incoming calls.
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It is a matter of fact that reduction in ADC from time to time on
international i mcomm_g calls has explmted the elastnaty available in

-international minutes and increased the international incoming

minutés in a big way through legitimate routes. However, at this

~ stage the Authority has to balance two main objectives viz. '

providing support for rural ﬁxed line prowded by BSNL and
reduction in arbitrage available in international incoming .ca.lls. It
is acknowledged that reduction in ADC rate for incoming.
international minutes will further depress the grey market and

~ boost international min'utes: through legitimate route. As already

said above the Authority has been continuously takmg up the

‘matter with DOT for providing support to BSNL for their rural

wireline operations post phasing out of ADC. It is, therefore,
presumed that some amount of preparedness would a]ready be
there on the part of the Government. However, the Authonty is
convinced that the planning, . accounting,' ~budgetary piop'osai,
Parliamentary approval etc. may take some more time and
therefore it i;s of the opinion that for this transition period partial
support to BSNL through ADC on mcommg ILD - calls should
continue. The Authority has deckled to continue: the ADC on

. incoming international calls for a further period of 6 months

24.

i.c. up to from 1% of April, 2008 to 30t of September, 2008 at

the rate of Re 0.50(paise fifty only} per minute. This amount

shall not be adjusted from the subsidy given from USOF for the
year 2008-09. It will be -additional adiustment support to
BSNL.

Calculation of financial a#sistance required 7
In earlier amendments the Autharity had taken a view that detailed
calculation of ADC was done in 2003 and in later years this would -

.come down -according to the established prin"i:iple of depletion and
-would be phased out and the _respo.nsibi.lity:will be taken. over by
' USO Fund by 2008-09. The Authority is convinced on both the
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25.

26.

27,

counts that ADC needs to be phased out and also the fixed rural
network operations need to be supported through USO fund. TRAI
has assessed the operational cosf and revenue accruals and
consequently the losses incurred by incumbent for their wireline
operations in rural from the data made available to them by BSNL.
Details of these all assessment have been given in the
recommendation to the. Government being sent simultaneously
with the issue of these regulations and are given in Annexure 1 of

the explanatory memorandum.

Decisions of the Aﬁthority

The Authority has maintained that ADC is an instrument that has
the positive effect of allowing incuzhbent to smoothly transition
from a monopoly to a competitivé regime by sustaining its fixed
line opérations. It is also known that prolonged ADC puts
avoidable burden on the customers, creates market distortion,
gives rise to grey*market for international calls and is a hurdle for
mnovation of services if continued for a long time. ADC therefore is
a double-edged sword that needs to be used judiciously and for an
appropriate period. It was therefore envisaged to be a depleting
regime that would eventually be phased out and taken over by
USO by 2008-09. The Authority has now decided to phase out ADC
as described below and recommend continuation of subsidy for

rural wireline operations from USOF.

The phasing out of ADC has been discussed above. ADC as a
percentage of AGR would be phased out on 1.4.2008.

Support to BSNL through ADC on incoming ILD calls for a
further period of 6 months i.e. up from 1+t April, 2008 to 30tt
September, 2008 at the rate of Re 0.50 (paise fifty only) per
minute to ensure continuity and to provide time to DOT to
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work out some definite supporl: during this poriod of chsnge of
sub.ldy from ADC to USO.

Other issues in the consultation paper . : ~
2:, Providing support for Bsm.. wireline runl network from

R

This issue dealt with the question of providing support to BSNL
from USOF for their wireline operations in rural areas and decu}mg

the amount of subsidy. From the stakeholders comments it was

evident that there was general support for the idea of providing

| subsldy to BSNL from the USO fund. BSNL however contended

that ADC should not be subsumed with USO and both should be
available. However they - sald that if support for ‘rural wireline
semces is to be provided from USOF then amendments to the USO
policy will be requlred to be carried out the Government and it has
to be ensured that payments of requisite amounts on the actual
cost basis Start flowing from the USO fund before phasing out of, :

. ADC.

29.

