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TELECOM REGULATORY AUTHORITY OF INDIA
NOTIFICATION
New Delhi, the 9th March, 2009

THE TELECOMMUNICATION INTERCONNECTION USAGE CHARGES
(TENTH AMENDMENT) REGULATIONS, 2009
(2 OF 2009)

F. No. 409-12/2008-FN.— In exercise of the powers conferred
upon it under section 36, read with sub-clauses (ii), (iii} and (iv) of clause
(b} of sub-section (1) of section 11 of the Telecoin Regulatory Authority of
India Act, 1997 {24 of 1997), the Telecom Regulatory Authority of India
hereby makes the following regulations further to amend the
Telecommunication Interconnection Usage Charges Regulation, 2003{(4 of
2003}, namely:-

1. (1) These regulations may be called the Telecommunication Interconnection
Usage Charges (Tenth Amendment) Regulations, 2009.

(2) They shall come into force with effect from the 15 day of April, 2009.

2. In the Telecommunication Interconnection Usage Charges Regulation, 2003
(4 of 2003), (hereinafter referred to as the principal regulations), --------

(a) in regulation 4, after the entry “Schedule I1I - Access Deficit Charge (ADC)’,
the following entry shall be inserted, namely:-

“Schedule IV - Interconnect Usage Charge (IUC) for Short Message Service
(SMS)”;

(b} in regulation 5, after sub-regulation (iv), the following sub-regulations shall
be inserted, namely:-

“(v) Reporting Requirement for carriage charges for long distance
calls within India specified under paragraph (a) of Schedule II. Every
National Long Distance Operator shall, on quarterly basis, report to the
Authority the per minute rate of carriage charge and the total amount of
such carriage charge for long distance calls within India received by it
from every BSO/CMSP/UASL/ILDO, separately, and every
BSO/CMSP/UASL/ILDO shall, on quarterly basis, report to the
Authority, the per minute carriage charges for long distance calls within
India and the total amount of such carriage charge for long distance calls
within India paid by them to every National Long Distance Operator,
separately, and such quarterly report shall be submitted to the Authority
within thirty days of the end of the previous quarter.
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(v Reporting Requirement of Interconnection Usage Charge for Short
Message Service (SMS) specifisd under paragraph (1) of Schedule IV.
Every BSO/CMSP/UASL/NLDO/ILDO shall, on quarterly basis, report to the
Authority, the rate of Interconnect Usage Charge for SMS and the total
amount of such Interconnect Usage Charge for SMS received by it from other
BSO/CMSP/UASL/NLDO/ILDO and paid by it to other
BSO/CMSP/UASL/NLDO/ILDO, separately, and such quarterly report shall
be submitted to the Authority within thirty days of the end of the previous
quarter.”. ' '

3. In Schedule 1 to the principal regulations, for paragraph 1, the followmg
paragraph shall be substituted, namely:-

“1. Termination Charges

Termination charge for Local and National Long Distance voice calls to Fixed
Wireline, Wireless in Local Loop (Fixed), Wireless in Local Loop(Mobile), Cellular
Mobile Telephone Service (both 2G and 3G) shall be uniform at the rate of Re.
0.20( twenty paise only) per minute and the termination charge for incoming
International Long Distance voice calls to such Fixed Wireline, Wireless in Local
Loop (Fixed), Wireless in Local Loop{Mobile), Cellular Mobile Telephone Service
(both 2G and 3G) shall be uniform at the rate of Re. 0. 40 (forty paise only} per
minute.”.

4. In Schedule II to the principal regulations,-------

{a) in parégraph (b), for the words and figures “should be lower than Rs. 0.20
per minute”, the words and figures “shall be less than Re. 0.15(Fifteen paise
only) per minute” shall be substituted; :

(b) after paragraph (c), and before Notes to the Schedule II, the following
paragraphs shall be inserted, namely:-

“(d) Trunk Automatic Exchange (TAX) transit charges. Trunk Automatic
Exchange transit charge in all cases, other than transit charge for accessing
the Cellular Mobile Telephone Service of Bharat Sanchar Nigam Limited by
Cellular Operators which is governed by the Telecom Regulatory Authority

of India (Transit Charges for Bharat Sanchar Nigam Limited’s CellOne

Terminating Traffic) Regulation, 2005 (10 of 2005}, shall be less than
Re.0.15 (Fifteen paise only) per minute and, subject to the said limit, may
be decided by the concerned service providers through mutual commercial

arrangement.

(e) Transit Carriage Charge from Level II Trunk Automatic Exchange
(TAX) to SDCA. Transit carriage charge for carriage of intra-circle traffic
handed over from Cellular Mobile networks to Fixed network, frem Level 11
Trunk Automatic Exchange (TAX} of LDCA in which the call is to be
terminated, to SDCA, shall be Re. 0.15 (Fifteen paise only) per minute,
irrespective of distance.”.
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S. After Schedule II to the principal regulations, the following Schedule shall
be inserted, namely:-

“Schedule IV

INTERCONNECT USAGE CHARGE (IUC) FOR SHORT MESSAGE SERVICE -
(SMS)

Intercennect Usage Charge (IUC) for Short Message Service (SMS).-
Interconnect Usage Charge (IUC) for Short Message Service (SMS) shall be
under forbearance:

Provided that such charges shall be trans arent, reciprocal and non-
2
discritninatory.”.

L. AT, " L.

LAV GUPTA, Principal Advisor (Interconnection & Fixed Network Division)
[ADVT [11/4/142/2008/Exty.]

Note 1. il principal regulations were published vide F. No. 409-5/2003-FN dated 29th October 2003
(4 0f 2003) and subsequently amended vide notification Nos—

(i} 4099-5/2003-FN dated 25" November 2003 (5 of 2003) (First
Amendment); '

(if #09-5/2G03-FN dated 12% December 2003 (6 of 2003} (Second
Amendment);

(i0)40%-5/2003-FN  dated 315 December 2003 (7 of 2003) (Third
Amendment};

(vi409-8/2004-FN dated 6% January 2005 (I 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
Z1¢ September, 2005 in appeal No. 7 of 2005;

(vij 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 21st March 2007 (2 of 2007) (Eighth
Amendment);

(iXj409-22/2007-FN  dated 27 March 2008 (2 of 2008) (Ninth
Amendment).

Note 2. 'I he {ixplanatory Memorandum explains the objects and reasons of these regulations.
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Explanatory Memorandum to “The Telecommunication
Interconnection Usage Charges (Tenth Amendment) Regulations,

2009" ‘ '

1. Introduction - Interconnection and Interconnection Usage
~ Charges(IUC)

1.1 Telephony offers maximum bgnefits to consumers if network effects are

1.2

exploited to the largest extent possible. This would enable each consumer
to reach as many other consumers as possible. In the situation of plurality
of operators and networks that exists in India the consumers calling each
other are quite likely to be on different networks and to take benefits of
network effect in such a situation it is absolutely essential that these
networks interconnected. A variety of access networks - fixed and mobile,
national Ibng distance and international long distance networks have to
interconnect with each other to make local, national and international
calls possible. This plurality makes the types and numbers of

interconnections large and needless to mention easy to slide into disorder

if not managed effectively. It would not be an overemphasis to say that
efficient interconnection is central to virtually all public policies opening

competitive opportunities in telecommunications.

While the public interest m'otive_for interconnection is strong, individual
operators may view it in different light. Whether they are cooperating
networks like access and long distance or competing networks like two

access service providers in the same area, the tendency to transfer

network cost to other service providers, realize as much revenue as
possible, impede cofnpétition and maintain or increase their market share
as best as possible cannot be rules out. The incumbent, public or private,
would not want the new competitors to take advantage of their network,
take away their business and earn high profits. This may lead to
protracted and costly negotiations and a game of brinkmanship at the
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1.3

“cost of efficient services to the customers that, in the first place, was the

aim of telecom refcrms and increasing competition. It is in the interest of
the public that effective interconnections take place. The incumbent
operators may feei that commercial benefits of interconnection accrue
principally to the smaller network giving them advantage of greater
perceived value because of network effect. They may therefore impede
interconnection by charging a high price when regulation so allows or
delay when rates are mandated by regulation. A large network may also
seek to foreclose entry by charging high interconnection prices that
eliminate or weaken smaller competitors for the same pool of retail
customers. It is obvious then for some service providers that
interconnection fooms as a potential threat to their market share while for
others it may be basic input for carrying on business. In addition any
network will, other things being equal, benefit from high interconnection
charges that enhance its revenues. For these reasons it would be unwise
to think that interconnections would happen freely and fairly under all
circumstances. Regulators, therefore, are expected to play a crucial role
of providing an enabling interconnection environment and balancing the
need for reguiatory certainty with the need for maximization of subscriber
benefit, promoting competition and allowing stakeholders to enjoy the

benefits of technological innovations.

Mobile operators who have a large subscriber base would seem to benefit
from high termination charges at the cost of smaller and newer operators
as the latter are net payers of large amount of termination charges as a
higher proportion of their calls terminate of larger mobile operators. The
termination charge for most operators, particularly new and smaller
operators, becomes an item of cost, as they are net payer of termination
charge. High termination charge reduces their margins and their
competitive ability and gives distinct cost advantage to large service
providers who are, as a result, able to consolidate the termination market

by acquiring more subscribers.
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1.4

2.

2.1

Termination of calls generated by subscribers of other interconnecting

service providers involves cost for which the service providers need to be

" fairly compensated. It becomes very important to have an effective

interconnection .usage charges (IUC) regime in place to facilitate

interconnection arrangements among various co-operating and competing

. service providers and provide greater certainty to the settlements among

them. The purpose of such an IUC regime is to ensure that all service
providers are able to gain access, on reasonable terms and conditions, to
the interconnection facilities and services necessary to provide efficient
service to their own customers. An IUC regime primarily oriented lo cusl
promotes competition among operators and reduces wastage of economic
resources. It gives the operators sufficient flexibility in fixing its tariffs for
its customers and offer innovative tariff plans. It promotes welfare of the
customer, sustained growth of telecommunications and economic

development of the country.

IUC reconciles conflicting objectives

The establishment of IUC needs to take into account conflicting views of
the stakeholders and also reconcile a number of often conflicting
objectives. An important _objective of IUC is to make available the widest
range of telecommunication services to the consumers at reasonable cost
and also these services should be provided in the most economically
efficient manner. An effective IUC regime would create conditions for
attracting investment and stimulate infrastructure growth and innovation.
At the same time it wou|d create conditions for fair competition among
the incumbent operators and new entrants. The bottom line is that the
benefits of liberalization should be distributed as quickly as possible to the
largest section of the society with consumers able to access the full range
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2.2

2.3

of services in the market and not just that offered by the access providers

to whose network they are connected.

While establishing an IUC regime the impact on competition, prices,
quality, incentives and investment in fixed and mobile network has to be
seen. The service provider needs to be fairly compensated for its
investments and operational expenses through appropriate components
of IUC to drive growth of telecommunications services. If the
interconnection price is set “too low” then inefficient competitors may
enter the market. Incumbent operators may not invest sufficiently in the
network and compromise on the quality of service. If the interconnection
price is set “too high” it will deter entry by efficient competitors.
Inefficiencies would be compensated for and thrive, there would not be
reward for development of efficient networks. For many new entrants,
interconnection is one of their largest costs and may affect their ability to
face competition from established players and deveiop their networks.
Service providers may concentrate on maximizing payments from other
carriers, instead of focusing on providing services to retail customers.
Services may become unaffordable for a large segment of customers and

those who can afford will be paying more than they need to.

The methodology used would arrive at the level of charges and ensure
that the direction of development of the sector is consistent with the
plans and policies. One has to ensure that charges enable service
providers to recover their costs, see the transfers associated with call
termination, examine whether they are justified from an economic or

social welfare perspective and whether they restore level playing field.
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Description of the Regime Under Review

The framework of Interconnection Usage Charges was established by the
Telecom Regulatory Authority of India (herein also referred to as The
AuthoﬁW) through “The Telecommunication Interconnection Usage
Charges (IUC) Regulation, 2003” (1 of 2003) dated the 24" January
2003. These regulations were initially to be effective from 1% April 2003
but TRAI had to go into consultation on issues related to settiement of
inter operator interconnect charges for which a consultation paper was
issued on 30™ April 2003. These issues were settled in consultation with
the service providers through a n_umber of meetings and the IUC regime
was implemented on 1% May 2003. This IUC Régulation introduced the
regime of Calling Party Pays (CPP) that is perhaps one of the most

important factors responsible for fast_growth of telecom services in India.

