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TELECOM REGULATORY AUTHORITY OFINDIA
NOTIFICATION
New Delhi. the 6th January, 2005

No. $09-8/2004-FN.—In exercise of the powers conferred upon it under Section 36 read with paragraphs (ib).
(iii) and (iv} of clause (b) of Sub-section (1) of Section §1 of the Tclecom Regulatory Authority of India Act, 1997, the
Telecom Regulatory Authority of India herchy further amends the Telecommunication Interconnection Usage Charges

‘Regulation, 2003, as follows, namely :

1."  Short title, extent and commencement:

(i) This Regulation shall be called “The Telecommunication Interconnection
Usage Charges (Fourth Amendment) Regulation (1 of 2005)"

(i)  This Regulation shall come into force with effect from 1% February, 2005

2. The following entries shall substitute the existing entries relating to Regulation 8 in
Section VIl (Interpretation) of The Telecommunication Interconnection Usage
Charges Regulation, 2003 (4 of 2003):

“In case of any doubt regarding any provision of this Regulation, the clarification

given by the Authority shall be final.”

3. The following entries shall substitute the entries relating to Para 3.1 and 3.2,
respectively, of Schedule Ill of The Telecommunication Interconnection Usage

Charges Regulation, 2003 (4 of 2003):

i L 4 e — e ——————em Al KD 0 - '
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3.1 Access Deficit Charge shall be applicable for the specified category of calls as
mentioned in Table Ill. The ADC will be payable on a per minute basis, and retained
collected and distributed as per section 3.2 of schedule |l below.

The ADC applicable for different types of calls are mentioned in Table Il. The rates are
shown on a per minute bulk settiement basis.

TABLE Il
Access Deficit Charge in Rs. Per minute applicable for various type of Calls

: Local
- Lccau Deficit Charges | calls intra-Circle calls | Inter-Circle calls ILD calis
Py in Rs per minute 0-50 kms |>50 kms ! All Distances  Outgoing fncoming |
* Fixed - Flxed . 0.00 0.00 0.30 0.30
Fixed - WLL(M) 0.30 0.30 0.30 0.30 1 280 3.28
» Fixed — Cellular 0.30 0.30 0.30 0.30
: WLL(M) — Fixed 0.30 0.30 0.30 0.30 _
WLL(M) — WLL(M) 0.00 0.00 0.00 0.30 2.50 325
WLL(M) — Cellular 0.00 0.00 0.00 0.30
Callular - Fixed 0.30 0.30 0.30 0.30
Collular — WLL(M)} 0.00 0.00 0.00 0.30 2.50 3.25
Ceillular - Cellular 0.00 0.00 0.00 0.30 :

3.2 Collection and distribution of ADC
The amount given above is to be collected/ paid as follows:

‘a) For all Intra-Circle calls from Celiular Mobile/ WLL(M) to fixed line, BSNL to be
paid the access deficit amount. |

b) For all Intra-Circle calls from fixed to Cellular Mobile/ WLL(M), the originating
service provider to retain the access deficit amount
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c)

d)

e)

9)

h)

For Intra-Circle calls from fixed iine to fixed line, the originating Service Provider
to retain the access deficit amount (local calis and calls within “0 to 50 kms." do
not have any access deficit charge). No access deficit cHarge is payable to the
terminating fixed network.

For all outgoing Inter-Circle and ILD calls from fixed line, the originating service
provider to keep the access deficit amount. No access deficit charge is payable
to the terminating fixed network.

For all ILD calls to fixed line, BSNL to be paid the access deficit amount by the
ILDO (directly or through NLDO, wherever applicable), and the termination
charge should be paid to the terminating network.

For all Inter-Circle calls from Cellular Mobile/ WLL(M) to fixed line, the access
deficit charge and termination amount is to be collected by the NLDO from the
originating service provider and the access deficit charges should be paid to
BSNL and the termination charge should be paid to the terminating service

provider.
For al! Inter-Circle calls from Cellular Mobile and WLL (M) to Cellular Mobile/
WLL(M), the access deficit amount is to be collected by the NLDO from the

originating service provider and paid to BSNL.

For all ILD outgoing and incoming calls from/ to Cellutar Mobile and WLL (M), the
access deficit amount is to be collected by the ILDO and paid to BSNL.

Explanatery Memorandum

This Regulation contains at Annex A, an explanatory memorandum to provide clarity

and transparency to matters covered under this Regulation.

By Order.
Dr HARSHA VARDHANA SINGH. S¢ey.-cum-Principal Advisor
TADVT -IIVTV/Exty / 142/04]
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ANNEX “A” -
EXPLANATORY MEMORANDUM

I Introduction

1. The ADC regime has evolved over time, notified first in TRAI's Regulation
dated 24" January 2003, and reviewed in TRAl's Regulation of 26" October
2003. In that notification, the Authority had emphasized a policy framework,
which would promote lower domestic prices and give rise to strong subscnber
growth. The expectations of the Authority with respect to both these
objectives have been validated in the subsequent period. India at present.
has among the cheapest mobite call charges in the world, as is shown, for
ex_ample,' in Table 1 below. Likewise, the monthly growth in. mobile
subscribers base in India, has been among the highest, and the price decline
has contributed significantly to such growth.

2. To have a large effect on growth of demand and subscriber base in India, the
price level has to decrease to a level below a certain threshold value beyond
which there is a possibility of a huge expansion in the market base. This
would become clear from Figure 1, which shows that the tariffs, particularly
for Mobile services, have declined sharply over time. Since last year when the
effective price of mobile service reached close to that for fixed - line, the
decline in tariffs was accompanied by an exceptional rise in the subscriber
base. This suggests that the price level has now dropped to reach a special
threshold level, which results in a fundamental change in the accessibility of
the service to the indian people. Consequently, further price decreases can
give rise to additional large increase in subscriber base, and a better
possibility of achieving our tele-density objectives much before the target
dates.

117 Glr2005—9
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Table 1: Comparison of Call Charge per minute, Minutes of Use and ARPU in
different countries and Average Values for countries

The Industry Spanshot-2Q04 _
Name of the Country ARPU Minutes of Use per Subscriber | Rate per Minute
{Average per month
Revenue Por
User)
uss$ Minutes Uss$
| Argentina 13 121 0.11 :
Australia 43 159 0.24
Austria 40 127 0.27 i
Belgium 42 108 N.A.
Brazil 1 92 0.1
Canada 39 344 0.1
Chile 12 105 0.12
China 10 261 0.04 o
Colombia 11 106 0.10 '
| Czech 21 80 0.22
Denmark a2 155 0.17
| Egypt 17 167 0.10
Finland 43 247 0.15
France 40 213 0.16 .
Germany 28 74 0.31 :
Greece 34 117 0.25 :
Hong Kong 27 380 0.07 ,
Hungary 25 118 0.22
India 11 309 0.04 :
Indonesia 1" N.A. N.A. :
treland 54 198 0.21
israel 36 297 0.11 !
Italy 32 118 0.24 {
Japan 63 156 .33 i
Korea 35 316 0.09
Malaysia 20 185 0.11 ;
Mexico 18 106 0.17 *,
Neotherlands 38 137 0.24 -
New Zoaland _ 33 147 0.20
| Nigeria 48 N.A. N.A. !
Norway 49 1191 0.21 :
Philippines 8 N.A. N.A.
Poland 19 71 0.24 '
Portugal 30 120 0.23 '
Russia 13 130 0.09 Lo
Singapore k| 277 0.09 .
South Africa 27 140 0.18
Spain 37 132 0.25
Sweden 28 119 0.22 *
Switzerland 59 119 0.45
Taiwan 19 193 0.09
Thailand 9 N.A. N.A.
Turkey 14 66 0.19
UK 39 144 0.22
us 57 619 0,09
Vanezuela | 16 77 0.21
TotallAVG a0 235 0.13

Source : Merril Lynch Report of 29" September 2004

L o o s me L Ly . 1 1 1 reain
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Figure 1: Mobile Growth and TRAI initiatives

3. The exceptional growth in subscriber base has resulted in a substantial

change in the situation that was considered for determining the ADC regime
notified in the Regulation of 29" October 2003. The large unanticipated
increase in Mobile subscriber base has led to a much higher number of total
minutes, which fund the overall ADC amount. Thus, even with the same
amount of ADC funds to be collected, the per minute ADC charge can be
lower due to the increase in minutes on which the ADC charge is applied.
Inter alia, taking this important factor into account, the Authority has
conducted another review of the ADC regime based on its Consultation Paper
of 23" June 2004.