The Authonty has dehberated on the matter in sul'ﬁclent detail.
Appmpnate calculauons have been done and USO rules have been

exammed The Authority has taken a view that BSNL should be

provn:led support from USOF for the fixed rural lines that will be

left unsupported after withdrawal of ADC. The framework for this
has been enunciated in detail in the recommendations sent to the
Govemment and given in Annexure 1. The Authority has aiso kept

' -m mmd that the Govemment may take some time for planmng,_

prepa.rmg budgetary proposal gettmg budgetary allocation and
operat:ona.lmng subsidy from USOF and therefore lras taken the
decision given above 80 that continuity in the flow of funds is
maintained. The amount paid - through ADC on . incoming
mtematxonal calls durmg the penod 18t April, 2008 to 30th
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Septémber, 2008 shall not adjusted from the amournt payable from
USOF. . '

30. The recommendations sent to DOT in this regard are at Annexure I

Issue 3: Financial incentive for subscribers in view of phasing out of
ADC

31. The Authority also deliberated on the issue of mandating provision
" of financial incenﬁve for mobile subscribers in rural areas. Here
the opinion was divided with Operators Associations and Service
providers not being in favour of 'this reduction of charges for the-
reasons that cost of delivery in rural is more, thefe would be a
possibility of misuse and forebearance policy in mobile tariff
should continue. The consumer organizations were in favour of
mandating such a reduction to make services more affordable in

rural areas.

32. Analysis showed that reduction of ADC in the earlier years had
made available extra finances to the service providers but it has
not been possible to establish a direct nexus between this
reduction and passing on the benefit to the customer by way of
lower tariff. With the current decision of phasing out of ADC as a
percentage of AGR the service providers are going to retain funds
to the tune of about 750 crores for 2008-09. The Authority noted
that even if this money were fully passed on to all the mobile
subscribers then the spread of benefit would have been miniscule
and it would not have been a feasible option. The Authority
therefore has appealed to the service providers to come with
innovative and attractive plans to give financial incentives to the
rural subscribers to increase rural teledensity and bridge rural-

urban divide. The Authority would like the service providers to
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declare the year 2008-09 ds the year for mcreamng rural :

penetrat:on
33. The Authority has dec1ded to phase out ADC on Adjusted Gross

Revénue of telecom servwe prowders from 1.4, 2008. Thus the
ADC will no longer be applicable in the domestic sector and all

‘domestic calls will be free from the incidence:of ADC. It has been
 the endeavour of the Authority to evoleve a framework which would

ensure positive gains to consumers once the ADC is removed ffom
the domestic sector. On the issue of induction of positive’ features
including posmble reductlon in entry charges for rural mobﬂe

. subscribers. The Authonty has organlzed a series of consultatlon

inf" this regard with the telecom assoclatlons ie. AUSPI COAI and
also with the servicé provaders ’l‘he concern of the Authonty in tl'ns
regard as also poor penet:aﬁon in rural areas was oonveyed
effectively. One of the options actlvely considered by the Authorlty
was for lowering of start-up expenses of the new rural subscribers.

. The two telecom *assocmt:ons have assured that they .are actively

1150 GI/2008-—3

oonsultmg their members and would come up, within a week, with
constructive’ proposals for the consumers They would partlcuiarly _
foctis on rural telecom subscnbers 'I‘herefore, the Authority has
decided that any pro-active measure from the Authority should be
deferred and the Autharity would prefer to evaluate the proposals
of the telecom companjes. Nevertheless,. the Authority has
appealed to the service providers to come with innovative and

~ attractive plans to give financial incentives to the rural subscribers

so that it clearly conveys the message that the year 2008-09 is the _
year for substantmlly mcreasmg rural penetranoa and reducing
digital dlwde.. “The year 2008—09 may be- dm "tﬁe yout of

increasing rural teledensity”. 'The Autﬁonty has sought

cooperation of service providers to really give effect to the slogan
“Ano rursal telephony aur aage badhaen”
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Summary of the main decisions

1. ADCasa percéntage of AGR shall be phased out on 1.4.2008

2. ADC on international incoming minutes shall per continued @
Re 0.50(paise fifty only) for the period from 1* April, 2008 to
30th September, 2008,

‘3. Recommendations are being sent to the Government to
provide subsidy from USOF for BSNL’'s rural wireline
operations. The amount of annual subsidy has been estimated
as Rs 2000 crore for a period of 3 years.

4. The Authority will take a decision on taking any proactive
measures after evaluating the prbj)osnls of the telecom
companies related to induction of positive features including

possible reduction in entry charges for rural -mobile
subscribers | o

Recommendation On Support for Rural Wireline
Connections, Installed Before 1.4.2002 From USOF, On
Phasing Out Of ADC o
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1.