Various schedules specifying origination, carriage and termination for
intra circle and inter circle as well as in‘tel; network calls were part of this
regulation. The charges were based on the type of network in which call
originated or terminated and distance travelied in a service provider’s
network. In case of the cellular network, the charges were also based on

whether the destination network was in a metro or a non-metro city. The

" termination charge then varied from 15 paise to 50 paise and carriage

charges were from 20 paise to Rs 1.10 depending on the distance.
Interconnection charges (the recurring amounts payable for the set-up
costs e.g. Port Charges and Leased Line Charges) continued to be
governed by “The Telecommunication Interconnection (Charges and
Revenue Shafing) Regulation, 2001(5 of 2001)". |

After the implementation of the above regulation, TRAI received several
communications indicating problems with both the tariff regime and the
IUC regime. For improvi'ng and streamlining the IUC regime the Authority

decided to go through another consultation process and a consultation
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3.4

3.5

3.6

Paper on “IUC issues” was issued on 15th May, 2003. After completing
the consultation process a revised IUC regime was notified by thé “The
Telecommunication Interconnection Usage Charges Regulation, 2003" (4
of 2003) dated the 29" October 2003 superseding the earlier Regulations
which became effective from the 1% February 2004, This was well
accepted by the industry and has been instrumental in growth of the
industry and reduction in tariffs. At present IUC Regulation dated 29™
October 2003 is the principal Regulation.

The Authority conducted another review of IUC regime based on its
consultation paper dated 17 March 2005. This consultation paper
recalled, in particular, a wide range of issues which inter-alia included
interconnection usage charges (carriage and termination), possible
differential termination charges for national and international calls etc.
The Authority, after following the public consuitation procéss and
discussions with the industry notified the revised IUC regime on 23"
February 2006, which was implemented from 1st March, 2006. In this
regulation, the Authority decided to put a ceiling on carriage charges
while other TUC components were kept same for the reasons given in the

explanatory memnrandum accompanying the regulation.

In its 23 February 2006 review, The Authority noted that due to
increased volume of traffic the termination charges especially for mobile
services may be lower than specified charges. The Authority had also
estimated and found that mobile termination charges as well as fixed
termination charges could be lower than the present specified level of
Rs.0.30 per minute. In Spite of this, the Authority decided to keep the
fixed and mobile termination charges unchanged mainly on account of the
reasons given in Para 58 & 59 of the February 2006 IUC Regulation.

The change in the carriage charges provided a strong basis to the

operators to reduce the long distance tariffs as well as to pave the way
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towards more and more usage of the long distance networks. The Regime
notified under the 23™ Feoruary 2006 Regulation, was followed by
announcement of One India scheme by BSNL. Subsequently for STD calls
between Delhi and Mumbai, tocal call ;'ate for fixed line subscribers were
offered by MTNL. Some of the private service broviders also offered

similar tariff plans.

Components of IUC

- The prevailing Interconrection Usage Charge (IUC) regime deals with the

3.7.1

3.7.2

- charge payable by one service provider to one or more service providers

for usage of the other service providers’ network elements for arigination,
transit or termihation of the calls. A call has three portions Origination,
Carriage/ Transit and Termination giving rise to corresponding charges.
These and other charges that have been part of the IUC Régualtions are
described beiow:

Origination Charge

The originating service provider s allowed to retain origination charges as
the residual amount after payment of charges for carriage/transit and
termination. As per the prevailing regulations originatﬁon charges are

under forbearance,
Termination Charges

The terminating service provider, whose network is used for terminating a
telecommunication message is supposed to get paid for usage of its
network. In simple words, the service provider from whose network the
call originates pays termination charges, to the service provider on whose
network the call terminates.
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As per the prevailing regulations, the uniform Termination Charge @ Rs.
0.30 per minute for all types of calls viz. Local, National Long Distance

and Internationai Long Distance, has been specified.
3.7.3 Carriage Charges for Long Distance Calls within India

Carriage Charges prevalent from 1% February 2004 to 28" February 2006
In 29th October 2003 IUC. exercise the cost based charges for long

distance carriage were calculated as Rs. 0.21, Rs. 0.65, Rs. 0.85 and Rs.
0.94 per minute corresponding to distance slabs of 0 to 50Kms, 50+ to
200 Kms, 200+ to 500 Kms and above 500 Kms respectively. These costs
were calculated based on data of BSNL, who is an integrated operator..
Considering that the costs relevant for stand aione operators would be
nigher, the carriage charges in the IUC Regulation were specified at
slightly higher leveis for the last two distance categories: they are about
10% higher for the second highest distance category and about 20%
higher for the highest distance category. The Carriage Charges for long
distance calls within India, as specified in the 29" October IUC Regulation
are Rs 0.21, Rs. 0.65, Rs. 0.90, Rs. 1.10 per minute for the slabs_
mentioned above. On the above specified carriage charges, the service
providers were allowed to negotiate a spot vaiue within +/ - 10% of the

long distance calls carriage charge beyond 50 Kms.

Carriage Charges from 1 March 2006 to present

The Authority reviewed the carriage charges in its 23rd February 2006
Regulation. The overwhelming Spinion of the stake nholders was that the
Authority should continue to fix carriage charges and regulate the same
at least as a ceiling charge. Keeping in view the various comments
offered by the stakeholders and its own analysis, the Authority moved
away from a regime of slab based specified carriage charges introduced
in 2003 to a ceiling based regime in which the ceilings was specified as

Rs. 0.65 per minute.
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3.74

3.7.5

It may be noted that calculation of carriage charges in the IUC Regulation
dated 29" October 2003 was done on the basis of ‘cost data of BSNL
alone and keeping in view that the costs relevant for stand alone
operators would be higher, the carriage charges in the TUC Regulation
were therefore specified as slightly higher amounts for the last two
distance categories. While prescribing ceiling in 23" February 2006
Regulation -Authofity had provided mark up of 25% on the weighted
average cost of carriage of NLDOs operatioﬁal at that time.

Carriage Charges for International Long Distance calls

For international long distance calls, international carriage charges and
termination at ‘foreign end are settled between ILDOs and foreign
carriers. As per the clause (¢) of Schedule II of the IUC Regulation dated
29" October 2003, these charges are under forbearance.

Intra SDCA Transit Charge

The Authority has adopted the policy of forbearance for the Transit
Charges for intra-SDCA calls subject to the following condition:

“Direct interconnection between Access Providers Is mandatory. For
exceptional cases of Intra-SDCA transit, operators may decide the
charges through mutual negotiation. Howéi/er this should be lower than
Rs. 0.20 per minute.”

3.7.6 Transit Carriage Charge from Level II TAX POIs to SDCA

According to the present regulatory framework intra circle mobile traffic
from all operators to fixed lines of BSNL is being handed over at Level II
TAX in the fixed network of BSNL. From Level-II TAX to SDCA level traffic
is being carried by BSNL for mobile service prbviders -and BSNL levies a
regulated charge of 20 paise per minute on the mobile service providers.
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4.1

4.2

If the handover is at any other TAX level then the relevant carriage charge

must be paid.
The Review Proccss

A number of facters have gone into fixing of IUC charges that are
currently effective. With increasing competition, massive growth in
number of subscribers and reduction in tariffs; the calling pattern, the
total traffic and its dispersion aiso change. Uownward or upward
movement of some of its constituents alfters the cost of providing
services. Besides, changes in policy and regulatory environment could
have a bearing on one or more of these charges. Passive infrastructure
sharing has brought about a change in the CAPEX/QPEX structure of the
service providers. issue of fresh licences and allocation of spectrum to
new companies would see infusion of capital in the sector based on their
perception of viabiiity of operations. Competition is bringing in compulsion
of handling traffic more efficiently. More and mcre service providérs are
embracing Internet Protocol {IP) networks in a bid to reduce their
netwbrk CAPEX and OPEX and perhaps prepare for migration to NGN. The
Government incumbents have launched 3G services. Auction of relevant
spectrum and subsequent deployment of 3G services by other service
prodders is round the corner. It had therefore become necessary to

consider how these changes would affect IUC

The Authority is well aware that IUC review is a complex exercise in
which close interaction with the stakeholders is necessary for satisfactory
completion. The Authority therefore considered it appropriate to have
discussions with service providers in a two-stage consultation process. It
was decided to have a comprehensive preliminary consultation process -
with the service providers followed by an open public consultation. The
preliminary consultation carried out through the communication 409-
12/2008-FN dated 12.9.2008 stressed that an IUC regime serves muitiple
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4.4

purposes. It promotes resource utilization, gives certainty to inter-
operator settlements and facilitates interconnection agreements, helps to
implement desired poiicies of growth, quality and competition. 'Ther
service providers were asked to comment on the basic principles for
review, components to be reviewed, method of calculation and level of
each charge, approach/model/methodology to be adopted. They were
also asked to provide network architecture, routing, network element cost
and its apportionment among services. They were asked to provide data

-on costs, traffic and revenue used to arrive at the results above including
~ the assumptions underlying the cost calculations in detail. Total number

of incoming and outgoing minutes (off-net and on-net separately)

handled fdr various services; Identification of traffic sensitive network -
elements and relevant minutes of usage for each of the corresponding

network element were also requested. The general response was in

favour of reviewing all the components of the IUC regime. However the

opinion on methodology and correct level of charges was divided. Most of
the operators did not submit network architectura! details and traffic data.

The comments received during pre-consultations were taken into account

while preparing the consuitation paper that followed the pre-consultation

process and also while evaluating the options. *

A presentation was made by the Spectrum Value Partners on behalf of
CQAI in which they presented in detail the H-FLLRIG model. Another
presentation was made by AUSPI in which they showed reservation about
the model proposed by COAI and also asked for continuation of the
already established model.

A detailed consultation paper was issued on 31.12.2008. The consultation

- paper described in detail all inter-rélated issues including what component

of IUC should be reviewed, justification for asymmetric termination
charge, if any, methodology for estimating IUC components, higher

termination charge for international incoming call, impact of mobile and
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4.5

4.6

4.7

fixed termination charge on tariffs, suggestion for taking care of future
developments like 3G, Wi-Max etc. The stakeholders were given time
untii 30.1.2009 to respond. 23 stakeholders including 13 service
providers, 3 Associations and 7 Consﬁmer Groups and members of the
public sent written comments that were uploaded on the TRAI website.

The Open House discussions were held at Dethi on 12.2.2009.

Mter the Open House Discussions at Delhi, opportunity was also given to
the CEOs and senior functionaries of existing and new operators to
present their views on any issue that they consider important. The
presentations given by these companies have been upioaded on the
website. The opinions expressed have been taken into consideration in

the review of IUC.

Taking into consideration the importance of the subject to the
telecommunications sector, the interest that the consultation paper had
generated and varicus communications sent by the stake-holders in the
intervening period, The Authority decided to have a second round of
Open House Discussions at Hyderabad on 26.2.2009. A presentation was
made to the stakeholders to clarify the key issues raised by them. They
were given ample opportunity to make their comments. A copy of this

presentation has also been uploaded on TRAI web-site.

The Authority has taken into account various comments of the
stakeholders provided in writing during preliminary consultations,
consulltations or otherwise. or conveyed in the open house discussions
and presentations. The Authority has also used other inputs like balance
sheets, annual report, accounting separation report etc to which it has
access and analyzed the matter in detail. In the following paragraphs
each issue raised in the consultation paper has been examined taken into

account the comments of the stakeholders. For the sake of clarity points
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4.8

4.9

948 GIf2009—9

raised by stakeholders are given in the italics font following by the

analysis by TRAL

some of the service providers and associations have suggested that the
Authority may consider setting up a joint industry working' group or a
steering committee to deliberate and decide on the same. They further
argued that it is all the more important that this approach may be
adopted by the' Authority for the TUC review since important commercial
considerations are at stake. The issue of IUC has always been important
and handled by the Authority with seriousness and concern it deserves.
Not only the established procedure of consultations with the stakeholders
has been carried out but the consultation process has been varied and
protracted. There were interactions with the service providers and
associations at the preconsultation, consultation and open house stages.
There were also presentations by the associations and service providers
and interaction at the highest level in TRAL. Therefore, the Authority is of
the opinion that setting up of any working group would not be productive
given extreme and conflicting pursuits and would create uncertainty in

the industry.

The fact that the service providers have proposed a wide range of
termination charges ranging from negative MTC, bill and keep, low MTC
and very high MTC to serve their own commercial interests which may
not necessarily be consistent with the objectives of spurring growth,
creating level-playing field and consumer welfare. The methods proposed

also cover a whole spectrum of possible methods as described in the

‘earlier sections.
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Consideration of the main comments of the stakeholders on the
issued raised in the consultation paper, Open Houses and other
meetings

The Authority received comments from various stakeholders. Comments
received from stakeholders have been put on TRAI website and the Open
House Discussion was held at New Delhi on 12" February 2009. As has
been said above, some of the service providers and associations also gave
presentations to the Authority individually on the subject. Second round
of the open house discussions with service providers was also held at
Hyderabad on 26" February 2009 whercin the stakcholders havc becen
consulted on issues emerging from previous consultations held in Delhi
like methodology for calculating the MTC, deduction of some items from
OPEX to arrive at relevant Opex, confidentiality of Accounting Separation
Data, treatment of revenue generated through vaiuc added services, SMS
termination charge and termination on internations! incoming calls. The
Authority has gone through all the comments. Scmie of them have also
been discussed and debated in Open Housc Discussions. While arriving at
the decisions, the Authority has taken into consideration all the written
comments, comments provided in Open House Discussions, presentations
during the meetings with the Authority and noted the issues raised in VIP
references. Some of the main Comments received from tiie stakeholders
on the specific issues, raised in the consuitation paper are summarized
under the respective issue and dealt with in the paragraphs following
thereafter

Issue 1: Components of IUC to be reviewed

The comments received from the stakeholders on this issue are

summarized below and dealt with in the paragraphs following thereafter.
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(ii}
{(11)
(iv)

v)

{vi)

(i)

(viii)
(i)

(x)
{xi)
(xif)

(xiii)

(xiv)

All elements which add up to form the end tariff to the consumer
should be reviewed from cost perspective for arriving. at any
numbers. |

Termination charges, carriage charges and transit charges to be
reviewed.