4, The regime notified in this Regulation takes account of all the inputs provided
during the Consultation process, which in a number of cases involved
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different stakeholders giving diametrically opposite views on specific issues.
The Authority thus had to weigh the various inputs and positions and ité
attempt has been to provide a revised ADC regime which allows larger
benefits to the Indian consumer and rapid growth of telecom services, while
taking complementary or supplementary steps to mitigate the factors likely to
have adverse effects.

5. The revised ADC regime should also be seen in the context of the overall
policy framework being developed by the Authority for improving the
availability of modern communication services across the country, with a
special focus on rural areas. As part of such initiatives, the Authority has had
several discussions with service providers on plans for extension of the
network to various parts of the country. These discussions show that with
tariffs becoming attractive even for rural consumers, the market is rapidly
expanding to such areas and the subscriber base is likely to increase also
due to a large rise in the coverage of the mobile network .in the near future.
Mobile coverage is likely to increase from 1700 towns to about 4800 towns in
next two years, and about 60% of rural villages are likely to be covered under
Mobile Network during this period (please see Table 2 below).

Table 2 : New Areas to be brought in Mobile Coverage by Service Providers to
further accelerate Mobile Growth

Present Coverage of Mobile Networks
(Population Coverage 20%)

By area Population Coverage
Towns ~1700 out of 5200 ~200 Million
Rural areas Negligible Negligible

Proposed Network Coverage by 2006 ; operators plan
(Population Coverage 75%)

By area Population Coverage
Towns ~4900 out 0f 5200 ~300 Milion
Rural areas ~350.,000 out of ~450 Million

607,000 villages
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As the coverage of service increases to include a larger area in the country,
the contribution of lower domestic tariffs becomes crucial for expanding
subscriber base and providing the benefits of accessible communications
service to our population in general. The Authority is of the view that the
domestic tariffs need to consistently decline below the threshold level

that has been reached, in order to provide a sustained boost to-

subscriber growth and tele-density in the country.

in specifying its revised ADC regime, the Authority has given particular
emphasis to provide a strong basis for a further decrease in domestic
prices and boosting subscriber growth, as well as to pave the way
towards as much similarity in long distance charges as possible (i.e.
working towards a “death of distance” which the technological change
is bringing about). Thus, the Authority expects that the regime notified
under this Regulation wiil be followed by a competitive market response
resuiting in a reduction in call charges, which in turn should add to the
subscriber growth and greater availability of telecom services. The
Authority will be monitoring the prices, including through the special
Software that it is developing for comparison of tariff packages.

The large expected increase in subscriber base will also provide a substantial
rise in the minutes that will fund the ADC for fixed service providers. Further,
these minutes will, to a significant extent, be external to the BSNL, i.e. the
ADC funding by the BSNL itself will increasingly become a smaller portion.
These major developments will give us with an additional basis to further
decrease the ADC per minute charges, or if the ADC is funded through a
revenue share regime then for a decrease in the revenue share imposed for
funding ADC. As already stated earlier by the Authority, the ADC regime will
ultimately merge with the USO regime. |

in the present review, the Authority’s assessment is based mainly on
the increased minutes available to fund the ADC. The main focus of the
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1.

ADC regime has been BSNL, and in the revised regime, the Authority
has provided BSNL with the same ADC funds as were specified under
the regime notified in the Regulation of 29" October, 2003. However,
even with the same amount of ADC funding, the per minute ADC charge
would go down due to the larger base of subscribers and consequently
of the relevant minutes of use.

In reviewing the ADC regime, the Authority also examined the ADC regime
that should apply to all fixed line service providers other than BSNL. The
Authority recalled that even in the ADC regime notified in October 2003, these
service providers were not treated at par with BSNL because under that
regime only BSNL received the ADC from mobile to mobile calls and
international calls to/from mobile. In the revised ADC regime too, the other
fixed line service providers are not treated in the same manner as BSNL. The
Authority feels that there is good basis for this dissimilar treatment, if one
takes account of the lower cost of access involved with fixed lines with
wireless terminals, i.e. fixed line with radio link in the last mile and the spread
of subscribers in urban and rural areas (please see Table 3 below).

However, BSNL and the other fixed service providers are being treated in a
similar way by the Authority if we consider that in the revised scheme, the
Authority is providing to BSNL the same overail amount of ADC as in the
regime notified in October 2003 and all other fixed operators also, are being
given overall similar ADC values as was specified in that Regulation.
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Table 3

Percentage distribution of FWT lines in the tota! Fixed Subscriber Base of Fixed
Operators and Percentage of Rural lines in total Fixed Lines provided by Fixed

Operators as on 30" September 2004

[Service Provider  [Name of the Circle/ Service Area [% of Fixed Wireless|% of Rural lines in
: lines in Operator's  iOperator's Fixed
Fixed Lines . Subscriber Lines
BSNL All India (except Delhi and 2.60 35.20
iMumbai) _
MTNL Delhi & Mumbai 1.09 - 0.00
Bharti Dethi, Madhya Pradesh, , Tamil 346 0.08
' Nadu, Karnataka, Haryana,
hennai .
TATA Maharashtra, Mumbai, Andhra 77.39 0.23
Pradesh, Tamil Nadu, Chennai, '
Karnataka, Delhi, Gujarat
Shyam Rajasthan 18.49 3.37
HFCL Punjab _ 24.53 0.45
Reliance All Circles except Assam and 97.27 0.66
North East
TOTAL 7.70 28.93

Source : Operators’ Submission to TRAI

12,

Based on the above, the Authority has decided that operators other than
BSNL should be treated differently from BSNL in terms of the ADC support.
provided to them. In this background, and keeping also the objective of
providing the same overall ADC funding to BSNL as in the estimation
provided in the Regulation of 29™ October 2003, the Authority has conducted
further calculations and has decided that all the operators other than BSNL
should get ADC funding only from their outgoing calls. The ADC
generated by all the incoming calls that were earlier provided to these
(non-BSNL) operators, would now be provided to BSNL. This is required
to keép the incidence of the ADC charge low, to make the ADC regime
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14,

sustainable, and to obtain the requisite funds for the ADC being provided to
the operator who is presently providing virtually the entire rural telephony.

The Authority has also noted that in the future there will be greater
disbursement of the USC funds from the Government to the USF
Administrator, who in turn will implement its USO schemes thét will be in the
pipeline. With smooth and early disbursement of USO funds, the amount of
ADC funding required will keep going down, because the methodology used
by the Authority is such that as the USO funding increases, the amount of
ADC funding requirement decreases. Thus it is extremely important that the
amount of USO funds collected by the Government should be disbursed for
this purpose by providing the amounts to the USF Administrator. Otherwise
while the USO funds would be collected by the Government from the License
Fee, but due to their non-disbursement, it will not be possible to reduce the
ADC charge by the maximum amount possibie, and the consumer will

continue to bear a relatively higher ADC burden.

In addition to its main objectives of sustained price decline and rapid
subscriber growth, the Authority has also emphasized greater certainty in the
telecom market, and strengthening -the mechanisms for addressing grey
traffic in international calls. The issue of certainty arose when BSNL and the
cellular mobile operators sought flexibility to negotiate termination charges for
international calls with the International Long Distance Operators functioning
in India. A number of other stakeholders were of the opinion that this would
give rise, inter alia, to greater chaos in the market and also to the dominant
operator getting a preferred position in the market. Based on its overall
analysis of the situation, the Authority has decided in favour of specifying the
ADC charges and not allowing negotiations for termination charges. The
Authority has also taken note of the fact that TRAI's Consultation Paper dated
23rd June 2004 was reviewing only Access Deficit and not Interconnection

Usage Charges (which include termination charges).
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15.  With respect to the grey traffic in international calls, the Authority recalled that
in its Regulation of October 2003, it had taken account of the Report of the
Committee on Grey Traffic with members from TRAI, several service
providers (including BSNL, MTNL) and DOT, TEC, etc. The Authority
recalled a number of relevant points in that context, namely that: |

o BSNL and a number of others in the Committee were of the view that grey
traffic would be addressed not by changing the arbitrage opportunity
available to illegal international call providers, but by stronger monitoring
ang penalty mechanisms;

s Vide its letters of 23" and 24™ June, 2003 the DOT had established
mechanisms to monitor illegal international traffic, with its Vigilance
Department acting as a nodal point;

* Any attempt to address the arbitrage opportunity must not overlook the
objectives of affordability of local calls in particular and higher telecom
growth as contained in NTP 1999; _ ‘

¢ The Authority had in paragraph 87 of its 29" October 2003 Regulation
stated that: “Af present, the revenues available from such calls for the ‘
objectives of tele-density have been given greater emphasis in view of the
need to specify affordable tariffs in the market along with an ADC regime.”