Access to the telecom services is the keyto development and

" growth To quote from the Natlonal Telecom Pohcy 1999(NTP99) :
%Access 10 teleoommumoauons 'is of utriost 1m,portance for
‘achzevemenr of the country's social dnd econiomic. goals. Avadabthty
ofaffordabl“eandeﬂ"ectwe commumcatzonsfori?wcxtzzenszsatt}w e
| coreofthe vision andgoalofthe teleoompohcy" Informatmn and -
Commumcatlon Technologles (ICTs) prowde new and exciting
_"opportumhes to those who have access to them.” However, existing

economlc imbalances and soc1a1 mequahtles will be deepened i

" ‘access 1s unequally distributed. Thus equal opportumttes are
_necessary to avmd mdemng of the ruraI and ur‘ban dlgltal divide.

. At present, Umversal Service Ohhgauorr Pund (USOF] covers both.

public scceas through public or community telephones and
provision of individual houschold telephones in identified net high

‘coet rural / remote areas. Rural Direct Exchange Line :(R-DEL)

achemeofUSOFiseomingtoanendeamhzooeafterthe
current extension given to the sewzcepmvﬂersforthmacheme, at

 a much reduced rate, expires. Since its inception on 01.04.2002,
. USOP is providing support:to the new rural lines. It may be noted -

that the lines installed by BSNL prior to 01.04.2002 (no other

wervice provider : has installed ‘R-DELs *befofe’ ‘this date) were

supported by USOR for a period from '1.4.2002 to 1.2:2004 on the

) ‘:-basm of the d:ﬂ'erence between regulated tental and actual rental. |
‘USO support. for Enese R-DELs was withdrawn from 01 02.2004

since the scope of the Access Deficit Charge (ADC) m increased
to take care of the deficit arising out of cost based rental and
prevailing rental in rural areas. S o
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As per the data available with TRAI, BSNL has about 99.87%
wirelines in rural areas. In many areas this is the only mode of
communication. In the absence of any support, .sustainabiliiy of
existing wireline operations of the incumbent in rural areas could
be hampered. Because of intense competition in the market BSNL
as a commercial enﬁty may not like to maintain these at high cost
and net loss without any compensatory financial assistance. In
case there is no financial assistance the shortfall may be made up
from the increase in tariff or the service provider may decide to exit
from the business. In both the sitﬁations the rural urban divide
would further widen thereby .de'feating the principle of universal
access propounded in the NTP 1999 and USO policy.
Sustainability of these lines is also very important from anothér
viewpoint. This legacy fixed wireline network is an important
national asset that offers a number of advantages. ' Digital
Subscriber Line (DSL), the current dominant broadband
technology, works on copper and would also ultimately be key to
pushing forward broadband penetration. Though proliferation of
broadband in rural areas will take some time to build-up but when
it does, BSNL may be able to increase ARPU by offering vélue
added services like IPTV, telemedicine, e-learning etc and make
these line self sustaining. .‘To make this happen it needs to be
ensured that wireline connections are si.lpported and their

maintenance is taken care of through an appropriate subsidy.

Within the framework established through earlier regulations, the
Authority invited stakeholders for a consultdtion on the issues of
phasing out of ADC, support to rural wireline from USOF and
growth of rural mobile telephones by requiring the operators to
use resultant savings for developing rural network and promoting
subscription for mobile services. It is expected that a larger part of

the growth in the next three years would be from rural areas.
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ThenemmmkwugmpponforADCbmgphased out and

mppo:rt for rural wirelines being extended from USOF. This would

..aﬂnwthenemvempsctsofsuhexdy,mﬂwfermofmc to be
obliterated and at the same time continue Jegitimate and much

needed support to rural telephony. A subsidy for maintenance of
rural wireline network will also ensure level playing field with
other service providers who do not, like. BSNL, have any high
. maintenance legacy network in rural areas and also have no

compulsion to meet sacial obligations which allows them to make

. -investment on the basis of sound business cases. In arriving at the
- recommendations contained in the following sections, the

Authonty has duly. cons:dered the mputs promded during the

public consultations.

It is. expected that these recommendations - would help

sustainability of rural wireline operations in the country after

abolition of ADC through utilization of the non-lapsa‘ble 'Umveraal

' Service Obligation Fund' towards meetmg Umversal Semce
- Obhgatlon

Framework ofthe 1UC/ADC reguhtiom

6.