Only termination charges and carriage charges need to be
reviewed on the actual cost basis. There is a no need of reviewing
the transit charge as it is not a mandalory service and therefore,
should be left for negotiation.

Origination charge/ carriage charge / TAX transit charge / transit /
carriage charge hetween LDCA to SDCA and termination charge

should be reviewer,

No regulatory intervention is required with regard to the origination

charge.

All components of Interconnection Usage Charges should be -

reviewed _

Revjew of interconnection regime to be done: holistically.

Origination charge should continue to remain in the forbearance
category.

Origination charge with respect lo services like calling cards must
be mandated to enable inferconnects.

Termination charge / transit charge / origination charge with
specific reference to ILD / NLD calling cards, carriage charge
between LDCA and LDCA, total cost of infterconnection and inter-
operator transiting should be reviewed.

Origination, termination, port charges and other charges etc.- need
to be reviewed. Carriage charge ceiling may also be reviewed.
HoWeven current ceiling may also be maintained. |

Termination and origination charge need to be mandated based on
cost.

Termination, carriage, transit and port charges to be reviewed.

MTC, FTC, incoming ILD termination charges, carriage charges fo

bhe reviewed.
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5.2.2 During the wreconsulffations and  consultations there has been
overwhelmng »raorsement for review of all the components prescribed
in the princinat <o aation dated 29" October 2003.

5.2.3 Some of the stk . iders have asked for review of port charges as part of
IUC review. Tiw Authority noted that port charges are a subject of
another regui=iin called "The Telecommunication Interconnection (Port
Charges) Req.'niin 20017 issued by the Authority on 28" December
2001 and ame - g on 027 February 2007. In calculation of port charges
only the incremet:! CAPEX for provision of ports was taken into account.
Although for pioviding ports there is a need for not only augmenting the
switch capacitics but aiso other downstream parts of the network to
handle the additional traffic entering into the network through these
ports. As the port ¢harges have never been part of the interconnection
usage charges regime, the Authority is of the view that the port charges
should continue to He dealt with in the regulation on port charges and
should not be merged with TUC,

574 A few service - vhders have also proposed determination of the
origination charge (or alis made through calling cards as part of the IUC
regime. There is a {undarmental difference between normal voice calls and
calls through calling cards proposed to be issued by NLD and ILD
operators. In the case of calling cards the money is collected by the
service provider issuing the cards white the calis are originated from an
access provider s neiwork who does not bill the customer for these calls.
The access pro-aer needs to be compensated either through mutually
agreed rates with the service provider issuing the cards or through
regulated rates, The Authority has also noted that the services provided
through cailiv; ¢rds are berg handled by the Intelligent Network
Tarvices Reguier oo datnd 27.11.2006 and, therefore, decided that the
Authority woutld iniorvene at the appropriate stage and time, through the

IN Regulations, ‘or determination of the origination charge to be paid to
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5.2.6

the originating access provider once the long distance and international -
long distqnce services have been started by the NLDOs and ILDOs
through calling cards.

On review of Origination Charge of fixed and mobile voice cails some of
the service providers have argued that since the market forces are
working well and the service is affordable, therefore, no regulatory
intervention is required and the present stipulation of forbearance'may be
continued. They further argued that placing origination under forbearance
helps the originating operator in retaining the residual amount after
paying the other obligatory IUC charges. The Authority has also noted
that leaving origination charge under forbearance allows the service
providers flexibility to offer innovative tariff plans. This constitutes an
important tool for generating competition in the market and works in
favour of the customer in 'a competitive scenario. Therefore, keeping in

view the policy of tariff forbearance, the Authority decided to continue

‘with forbearance in origination charge for normal voice calls.

Concern was raised by some of the service providers on the IUC charges
on SMS. It was noted that the issue has been handled in the earlier
regulations in the following ways. In the 29" October 2003 1UC regulation
IUC for SMS was kept under forbearance and the Authority had stated
that it may revisit this matter in the near future based on the exercise of
collection of additional data. A consultation paper was consequently
issued on 13.6.2006. Base_d on the consuitations, decision of the Authority
was issued on 21% August 2006. To quote from the analysis attached to
the decision of the Authority

* .. at present the market for SMS is contested almost exclusively by the
mobile operators, which either operate bill and keep regime without any

interconnection charges or they have reciprocal- charging regime and

1
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relatively balanced traffic flow..”. In view of the findings the Authority

decided to continue with forbearance in the matter.

5.2.7 The cost involved with the handling of SMS in any of the service providers
network is insignificant as compared to the cost for handling voice. In
addition there are complexities involved in accounting for IUC for SMS.
SMS is sent by the SS7 signalling channel and in order to bill and verify
SMS termination internally, the mediation system needs to be able to
generate SS7 CDRs for the billing system to count and rate the number of
SMS messages. The terminating operators, in many cases, may have to
rely on the originating operator to supply them with records of the SMS
count of messages ianding on their network. The billing system also
needs to be scalable enough to process a large (and increasing) number
of SMS arriving on the network. The prevailing trend in the industry is

that IUC is not being realized by the service providers from each other.

5.2.8 The uptake of SMS by GSM customers has been a major success story for
the mobile industry. Also in view of the fact that by and large the
arrangement prevalent today are ‘bill and keep’ and mutually agreed
reciprocal arrangements, the Authority believes that the service providers
would continue with these arrangements in a fair, transparent and non-
discriminatory manner, The Authority has therefore decided to continue
with the policy of forbearance in the matter of IUC on SMS, however, to

keep watch on the market, reporting requirement is being incorporated.

5.2.9 In view of the foregoing discussions the components that are to be

determined through the present review are as follows:

(i Termination Charges for fixed and mobile(including 3G)

(i) Carriage Charge for long distance calls within India

(i)  Transit Charge for Intra SDCA calis and TAX transit charge
(iv)  Transit/Carriage Charge from Level-II TAX to SDCC Tandem
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5.3

5.3.1

v)
V)

Termination Charge for international incoming calls
IUC for SMS _

Issue 2: Methodology for estimating IUC

Comments received from the stakeholders on this issue are summarized

below and dealt with in-the paragraphs following thereafter.

@

(i)

(iii)

(iv)

(v)

(vi}
(vii)

Hybrid FL-LRIC model for determination of IUC in lin;a with

international best practices and taking into account all the relevant

costs.

The same principle should be applied to fixed and mobile.

Hybrid FL-LRIC — the approach that reconciles the results derived
from bottom up and fop down approach should be used.

As the fixed line and mobile technology provide the same service
the termination réte should be set using equivalent principle and
methodology. | )

Capex and Opex both have to be taken into account while
calculating for the termination charges for wireline and wireless
networks.

Top down costing approach with historical cost should be used.
LRIC model or its variant are extremely difficult to implement in

transparent manner.

(viii) " IUC should not be revenue generating model for any MNO.

(ix)

x)

(xi}

(xii)

Marginal "cost of only those elements that affect termination,
carriage or transit directly should be considered.

Hybrid FL-LRIC model for determination of MTC in line with
international best practices after taking into account all the relevant
costs. '

Revenue share model for termination charge at reasonable levels

to support investment and returns to all stakeholders. -

- Continuing of existing cost methodology.

(xiii)  Bill and keep and negative MTC are two options to be considered.
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(xiv) Bill and keep or the cost based regime.

(xv) Charges should be worked out as per EL-FLRIC model as well as
existing FAC model and lower of the two should be adopted in
case of incumbent operators and FAC for new licensee.

(xvi) Bill and keep regime should be adopted.
Niscussion on approach for determination of TUC

Broad principles are usually common across regulators and these include
among others promoting economic efficiency, promoting competition,
promoting growth, keeping services affordable, and fair compensation for
cervices rendered. Economists and regulators agree that the approach
adopted should be adapted to local conditions and should be based on
rost so that the service providers are compensated for their resources
Lsed by the other service providers. However, it is difficult to strictly align
arices with the  costs. Interconnection usage charges imply setting
~harges to compensate explicitly one operator for the costs imposed on
wim by the other operator’s use of his network to originate or terminate a
~all. The operator paying the interconnection usage charge "owns" the

call and takes the risk of disputed and unpaid charges.

: 5ome experts feel that to decide the cost-based level of pricing of

terconnection the best approach would be one based on forward-
looking costs of supplying the relevant facilities and services such as Long
rRange Incremental Cost (_LRIC) or one of its variants. The service
praviders supporting this contention argued that many international
regulators are moving towards LRIC model as this approach gives ability
to incorporate  operational efficiency and prospective market
deveiopment. There are practical limitations on applicability of these
eppreaches. Those not in favour of LRIC argue that in certain situations
spfring  interconnection prices at LRIC may not permit a new, local

sopvices entrant to run a viable business. This could also be a case when
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established Incumbents subsidize tariff by revenues from call termination.

They argue that the new entrant’s interconnection costs may exceed the

‘retail prices it must offer to compete effectively and establish itself. They

also blamed the service provideré supporting LRIC to have used

assumptions that inflate the call termination related costs.

There are examples of countries using both LRIC and non-LRIC-type
approaches. Countries use variations and adaptations of these
approaches to reflect the practical realities and to implement desired
policies. The choice of the_right approach depends on the prevailing
circumstances and the concerned regulators need to assess these
carefully. Modifications are often made to various approaches to attempt
to compensate each operator more closely for costs resulting from its
interconnection. It is largely country specific taking into account the local
situations.

As couid be inferred form fhe comments given during the consultation
process the stakeholders are not united in their proposal on methodology
that should be used. Taking into account all the comments the foliowing
three methods have been commonly suggested:

(i) Forward Looking Long Range Incremental Cost (FFLRIC)
(i)  Bill and Keep (BAK) '
(i)  Fully Allocated Costs (FAC)

The Forward Looking LRIC (FLLRIC) is a bottom up approach in which the
cost of services is computed using an optimized model of the network and
service production technologies. The method presumes that the team

- involved in such modelling has the advantage of having network planning

expert(s) among them. Faulty planning process and assumptions could
lead to incorrect design of the efficient network and consequently
incorrect costing and cost allocations. The Forward Looking element

[

o
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5.3.7

implies performing the network design considering both present and
future forecast of customer demand. The long range concept implies that
the time frame is sufficiently large so that all costs can presumed to be
variable, even the capital investments costs related to network capacity.
The iong time frame would however make the forecasts less reliable. A
network designed on incorrect forecasts would give incorrect results.
Another important element of all LRIC methods is that the increment has
to be defined in such a way that the outputs can be used to demonstrate
that charges are cost oriented. lLarge increments, e.g. “access”, may not
provide information necessary to demonstrate cost orientation while there
are practical and methodological limitations to defining increments at a
too narrow or too detailed a level. Among the advantages of this method
are subsidy free prices as each customer pays for his service and also if
the forecast and network design have been properly done, inefficiencies
of individual operators are excluded. These models are, however, hard to
develop. They are time-consuming and lead to high regulatory cost. They

are not based on accounting procedures and therefore difficult to audit.

Use of Hybrid FLLRIC model has been proposed by some stakeholders.
The “hybrid” aspecl involves calculation based vn both Top-down and
bottom-up approaches and then reconciling the results. This is to take
care of the possibility that depending on the network design and various
assumptions the results obtained by the involved bottom-up approach
may be incorrect. The details submitted by these stakeholders were only
for bottom-up analysis and Top-down results were not provided. The
modelling was done for a hypothetical efficient operator and hypothetical
new entrant. The results were predictably different. The use of ‘scorched
node’ approach may not be appropriate for the new service providers.
The calculations involved inclusion of both CAPEX and OPEX which
transfer the whole cost of an operator to an interconnecting operator, the
smaller and new service providers would be at a disadvantage of high

input cost and would not be able to offer innovative tariff p'tans. As is
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evident from the submissions, the method is based on numerous
assumptions that may be contested by rival service providers as has been
done in this case. The hybrid FLLRIC model takes all the costs of a
hypothetical new entrant that would definitely lead to'higher termination
charges. . These calculations does not show use of the incremental cost

incurred by existing service provider for terminating incremental traffic

which should actually be done for the LRIC model. Assumptions ‘with

regard to sharing in of infrastructure, call mix, market share etc. has aiso
been taken in such a way that they are leading to higher termination

chérge.