16. As mentioned above, the Authority has in its review again emphasized low
prices and consequent subscriber growth. The ADC regilme notified in this
Regulation has been specified taking into account the view re-iterated by
BSNL that grey market can be addressed only through monitoring and not by
reducing the arbitrage opportunity that arises due to the margin between the
ADC on domestic and international calls. BSNL hgs also emphasized in its
meetings with the Authority that the established monitoring mechanism of the
DOT has stariad showing results. Furthermore, the Authority has already
established an expert group so that a set of recommendations are available
covering a new monitoring and vigilance mechanism that can ensure that the
traffic of legitimate international call providers is not under-reported and grey

17 GIl2005—10
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market calls on this count are kept in check. In this context, it is noteworthy
that under the revised proposed regime, ADC from all incoming international
calls is to be given to BSNL. The Authority has nonetheless also reduced the
arbitrage margin for Incoming and Outgoing international Long Distance calls
{(please see Tables 4A and 4B below). The situation with respect to the
number of Outgoing and Incoming International Long Distance minutes is

shown in Table 5 below.

TABLE 4A

Potentia! Arbitrage Margin (on ADC + Termination Charge) per minute for
Incoming ILD calls

Sr. IUC Regime ADC + ADC + Potential
No. Termination Termination Arbitrage
Charge per Charge per Margin if
minute on minute on Local/ | Incoming
Incoming NLD Call (Rs.) ILD call is
International converted to
Call (Rs.) Local/ NLD
(Rs.)
1 29" October 2003 | 4.55 0.30 t0 1.10 3.45t04.25
2 Regime notified 3.55 0.30 to 0.60 2.95t0 3.25
under this
Regulation
TABLE 4B

Potential Arbitrage Margin (on ADC + Origination) per minute for outgoing ILD
calls with Origination Charge taken same as Termination Charge

Sr. IUC Regime ADC + ADC + Potential
No. Origination origination Arbitrage
Charge per Charge per Margin if
minute on minute on Local/ | outgoing
QOutgoing NLD Call (Rs.) ILD call is
International shown as
Call (Rs.) Local/ NLD
call (Rs.)
1 29" October 2003 | 4.55 0.30 to 1.10, 3.45104.25
2 Regime notified 2.80 0.30t0 0.60 2.20t02.50
under this
Regulation
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TABLE §
INTERNATIONAL_LONG DISTANCE MINUTES

Minutes in Million

Sector Based on data reported by [LDOs Reported
i for6
months +
Forecast
6 months
International Minutes | 1998-2000 | 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05
Outgoing 473 527 575 764 1176 1720
Incoming 1769 2167 2546| 3110| 4043 4843
Total 2242 2694 3120 3875 5219 6564
17.  To specify the revised ADC regime, the Authority has conductéd detailed

analysis of the data submitted to it on traffic flows and subscriber base. The

Authority noted gaps and inconsistencies in the data provided, and gave the

service providers an opportunity to make relevant corrections. However,
instead of being subject to regulatory capture due to provision of late,
incomplete or inconsistent data by operators, the Authority has used
reasonable normated estimates wherever required. The Authority has also
noted that ADC payments to BSNL .including those from its internal traffic are
likely to be higher than anticipated as the current cycle gets completed in
January 2005. The new regime will be implemented from 1* February
2005, which implies that the present regime will continue till 31*
January 2005. The revised regime is based on forecasted dafa' for the
period beyond September 2004. The Authority will be conducting a review
of the ADC rates within 3 to 6 months of its implementation and consider
whether the underlying data used by it in the present set of calculations
including forecasts has been robust and matches with the subsequent
monthly long distance traffic minutes and ADC submissions. The Authority
will review the ADC rates without going in for any consultation process in
case new figures of data suggest that revision of ADC values is justified for

the last two quarters of the new annual cycle of ADC. -
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18. Section |l gives the background, Section Ill gives a summary of the main
comments, Section IV addresses a key point made repeatedly that the ADC
regime should be merged with the USO regime and should not be in place as
a separate regime. Section \V summarizes the examination of the issues by
the Authority, and Section VI gives the main decisions of the Authority.

IL BACKGROUND

49 The Authority notified on 24" January 2003, its first Regulation on
Interconnect Usage Charge (IUC) and Access Deficit Charge (ADC). This
regime came into effect from 1%t May, 2003. The implementation followed an
agreement among all operators on the method for assessing the IUC/ ADC
amounts, based on the results of a special Committee that had been
established by TRAI to address this matter, with BSNL as the convenor of the
Committee. That meeting decided the method of implementing the 1UC
regime, but treated it as an interim one. It was further decided at the meeting
that the interim phase will end by 345t March 2004 with implementation of
CDR based billing system by all operators inciuding BSNL. However, CDR
based billing system has still not been implemented by BSNL.

20. Even at the time of implementing the first IUC/ ADC regime notified on 24"
January 2003, the TRAI was looking further into the various comments on
that regime's shortcomings, particulérly regarding the sustainability of the
regime and the underlying calculations of IUC/ ADC. The estimated amount
of ADC was large and was to be collected only from calls involving fixed line
subscribers either at one end or both ends. This meant that the IUC/ ADC
charges differed widely for calls from and to fixed and mobile networks.
Moreover two ADC regimes were specified, one uniform and another
escalating with distance. With ADC being levied only on calls involving fixed
line, the mobile service providers had greater flexibility in offering lower tariffs

in comparison to fixed lines especially when fixed lines were involved at both
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ends. This would have adversely affected the competitive ability of fixed line
to a very large extent. The sustainability of the notified IUC/ ADC regime had
become questionable. This as well as a number of other comments justified a
review of the regime (please see below).

The results of the review were encompassed in the second IUC regime
notified in a Regulation dated 29" October, 2003. The Authority at that stage,

- had taken note of the fact that even developed countries like the US,

Australia, Canada, France with lesser compuisions of providing low rentals
and tariffs for unviable services had to formulate ADC during initial years of
liberalization and tariff re-balancing. The Authority had further noted that in
the initial regime, ADC was about 30% of total Telecom Sector revenue. The
total ADC was mostly for BSNL. BSNL’s contribution in this total-ADC was
about 81% from itself and 19% from others. In the new regime of 28th
October 2003, the ADC amount was kept at about 10 % of the sectoral
revenue, a much more sustainable amount, as against 30% in the initial
regime. In the revised (second IUC) regime with Authority deciding to give a
total ADC of Rs. 5340 Crores, BSNL was expected to get about Rs. 1152
Crores from Mobile Service Providers covering ail outgoing long distance
traffic including Outgoing ILD traffic, Rs. 1376 Crores from ILDOs for
incoming international long distance traffic, and fund the rest of ADC of
around Rs. 2264 Crores from its fixed line operations. All other Fixed Service
Providers taken together were likely to get Rs. 81 Crores from Mobile Service
Providers, Rs. 168 Crores from ILD incoming traffic and Rs. 300 Crores from
their outgoing traffic. Table 6 below gives a summary. The Authority also had
taken note of the tariffs reported by the incumbent in comparison to the IUC /
ADC amounts and concluded that the earlier regime was not sustainable and
therefore on a request from BSNL in its tariff report had allowed BSNL to
operate tariffs, which were below cost (including IUC and ADC), and hence in
one way would have been predatory. Similar decisions for this reason were
taken in respect of tariff requests received from other fixed line service
providers. The revised regime was to be implemented from 1** December,
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23.

2003 but this was delayed on account of requests from Service providers

while seeking clarification. on certain issues.

regime became effective from 1° February 2004.

The revised (second IUC)

TABLE 6

IUC Regime Totai Amount of Amount of self | Net Amount of
Applicable Amount of | ADC Funded | funding by ADC to BSNL

ADC (in Rs. | to BSNL BSNL Fixed fixed funded by

Crores) (inRs. (in Rs . Crores) | others

Crores) (in Rs . Crores)

As per 24" Jan 13518 12381 10084 2298
2003 Regulation
calculations
As per 29" 5340 4792 2264 2528
QOctober 2003
Regulation
calculations

The revised IUC/ ADC regime was based on, inter alia, an underlying mobile

subscriber base in September, 2003 which was 21 Million only (17 Million
Cellular and 4 Million WLL(M) which became CDMA Mobile subsequently); top
down estimates of costs of BSNL which need to be adjusted over time for

depreciation; costs allocated to non-fixed line items covered by the accounts

(including mobile telephony), and USO amounts given to BSNL by the

Government. A major development has been an unprecedented increase in the

overall mobile subscriber base including the subscriber base of BSNL mobile.