Interconnect:on Usage Charges (IUC) and ‘Access Deﬁc1t Charges ‘
_(ADC) regimes ‘were estabhshed by the TRAI through “The
Telecommunication ‘Interconnection Usage Charges Regulatlon- :
2003” (1 of 2003) dated the 24th January 2003. This reglme came

into effect from 01.05.2003. The Authonty rewewed the above

regime. and the revised 1UC and ADC regimes notlﬁed by “The

Telecommumcauon Interconnecuon Usage Charges Regu.lauon,
2003" (4 of 2003) dated 29.10.2003 superseded the - earlmer
Regulations referred above and ‘bécanie effective”™ from the

- 01.02. 2004 ‘This then became the prmc1pa1 regulat:on that was
~ amended from tirme to time within the estabhshed framework and

reﬁect contemporary industry sutuatmn
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7.  The Authority amended the above Regulation vide “The
Telecommunication Intercounection Usage Charges
Regulation®” dated 06.01.2005  effective from
01.02.2005.. The Authority further amended the
Regulation vide “The Telecommunication
Interconnection Usage Charges Regulation” dated
23.02.2006 effective from 01.03.2006. In the
Explanatory Memorandum to the above Regulation the
Authority has already indicated that it would submit
suitable recommcndatioﬁs to the Government on the
issue so that finally USO régime- takes care of support
on account of ADC also. ‘

8. The Authorify further amended the IUC Regulation on 21.03.2007
asa paqf of its annual review and extended support to BSNL in the
form of the ADC. With this amendment - -the per minute ADC
component on all the calls originated by Indian consumers was
removed to minimize the ill-effects of per minute ADC regime and
paved the path for lower call charges.

9. The present consultation paper reiterates views of TRAI enunciated
in the earlier amendments. It is proposed that ADC be phased out
and USOF may take ovef of the résponsibility of support of rural
wirelines. This would not only be in line with undesirability of
continuing with the ADC regime and also ensure that support
from USOF is continued to meet the concern of bridging urban-
rural divide in general and sustenance of incumbents’ rural

operations in particular.

Phasing out ADC and giving support through USOF
10. It has been said in the consultation paper that with |
liberalization and competition the cross subsidy available to local
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11.

12,

13.

'national and international long distance talls has effectively
* vanished. The situation -called -for a '"regin'le to maitage the

sustainability of the ﬁxed lme operat:on‘s ‘and to- facih'taﬁe the
mcumbent te smoothly trarsit from a monopely to a comi:eﬁuve
regime. To faclhtate this transition the Télecom - Regu:htory
Aut.honty of India (TRAI) put the Access Deficit Charge (ADC)

regime in plaee. This' ADC support” during- transition ‘'was"

necessary for. the network in the bucolic areas and more

_importantly one that was focused on lmportant social objectwes in

the telecom sector

Ca T L

w

It is also undisputed that prolonged ADC puts mdableburden
on the customers, creates market djstortion, gives rise to grey

market for mternatlonal calls and is a hurdle for innovatien of
services. ADC therefore is a double edged sword that needs to be

used Judxmpusly and for an appropriate pe_nod. H was therefore ‘

envisaged to be a depletinig teglihe that would ‘eventuslly be
phased out and the responsibility of- ﬁnahcxaf assistanee to’ rural
wirelines be transferred to USOF by 2008~09 - SERNEE

Having' said the above, the Authoﬁfs' feels that there is still a case
for supporting fixed line network of BSNL in rural aréas. Pérther,

‘because of the unwanted effects atﬁached mth ADC the mpport is
proposed through USOF. h Lo '

BSNL is 'mainféjrﬁng a network with a large footprint and
prowdlng services in remote and far-fhing areaq ‘The fixed line
rural network that existed prior to 1.4.2002 ‘was pnmarily set-up
with government funding at high" oost and was alway$ $upported
by USO or ADC since inception of these regimes: These lines are
expen‘sive to -maiiitain and ‘their 615eratiﬁg "e_xpenses generally
exceed the revenue. * Their viability is further - threatened - by
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14,

increasing competition in national and international long distance
segments and also from mobile network. The Authority is,
therefore, of the view thaf some form of assistance would still be
needed to support incumbent in sustaining their non-
remunerative operatiorni and this support should be given from the
USO Fund to.BSNL. ' '

In the above context, the Authority, in Para 3 of the IUC
Regulation dated 23rd February 2006, indicated that

“The Authority would submit suitable recommendations to the
Government on this issue so that finally USO regime takes care of
support on account of ADC also.”