It has further been noted that irﬁplementation of LRIC model or its
variant is very difficult to implement ih a transparent manner as it
requires a detailed micro level data/information of the service proviers'
networks which would not be practically possible to collect from various
service providers and may not be transparentty provided by them. This
information would also vary among the service providers and would lead
to large variations in the results. There is always a possibility of service
providers having some additional information, not available to TRAI,
which they could make use of to the detriment of other service providers
or consumers. These models are based on hypothetical assumptions that
require consensus among alt stakeholders before being adopted by the
Authority. A slight variation in the estimation may lead to encrmous
variation for one particular type of the service provider. This subjectivity
and lack of transparency would provide opportunity for the vested
interest to Iifigate and sabotage the whole process and thereby deprive
the subscribers for getting the benefit of adjustment of Interconnection
Usage Charges. The subjectivity is very clear by the different models
submitted by associations and the service providers and which shows very
large variation in the termination charges just by changing some

assumption, network architecture and forecast.
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5.3.9 Another set of stakeholders have also carried out calculations based on
the same modelling techniques but with assumptions that are more
applicable to them and the results are shown to be drastically less than in
the first case. These stakeholders have contested many of the important
assumptions made by the supporters of FLLRIC. Representatives of new
service providers have demonstrated that with assumptions more suited
to them much lower termination charges are obtained. One of the
consultants has also submitted its report based on hybrid LRIC model

'. using different assumption which is leading to lower termination charge

« gompared to the model submitted by the first group. The basic idea of

adopting LRIC model by some countries has been to avoid inefficient cost
or the irrelevant cost from being transferred to the interconnecting
operator. The aim is to see that the consumer gets the benefit of growth
of telecom industry and does not pay for any historical cost or inefficient
cost incurred by any of the operators. Transferring the whole cost of an
operator to their interconnecting service provider would lead to inefficient
arrangement as the interconnecting service providers would not be able
to offer innovative tariff plan as their input cost in the form of termination
charge would be higher. This would lead to higher cost being taken into
account for the new entrant as compared to the existing operator leading
to fixation of asymmetric termination charge between new entrant and
existing service providers which the Authority does not favour as
explained in the relevant Para. Therefore, it would not be appropriate to
use a model, which is complex, subjective and does not seem to confer
any great advantage for calculating mobile termination charge. On the
other hand the top down model taking data from annual report, account
l,;.._separation report etc. of the service providers with proper normalization
and adjustrﬁent would be less subjective, verifiable and would not lead to

of much difference in estimating the termination charge.
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5.3.10 From these claims and counterclaims it is clear that any consensus on this
methodology would be very difficult to arrive at. In any case there is no

best or perfect solution for all circumstances.

5.3.11 Bill and Keep was another method.suggested. In this method the service
providers do not pay any termination charges to each other. This method
has the advantage of the service pr;oviders not transferring costs of their
network to interconnecting service providers and aiso of low regulatory
costs. This method does not work if the traffic flows are imbalanced or
the service providers are at different stages of network deployment. It
may not properly compensate the service ptroviders and may not

encourage development of efficient networks.

5.3.12 The supporter of bil! and keep claimed that zero MTC under bill and keep -
regime is one of the most pro consumer and pro competitive. According
to them the zero MTC regime will remove all controversy caused by data
amBiguity, reduce the risk of subjectivity and would be future proof IUC
regime. These service providers also said that payment of termination
charge unnecessarily blocks funds with the service providers which could
be used for expansion of the network. These service providers also
argued that this higher MTC is responsible for massive diff_erence between

off net and on net tariffs and also increasing consumer confusion.

5.3.13 The bill and keep proposal of the service providers was analyzéd and it
was noted that this could mean return to situation prevalent before the
present IUC regime was established i.e receiving party used to pay for
incoming calls. One of the fundamental principles of prescribing IUC
regime was work done principle. It was also noted that tariff before the
IUC regime were very high tariff. The service providers may again resort
to charging their own subscribers for receipt of calls or increase fixed
charges of providing the services. As the service providers do not have to

pay for termination of calls into other service provider networks they may
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offer plans with free cails which could load other service providers’
networks. Bill and kecp regime may also reduce call completion rate as
the terminating network will not ave any incentive to complete the call.
Bill and keep scheme would not necessarily lead to the lower tariff as is

evident from the tariff offered by the service provider in case of SMS etc

5.3.14The third suggestion made by the service providers was to use Fully
Allocated Cost (FAC) that divides the cost that the firm incurs amongst
the services that it sells. This method has the advantage of simplicity. It
uses accounting data submitted by the service providers in their balance
sheet, profit and loss accounts and accounting separation reports. It is
easy to develop and understand. The results are easy to audit. If
modelling is not carried out properly then inefficiencies of the operators
may creep in. It is possible to make use projecticns on the historical or

current costs to bring in forward looking element in the analysis.

5.3.15 Regulators need to be pragmatic about adopting a suitable approach for
interconnection regulation for a number of reasons. The direct requlatory
costs of a detailed forward-looking cost regime may be significant: service
providers may hire engineers, economists and lawyers to put forward
their “iews; the regulator must have enough resources o assess
competing claims about cost. As regimes increase in complexity,
operators and potential entrants are more likely to focus on arbitrage
opportunities than ways to offer consumers genuinely new services.
There is no guarantee that detailed cost estimation approaches will be
accurate. There is no method which can claim superiority in all situations.
It is therefore necessary that the regulator should decide the costing
methodology and approach used based on prevailing situation in the
country. If an approach has been established and has worked well then
motivation must be really strong to change it in the next review. The new

licence granted by the government would also justify network stability
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before any major deviation in the methodology based on prescriptive

norms or assumed efficiency parameters are attempted.

5.3.16 In India TRAI has considered it important to specify an IUC regime that
wouid give certainty to the Inter-operator settlements and facilitate -
interconnection agreements. In the relevant notifications TRAI had
emphasized a policy framework, which would promote lower domestic
-prices and giVe rise to strong subscriber growth. The expectations of the -
Authority with respect to both of these objectives have been validated in
the subsequent period. India at present has among the cheapest mobile
call charges in the world. Likewise, the monthly growth in mobile
subscriber base in India, has been among the highest, and the price
decline has contributed significantly to such growth

5.3.17 The methodology used b\[ TRAI in the January 2003 IUC regulation and
the currently prevailing October 2003 regulation has been described in

" details in these regulations. The important points are given here.

5.3.18 During the formulation of the first regulation in January 2003, estimation
~ was attempted using bottom-up method based on the proxy model.
““Subsequently BSNL costs became available but when compared with the

expenditure incurred by BSNL ‘these were found to be high and could not
be reconciled even after discussions. Balance sheet and Annual Report
provided alternate source of data and top-down approach was decided to
be used, CAPEX, OPEX and 'depreciation as derived from the audited BSNL
ﬁgureé were used for determining various charges. Overall CAPEX and
OPEX were allocated to dif‘ferent parts of the network in the proportion as
done by BSNL for cost data in Reference Interconnect Offer Schedules.
Data on minutes of use attributable to various network elements were
taken from the submissions of BSNL. The rental component of Basic
Services was derived on the basis of CAPEX for the network segment upto

the SDCC Tandem plus an average revenue share of licence fee and
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spectrum charge. Local call charges were calculated on the basis of OPEX
of the same segment distributed on the basis of average MOU. IUC for
Transit was based on the sum of CAPEX and OPEX of the segment used
for carriage of a call. The termination charge was forward looking as
they were based on the estimated growth rate foNr one year. For mobile
termination charges, the costs were based on OPEX data of 25
circles/metros cellular operators as taken from Audited Annual account.
Components not eligible like bad debts, closure of paging division,
loss/profit on sale of fixed assets were taken out. .License fee and
spectrum charge based on revenues were added separately. OPEX per
line was derived on the basis of estimated MOU per subscriber per month.
Only 50% of the Marketing and Advertisement costs were taken towards
call minutes while the rest were allocated against other sources of

revenues like VAS, rentals and share from long distance calls

5.2.19In the October 2003 regulation the same top-down modei was applied.
CAPEX and OPEX were based on costs of BSNL- elements upto SDCC.
MOU were calculated based on routing factors. For Fixed Termination
Charges (FTC) historical average costs from audited accounts of BSNL
and for Mobile Termination Charges (MTC) data from all mobile service
provider was taken. The data were taken from annual reports, balance
sheet, P&L account etc. of the service providers with proper normalization
and adjustments to make them less subjective and verifiable. The cost of
a local call was based on operational costs within the local area. This was
divided by MOU relevant for each network element. From operational
costs the cost components not related to call carriage were removed.
Marketing expenses were not allowed as they can ‘be recovered from
other sources of revenue. VAS revenues were fully deducted to account

for recovery of part of OPEX from these revenues. It was however stated:

As in the previows case, value added revenues have been deducted from the
relevant cost base, because these ave an important revenue source for recovering
costs. This would also give an incentive for the service providers to earn more
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from the value added services in comparison’ to the estimated costs that have
been recovered from these revenues. Over time, with the reduction in costs due
to falling equipment prices, and its higher capacity, as well as due to rapid
subscriber growth, the Authority may in future consider allocating only a portion
of the value added revenues against the costs relevant for call termination.”

Treatment of CAPEX
5.3.20 Some of the sewice providers have argued that allocation of relevant

OPEX only for termination charge and not taking CAPEX into account is

not the right way of calculating the termination charge. They further

argued that for the capital-intensive industry there is a need to take the
CAPEX also into consideration for calculating the terhination charge,
Some even likened it to highways where toli takes CAPEX into account.
This only goes to demonstrate that the point being missed is that the
telecommunications  infrastructure is  different  from all  other
infrastructures because of network externalities. The value of the
telecommunications network increases for its subscribers as more and
more subscribers join the network. When networks grow, networks
interconnect with each other the perceived value increases for all the
subscribers. Another fact that one has to remember is that termination
charge is not the only stream of revenue from which all CAPEX and OPEX
needs to bé recovered; There are other streams like fixed -charges,

origination charge, revenue from value added services and so on.

5.3.21 The Authority analyzed this matter in two ways (@) whether service
providers are able to recover all of their costs of providing the services by
the scheme of taking only relevant Opex intd consideration for
terminatidn (b) How will the effect of taking Cabex in calculating the

termination charge would effect the preé:ent regime.

5.3.22 The service profit and loss analysis has been done for the major service

providers on the basis of the data furnished by them in their account

separation reports and it is found that in some cases surplus revenue,
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over and above the reasonable profits(15% WACC), for some of the
service providers is as much as 16 paise per minute which clearly
indicates that service providers are able to generate sufficient revenue
and cash flow in their mobile service operations. The GSM mobile industry
has surplus revenue of 10 paise and wireless industry on the whole has
surplus of 5 paise. This surplus indicates that the service providers not
only are able to recover CAPEX, OPEX and reasonable profits from their
operations but they are also having surplus over and above that. Thus
rationalization of termination charge based on current factors should not

cause them concern.

5.3.23 Considering the CAPEX or even proportion of it for calculating the
termination charge would unnecessarily transfer the burden of business
decisions taken by the service provider to the interconnecting service
providers. Decisions like planping horizon, network dimensioning,
technology induction of a service provider should not affect the
interconnecting service provider who should be required to pay the bare
minimum cost. Taking CAPEX in calculating the termination charge would
mean that the interconnecting service provider would not have any choice
of innovative tarff plan or rentals. Service providers are free to recover
their CAPEX from the-rental and the origination charge that is under
forbearance. The argument that now there are more than S50%
subscribers on the prepaid segment and therefore, there is no renta
revenue to recover CAPEX from is also weak. The tariff is under
forbearance and it is the service provider who has to see the viability of
the plans he Jaunches. While launching these plans the service providers
were well aware of the IUC regime and the fact that only relevant OPEX is
to be recovered from the termination charge. In fact, when one of the
service providers launched the lifetime plan it presented to the Authority
proof of viability and sustainability of the tariff plans for their business.
There is also a case of a service provider offering Re 0.10 per minute for

all incoming calls showing that the operators were able to recover cost.
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5.3.24In the fully allocated methodology all the costs of Lhe service providers

should be recovered through one component oi' other. If CAPEX is also
allowed to be recovered through the termination charge then termination
charge would widely-vary among the service prpviders since some of the
service providers might have invested more in-the capital expenditure
keeping in view their future forecast and their business plan. This cost

would be transferred to thé interconnecting operator.

5.3.25 With regard to relevant network elements and cost, the Authority recalled

that in the previous IUC exercises the cost of tocal call was determined on
the basis of operational cost (OPEX) within the local area. The Authority
analyzed the principle of allocating relevant OPEX to local call in today’s
context. The Authority found that now the service providers are offering
innovative tafiff plans in such a way that it is very difficult to estimate the
revenue generated from the rental and the call charges. Since now
service providers are offering tariff s in such a way that some of the tariff
plans have higher rentals but lower call charges while others have lower
rental but higher local charges. This‘ has been possible because of the
policy of forbearance in rental and origination charges; Since it is difficult
to distinguish the revenue generated from these two streams separately
now it has become more relevant to go with the same principle as has

been adopted in previous IUC Regulations.