For example, the Mobile subscriber base has reached about 46 million as on 30"

November 2004. This has provided a much larger base of total minutes

contributing to ADC.

In addition, the Authority had received reports of

implementation difficulties, which would need to be addressed. For these

‘reasons, there was a need to review and revise the prevailing ADC regime.

Taking all these aspects into account, the Authority released a Consultation
Paper, dated 23 june 2004 to review the ADC regime and implement the ADC

regime as revenue share of Adjusted Gross Revenue.

In this paper, the
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24.

Authority noted certain salient points made in its Regulation of 20™ October,
2003, and the difficulties that were reportedly arising in implementing the ADC

regime.

The Consultation Paper recalled in particular that the Regulation of 29" October,
2003 had mentioned factors such as the principle of gradual implementation of
forward looking long run incremental costs (FLLRIC) in the ADC regime,
accounting for benefits arising from the incumbent being allowed entry into
cellular market, and that the ADC regime should ideally be merged with USO
regime in about 3 to 5 years time. The Consultatidn Paper had proposed a
revised ADC regime to be implemented from 1% October, 2004. Based on its
approximate calculations, and forecasting the situation likely in March 2005 (j.e.
the mid-point of the period October, 2004 to September, 2008), the Paper had
provided a range of revenue share for ADC, namely 2.2% (with avarage monthly
rental revenue of Rs. 200/-) and 5.3% (with average monthly rental revenue of
Rs. 156/-). The Authority has received comments in writing as well as in the
Open Houses and other meetings on this issue. The issues refating to ADC

regime being based on Revenue Share is addressed in Section V below. The

Authority has also taken note of the fact that most of the new Fixed lines being
added by BSNL are in the Rural Area and as such BSNL's average monthly fixed
services rental as Rs. 200/- may not be achievable in the near future. The

Authority has further noted that Audited Results of BSNL and other Service

Providers have just been announced. It will take some time to examine the
issues like admissibility and quantum of ADC for Fixed Service Providers as
detailed analysis of the relevant network elements data, including the verification
of the cost items presented in the annual reports of service providers will be
required. As discussed in detail, the Authority proposes to address these issues
through a Consultation Paper when related issues like implementation of the
USO regime, differential termination charges for International and national long
distance charges are also addressed. In this background adequacy of a uniform
percentage related to AGR vs higher percentages of revenue share percentage
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for National Long Distance and International Long Distance traffic streams may
also be relevant.

The extensive comments cover the entire range from there being no need or
basis to proyide ADC, to a need to continue with the ADC regime and even
consider higher provision of the ADC amount. In this regard, it is important to
recall the Authority’s statement in its 1UC Regulation of 20" October, 2003 that it |
will be gradually reducing the ADC, merging it with the USO regime in due time,
The reduction of ADC is also implied by increasing implementation of FLLRIC
costs because the new technologies that are employable as substitutes for the
fixed line network in place, have a much lower average cost. Likewise, the
reasons for continuing with the ADC regime for some time were still relevant, and
the Authority is of the view that it will continue with the ADC regime for certain
number of years. With reference to these issues, it is pertinent to note, for
example, the statement of the Authority in paragraph 24 of its Explanatory
Memorandum to the IUC Regulation of 20" October, 2003.

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

26. Thus we need to bear a nhumber of factors in mind in the context of a revision of
the ADC regime. The net effect of depreciation in the gross CAPEX and
allocation of costs to non-fixed line items is likely to decrease the overall costs
per subscriber over a period of couple of years. Issues relating to BSNL being
given Mobile Licenses without entry fees, increasing application of Forward
Looking Long Run Incremental Costs to estimate the ADC and an increase in the
disbursements made through USO are also needed tg be taken into
consideration. These factors will be considered in greater detail in the Authority’s
forthcoming Consultation Paper. In the cument exercise, the Authority has
focussed mainly on the change in overall minutes funding the ADC amount with
the ADC amount being the same as that used for the regime notified on 29
October, 2003. '

ill. Summary of the main comments

27. The various comments received are summarized below:

estimated. BSNL on the other hand stated that the correct ADC amount
should be much higher. '
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o Several comments, including from most private operators, were that when

USO is in place for rural telephony, then ADC is not justified and it should not

be given at all.

« One view was that BSNL is not a deserving candidate for the suggested ADC.

It noted that BSNL is concentrating now only on GSM, and that no significant

increase has been proposed by it in its switching capacity for the year 2004-

2005.

« The ADC regime could be changed in such a way that ADC is:

)

provided only for rural fixed telephone line (where regulated tariffs
are in place). |

implemented as a percentage share of the NLD and ILD revenues
only.

recovered from commercial subscribers who can afford it.

abolished from the cell to cell calls so that one does not have two
levies on the service providers. i.e. ADC as well as USO.

charged as a fixed amount of cess per month subscriber from all
subscribers except the Rural fixed subscribers.

linked with a TRA} specified rollout of rural lines and for better
impiementation should be merged with USO regime.

calculated so that un-utilised funds already available with the uso
fund should be taken into account.

. Current regime is unfair as a fixed line phone used by a rich / commercial

fixed urban consumer should not be subsidized by a poor pre-paid mobile

user.

. There is no private FSP at present. All have migrated to Unified Access
Service Regime. |f required, BSNL only could be funded for Rural fixed lines.

(b) Revenue share ADC regime should be put in ptace:

« If ADC is to be given, it should be on the basis of revenue share as it
would help operators to settle their accounts with BSNL. The proposed
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revenue regime is a far superior regime than the earfier regime-as it is .

transparent, easy to calculate, easy to identify and administer.

* Since the Authority has already implemented USO as a Revenue Share

regime, it should be possible for it to also impiement ADC as a revenue
Share regime.

(c) Revenue Share ADC regime could result in increase in local call charge:

if at alt any ADC is given, it should be structured in such a way that it does
not affect the call charges for the poor.
Removing ADC from the international calls would lead to charges for local

calls etc. being raised, especially due to competition in the long distance

and international call segment pushing down the possibility of keeping a
buffer in the prices for these calls.

If the ADC on incoming ILD calls is removed, then the benefit will go
towards the International Operators (Carriers) and the domestic call
charge will increase.

(d) Grey Market traffic:

Revenue Share ADC regime would also address the issue of ILD grey
market .

The issue of grey traffic is not new and in no way related to the present
ADC regime. The traffic being terminated into BSNL’s network also does
not indicate any decline in the incoming IL.D minutes. Some variation in
minutes over previous year is a seasonal fluctuation and does not give
rise to grey market traffic.

Another view was that the difference between overall charges imposed on
international and national calls provides an arbitrage opportunity, and
promotes grey international traffic. '
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(e)

(f)

All Basic Service Operators should get ADC: .

« BSNL and private basic operators bear the same cost. Therefore, all the
private operators who are providing the services at prices at which BSNL
is also providing services, should be given ADC.

Present regime should continue:

e The comments under this category are eariier submissions by BSNL,
which stated that there is no need for change in present ADC regime,
only a proper recovery mechanism is required to be put in place by the .
regulator so that reporting and accounting of the traffic is done accurately
and transparently and the share of BSNL is transferred in a timely manner.
It is also stated that there is practically no increase in the urban DELs. In
fact there has been negative growth in such DELs. The DELs added by
BSNL during the year 2003-04 have been primarily in semi urban and
rural areas where the per line capital required is undoubtedly higher than
capital required in the urban area.