In pursuance of the above stipu_iation, TRAI had already
communicated to DOT vide its letter dated 20t September 2006
and subsequent reminder dated 22rd November 2006 and 27t Dec
2007(Copies of letters have been annexed at Annexure B) that
DOT may like to consider further course of action in view of the
fact that the ADC is a depleting regime and will be phased out at
the end of financial year 2007-08. The present consultation paper
has discussed role of ADC and USO in great detail. It was
mentioned that TRAI has been proposing phasing out of ADC and
taking over of the responsibility of support of rural wirelines by '
USOF, ﬁrétly, to avoid overshadowing of the positive fallout of ADC
by pronounced ill-effects of the mechanism on the Indian telecom
market and cause undue burden on the consumers. Secondly,
continuance of support from USOF‘ is desirable because of the.
concérn of bridging urban-rural divide and sustenance of
incumbents’ rural operations. It is important to sustain and
encourage rural operation not only for bridging urban-rural divide
but also for smooth' introduction an.d proliferation of broadband

services on wireline in rural areas. The Authority had therefore
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forwarded a copy of the Consultatlon Paper through letter dated‘ .

25.1.2008" for necessary actxon by DOT. (Copy of the letter
annexed at Annexure C) '

Overwhelmmg opxmon from the stakeholders was received in

favour of phasmg out of ADC from O1, 04 2008 and if Jushﬁed' '

support to. BSNL from thc Uso Fund. The Authority has

| snalysed the comments in the detail and is of the view that
mpport for lultninabillty of rural wirelines may be extended

to BSNL for tlu'ee years. The subsidy is proposed to be time
limited so tha,t BSNL gets time to and makes efforts to increase

revenue by giving value added services and reducmg cost of

'operatwns ‘The scheme should not provide 1ncent1ve for i incurring

. losses but shouid unprove t.he performance of the service prov1der

16.

T
o submdy to’ all rural ,hnes wireline only, line instalied

1150 GV2008—9

As ajreadv said ahove the Authority has been continuousiy taking |
up the matter with DOT for prov1d1ng support to BSNL for their

rural wu'elme operatmns post phasing out of ADC. Iti is, therefore,

_presumed that some amount of preparedness would already be

there on the part of the Government However the Authority is
convinced that the plannmg, accountlng, budgetary proposa.l

Parhamentary approval etc. may take some more time and
'ﬂlerefore it is of the opinion that for tlus tra.nsmon penod Support o
to BSNL through ADC on incoming ILD cails should contmue ‘The _

Authonty has decided to continue the ADC on mcommg
mternattonal calls for a further perlod from 1 4.2008 to 30.9.2008

~at the rate of Rs C. 50(pa.1se ﬁfty only) per m1nute This is being

lmpelemented by appropnate amendment to the IUC/ADC

\negulations. This amount shall not adiusted from the subsidy

given l'rom USOF v

The Authonty has analysed various poss1b1ht1es hke prowdmg
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before 01.04.2002 and the lines which are not getting any support
in any of the scheme of the USO. In this context the Authority
noted, Stream-II (a) of USO covers support from USOF to RDELs
installed prior to 1.4.2002. This support was given from USOF for '
a limited period of 22 months (1.4.2002 to 31.1.2004). Under
Stream -II (b) of USO schemes, Rural Household DELs provided
after 1.4.2002 in the 1685 net cost positive SDCAs out of 2647
SDCAs, are given support through a competitive bidding process
to the successful bidde}. The support in these 1685 SDCAs takes
into account the Capital recovery, Operational expenses and
Revenue to determine the net cost. Since the selection of
Universal Service Provider and the rate at which reimbursement
from USOF is determined through a multi-stage, informed bidding
process; any support to rural fixed lines in these SDCAs could lead
to vitiation of the bid process. Issue of verifiability under two
different schemes covering the same period could also arise.

- RDELs installed after 1.4.2002, in the remaining 962 SDCAs are
not being given any support as these SDCAs are net cost negative.
It is therefore felt that the wirelines installed before 01.04.2002
would be left without any support after abolishment of ADC.

Amount of support from USOF for sustenance of BSNL fixed
wirelines installed before 1.4.2002

18. BSNL has submitted before the Authority that it needs Rs 8,774
Crore per annum for sustaining the operation of its basic services
in rural areas. It has been observed that BSNL has arrived at this
figure after making assumptions for the data that may be not
readily separately availéble in their books of accounts. Infact, such
data hé.s not even been furnished to TRAI in the accounting
separation reports submitted. This may be understandable to a
certain degree aé. BSNL has a vast pan India network which has

been developed and deployed over a long period of time since when
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ﬂxeopemﬁmsweremthbﬂ‘rthenmthDTSandﬁmnywhenthe .