5.3.26 The Authority has also examined the operating costs elements which do

not have direct nexus with the termination of calls. These costs basically
are incurred by the service providers for acquiring, sustaining and
remaining with the service provider. These costs basically includes cost
for advertisement, sales, bad debts, cus;:omer ‘acqu_isition, billing and
customer care, loss on sale of assets, financial charges etc. As has been
done in the previous exercise the .Authority has not considered these

costs for calculating the termination charge. Complete details of the
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heads of costs included and excluded from the calculations are given in

the relevant paragraphs.

5.3.27 We now turn to the expression of the Authority’s feeling in the

5.4

5.4.1

explanatory memcrandum of the prevailing principal regulation. The
Authority hed noted “._while the Authority feels that changeover to
FLLRIC madei is imperative, it examined the implications of a sudden
changeover against a gradual changeover...the approach is to achieve full
shift to FLLRIT in & gradual manner over a few years” The Authority had
also explainec why given the situation the application of FLLRIC would
not be appropriate. During the present review the Authority had carefully
considered the arguments and counter-arguments in favour and against
the methods suggested and described above. The FLLRIC model was
examined in detail. Opportunity was given not only to the supporting and
rival group of service providers but also the consultant who had carried
out the studvy cn behaif of some of the service providers. While the
Authority has an open mind for adoption of any methodology that the
situation warionts in future it is of the considered opinion, for the reasons
detailed in peragraphs above, that for determining the termination charge
in the present review it should continue with the existing methodology of
allocating relevant OPEX for termination charges and leaving rental and
origination charges under forbearance to cover rest of the cost incurred

by the service provider.
Issue 3: Strictly cost based or cost oriented termination charge'

The comments received from the stakeholders on this issue are

summarized below and dealt with in the paragraphs following thereafter.

{i) Cost based pricing methodology more accurately reflect the

underlying cost for providing interconnection services.
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5.4.2

5.5

5.5.1

(i) Cost based approach should be used as it is.more transparent, not
inflexible.

(i)  Cost based approach. _

(iv} Cost based pricing methodology are argued to be more

| economically efficient.

v) There is a need to encourage the Indian opeirators to invest in rural
market with cost based plus termination charge.

(vii  Cost oriented approach. _

(vii  Cost oriented approach and assimifating the same with the model
adopted by the Authority in 2003. '

(vii) Termination charge should be cost based.

(ix) Termination charge should be cost based as the service provider
has to only recover the cost of network involved in terminating the

call

Most of the service providers and consumer association have argued in
the favour of cost based pricing methodology. These service providers
argued that cost based pricing methodology accurately reflects the
underlying cost _fof providing interconnection services and is more
transparent. However, one or two service providers have also argued for
the cost oriented approach. The Authority is of the opinion that suitable
methodology be applied based on the charges under consideration and

prevalent situation.
Issue 4: Treatment of revenue generated from value added
services

The comments ‘received from the stakeholders on this issue are

summarized below and dealt with in the paragraphs following thereafter.

(i} The revenue from VAS services should not be taken into account.

{ii) It is incorrect to deduct retail from cost in a cost allocation model.
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i Revenue from value added services may be deducted from the
annual cost recovery comprising of annual Capex recovery,
depreciation and Opex while fixing the voice termination charges
for wireless aod wireline networks.

{tv)  The service provider must provide the cost data for the VAS.

{v) Revenue of VAS should not be taken into account for
delermination of terrination charge

(vi)  VAS revenue should be certainly taking into acccunt while arriving
af the termu-=ian charges.

(vi)  Bill and keep is more optimal approach to account for VAS
terminatior.

(vii)  Since the tariffs are under forbearance, it would be more
approprate I apportion the cost on the basis 6f revenue and not
on the bas's of network usage.

{ix)  Revenue liksly to be earned from VAS should be completely
excluded from the revenue requirement estimated for the MTC.

(x) VAS which is approximately 10 to 12% of the total revenue of an
operator, must be taken into consideration while determining the
cost based termination charges.

(xi)  Revenue iikely to be earned from the VAS should be completely

excluded from the revenue requirement estimated for the MTC.

Opinion of the starehoiders was divided on this issue. Some of the
service providers have argued that revenue from the value added services
should not be taki:n fnto account as it is incorrect to deduct retail from
cost in cost allociticn model. However, many other service providers
have argued in the favour of deduction of revenue of value added
services from annual cost recovery. One of the s2rvice providers has also
argued that since e tariffs are under forbearz~ce it would be more
appropriate to apportion the cost on the basis of revenue and nol on the
basis of network usage. The Authority recalled the position on the issue
as enumerated in the principal Regulation. The relevant Para is

reproduced below:
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"T, i e As in the previous case, value added revenues
have been deducted from the relevant cost base, because these are
an important revenue source for recovering costs. This would also
given an incentive for the service providers to earn more from the
value added services in comparison to the estimated costs that have
been recovered from these revenues. Over time, with the reduction
in costs due to falling equipment prices, and its higher capacity, as
well as due to rapid subscriber growth, the Authority may in future
consider allocating only a portion of the value added revenues
against the costs refevant for call termination.”

The Authority is aware that the present total révenue from the vaiue
added services is very large compared to the VAS revenue in 2003. As
this revenue is an important source of recovering the cost, after
discussions with the industry in 2003 this revenue was straightaway
deducted from ther relevant OPEX. It would not be reasonable to deduct
the full revenue i'n today’s context as it is quite high in proportion to the
costs. If the OPEX for these services were known then they could have
been used for calculations. The Authority also feels that the tariffs for the
value added services is unreasonably high and if total revenue of value
added service is deducted from the relevant Opex for calculating the
termination charges, service providers will be hesitant to reduce the
tariffs for value added services. On the other hand, not making any
adjustment for VAS would lead to recovery of the whole cost associated
with value added services from termination charge for voice calls thereby
making termination charge for voice calls high. It would be difficult to
separate the cost associated with VAS from the total cost. In the absence
of the cost of providing the value added services it would be quite
reasonable to apportion the cost according_to the revenu'e generated from
the value added services. As the revenue from VAS is about 10% of total
revenue, thereforé, instead of deducting total revenue from the relevant
OPEX, 10% Opex has been decided to be deducted. This is a distinct

advantage to the existing service providers.
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5.6 Issue 5: Asymmetric domestic terminafion charge

6.1 The comments received from the stakeholders on this issue are

summarized below and dealt with in the paragraphs following thereafter.

(7 Only asyrmetric that could be possibly justified is one that
encourages rural rolfout.  However, the practical difficulties of
introducing any asymmetric into the Indian IUC regime are too
great.

(i} Asymmetric rates in India would be a direct and unjustified cross
subsidy to certain operators in an already _competit/ve market.

(i) Asymmetric charges for the benefit of new entrant are justified
because they would assist the development of telecornmunicalion
industry as a whole.

(iv)  Asymmetric could be introduced in favour of new entrant, in order
to attract new investment.

(v)  Asymmetric could be introduced in favour of operators that
develop networks in rural areas in order to develop investment in
such high cost areas.

(vi)  There should not be any difference between the termination
charqges for existing service providers and new entrant for the
simifar networks / services.

(vif)  Although there is a justification for bigher termination charges for
rural networks in comparison to urban networks on the actual cost
basis, however, it is technically not feasible to implement.,

(vil) Asymmetric charges are not only Jjustified they are alsa an essential
requirement to promote future growth and competition in the
current market with existing and new service pro.viders.

(ix)  Asymmetric termination charges are not at all justified.

(x}  Asymmetric pricing mode! would not be suitable in the current
Indian scenario as they may distort the tariffs offered by operators

i the market.
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5.6.2

(xi}  The global practice is to have uniform termination charge.

(xii) Asymmetric termination Is likely to Jeave more disputes in
settlement and extremely complex billing.

(xiif) Ex;lsffng service providers vs. new entrant should be the basis for
as.ymmetric termination charge.

(xiv}) TRAI implements a cost based MTC asymmetric termination
charges are justified between existing and new service pro viders.

(xv) The Asymnietfy between larger and smaller network is the basis
upbn which several reguiators around the won_'d h_ave introduced

asymmetric termination charges.

Most of the new entrants.argued’ for asymmetric charges in thelr favour
as this would help in attracting new investment and would also assist the
development of the telecommunications industry as a whole. There are
other service providers who have argued that if any symmetry is justified
then it could be to encourage rural rollout. However, at the same time
they have also cautioned about the practical difficulties of introducing

asymmetry with respect to rural. An obvious reference is to the affect of

'higher termination for traffic terminating in rural network on the tariff. No

service provider has argued in the favour of asymmetric termination
charge between mobile and fixed line. One PSU in its comments argued
that although there is a justification for higher termination charge for
fixed line on the basis of cost, however, it will make cellular to fixed line
calis expensive in compariéon to cellular to cellular calls and therefore in
the interest of Indian consumers termination charge can be kept at the
same level for all types of domestic calls except for wireline to wireless
calls for which they say that there should not be any termination charge.
BSNL has also argued that assistance may be provided for recovery of
cost of wireline network by fully exempting their revenue from the

payment of licence fee including USO Fund contribution.
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5.6.3 The Authority examined the matter in detail and also noted that non-
uniform termination charge for partly substitutable services, like fixed and
mobile telephone calls, would skew the traffic, increasing it towards the
service with lower termination charge. This reduction of traffic to/from
one particular type of the network would further reduce the number of
minutes travelling on that network. Tﬁis reduction in minutes of usage
would lead to further increase in cost based termination charge for that
network. The Authority has also noted that a number of licensees have
started their services since the inception of IUC regime in 2003 as new
service providars, well aware of the existing IUC environment, and they
all have been able to sustain and 'grow with the existing IUC regime that
does not introduce any asymmetry towards the new entrant. From the
data it is also evident that most of the existing service providers are
making reasonable rate of return on their investment. In fact, symmetric
termination charge has created a level playing field for all operators for all

types of the services.

5.6.4 It has to be appreciated that issue of licences to new companies and start
of service by a licensee is an onqoing process, therefore, creating any
asymmetry for the new service provider today might lead to further
Increase In termination charge by the service providers who would be
‘new’ in future. The Authority has not followed the practice of
asymmetric requlation for any service provider including incumbent in the

past.

5.6.5 The Authority has observed that tele-density in the urban areas has
reached satisfactory level but the rural tele-density still remain the serious
challenge and there is a need for providing policy and regulatory
environment necessary to encourage service providers to move to these
apparently less lucrative markets. Even today miilions of ears are waiting
to hear the dial-tone, therefore, connecting ecveryone is the prime

caoncern. Therefore, the Authority is very keen to provide some incentive
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5.6.6

to the service providers who are rolling out their services or network in
the rural areas. However, as noted by most of the service providers it
would be very difficutt to introduce any asymmetry with regard to
termination charge for the rural subscribers. The rural infrastructure
development cannot be based en accruals from rural termination charges.
The accrual of termination charge in rural areas would be a small part of
investments likely to be made by the service providers. it may also be
noted that creating any asymmetry in termination charges of calls in
urban and rural area may be reflected in tariffs and this may make calls
terminating in rural area costlier than calls terminating in urban area. In
any case the right appraar:h is to mcentlvrse such development through
USO as was argued by most private lncumbents when they were asklng
for removal of ADC. It may however be mentioned here that the licensor

has aiready dohe away with the licence fee on the AGR for rural fixed

lines and has aiso given reduction of 2% in the iicence fee for the service
providers who complete 95% rollout. This is a positive way of

encouraging rural rollout and aiso to fund it.

With regard to comment of a PSU that there is a need to have a zero
termination charge for wireline to wireless calls, the Authority recalled
that the basic principie of IUC envisages that the total interconnection
usage charges for carriage of a call in a multi operator environment are to
be shared for origination, transit and termination on the basis of work
done in each segment for the carriage of the call. Since work done in the
terminating network for termination of a call is independent of the work
done in the originating network for origination of a call, therefore, it
would be quite unreasonable to have zero termination charge for the call
originating from one particular type of the network. There have to be
more economically sound ways of providing support to the fixed line. A
case In point is recent decision of the Government based on TRAI's

recommendations according to which the USO would fund the
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maintenance of fixed lines installed before 1.4.2002 by any service

provider 10 a maximum extent of Rs 2000 crores.

Taking into account the gist of all the inputs received through all the
Jiscussion, the Authority is of the opinion that there is no need to
introduce any type of the asymmetry with regard to domestic termination

charge,
b/ Issue 6 1 Impact of mobile and fixed termination charge on tariffs

3.7.1 The comments received from the stakeholders on this issue are

summarized below and dealt with in the paragraphs following thereafter.

i) 0 maintain termination rates at the current level would sustain
meentives for serfous operators to bring service and competition to
rural areas.

(i) Taf'fﬁ@ e primarily driven by the extent of competition in the
market. 7he cost based IUC regime based on international best
practices can be facilitator of competition in the market.

(f)  In India the furvzarance of the retail tariff has worked very well
wherein the operators are allowed to adjust their tariff based on
market conditions.

() Any reduction in termination especially reduction in MTC will result
i sigrificant leverage to provide better tariffs to the end user of
both mobile as well as fixed line.