¢ Other comments include: '

o it is just four months since the new IUC regulation along with the
ADC recovery mechanism has been implemented. The process
has just started getting stabilized and it should not be disturbed.
Any teething problem in this process can be attended to in due .
course.

o the present regime may be allowed to continue for at least one
year. The revised regime, if any, may be implemented only after 1 |
February preferably from 1%t April 2005 so as to coincide with the ;
financial year.

o the calculation sheet for ADC amount, termination charges,
carriage charges etc. was not provided for scrutiny. This made the

entire exercise non-transparent and clearly in conflict with the
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statutory mandate on TRAI to ensure ftransparency in its
functioning.

o TRAIl has stated that due to substantial variation of the ADC for
domestic and international calis, the underlying data. required for
collections is detailed and that TRAI'S experience has shown that
problems are being faced in reconciliation on this account. This is

purely an arbitrary assumption.
o No comparison of revenue share vis a vis ADC on call by call
regime has been done. '

(9)

» This comment was made primarily by BSNL and subsequently by cellular

mobile operators, in the last part of the process. It was stated that
termination charges in other countries were high, were going up, and by -
limiting the termination charge that can be received for - incoming
intemational calls, the Authority was denying revenues to access
pr&viders which were legitimate business revenues and would contribute
to spread of the network in rural areas.

s By allowing the access providers to negotiate with ILDOs the regime
would provide adequate revenues to pay for the high termination charges
that apply in other countries. Otherwise, the Indian consumers. would be
burdened in a major way.

~e Such a negotiating possibility should be given to mobile operators
because the higher termination charges obtained through negotiation
would give them an incentive to curb those who use their facilities to carry
grey market traffic.

» A contrary view of ILDOs and some access prowders was that negotiation
should not be allowed because it would lead to chaos in the market, would
give rise fo undue benefits to the dominant operators, and would continue
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Iv.

(h)

to encourage grey traffic. This view was that certainty was very important
in the market, and allowing negotiations would take away such certainty.

Other:

o ADC amount applicable for ILD services should be in two slabs. These
slabs could be between Rs 1 and Rs. 2. This will also remove the
incentive to Grey Market operators.

e The costing details, traffic and revenue pattern could be studied based
upon detailed and audited data of the various operators as envisaged in
the IUC Regulation dated 29" October 2003 for review of the ADC regime.

e There should not be any ADC. Instead, the relevant assistance should be
provided through the USO regime.

A Kevy Clarification Regarding Merging of the ADC and USO Regimes

28.

29.

An important comment made above is that the ADC regime should be replaced
by or merged with the USO regime, and that the concurrent implementation of
these two dlfferent regimes is not appropriate. While there is a considerable
overlap among the objectives of the USO and ADC regimes, these regimes do
not have identical objectives. But overtime, with the USO regime being
implemented in terms of net cost SDCAs as was notified by the USF
Administrator in early 2004, the overlap between the ADC and USO will in effect
increase. Two points are worth noting in this context. First, the Authority has
already stated that the ADC regime will be phased out over time and will be
merged with the USO regime. Second, the framework used by the Authority to
calculate the ADC amounts integrally links the USO and the ADC regimes in a
way that as the USO disbursements increase, the ADC amounts will decrease,
taking account of the assistance received from the Universal Service Fund

(USF).

Presently, the Government is collecting the USO amount as 5% of Adjusted

Gross Revenue as part of revenue share License Fee, but virtually the whole
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30.

31.

amount is not being given to the USF Administrator as yet for disbursement.
Over time, there would be increasingly large amounts of funds, available from the
levy for USO. For instance, in the next couple of years, the amount collected for
USO wouid be more than Rs. 3,000 crores per year. With bulk of the funding
under USOQ for projects linked to access being likely to be completed by 2005,
the USO amounts focusing on DELs in net cost SDCA's would have a
corresponding irnpacf in terms of reducing the ADC amounts caiculated by the

Authority.

The Authority expects that in the near future the USF will be fully functional, that

it will receive the relevant amounts for disbursement under the USF, and that

these funds will be disbursed to the service providers as per the .procedures
decided in that regard. In the methodology used by the Authority to calculate
ADC, these disbursed USO amounts would be reflected in a fall in the ADC
estimates. Conversely, if the USO amount, which is being collected every year
is not disbursed, the ADC estimate would be higher and due to such non-

disbursement the ADC regime will impose an avoidable burden on the consumer,

which would involve higher prices, lower overall growth and below potential
achievement of the Universal Service objectives.

Under the framework used by TRAI, at least five factors can lead to a merger of
the ADC and USO regimes.
s As the USO fundingﬂincrea?.ses it will cover more and more of the ADC
 amounts estimated, thus contributing to a decrease in the ADC amount to
be funded through a regime other than the USO.
o The amount available for USO funding will increase over time as the
‘revenue base providing' the USF rises.
. If net capital employed per subscriber continues to decrease in the
manner that it has declined in 2003-2004 compared to 2002-2003 (due to
a large depreciation on existing assets and relatively small increase in
new subscriber base), the cost based monthly rental will decrease. This
will contribute to a reduced ADC per subscriber,
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e As the ratio of mobile subscribers increases, the joint and common costs
in the overall costs that will be allocated for the ADC purposes will be a

lower proportion of the overall costs.

. The Authority has already stated that it will be gradually using more of the
Forward Looking Long Run Incremental Costs, (FLLRIC) to estimate the
ADC.

32.  With these factors, the framework used by the Authority for estimating ADC
already provides a basis for merging of this regime into the USO regime. Of
course, the extent of USO funding necessary would depend on the scope and
coverage of the USO programme, which may in future include additional services
that may require compensation of access deficit.

V. Further Examination of the Issues

33. In addition to the comments on merger of USO and ADC regimes, the Authority
has also taken the various other comments and inputs into consideration, and

analysed the matter further. The views of the Authority on the main issues are as

follows:

(a) _ Whether ADC shouid be provided

34. The Authority considered the existing situation, taking account of the latest
balance sheet of BSNL, the prevailing tariffs, and other relevant likely
developments. The Authority recalled that even with certain optimistic
assumptions in its Consuitation Paper on ADC, there was a sizable amount of
ADC which remained. In view of this background, and its above explanation
relating to the ADC and USO regime, the Authority is of the view that at present
ADC should continue to be provided. '
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(b) _How much ADC should be provided
35. The Authority has decided that since the present review is in the nature of an

interim review based on the limited data, the revised regime should result in
providing the same amount of ADC as specified under its Regulation of 20"
October, 2003. This was about Rs. 5,300 crores in aggregate, with about Rs.
4,800 crores for BSNL and about Rs. 550 crores for other fixed line operators.
This would be appropriate in the Authority’s view, based on its assessment of the
underlying costs and revenues, as well as the various other relevant factors
mentioned in this Expianatory Memorandum, that relate to inter alia the structure
gnd growth of the networks of the operators and the pattern of investment
undertaken by them.

36. In the above context, the Authority recalled that in its October 2003 Regulation, it
had decided that the full ADC amounts estimated would not be provided to the
service providers, and the overall ADC amounts were specified at a reduced
level for several reasons. These included, inter alia, that there would be an
increase in the subscriber base in the period when the ADC regime would be

| implemented compared to the subscriber base actually used in the calculations.
Traffic minutes reported suggest that overall annual ADC collections by 31
January 2005 are expected to be higher than the ADC amount allowed in the
regulation.

37. The revised ADC regime too would be subject to the factors underlying some of
these reasons, such as those mentioned earlier on the basis of which the
Authority expects the ADC to become lower over time. These include, for
example, the Authority’s observation from BSNL's balance sheet that its capital
cost base for determining the cost based rental has been declining over time.
The effect of such a decrease presently has been mitigated becaus_e of the
combined effect nf an increase in tax rate applicable to BSNL and a decrease in
the overall long distance minutes per subscriber. The tax rate for BSNL has
been increased from its earlier preferential status rate, and results in a large
effect on the capital cost base (BSNL is appealing the change in tax rate). This
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{c)

effect of a tax rate, however, is a one time effect and will not occur in subsequent
years. Hence, the overall trend of lower cost based rental will continue, with
obvious implications for reducing the access deficit. In the background of these
several factors, the Authority is providing the same amount of ADC funding as
given under the IUC Regulation of 29" October, 2003. The total amount of ADC
was Rs. 5,341 crore, of which BSNL's share was about 90% i.e. about Rs. 4300
Crores.

Thus, the regime notified under this Regulation is continuing with the present
mechanism for ADC collection in such a way that the overall amount of ADC
funding estimated for BSNL is the same as that was the basis of the regime
notified in the IUC Regulation of 29™ October, 2003. The total amount of ADC
is hence not being changed by the Authority.

Should Private fixed line operators continue to get ADC and if so, should

39.

40.

41.

they get it on the same basis as BSNL?
The Authority recalled that BSNL and the other fixed line operators were not

treated in the same way even under the existing ADC regime notified in the
Regulation of 29" October, 2003. In the existing regime, therefore, all the ADC
arising from mobile/ WLL(M) to mobile/ WLL(M) calls, as well as from
international calls to or from mobile/ WLL(M), was being given only to BSNL.