' operaﬁonsweremderredtof-lSNL. It has also been intimated by

19,

BSNL in a separate communication to TRAI that in'view’qf the fact
that their’s being a legacy syn‘em where thé: same exchange
equipmerit' and manpower are used for prnv:dmg various services,.
itis practicaﬂy aot foahxble to maintain dedicated segregated books
of accounts.

In the situation mentioned above any service provider would use
the available data and make assumptions to ‘suit its case.

. However, taking a balanced view the Authority examined the data
“and calculation of BSNL on various parameters-and it is found

thatthere:swxdematnonmthedatafummlmdnowwhcn'

o compared- with the information for the financial year: 2006-—07 filed
under the Accountmg Separation Regulation, 2004 and qther data

filed by the BSNL on the same subject from time to time.

© 20.As per BSNL’s submission there is a shortfall of Rs. 472 per rural

subscriber per month during the financial year 2006-07. The |
shortfall is the difference between operating expenditure and
revenue recovered from its rural subscribers. BSNL has also

. submitted that . the operating expenditure . and revenue per

subscriber per month for rural subscriber is Rs 643 and 171
respectively. It has also been noted that in arriving at the rural -

| Opex, a mark—up on its average Opex per line cost by 50% had

been carried out.

" 21.The Authority examined the calculations of Opex per line for the

financial year 2006-07 of BSNL and noted that the cost
information taken in calculation of Opex for basic services is not
in consonance with the cost information provided in the
accounting separation reports -for the séme- period to the

~+ Authority.
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22.The Authority analyzed the cost structure of BSNL for basic
services and finds that generally three cost components i.e.
Electricity, Fuel &Power and Network operating cost may higher in
rural areas as compared areas. These costs constitute only about
16% of total Opex of Basic service. Therefore, the Mark-up factor
of 1.5 cannot be applied on the whole Average Opex of Basic
services but should be limited to these three cost components.
According to these reasonable assumptions, the Opex cost for

rural fixed line would be about Rs. 425 per month.

23.BSNL has also submitted the financial year-wise total revenue
from rural telephony. BSNL\ has indicated that the Average
revenue recovered per line per month from ifs rural fixed lines
during 2006-07 comes to Rs.171 with‘ rental component of Rs.68
and call charges revenue of Rs.103. BSNL has now provided,
during the consultation process, the figure of rural revenue of
Rs.3202 for the year 2004-2005 which does match with the data
provided earlier. Similar discrepancies were also noted for the
figures provided, during consultation, for financial year 2005-2006
which do not tally with the information furnished in the
Accounting Separation Reports. Based on the data available in the
Accounting Separation Reports 2005-06, thé Authority calculated
revised ARPU of rural wire line telephony which comes to Rs 307
per month per subscriber. As for the financial year 2006-07,
' BSNL has not provided its revenue from rural wire-line subscriber
of Basic services in its Accounting separatién reports, therefore,
the Authority has estimated ARPU based on trends indicated in
the BSNL submissions and this ARPU for Wireline comes to Rs
279 per month per subscriber for the financial year 2006-07.

24.The Authority noted that BSNL has taken into account 1.54 Crore

rural wirelines (including WLL) as on 31st March 2007 to arrive at



(v I—EU5 4]

I 1 T 2 STEHRT

the estimated loss on 'eceount of rural operations. As mentioned in _
an earlier para R-DELs installed after 1.4. 2002 are receiving
support under the ongoing -USO scheme through a bidding
process. Computatmn of support required has therefore been
limited to. R- DELs installed prior to 1.4: 2002 {i.e. 0.90 Crore

rural wirelines).

25.The Authority also noted that BSNL has deducted total revenue

'(Rental +Call Revenue) from the operating expenditure to arrive at

the shortfall in rural operation. As per the generally accepted
practice, the Authority cons:dered only operating revenue against

" the operating expendmlre to assess the operational sustainability

of the service providers. As per this principle, it is. estimated that

_there is a shortfall of Rs 214 per month per rural wireline

subscnber, requmng a support of about Rs 2300 crore for rural
lines installed before Apnl 2002. To address the disconnection
of lines over a perlodaf time, the amount can be restricted to
Rs 2000 crore per annum for 3 years.

Modifications in the rules and suggested method of release

26.