(v} With the reduction in MTC and FTC the retail tariffs are bound to

decrease further.

bld There was a mixed reaction to this issue. Discussion of this was
exploratory. The tariff is under forbearance and through these regulations

the Authority does not intend to change that. No determination was
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ékpected to be made on this, therefore, it is_not further being discussed
in this memorandum.

Issue 7: Asymmetric domestic and international termination charge

The comments received from the stakeholders on this issue are

summarized below and dealt with in the paragraphs following thereafter.

) There s a no case for regulating international termination charge
by the TRAL

()  TRAI should not assume the mandate of regulating rates paid by
operators outside India and these rates should be brought under
forbearance.

(7)) In order to maintain the parity and reciprocity for termination
charges for incoming and outgoing calls TRAI may forbear and
allow access providers to negotiate the termination charges wifh
ILD operators for incoming international calls.

(iv)‘ Increasing the termination charge on incoming ILD calls will make

- more funds available to all service providers for expansion of
service without increasing the burden on service providers or the
consumers.

(v)  Asymmetric charges between -domestic and international creates
an artificial arbitrage opportunity again for grey market / egal
telephony operators.

(vi)  Increase in termination charge on incorning international calls will
be a win-win preposition for alf the parties.

(Vi) There is already a shift towards Internet telephony which will get
aggravated once asymmetric rates are introduced,

(vili) Mandating higher terminaf/bn charge is a retrograde step from
being an open market telecom regime to a monopolistic restrictive
market. |
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(ix) Recrbmfﬁf arrangement of ferminaltion charge /s also a step i
backward diroction and has practical imitalions.

(x}  Any symriefry should be introcuccd iF the cost structure s
different.

ixi) Al fermination charges should be on cost basis and not on
reciprocal Hasis.

(xif)  Asymmesric termiation charge would agaln lead to grey market
anc Wil e gasmnst e nanonal Security.

(xifi) There is a il justification for asyminetric  domestic and
international termination ckarge for incoming ILD calfs.

(xiv} LD termination charge for incoming cails should be prescribed by
Reguilation and not left to the negotiaiion between the ILDO and

terminating operator,

Some of the service providers have proposed higher termination charge
for the internationa! incoming calls.  Both the felecom PSUs have aiso
argued for the higher termination charge for the incoming international
calls at par with what access providers are paving for termination of their
outgoing internatiorial calls in other countiies. The concerned PSUs have
also argued tral in order to maintain the parity and reciprocity for
allowing termination charges of incoming and outgoing catls TRAI may
forbear and allow access providers to negotiate the termination charges
with ILD operaiurs for incoming international calls. The grounds that

ave been given for justification of higher termination charge for
international incorning include fower termination charge benefits onty the
foreign operators and foreign consumers, higher inflow of funds into the
country would enable Indian service providers to expand network and
also to offer lowe: intermnational outgoing call rates, higher inflow of funds
would also resuit in higher earning for the Government. The new entrants
have submitted that asymmetric charges between domestic and
international termination would create an artificial arbitrage opportunity

and give rise to grey market, They say that this was one of the main
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5.8.3

5.8.4

5.8.5

reasons for reduction and finally removal in the ADC applied on

’

international incoming calls.

The Authority considered all the options (a) reciprocal arrangements with
other countries (b) Forbearance or negotiated settlement between access
provider and ILDO (c) increase the international termination from the
existing rate (d) Maintain at present level of Rs 0,30 per minute, and (e)

- Same as domestic termination charge

The reciprocal arrangement i.e. mandate the same termination rate for
calis from a country as the country applies to caile from India may lead to
complexity in settlement. There would be a large number of prevalent
terminatibn rates for calls terminating in India and settlement disputes
would increase. This arrangement would also Iead. to hubbing of
international traffic in a country that has low termination rate
arrangement with India. This would not only lead to dependence on
bandwidth on some routes and inefficient utilization of bandwidth on
other routes but may also encourage the operatofs to alter CLI to show
that the calls are from a country that enjoys low termination charges for
calls to India. These are not the results that any regulatory authority

would expect while regulating these rates.

The option of forbearance or leaving the charges to negotiation between
ILDO and access providers has both advantages and disadvantages. It
may help access providers in negotiating higher than prevalent rates and
earn more revenue. It may also reduce the tariff for outgoing
international calls if the service providers are willing to share the

increased revenue with the customers. The disadvantages in this case

seem to outweigh the advantages. Such negotiations may become

protracted and may lead to uncertainty and disputes in the market. The

termination is monopoly, therefore, an access provider would always try



THE GAZETTE OF INDIA : EXTRAORDINARY [ParT II—Skc. 4]

for higher termination charge from the ILDOs which may lead to a

situation of non-settlement and, therefore, non-completion of calis.

5.8.6 The third opticn of increasing the international incoming termination
charge from the current level also has its plus and minus points. The
advantages are that it may help access providers to earn more revenue at
the same time the disadvantage of stalled negotiation as in the case of
forbearance would disappear. It may also reduce the tariffs for outgoing
international cails if the service providers are willing to share the
increased revenue with the customers. Critics of this approach would cite
the disadvantage of the arbitrage opportunity that differentiai domestic
and international termination charge would create. It may also be noted
that there is considerabie difference betweeﬁ the arbitrage generated due
to ADC on internationai incoming calls and arbitrage due to difference
between termination charge of international calls vis-a vis domestic calls.
it wouid however also be important to appreciate that the arbitrage
opportunity arises if the cost of the call on the illegal route is less than
that on the legal route. The termination charge is not the complete‘cost
of the calls. Since the grey market operations are not free of cost and
may present ILD calls as local calls therefore if the arbitrage were higher
than prevailing domestic local call rates only then there would be enough

financial incentive to bypass the legitimate route.

5.8.7 The Authority feels that the international incoming termination charges
should not only be based on costs but also on the fact that in general
termination charges are higher internationally and also on assessment of
what is more advantageous to the Indian operators and consumers. In
the light of the above the Authority has decided that the termination

charge for international incoming calls shall be 40 paise per minute.
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5.9 1Issue 8: Carriage charges

5.9.1 The comments received from the stakeholders on. this issue are

948 GIf2008—13

summarized below and dealt with in the paragraphs following thereafter.

W

(i)
(i)
)
(v)
(vi)
(vii)
(viif)

(ix)
(x)

(i)
(i)

(X7t}

Fquivalent carriage charges for long distance calls both for rcmotc
and rural areas and any other area.

No need of reviewing the present ceiling of carriage charge on high
traffic routes.

There is a need for upwardly revising .the carriage charge on the
actual cost basis for hilly, remote and difficult terrain areas wherein
in many cases calls are carried through costly satellite media. -
Carriage charge should be retained at same level..

Carriage charge rates should be reduced significantly.

Ceiling of carriage charge for long distance calls should be

increased / decreased on the basis of current data.
NLD carriage charge is already competitive and thus no need to
disturt the present cef!ing of carriage charge.

There is a no justification to further bring down the ceiling rates of

-carriage charges for long distance calls.

Maintain at the same level,

G eﬂiﬁg of carriage charge should be reduced to Rs.0.55 per
minute. |

NLD carriage market largely competitive and there is a no - >ed to
review the presént ceiling Of Rs.0.65 per minute.

There is a full justification for reducing the ceifing cartiage charges
from present prescribed ceifing of Rs.0.65 per minute

Higher ceifing fur remole dreas and one ceiling for rest of the
coimtry May also be considered.
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5.9.2 The Authority carefully considered the views of ail the stakeholders in the

matter of carriage charge for national long distance calls. A large number
of service providers have suggested that the regulated carriage charge
ceiling of Rs 0.65 per minute should be retained. Some have argued that
tha NLD carriage market is largely competitive and there is a no need to
review the present ceiling. Some of the standalone new entrants in the
access segment have asked for reduction of carriage charges and even
differential charges for remote areas. BSNL, the government incumbent,
has also expressed opinion against review of the present ceiling of
carriage charge for high traffic routes but has expressed need for
upwardly revising the carriage charge on the actual cost basis for hilly,

remote and difficult terrain,

The Authority has observed that the carriage charges offered by the
NLDOs are competitive on high traffic routes since on these routes access
providers have a choice of NLDOs. However, there are still many SDCAs
where only one service provider is present that is offering the carriage
charges at the ceiling fixed by the TRAL. The analysis of profitability of
NLD segments reveals that BSNL, the service provider having presence in
remote and hilly areas, is making reasonable profits on the whole. The
areas where more than one NLDO is present is witnessing sufficient
competition and low carriage charges being offered by the NLDOs. The
risk of reducing the carriage charge ceiling is that while it may not lead to
reduction of offered charges on the high traffic, competitive routes it ma\/
render the remote areas non-viable and discourage other service
providers from establishing retwork in thess areas. Any reduction in the
regulated ceiling of carriage charge would bt the profitability of the BSNL
in the NLD segment. The present ceiling on charge is providing flexibility
to the service providers to arrive at mutually agreeable carriage charges
among themselves and also ensures the ov rall profitability of a widely

present service provider like BSNL in the NLY) segment.
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5.9.4 Therefore, after careful corsideration of the circumstances in entirety, the

‘Authority has decided to iotain the present ceiling on carriage charge.

The Authority would closely monitor the trends and pattern of carriage

charges and if there appears {0 be any distortion in the market in matter

of carriage charges being ievied and collected by NLDOs with respect to

their vwn Lrallic and that of other access providers, the Authority would

not hesitate to take appropriate steps including review of carriage

charges.

5.10 Issue 9: Transit / carriage charge from Level-II TAX to SDCC

5.10.1The comments received from the stakeholders on this issue are

summarized below and dealt with in the paragraphs foliowing thereafter.

0

(i)
(i)

()

(v)

(vi)

(vij)

(viif)

Handover of intra circle traffic originating £om mobile benvork and
terminating in BSNL  fixed line network at Level-II TAX is
mandatory, the charge unavoidable, therefore, the price should be
strictly cost based. |

Average cost of such carriage is to the tune of Rs,0.24 per minute.
There has been no corresponding reduction in this charge as has
been done in the carriage charge. '

The marginal cost of only call conveyance should be taken into
acecount between LOCA and SDCA.

This should be strictly cost based or mobile service providers
should be allowed to handover their traffic either directly or
through NLDO at the SDCA level.

The cost of carrying the call from LDCA to SDCA js not more than 4
paise. | _

The present tariff should be reviewed or re-assessed applying the
proportionate changes in Capex and Opex to reflect current cost.

In order to facilitate a ceiling of 20 paise per minute or lower for

this stream and allowing alf NLDOs to handle such traffic.



THE GAZETTE OF INDIA  EXTRAORDINARY [ParT [11--5cc. 4]

(ix)  Transit charge from LDCA to SDCA should be reduced.

(x}  This carriage portion should be considered as a part of the
termination and no charges should be payable for termination of
the calls.

(xi)  The cost of these elements should be merged with terminalion
charge as in case of MTC.

(xif)  Transit charge should not be more than 3 paise per minute.

5.10.2 The issue in this regulation is determination of charges for carrying calls

intra-circle mobiie to fixed calls from Level-II Tax to SDCA. A number of
service providers have elaborated more on the point of handing over of
these calls than the applicable charges. The question of handover of
various types of calls is the subject matter of licencing and regulatory
requirement and as the limited issue to be dealt with in this regulation is
review of charges applicable for carriage of intra circle mobile to fixed
calls from Level-il TAX to SDCA, the Authority has only taken into
consideration comments with regard to the charges. BSNL has submitted
the relevant cost data and minutes of usage being traveled from Level-1I
TAX to SDCA. BSNL in their calculation have shown the value as 24 paise
per minute. BSNL has been continuously insisting that such charges are
only carriége charges and BSNL may be allowed to charge such calls as
per the framework prescribed for carriage of long distance calls. The
Authority is of the view that such charges are for specific category of
calls, which are being handed over at Levei II TAX under the
licensing/regulatory requirement. Such cails, if treated as per the
framework prescribed for carriage of long distance calls, or distance
based then calls originating from mobile and terminating in the fixed line
of the remote SDCA may become costlier adversely affecting the interest
of subscriber. While prescribing the average transit carriage charges, the
Authority is also aware of the fact that some of the SDCA will be
coliocated with Level-II TAX and many other SDCA may be located close

to a Level-11 TAX. One of the service providers’ has submitted that 4 ports
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5.10.3 The Authority recalled that during the calculation of port charges, only the .

5.11

are used for carrying the call from mobile operator’s network to BNSL
fixed line network, one port in BSNL L-TT TAX towards BSNL local switch
in SDCA, one port in BNSL local switch and BNSL L-II TAX and one port'in
BSNLU's local switch towards subscriber. The service provider has further
taken average distance 45 Kms. and cost of Els as per TRAI rates and
MOU capacity per annum per El is taken as 3663360 minutes. On the
basis of these assumptions the average rate per minute was derived at 4
paise per minute. One more service provider during the pre-consultation

paper has also proposed the charges in the same range.

incremental CAPEX for provision of the port was considered(elaborate).
Although for carrying the call from Level-II TAX to SDCA there is also a
need for not only augmenting the switch capacities but also downstream
parts of the network to carry this traffic up to SDCA. Therefore, the
Authority considered the cost and minute data that has been supplied by

BSNL with required adjustment.