The other fixed line operators did not receive any ADC from these calls.

However, if we consider the Authority's decision that in the revised ADC regime,
BSNL and the rest of the fixed line operators will respectively get the same ADC
amounts as specified for the existing ADC regime, both BSNL and the other
operators are being treated similarly. The Authority also noted that with the
same ADC amounts to be funded and the minutes of use having gone up, the

ADC charge per minute can be reduced.

The issue of whether the ADC regime applicable for BSNL and other fixed line

operators should be the same can also be seen in terms of two important criteria,
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43.

| namely the distribution of subscriber base for which access deficit would arise,

and second the distribution of subscribers in urban and rural areas. As shown by
Table 3 given earlier in this Explanatory Memorandum, the position of BSNL and
the other fixed line operators is very different when they are compared on the
basis of these criteria. |

The first criteria is linked to the fact that ADC funds have been provided to fixed

line service providers to cover the shortfall in revenues for access (i.e. the

deficit), and in a situation of incomplete tariff re-balancing, sustain the service
even with intense competition in the long distance market. The Authority recalled
in this context that either due to the Regulator or the Government, an 'upper limit
was imposed on the fixed line rental charged by BSNL, and the other fixed line
service providers were also constrained since BSNL has been the market leader
in this regard. Consequently an access deficit arises because the revenues from
rental charged are much below the cost based rental, with the latter being
calculated based on the capital cost for the local call portion of the network
(please see the Regulations of 24™ January and 29" October, 2003 for more
detail). A major portion, i.e. about three-fifths of the cost base for estimating the
cost based rental is accounted for by the capital expenditure in the last mile
portion of the network. Thus, when fixed line service providers give last mile
connections through radio, there is a major decrease in the capital costs for the
last mile, and hence in the overall costs used to calculate the cost based rental.
In this regard, the Authority does not agree with the point that consumer

- equipment cost should be included for estimating overall Access Deficit.

The second criteria is linked to provision of rural services, and the likely average
monthly rental revenue received by various operators. Table 3 also shows the
relative presence of the subscriber base of various operators in rural and urban
areas, and it is evident that compared to BSNL, the other operators are based in
relatively lucrative areas. This also implies relatively higher monthly rentals, and
even ARPUs, for the other fixed line operators compared to BSNL.
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45.

46.

47.

Based on the above, the Authority has decided that operators other than BSNL
should continue to be treated differently from BSNL in terms of the ADC regime
applicable to them. This implies preferential treatment in terms of ADC funds for
the operator who is presently providing virtually the- entire rural telephony. As
mentioned earlier, when the USO regime becomes operational and the USO
funds collected are disbursed for the net cost SDCAs, the ADC amounts

estimated will correspondingly become lower.

In this background, and keeping also the objective of providing the same overall
ADC funding to BSNL as in the estimation provided in the Regulation of 29"
October 2003, the Authority has conducted further caiculations and has decided
that all the operators other than BSNL should get ADC funding only from their
outgoing calls. The ADC generated by all the incoming calls that earlier provided
them with ADC funding, would now be provided to BSNL. The calculations of the
Authority show that such a regime would be more than adequate to provide the

other fixed line operators with the relevant ADC funds.

The Authority did consider whether the other fixed line operators should not be
provided any ADC at all, but reached the conclusion that till some method is
implemented for distinguishing calls to/ from WLL(F) from other fixed lines, it is
important that for maintaining the sustainability of the ADC regime the “other
fixed line operators” should continue to retain the relevant ADC charge for their
outgoing calls. The Authority will soon conduct a review of the regire and then

consider any further changes that may be required in the regime.

The Consultation Paper will cover issues such as
a) Admissibility and extent of ADC to BSNL after review of data,
b) Allowing other fixed line operators to retain ADC out of outgoing call
tariff,
c) Admissibility of ADC for WLL(F),
d) Stage at which ADC can be charged as Revenue Share,
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e) {UC (carriage and termination issues) including those for Incoming
International calls.

48. Within 3 to 6 months of the implementation of the new ADC regime from 1*
February 2005, the Authority will review and adjust ADC rates for the subsequent
quarters based on new minutes of usage and ADC collection data. This review
will not call for any new consultation process. |

(d) What should be the shape of the new revised ADC regime conseguent to
the growth in subscriber numbers and the call minutes

49. The issues which arise as a result of increased subscriber numbers and call
minutes while retaining the same quantum of ADC are (i) whether the ADC
regime should be a revenue share regime or per minute rate regime and (ii} if the
per minute regime is retained whether the international call ADC rates should be
reduced more or the domestic call ADC rates shouid be reduced more, keeping

~in mind the three associated factors viz. (a) impact on Grey market traffic, (b)
reduction in domestic call rates which benefit the national consumers more and
(c) benefit to foreign carriers and customers instead of domestic customers.
These aspects have been discussed in the following two sections d(i)) and d(ii).

(d(i)) Should the revised ADC regime move to Revenue Share Regime.?

50. In its assessment of whether it is appropriate to move at present to a revenue
share ADC, the Authority took note in particular of the comment that such a
transition could create problems of adverse impact on local call tariffs. Currently
a large component of ADC is collected from the revenues of the International and
National Long Distance calls. In order to maintain the same quantum of ADC
receipts to BSNL and other Access Providers in a uniform revenue share regime,
the contribution of International and National Long Distance traffic revenues will
fall and that of local calls will increase which will impact local call tariffs upward.
For the other possibility of unequal revenue share for different segments of the
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traffic, it was found that much more information on traffic and revenue generated
and its separation in the accounts of various service providers is necessary,
which is currently not available. The Authority has also taken note of BSNL's
submission dated 14" July 2004 wherein it had stated that

“The impact of changeover from call based ADC fo revenue share based ADC on
long distance call revenue has not been considered by the regulator. For
example, currently the IUC compliant NLD tariff is minimum Rs. 2.50 and ADC
component of this is Rs. 0.80. This represents ADC as 32% of the revenue. In
case the ADC is prescribed as percentage of revenue, this 32% share cannot be
maintained and as per TRAl's own calculation and may fall down to 2% to 5%.
This will amount to a free fall in the long distance tariff. In case the tariff for this
segment falls by 25% to 30%, the entire surplus in the sector will vanish. This
surplus has been effectively used in the past for financing the growth of telecom
sector by BSNL. This will not only affect the BSNL’s capability to expand the
telecom network but will also adversely affect all other access providers.”

The Authority has further noted that since the charges for shorter distance calls
in general are higher for mobile, and these operators have additional sources of
revenues from value added and supplementary services, they have greater
flexibility than fixed service providers for adjusting to a situation when the present
regime for ADC is changed to a revenue share regime. An important factor in
this context is also that even though the Authority has given tariff forbearance
with respect to urban monthly rentals and local call charges, the incumbent
operator is not really in a position to take advantage of such flexibility because of
the limits imposed by the Government on its rental and local call charge for

reasons of affordability and social objectives.

In moving to the ADC regime based on revenue share, a crucial factor is the
large transition that would be required if the ADC amount charged per minute for
the international calls is converted into a revenue share. At present, this amount
is Rs. 4.25 per minute. The transition will become easier if the corresponding




f ¥ T—2e 4] G F7 USTYH ; SR

52,

53.

ADC per minute amount is lower and can be distributed more easily on a larger
base of minutes and revenues that will generate ADC funds. Over time, this will
become possible as the increase in subscriber base results in much larger
number of minutes that generate the ADC funds, and as the ADC amounts
themselves decrease due to the reasons mentioned in the previous section.
This would help us to avoid the “large transition” that would be presently
required, and the Authority could consider moving to a revenue share regime
with the ADC per minute charge for ILD calls being substantially below the
Rs.4.25 presently in place.

The Authority also noted that further unbundled Network Element data would be
required to fully address the matter of allocation of common costs etc. ta different
services provided by any service provider, with primary focus on the incumbent.
Such information would be important to determine the relevant revenue share. In

this context, implementation of Accounting Separation by the Service Providers

including BSNL is a positive signal. Of course, one possibility when there is
paucity of adequate information is to decide an appropriate ADC amount, with
any residual amount being notionally covered by the fact that the Authority is
increasingly introducing Forward Looking Long Run Incremental Costs (FLLRIC)
for estimating ADC, and has also decided that the ADC will be progressively
decreased to be phased out in a few years time. Nonetheléss, it would be useful
ta abtain more updated and detailed unbundied network element costing data for
an exercise which would facilitate making a transition to a new methodology for
collecting/ disseminating the ADC.