150 GL/2008—10

In accordance with the Indian Telegraph (Amendment) Rules, 2004
framed under the Indian Telegraph Act, 1885, support for rural
household DELs has been provided under two schemes from the
Universal S_emce Obligation Fund (USOF). Stream-II (a} of Uso
covers support ffoin USOF to:RDELs installed -prior -to: 1.4.2002.
This suﬁpoth was given from USOF for a limited period of 22
months {1.4.2002 to 31.1.2004). The Rules. glsa recognize need for
support till such time the ADC takes into account such: dlﬁ'erence -

‘Only a modification to the Indlan Telegraph Rules for support from

USOF to RDELs: installed prior to 1.4.2002 would: he. reqmred in
order to take care of reimbursement based -on -operational
sustainability with net cost being determined taking into account

~
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opex and revenues excluding rental, as the Indian Telegraph
Rules(ITR) provided for reimbursement towards the difference in

rental actually charged from rural subscribers and rent prescribed

by TRAL _Suggested  insertion in the Indian
Telegraph(Amendment) 2004 Rule 525 (2) (i) (a} is given at
Annexure A. '

27. The Funds .may be released in four quarterly installments at the
beginning of each quarter. BSNL should furnish a certificate for
funds having been utilizéd towards operation and mainteﬁance of
RDELs provided prior to 1.4.2002, before the release of next
quarterly installment.

28. In so far as airailability of funds is concerned, till FY 2006-07, the
contribution from service providers towards USO has been approx.
Rs 15,000 crores, oui: of which a sum of Rs. 5000 crore {approx.}
has been spent over the same period. Taking into account the
ongoing schemes and the annual disbursement from USOF, the
annual fund utilization would be around Rs 2000 crore.
Considering the amounts collected so far towards USO, the annual
collections and annual disbursements, sufficient funds would be
available to meet the additional requirement for support towards -
RDELs installed prior to 1.4.2002, without the need for
augmentation through increase in the USO levy.

- Summary of the recommendations

1. The Authority recommends that BSNL _should be provided
support for -ustenince of fixed rural wirelines installed before
1.4.2002

2. This amount should be Rs 2000 crores per year for a period of
3 years effective from 1.4.2008
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3. The amount would be payable in four quarterly installments
paid in the beginning of each quarter.

4. BSNL should flu'nilh a certificaté for funds having been

. utlll:ed towards operation and maintenance of RDELs
provided prior to 1.4.2002, before the release - of next
quarterly installment. ‘

" valdad from the ﬁnandal year 2008-09 for household Dll'lct
Exchange lines installed prior to 1* day of April, 2002, ellglble
service provider shall be reimbursed Rupees two thousand

 crores (Rs. 2000 crore) per annum for a period of three years.

Provided that the Central Government may after seeking
recommendatlon of TRAI on revlew, continue the
reimbursement at the same rate or at a lower rate beyond three
years, for a period as may be decided by the Central Government‘
from time to time.

Explanation- For the purpose of item (a)ol'StreamII eﬂglble,
onrahr" means Bharat Sanchar ngam Limited.” |
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Annexure B
No0.409-12/2006-FN S  Dated 20™ September 2006
To
The Secretary,
Department of Telecommunication,
Sanchar Bhawan,

New Delhi — 110 001.

Subjet:.t:- Universal Service Obligation Fund (USOF) — Alternative to
~ Access Deficit Charge (ADC) from FY 2008 - 09.

Sir,

In October 2003, the Access Deficit Charge (ADC) regime was put in
place by the Telecom Regulatory Authority of India (Authority) as a part of its
Interconnect Usage Charge (IUC) Regulation, so as to ensure the sustainability
of the operations of the fixed lines in an environment where on account of social
requirement the access charges are below cost. This support is particularly
important for network with substantial rural coverage, specially to keep the fural
rental as well as local call charges affordable. However, the ADC is generally a
depleting subsidy regime and was introduced mainly to give time to the
incumbent for rebalancing its tariffs during the transition period and was
planned to be phased out over time.

2. Keeping in mind the fact that ADC is a type of subsidy and therefore
cannot be continued in perpetuity, TRAI in its Interconnection Usage Charges
(IUC) Regulation dated 23" February 2006 and earlier had indicated that the
ADC shall be phased out from the FY 2008 — 2009. Therefore, to meet the
social objective of below cost rural rental and to keep the local call charges
within affordable limit, some other option to meet the above policy objective, is
required to be explored. The Authority aiso indicated in its IUC Regulation dated
23" February 06 that it will submit suitable recommendations to Government on
this issue so that finally USO Regime takes care of support on account of ADC
also (para 3 of explanatory memorandum).