Issue 10: TAX transit charges

5.11.1 The comments received from the stakehoiders on this issue are

summarized below and dealt with in the paragraphs following thereafter.

(i) There is a no case for any transit charge to be levied by BSNL in
cases wherever-the MSCs of BSNL CelfOne and private operators
are connected to the same BSNL switch.

() . Transit cost may be substantial for the new entrant at the initial

~ stages of the network deployment.

i) Transit charge should be left for mutual negotiation.

(v}  Transit charge should be reduced with immediate effect and it
should not be an incentive for any service provider.

(v)  This charge should be re viewed on the basis of apblicab/e cost.
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(vi) The TAX transit charges for intra SDCA transiting should be
reviewed in line with the cost oriented methodoiogy.

(vif) Cost based approach should be used to determine TAX transit
charges for intra SDCA transiting.

(Viii} Charge should be cost based.

(iX)  Transit charges for intra SDCA transiting should be reviewed and

the revised cost based charges should be prescribed.

5.11.2 Instead of providing the comments on transit charges many of the service
providers has drawn attention of the Authority on the Hon'ble TDSAT
judgment in this regard. The Authority has noted that the Hon'ble TDSAT
only determined the principle of applicability of transit charges. It has
nothing to do with the charges prescribed by the TRAIL in 2003. The
Authority has taken note of the Hon'ble TDSAT order dated 03.05.2005 in
Appeal No.31 of 2003 (BSNL Vs. TRAI) and Petition N0.20/2004 (COAI
and Ors. Vs. BSNL & Crs.) and the TRAI's Regulation dated 08.01.2005
on transit charges for Bharat Sanchar Nigam Ltd. CellOne terminating
traffic Regulation 2005 in compliance with the Hon'ble TDSAT order. The
operating part of the Hon’ble TDSAT order is reproduced below:

"On consideration of jevei playing field, we direct that BSNL should stop
charging 19 paise from cellular operators by way of transit charges for
accessing BSNL CeliOne subscribers, wherever the MSCs of botfr BSNL
CellOne and Private CMS0Os are connected to the same BSNL switch. We
are of the view that our direction will take effect from the date of this
Judgment and we authurize TRAI to make this part of the regulatory
regime.”

5.11.3 BSNL in its submission stated that that no TAX switch is involved in intra
SDCA transiting and therefore this question relating to TAX charges in
intra SDCA transit is ambiguous. With respect to the tax charges BSNL
submitted that the transit charges for calls from one network to another
network when the switches of both network operators are connected to
the same switch of BSNL this need not be reviewed and regulated since

transiting of call is not a mandatory service is based upon the mutual
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arrangement between the operators as per their techno-commercial

decisions.

5.11.41It has been noted that BSNL is taking the TAX transit charges same as
prescribed by the TRAI for the intra SDCA transiting i.e. lower than 20
paise. Since in both the cases whether it is intra SDCA transiting or it is
transiting through TAX work done is same effectively both are transiting
of call from one network to another network. Therefore, in the
consultation paper both kind of the transit charges were discussed
together. However, to provide clarity in the present amendment to the

- regulations a new clause has been added for TAX transit tharges.

5.11.5The Authority has noted that the Hon'ble TDSAT only determined the
principle of applicability of transit charges. It has nothing to do with the
charges. Therefore, the Authority is of the opinion that the principle of
applicability of the charge weuld keep governing through Hon’ble TDSAT's
order and TRAI's Regulation on transit charges for Bharat Sanchar Nigam
Ltd.’s CellOne terminating traffic Regulation 2005 dated 08.06.2005.
However, in exceptional circumstances when service providers specifically
request for TAX transiting the charges specified in the present
amendment to the Reguiations would be applicable. This charge is
required to be prescribed and cannot be left completzly for mutual
negotiation as new entrants are stiI_I entering into the market and they
may not be able to get connectivity from all the networks immediately
after starting their service in a particular service area. Specifyihg the
charges in this Regulation by any manner would not affect the
apblicability of principle of transit charges by Hon’ble TDSAT order dated
03.05.2005 and TRAI's Regulation on transit charges for Bharat Sanchar
Nigam Ltd." s CellOne terminating traffic Regulation, 2005 (10 of 2005)
dated 08.06.2005.
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5.12 Issue 11: Advancement in technologies, 3G services and IUC

5.12.1The comments received from the stakeholders on this issue are

summarized below and dealt with in the paragraphs fallowing thereafter.

0, There should be no differential for 3G or any other technology.

(i)  The future developments and introguction of othcr technologies
will quickly a policy of technology specific termination rates ta be
unworkable.

(i) This mattcr should be considered at a later stage when the 3G
market conditions are framed to higher flevel of cdarity than
achieved currently.

(iv)  The development of new technologies should be considered at the
stage wher: commercialization of the technology became forceable.

(i) It is feit that any step taken now would futile and need to be
looked into at the later stage.

(iv) It is feit that for other 3G applications termination charges may be
allowed to be negotiated between the operators desirous to launch
these services. '

(v) Issue of setting the termination charges of 3G mobile services
should be considered at a later stage when there [s more clarity
regarding the pricing of 3G spectrum.

(vi)  The interconnection scenario under new techriologies should be
considered at the later stage.

(vii) IUC is for voice termination and should remair for voice only. Data
is not built on usage and hence must be kept out of purview of
fUC

(viii) Same termination charge for both 2G and 3G.

(ix) 3G termination charge should be considered at a later stage
through a separate consultation.

(x) Any consideration on termination in future should  be

technotogically agnostic.
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(i) Bill and keep is internationally becoming the favourite approach to
deal with complexity of evolving technologies.

(xif)  Bill and keep regime is competitively and technologically neutral
and will alfow uniform compensation for alf kind's of networks.

(xiii) At this moment it is very premature to comment IUC charges for
NGN.

(xiv) It will be premature to prescribe separate termination charge for
3G.

(xv) Impact of new development should be considered as and when
such networks are rofled out in India.

(xvi) Regarding IUC charges for NGN it is premature at this stage to

commment. A brainstorming among stakeholders may be required.

5.12.2 The prevailing IUC regulation appiies only to voice call termination on 2G

networks. The general opinion of the service providers to the question of
regulating 3G voice termination charge has been either that it should be
same as 2G voice termination charge or shouid be decided at a later
stage when roll-outs take place and more clarity of the market conditions
emerges. It is also a fact that MTNL and BSNL have started rolling out
their 3G networks. The question is bound to arise what termination
charge BSNL, MTNL and any other service provider that may start its

service after issue of these reguiations should charge for calis coming

from other 2G and 3G networks. Alternatives to regulate 3G termination

charges are simply symmetric with 2G, asymmetric with 2G termination

charges or leave it under forbearance.

5.12.3 As was pointed out in the consultation paper the voice termination market

948 Gl/2009—14

is @ monopoly of the terminating network. This is true for both 2G and 3G
networks. Both the originating subscribers and the service providers
would be unable to choose whether a call would terminate on a 2G or a
3G network. The outcome would depend on the technical features within

the mobile network and the mabile instrument that the receiving party
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uses. From consumer’s point of view, 3G network would need roaming
with 2G networks, consumers may not distinguish whether the network
they are roaming in is 3G or 2G. The reasons for regulation of voice call
termination services on 2G network apply equally to 3G networks and for
same service technological neutrality could be useful guiding force. In this

case a common charge for 2G and 3G voice termination seems justified.

5.12.4 Asymmetric termination charges for 2G and 3G would require a better

understanding of 3G CAPEX and OPEX, migration patterns and other
interactions between the 2G and 3G networks. Asymmetric regulation of
voice termination on 2G and 3G may also give rise to inefficient incentives
to use one or other network depending on whether the termination
charge revenue is higher or regulation is lighter. There may always be
some internal information of these service providers which is not available
to TRAI and may be exploited to commercial advantage. Thus, regulation

of this kind may cause inefficient use of resources.

5.12.5 If the termination charge for 3G is left under forbearance then it may be

6.1

fixed at unjustifiably higher level creating non-level playing field for
similar voice service. If this is the case then traffic may be internally
terminated on the network which gives pecuniary advantage to the

service providers.
Estimation of Interconnection Usage Charges

A large number of factors were taken into account to home on the costing
methodology that would be fair, transparent, forward looking, have a
sound economic basis, meet the objectives required of an IUC regime and
reflect the Indian reality. Claims and counter-claims by the service
providers and other stakeholders were carefully examined. The pitfalls of
adopting any of the costing methodologies and approaches suggested by

the stakeholders were looked into. The approach used in the prevalent

[ParT [II—SEC. 4]
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6.2

6.3

6.3.1

IUC regulation was critically examined from the point of view of treatment
of capital and operational cost recoveiy, availability of data required,
reliability of assumptions used, if any, and forward looking feature. For a
variety of reasons, many of which were discussed in section 5.3, fully
allocated costing methodology which uses the relevant OPEX for
terminaition charge has been considered to be more appropriate for the
present review. The Indian market is far from settled. New licences are
still being issued and the question of ensuring level playing field is still as

important as it was when the sector was opened up for competition.

In determining the termination charge by using fully allocated costing
methodology with top-down approach the Authority had to meet two
important objectives. The first objective was to maintain transparency.
The second objective was to maintain the confidentially of the ASR data
of individual service providers as requested by them. To meet the first
objective all the data used and computations performed have been
provided in this explanatory memorandum. For meeting the objective of
confidentiality the Authority has decided to publish only the consolidated

data of rather than individual service provider’s data.
Mobile Termination Charge

I'he application ot the selected methodology is transparent and equitous.
In this process the basic inputs reguired to arrive at the mobile
termination charge are the relevant OPEX and Minutes of Use{MOU)
handled by the network. Notwithstanding the transparency requirement,
use of individual service provider's data would induct very individual
business decisions that affect the OPEX and also the inefficiencies of their
operations. This would be indirectly indicating to the other service
providers, the chosen service provider as the most efficient and taking
away the flexibility of business operations. Inability of an individual

service provider to generate appropriate use of capacity resulting in low
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MOU would alse affect the termination charge. Moreover, efficiency of
any service providers cannot be measured by the value of termination
charge alone. On the other hand using the overail relevant QPEX of the
mndustry would aliow all the individual service provicers to pursue their
chosen business model and irﬁprove efficiency of operations to be
competitive. The Authority, therefore, decided to estimate the termination
charges using the total relevant OPEX of the wireless industry divided by
the total number of minutes handled by the wireless netwaork in the same

period.

Z The Authority relicd on the Proforma B of the Accounting Separation

Reguiation, 2004 as the source of reliable data of the industry. Treatment
of each cost head/item of the Performa is given in Table 6.1 Constituents
of each head of cost are aiready part of the ASR Regulation and have not
been descrived here, Al sub-heads of any head of cost that has been
included are also automatically included. As has been explained in Section
5.5 in the present exercise the total VAS revenue has not been deducted
from the total OPEX. The proportion of VAS revenue to the totai revenue
has been used to take the appropriate percentage of total relevant OPEX
as the deductible. As the VAS revenue is about 10% of the total revenue
therefore only 10% of the OPEX has been deducted to account for VAS.
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TABLE 6.1:SUMMARY OF PROFORMA B (PROFIT & LOSS
STATEMENT-SERVICE) OF ACCOUNTING SEPARATION
REPORT

Particulars

Remark

Gross Revenue

Used for estimating Gross ARPU of
the industry

Cost [tems

Treament

Pass Through (Interconnection

Charges)

Not included

Licence Fee and spectrum

Included proportionately for

sale of fixed assets{net)]

charge termination charge
Employee Cost Included
Administration Cost Included

Sales &Marketing Not included
Maintenance Cost Included

Network Operating Cost Included
Depreciation and amortization Not included
Finance Charges Not included
Other Costs[excluding loss of Inclhuded

6.3.3 As can be seen from the table, the items that were exciuded in the
previous IUC calculations in October 2003 have again been excluded. The
head ‘Sales and Marketing’ costs are basically the ones that every
operator incurs for promoting its own business and loading this cost to
interconnecting operators are unjustifiable. For example, a company may
take on board a celebrity for promoting its services and the cost of this
decision should not be passed on to the interconnecting networks.
Finance charges, Depreciation and amortization are basically in the nature
of recovery of CAPEX and has therefore not taken been used for

calculating relevant OPEX.
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6.3.4 The data that has been used for estimation of MTC has been taken from
the ASR for the financial year 2007-08. Table 6.2 contains the

consolidated data for the wireless industry.