With respect to the point that USO has been implemented as Revenue Share
and hence, it should be possible to also introduce ADC as Revenue Share, the
Authority noted that the USO regime is designed to re-allocate a portion of the
current License Fee Revenue Share for the USO funds. Thus, with USO there is
no additional funding involved, only re-allocation of the existing funds. in the case
of ADC, additional funding is involved and all the points mentioned above with
respect to Revenue Share become relevant.
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54.

The Authority, therefore, decided that it would not presently implement ADC
Regime as a percentag'e of Revenue Share. It would continue with the Per

Minute Charge based regime.

(d(ii)) With Per Minute Rate ADC regime, how should the rate of adjustments be
handled?

55.

56.

57.

Availability of relevant traffic data and actual ADC collections inciuding notional
collections from calls originating in Fixed Line Operators is pertinent to this issue
also. Data issues are addressed in a subsequent section separately. The
Authority has taken note of the fact that BSNL is a major party from which full
data as per the prescribed formats has not been received. BSNL has submitted
that it is not in a position to give the requisite data on traffic parameters because
it does not have CDR based system. The Authority recalls in this context the
TRA! Press Release 2/2003 dated 19" April 2003 which had, on the basis of
BSNL's input, stated that: “The interim phase will end by 31% March 2004 with
implementation of CDR based billing system, by all operators including BSNL".

The Authority also recalls the complaints from service providers that BSNL is
using the revenues from ADC to cross-subsidize its tariffs in lucrative segments
and out-compete the others. The Authority had examined the international cali
tariffs of BSNL, and had found that the BSNL tariffs covered costs. This matter,
however, does continue to be a concern with the industry and the Authority will
be examining situations where tariffs are specified resuiting in an anti-competitive

situation.

Further, Authority has received a lefter dated 30™ August, 2004 from COAI
stating:

“it would be very severe blow on the indian domestic telecom industry providing
an advantage only to the international carriers — who have no stake in creating

infrastructure or obligation to increase tele-density in our country.....

T T THELEL L e UL T TR
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... We need to first and foremost protect Indian subscribers and consumers from
the burden of ADC rather than giving such relief to foreign camiers and
consumers. .. |

... Reduction of ADC on international calls without a corresponding removal from
the domestic segment would be to the detriment of indian consumers and

operators”. : .

58. A similar communication has been received from AUSPI on 1.9.2004. The
Authority asked both the parties to substantiate their points with facts and figures.
They had a meeting with the Authority on 2.9.2004. The main point that emerged
from the meeting was that while these operators were in general against the
imposition of ADC, they were of the view that reduction in ADC should take place
not only for ILD calls but also for national calls.

59.  The Authority recalled in this context that its primary ehphasis has been to
reduce domestic market prices and boost domestic growth. The Authority is of
the view that a reduction in the ADC charge on domestic calls would meet such
objectives, and thus the Authority is in favour of taking such action, while
balancing the achievement of its other objectives (e.g., grey market traffic). in
this regard, the Authority has also continued to focus on its general thrust to
simplify the regulatory regime and to'create conditions, which facilitate the .
ongoing convergence and “death of distance” that is increasingly taking place
due to technological and market developments. The decisions of the Authority in
the revised ADC regime reflect all these considerations.

60.  The Authority also noted the statement of Chairman, BSNL in a recent meoting‘
(24" December 2004) with the Authority that BSNL would begin implementing
CDR based system for Interconnect arrangements in the near future.

s
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() __Relative considerations of Grey market International calls and lowering of
domestic call ADC rates

61. The issue of grey market international calls continues to be relevant, as is
indicated by anecdotal evidence and complaints submitted to the Authority, and
possibly also by the decline in the incoming international call minutes per
subscriber. The Authority has now seen that a more focused attempt to
introduce incoming grey traffic may have begun in the market, and this needs to
be addressed both by decreasing the incentive provided by the arbitrage margin
and increasing disincentives through monitoring and penalties. The Authonty
has already provided the relevant complaints from service providers (which
submitted information on grey traffic), to the Licensor to further examine the
matter utilizing its established mechanism that was already in place. In the
Authority’s opinion this was the quickest way to address the matter, given the
existing set-up of the Reguiator in comparison to that of the Licensor, the existing
legal framework within which the Regulator has to operate, and the fact that the
Licensor has powers to quickly impose penalty, if it so desires. The Authority’s
assessment has been shown to be valid, as the licensor has already begun to
take certain preventive and corrective actions in this regard and this should be
reflected in the Minutes of usage (MOUs) for International calis and ADC

collections.

62. A major point made in the context of the recent complaints regarding grey market
traffic has been that the Authority’s ADC regime has resulted in a large arbitrage
opportunity, because of the large difference between the ADC on irernational
and national calls. It has even been stated that in comparison to the A D7 regime
notified in January 2003, the revised ADC regime notified in October 2003 mace
the grey market situation worse because it increased the arbitrage margin,

particularty for celiular mobile calls.

63. In this context, the Awuthority noted that in its revised ADC regime naiified in

October 2003, it had emrhasized the sustainability of the regime and reducing
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prices to spur growth. Sustainability required 2 reduction in the overall ADC
amount and collecting it from both fixed line and cellular mobile calls, rather than
imposing it only on calls involving fixed line. Thus, if the ADC charge would not -
have been'imposed on mobile calls, the survival of fixed line networks, for whom
the ADC regime had been put in place, would have been jeopardized, due to the
ability of mobile operator's to substantially reduce tariffs to levels which would
require competitive fixed line tariffs to be less than those required to sustain ADC
eamings.

64.  Moreover, the initial ADC regime, which was revised through the October 2003
notification, had relatively high ADC charges for domestic cails, which would
imply correspondingly high domestic prices. The Authority recalls that in its
revised ADC regimé it had emphasized a reduction in domestic call charges and
consequent growth. It had also ascertained that while the revised regime
imposed ADC on mobile operators, it was possible for these operators to sustain
their non-ADC prices even after the new regime. This implied keeping the
domestic component of ADC as low as possible. To fund a given amount of
overall ADC, reducing the arbitrage margin by imposing a lower ADC charge on. -
international calls would have meant having higher ADC charge and increased
prices for domestic calls. The Authority had to choose between its various .
objectives, and in this context the Authority recalls its statement in paragraph 87
of the Explanatory Memorandum to its 1LIC Requlatmn of 20" October, 2003, i.e.;

“The Authority considers that the origination/ termination charge for international
calls has to serve the objectives of both a reduction of the grey area lraffic and
provision of revenues for achieving the objectives of New Telecom Policy 1999.
The Authority has considered these objectives, and has decide to keep - this
balance in mind. At present, the revenues available from such calls for the
objectfvés of tele-density have been given greater emphasis in view of a need'to _.
specify affordable tariffs in the market along with an ADC regime. The Authonty
has thus decided to specify an access deficit charge of Rs. 4.25 per minute fOr‘__~
these calls for both outgoing and incoming minutes. The Authority will cons.-der'



100

THE GAZETTE OF INDIA : EXTRAORDINARY |ParT ITII—Skc. 4]

65.

lowering this amount over time. This amount would be collected by fixed
line service providers on their outgoing/incoming calls as mentioned above
in the method for collecting the ADC. For ILD calls to/from cellular mobile
and WLL (M), the ILDO will collect the relevant access deficit from the
access provider for outgoing calls, and pay from its settlement rate for
incoming calls, and pass on the ADC amount to BSNL.” (emphasis in
original) |

The above-mentioned decision of the Authority also took inte account the views
of a number of participants that were expressed in the Committee on Grey
Market Traffic that had been established by the Authority. According to BSNL,
supported by MTNL, TEC, DOT and Vigilance Cell of DOT which had
participated in the Committee, grey traffic had been around even prior to any.
ADC regime (in fact, even VSNL's submission to the Committee shows this), that
grey traffic was not increasing according to the data on international traffic
received by BSNL, and a change in the arbitrage margin would not address the
issue of grey market traffic. According to this view, grey traffic would be
addressed through a monitoring and penalty mechanism. The Authority had also
noted that a major new monitoring mechanism had been put in place by the DOT
vide its letter of 23" and 24™ June, 2003. Moreover, in the context of reducing
the arbitrage margin, an important point emphasized by the Committee was that
the objectives of affordability and growth of tele-density encompassed in NTP
1999 should not be lost sight of.