3. The Authority is of the view that since there is already an instrument
available to support the rural telecom service in India i.e. USO, there is a case
for utilizing this fund for the purpose of supporting the below cost rural rentals
and call charges. In many other countries, to support the affordable rural
telephony only one of such instruments is used.
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-4, Inmlsconbext,utismenhonedmatDOTsalreadypm\ddl USOsu
towardshmstaﬂaﬂmomealHoweholdDirectManggUn&sb:gme pport
.customers in rural areas for 1685 short distance charging areas (SIX 3wmch
are. high cost low income (Net C areaswtofatotal2647SDCAInme
country. Although both ADC an USOaretwoseparahesche:hs they have -
sszsg;;l;ymonallty in the objectlve and are overlapplng as regards to
a

5. In the light of the above, Authority is of the view that in case it Is
considered that the fixed lines in rural areas require some further support
beyond 2007 - 08 due to below cost rental and local call charges from national
S policy perspective, it could be considered for support through alternative
mechanism like USO. DOT may like to consider further course of action in view
¢2)f oau;e fact that the ADC is a depleting regime and will be phased out by March

6.  Thisissues w'rththe approval of Authority.

Yours faithfully,

Sd/-
(Rajendra Singh)
. Secretary
No409-12/2006-FN " Dated the 22™ November, 2006
- To
. The Secretary :
of Teiacommumcattons
Sanchar Bhawan, New Del‘h| o

Subject- Universal Service Obligation Fund- (uson Allemau've to Access
. Deficit Charge (ADC) from FY- 2008 ~09. =1

Slrl - . AR R E g

Please refer to TRAI's lefter of even number dated 20" September, 2006
on the above subject (copy enclosed). The main n thrust Iis in para 5 of the letter
wherein the Authority conveyed that in case it is considered that the fixed lines
in rural areas require some further support beyond 2007 — 08 due to below cost

" rental and local calls charges from national policy perspective, it could be
considered for support through alternative mechanism like USO. DOT was
accordingly requested to consider further course of action keeping in view the
fact that the ADC is a depletmg regime and will be phased out by March, 2008.
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Since TRAI is in the process of reviewing the IUC/ADC Regime for the
year 2007-08, the Authority proposes to issue consultation paper on this subject
by December 31, 2006. It will be highly appreciated if TRAI is apprised of the
status of the action being taken on its letter dated 20.9.2006 referred above.

. Yours faithfully,
. o
(Rajendra Singh)
_ Secretary
Enclosure: As above
REMINDER
F.N0.409-12/2006-FN ~ Dated the 27" December, 2007
To
The Secretary,
Department of Telecommunications,
Sanchar Bhawan,
New Delhi.

‘Subject:- Universal Service Obligation Fund (USOF) - Alternative to
Access Deficit Charge (ADC) from FY 2008 — 09.

Sir,

Please refer to TRAIl's letter of even number dated 20,9.2006 and
subsequent reminder dated 22.11.2006 on the above subject (copies enclosed).
The Authority had stressed that in case it is considered that the fixed lines in
rural areas require some further support beyond 2007-08 due to below cost
rental and local calls charges from national policy perspective, it could be
considered for support through alternative mechanism like USO.

2. It is requested that TRAI may be apprised of the status of the action
- taken on its letters referred to above.

Yours faithfully,

Sd/-
‘ (R.N. Choubey)
o Secretary In-charge
Encl: as above ‘
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Annexure C

D.O. No0.402-4/2005-FN (Pt.)
January 25, 2008

- Dear Shri Behura,

As you are aware the Telecommunications Interconnection Usage Charge
Regulat:on, 2003 was issued on 29™ October, 2003, The ADC regime has since been
reviewed on 6" January, 2005, 23" February 2006 and 21* March, 2007 to reflect the
changes determined in the ADC regime. A fresh consultation paper on Access Dcﬁclt
Charge (ADC) has been issued on January 21, 2008 and a copy of the paper along with a
copy of press release was sent to you vide D.O, letter No. 409-22/2007-FN dated 21* -
January, 2008. The Consultationr paper is for necessary action.

With regards, ' o

Yours sincerely,
sd[—
(Nripendra Misrg)
Shri Siddhartha Behura,
‘Secretary
Department of Telecomumcatlons,
Sanchar Bhavan,
New Delhi. '

Prinbd by the Manager, Govt. of India Press, Ring Road Mayapurl New Delhi- 110064
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