TABLE 6.2:STATEMENT OF SUMMARY OF PROFIT AND LOSS
ACCOUNT OF WIRELESS SEGMENT (2007-08)
SLNo. Particulars
{Rs in crore)
1 Total Revenue 78738.89
2 Total Expenditure 61902.05
Less:
3 Depreciation 11598.11
4 Finance Cost 287.74
Total Operating Expenditure {Opex) 50016.20
Less:
6 Sales & Marketing 8717.17
7 Pass Through ( Interconnection Charges) 14839.20
8 Licence Fee 6152.75
9 Relevant Opex 20307.08
10 EBIDTA Margin 36.5%
11 Percentage of relevant Opex to total Opex 40.60%
Gross Average Revenue Per User (ARPU-Gross)
12 Rs./Month 308
Source: Accounting separation Reports for the I'Y 2007-08

6.3.5 Estimation of the Mobile Termination Charge

Examination and analysis of the P&L accounts of the service providers for

the financial year 2007-08 was carried out by the Authority. It was noted

that the Average Gross Revenue per user (ARPU- Gross) has shown a

declining trend for the period 2007-08 as compared to previous year

whereas, the EBITDA margin of the industry has increased from about

35% to about 36% in the same period.
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6.3.6 When growth in the number of subscribers over the period was examined

it was noted that in the month of January 2009 alone the industry added
more than 15 million subscribers while the average per month in the year
2008 was about 9 million. Therefore projection of subscriber would not
yield correct result. Therefore, to arrive at the relevant OPEX per
subscriber for future years for estimation of the MTC, the Authority
projected the EBITDA margin and ARPU of the industry. The Authority
noted that the industry is maintaining consistent EBITDA margin and, in
fact, two leading listed telecommunications service providers have
declared their EBITDA margin for the year 2007-08 in the range of 40%
to 42%. However, the Authority is conscious of the fact that much of
future expansion would be in rural areas which would cause pressure on
the EBITDA margins of the service providers. To factor this in the
Authority considered that it would be more appropriate to take 32%
EBITDA margin for the industry for estimating the MTC for the coming
years. The Authority expects that gross ARPU would be around about Rs
280 for the financial year 2009-10 based on the trend of the last few
years. Based on the ASR data for the year 2007-08 and previous years it
was estimated that the percentage of relevant OPEX that should be
considered for MTC should be 43%. These estimations have been made
based on financial and non-financial information available in the Account
Separation Report. The Authority examined the circle-wise pattern of
MOU on different mobile networks and noted that the average Minutes of
Usage per subscriber per month (MOU) have increased from 440 to 450
in the same period. However, it is further observed that during the first
three quarters of financial year 2008-09 MOU has shown a declining
trend. On the basis of above mentioned parameters and ratios, it was
estimated that relevant Opex per subscriber per month would be Rs 82.
This was further adjusted as already explained above to take care of VAS
revenue. The relevant OPEX adjusted for VAS comes to Rs 74 per

subscriber per month. This adjusted relevant OPEX per subscriber was
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divided by estimated MOU to obtain the MTC which comes to Rs 0.20 per

minute. Details of calculations are given below in Table 6.3

" TABLE 6.3 :ESTIMATION OF MOBILE TERMINATION CHARGE
{MTC)
Particulars Unit Amcunt
gross Average Revenue Per User (ARPU- Rs 280
T0SS) per month
EBITDA Margin Yo 32%
Total Operating expenditure - (Except Rs 190
Depreciation and Finance Charge)
Percentage of Relevant Opex to Total Opex Yo 43%
Relevant Opex Rs 82
Less : Allocation of Relevant Opex (10% ) - Rs 8
[for VAS ;
. Relevant Opek(a'd-j'lgé_ﬁéd for VAS) Rs 74
! Minutes of Use per subscriber per month Minute 425
Rs per 0.17
MTC without License& Spectrum fee Minute -
License & Spectrum fee Y% 12%
Rs per 0 20‘
L MTC with License& Spectrum fee Minute )

6.4 Fixed Termination Charge

6.4.1 As the BSNL has the largest share in the wireline business (~78%), the
data of BSNL wireline network has been taken as the key input but not
necessarily the only input for arriving at the fixed termination
charge{FTC). Deta pertaining to any other fixed network was based on a
much smaller network than the size of the incumbent’s network. From
the data provided by BSNL in response to the consultation paper, MOU
per subscriber per month comes to 511 and estimated FTC as 48 paise
per minute. The Authority compared these costing data and minutes with
previous exercise when FTC was derived as 23 paise per minute. The
main difference in the two calculations is mainly because of the lower

MOU per subscriber indicated by BSNL. In the previous exercise the MOU
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6.4.2

6.4.3

per subscriber were taken as 950. Since a steep reduction has been
indicated by BSNL in their submission, the Authority decided to analyze

the matter in more detail.

The data furnished by the BSNL has shown an apparent inconsistency in
the number of incoming minutes coming to BSNL fixed network from the
other cellular operators. BSNL has shown 1823 crore minutes in their
calculation of the fixed termination charge. These miﬁutes were Cross-
checked from the data furnished by the cellﬁiar operators in their
quarterly report to the TRAIL. According to the data furnished by the
other cellular operators these minutes are about 3114 crores for the year
2007-08. There is apparently a large variation of around 70% in the
minutes furnished by BSNL in this category of calls alone. Other minutes
i.e. BSNL fixed to BSNL fixed line etc. were not verifiable from any other
source. This variation if applied in the same proportion to other types of
the calls would lead to a different termination charge for the wireline.
Although there could be a decline in the mihute of usage for the fixed line
but as the mobile service is growing at its full potential, such a steep
reduction in the total incoming and outgoing minutes appears

unreasonable.

Although furnishing of the MQU is ‘mandatory under the Accounting
Separation Regulation, 2004, BSNL has not furnished requisite
information for their fixed line network which would have enabled proper
auditing of the data. The data furnished by the BSNL for the present IUC
exercise, in full knowledge of the fact that MOU would be used as a
denominator for calculating the fixed termination charge, cannot be relied
upon as the sole criterion for calculating the termination charge.

Accounting Separation Regulation also requires submission of information

~ about the traffic handling capacity and capacity utilization of the switching

network in Erlangs (Under the heading of traffic details) but the same has
not been submitted by BSNL. In the absence of capacity utilization of

PG I/2o9—5



14 THE GAZETTE OF INDIA : EXTRAORDINARY [ParT [1I—SEC. 4]

switching network, the Authority used the of turnover ratio'(Revenue /
Capital Employed) to find out investment utilization which indicates the
utilization of resources to generate revenue. The Authority noted that as
per Accounting Separation report of the BSNL for the financial year 2007-
08 turnover Ratio is about 35%, whereas as per accepted norms as
adopted by the Authority in other orders it should be in the range of 60-
70%. For the Mobile Industry turnover ratio is 91% for the financial year
2007-08.

6.4.4 The Authority further taken note of the fact that in the Regulation of
2003, 950 MOU were used for calculating the termination charge,
therefore, the BSNL's network is quite capable of handling the 950 MOU.
The theoretical planned capacity may not have been reached but if the
utilization has attained a level then reduction could be because of
operator specific reasons. As per generally accepted costing principles,
the denominator should be higher of sale or saleable units. It would,
therefore, be in line with generally accepted costing principle for taking

950 MOU as denominator for the calculation of fixed termination charge.

6.4.5 Looking at it from the OPEX point of view it has also been observed that
the BSNL EBITDA margin for mobile services is about 65% which is much
higher than the industry average of 35% which clearly shows more

allocations of the operational cost towards the fixed line service.

6.4.6 The Authority estimated FTC in two ways (a) By taking the cost data
provided by BSNL in their submission with 950 MOU and (b) Taking
EBITDA margin of 32 % as has been taken for Mobile Termination Charge
and estimated ARPU comes to Rs 400 per month. This adjustment of
EBITDA margin is also justifiable on the grounds that BSNL has shown
65% of EBITDA in the mobile services which is much above the average
mobile industry EBITDA margin. Secondly a part of OPEX is also being

recovered through the revenue generated from the carriage/transit
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charge from Level-II TAX to SDCC. Using method (a) the estimated FTC

based 950 MOU with costing data supplied with BSNL comes to about 26
paise per minute. This estimate would further reduce if appropruate
adjustments are made in OPEX to allgn EBITDA margin of BSNL mobile
serJices with the average EBITDA margin of the mobile industry. Using
method (b) FTC on the basis of EBITDA margin as used for maobile
termination charge comes to Rs 0.20 per minute. “Table 6.4 may be

referred to:

" TABLE 6.4: ESTIMATION OF FIXED TERMINATION

CHARGE
Particulars Unit Amount

Gross Average Revenue Per User .

(ARPU-Gross) Rs 400
EBITDA Margin ' % 32%

- | Total Operating expend1ture (Except

Depreciation and Finance Charge) Rs 272
Percentage of Relevant Opex to total .

Opex 3 Rs 65%
Relevant Opex Rs 177

 Minutes of Use per _subscri_ber_per month_| Minute 950

0. 19
8% :

: 0.20, o

6.4.7 Apart from these mathematical calculations the Authority has also

948 GI/2008—16

examined this matter qualitatively both from fixed service . providers’ view
and from consumer point of view. From the view of the service provider,
if higher fixed charges are prescribed it would lead to skew of trafF ic in
favour of mobile networks and reduce traffic towards fixed line. This
would result in less utlhzatlon of network and would call for further
increase in FTC. From consumér point of view the termination on mobile
as well as fixed lines are partly substitutable services and therefore the
consumer should not have to pay higher termination charge for one of
these substitutable services because of under utilization of any service
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provider’s network. Keeping in view the above the Authority decided to

continue with the uniform termination charge for mobile and fixed.

6.5 Carriage Charge

6.5.1 An analysis of major National Long Distance Operators(NLDOs) for the
year 2007-08 revealed that some of the service providers who are
basically carrying the call only on high traffic routes have Return on
Capital Employed (RoCE) is as high as 29%. The high RoCE indicates
higher margin in the NLD segment on high traffic routes. However, at the
same time the sustainability of the service provider who has all India
presence and has infrastructure in almost all SDCAs is required to be seen
before prescribing the new carriage charge. It was coserved that the
service provider who has all India presence is able o yererate ROCE of
around 15%. Therefore it would not be justifiable to prescribe lower
ceiling for carriage charge. If fower vhiorge is prescribed then for BSNL
who is present, or any other service provider who plans to be present, in
the remote and hilly areas, sustainability of NLD operation of such service
providers would suffer and service providers would be discouraged from
ceployment in such difficult areas.

6.5.2 In view of the above, the Authority decided to keep the ceiling of 65 paise
per minute so that the cost can be recovered by BSNL and any other
operator in a similar situation. The Authority also expects that there
would be enough competition among NLDOs to provide lower carriage

charges on the high traffic routes to the access providers.
6.6 Transit / Carriage Charge from Level-II TAX to SDCC
6.6.1 As has been explained above the data furnished by the BSNL has shown

an apparent inconsistency with the data furnished by cellular operators in

the number of incoming minutes coming to BSNL fixed network from
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6.7

6.7.1

6.7.2

other cellular operators. BSNL has taken 1823 crore minutes from cellular
mobile to fixed line for calculating the carriage charge from. Level-IT TAX
to SDCC for the year 2007-08. On the basis of these minutes BSNL has
indicated the charge of 24 paise/minute. However, when these minutes

were cross-verified from the data furnished by the cellular operators the

estimated minutes comes around 3114 crore minutes which shows a wide

variation of 70%. If the correction in minutes is applied only to the
minutes between other cellular operators and BSNL fixed line it comes to
Rs 0.15.

Intra SDCA Transit Charge

BSNL was requested to provide the data for calculation of intra SDCA or
TAX transit charges however they not furnished any costing data for
minutes with regard to intra SDCA or TAX transit charges. In the absence
of unavailability of the data the Authority decided to continue with the
same principle as decided in the Principal Regulation of October 2003,
that this ‘charge should be lower than the charge that is applicable for
Level-II TAX to SDCC carriage/ 't_ransit charge.

Since the cost of transiting should be lower than the value being
prescribed here as no carriage is involved in transiting the call the
Authority expects that BSNL will levy a reasonable charge below this
ceiling to the service providers for transiting the call '

Summary of the determinations in these Regulations

(i Termination charge for all 'types of domestic calls has been
reduced to 20 paise per minute from 30 paise per minute.

(i)  Termination charge for incoming international calls wouid be 40
paise per minute against the existing charge of 30 paise per

" minute,
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(i)  Ceiling on carriage of domestic long distance calls retained at 65
paise per minute. Reporting requirements have been prescribed.

(iv)  No origination charge has been specified. The origination service
provider shall retain origination charges from fhe residual after
payment of other IUC. _

(v)  Transit/Carriage charge from Level-II Trunk Automatic Exchange to
Short Distance Charging Area(SDCA) would be 15 paise per
minute.

(vi)  Intra SDCA and TAX transit charges to be lower tha'n 15 paise per
minute.

(vii) IUC for SMS shall continue to be under forbearance. However,
these charges should be transparen‘t, reciprocal and non-
discriminatory. Reporting requirements have been prescribed.

(viil} Termination charge for 3G voice calls shall be same as 2G voice
calls.

(ix)  The new charges shall be effective from 1% April 2009.
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