Thus, the decision of the Authority on the ADC regime has involved a balancing
of the different objectives, while taking account of supplementary measures that
could address the achievement of any objective (e.g. grey market traffic) that are
not addressed with equal emphasis in the revision of the ADC regime. It is
noteworthy that even now, the view of BSNL has not changed, and in its recent
submissions to the Authority, both BSNL and the mobile operators are seeking
changes in the ADC regime that may increase the arbitrage margin even further.
This last aspect wilt be discussed in greater detail in the following section.
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67.

68.

69.

The Authonty now has had to again face similar questions as tt did in the oontaxt
of its previous review of ADC. Once again, the relative emphasis of the
Authority is much greater on reducing domestic prices and shcouraging
growth. In addltlon, the supplementary Monitoring process is already in
place, as seen for example from the recent actions of the DOT. In its
submissions to the Authority, BSNL has also emphasized this fact, and has
re-affirmed that it is monitoring and penalty mechanism and not the
reduction of the arbitrage margin which will address grey traffic. It is
noteworthy that under the revised scheme all the ADC from incoming
interational calls will be provided to BSNL, and any loss of ADC due to grey
traffic will be incurred by BSNL alone.

The Authority has kept these points in mind, but at the same time, the Authority
will continue to decrease the ADC on international calis and ultimately impose a
revenue share regime, so that incentives for arbitrage generated in the regime
will be reduced. Meanwhile, ‘in addition to the DOT's existing monitoring
mechanism, which has been further strengthened by DOT in recent months, the
Authonty has established an Expert Group to put in place a system which will
aflow examination of the possibility of under-reporting of intemational call minutes
by ILDOs.

The ADC on international calls needs to be reduced for another reason, which at
present is not as important as it may become in a few years time, namely use of
ISPs for making outgoing international calls due to their price advantage. The
Authority has seen that the outgoing minutes reported by all the four licensed
ILDOs, for the year 2003-04 are 1176 million, while the ISPs have reported 70
million outgoing ILD minutes (for internet telephony), i.e. about 8 % of the
outgoing minutes of ILDOs. The Authority has further noted that this level of
traffic was being carried by ISPs when their tariff rates for internet telephony calis
were around Rs. 5 per minute. The Authority has been informed that the tariffs
per minute have éubsequently declined even further. Further the quality of
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service offered by ISPs has improved and as a result more minutes are likely to
flow through the ISP network in the coming months. The Authority noted that
ADC is not applicable on such calls at present, and therefore there is a possibility
of ISPs attracting calls away from the access providers. At present, however, the
overall outgeing international call minutes are growing relatively rapidiy at more
than 3 per cent per month, and there may be seme scape of having a transition
period before estabiishihg a regime which could address these aspects also. The
Authority is bringing in higher reduction in ADC for outgoing ILD calls as
compared to incoming ILD calls.

70.

71.

Allow access provider to_negotiate feimination charge with ILDO

A proposition was made by BSNL and later supported by COAI that on incoming
international calls the rate could be reduced but the Access Providers be
permitted 10 negotiate the termination charges with the ILDOs. The Authority took
accourit of all the points made in favour and against allowing the access provider
to negotiate the termination charge with ILDOs. The Authority considered {TU-T
Recommendation D-140 and its subsequent information notes, and discussed
the matter with relevant ITU experts aiso. It was noted that these documents
provided ceilings for the rates negotiated between the ILDOs of two countries,
akin 1o a settiement rate. To begin with, it was clarified with BSNL that it was not
seeking for negotiations being aiiowed between the ILDOs of two countries.
Such negotiations already take place. Rather, BSNL as Access Provider is
seeking the possibility of negotiating with the ILDOs which bring international
calls to India, so as to obtain a larger amount as termination charge from those

operators.

The Authority recalled the situation a few years ago, when such negotiation was
aliowed and the uncertainty and dispute that had marked the market at that time.
In this context, the Authority noted that the moment the negotiation process
becomes a dispute, which is likely, the prevailing legai framework is such that the

Authority will not be in a positicn to take steps to address the matier. Thiz will

.

B -
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imply lack of certainty and increased possibility of discord in the market, which
possibility may get further enhanced as BSNL has already entered the market as
an ILDO itself. |

72.  For incoming calls, since the end user is specified by the number on which the
call comes, the access provider effectively has a monopoly position. in such a
situation, the Authority is of the view that there is a major likelihood of the
dominant operator exercising undue advantage through the negotiation process.

.The Authority further noted that allowing negotiations would permit a
reduction of the ADC charge on international calls, but the total arbitrage
margin would still remain high due to an increase in the termination
-amount retained by the access provider. As explained earlier, the lower ADC
on international charge would result in a correspondingly higher ADC charge for
the domestic calls, making them more expensive. The Authority also noted that
BSNL was already being provided adequate funding for ADC and there was a
USQO regime in place for fundihg investment in rural and other net cost areas.
Hence additional funding through negotiations would have certain adverse
effects and would be over and above the amounts already being provided. The
Authority noted that these points were relevant aiso in the context of the
submission made by BSNL with respect to the ceiling given in ITU-T
Recommendation D-140 and its information notes.

73. The Authority then considered in detail BSNL's submission that mobile )
termination c_harge in other countries was much higher than in India, and that in_
particular in ltaly these charges were being increased. It is evident, as shown for
example from Table 1 given earlier, that compared to India, these higher
termination charges (which are also similar or same as the domestic mobile
termination charges), result in much higher tariffs for the mobile service in these
countries. The tariffs for India are substantially below the levels for these
countries, and in fact in Table 1, they emerge as the lowest among the countries
covered there. Moreaver, the minutes of use by Indian customers are relatively
high compared to the other countries. A major reason for this situation is the
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74,

75.

effort by the Authority to devise a regime which results in low domestic tariffs,
and also paves the way for convergence that is approaching fast. In addition, the
Authority has checked further on some of the specific points made by BSNL
about the termination charges increasing, and there is evidence which
contradicts these submissions.

The Authority then examined the argument that if mobile operators received
higher termination charges from ILDOs, they would have greater incentive to
curb the grey market traffic. The Authority recalled that under the DOT letter of
23" June 2003. mobile operators had already been directed to monitor and take
requisite measures, in co-ordination with DOT's Vigilance Department, to
address the illegal international traffic. The present argument appeared to
suggest that the mobile operators should be paid an incentive in order to follow
the aforesaid Direction from DOT. This argument cannot be accepted by the
Authority. In fact, as BSNL has strongly stated in a related context that
monitoring and penalty are adequate for addressing grey traffic, such monitoring
and penalty should also be effectively put in place for the mobile operators. it is
incorrect to pick and discard one's principles and factual positions depending on
which objectives they meet in specific cases. Moreover, the Authority has
examined the proposition further and it does not appear that the incentive so
provided to mobile operators will effectively address grey traffic as such.

In this background, allowing BSNL or any other access provider to negotiate
termination charges with ILDOs would not be appropriate. The Authority
foresees the reduction in the arbitrage margin along with better monitoring
and vigilant action, to result in growth of international long distance calls
through the legal channels. The Authority has taken note of the fact that
reduction in Mobile tariffs and decrease in excise duties on Mobile handsets has
led to a major increase in the demand for mobile segment. The Authority will
keep a close watch on the developments and hopes that reduction in ADC rates
will bring in more minutes through licensed ILDOs.
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- The Authority did, however, consider that as part of its next Consultation process

it would later consider whether to use a differential (and even flexible)
termination charge as a regulatory policy tool within a framework which included
the objectives of higher domestic growth and addressing mtamatlonal grey
market traffic.

In)_&mnm

In summary, while the Authority has addressed ail the relevant issues. in
deciding its revised ADC regime, it had to balance the achieyement. .of

_: various objecﬂves This can be seen in the context of cortain - key
 objectives emphasised during the consultation process, for example: . .

{1) Reduclng the domestic call charges for the general bomﬁt of our
consumers.

(20 Addressing grey international calls through a combmauon of

policies relating to incentives (arbitrage margin) and d!smcentlves
(monitoring and penalty) for such calis. _ e

(3) Ensuring that benefit not passed on to foreign . carriers . and
consumers at the cost of domestic consumers and operators. (A
number of stakeholders have said that i ADC on_ incoming _
International calls is reduced, this would imply lower charges and
hence greater benefits for foreign operators and consumers.)

A crucial factor in the assessment was that for funding a given ADC
amount, any reduction in the per minute ADC charge on International calls
would require an increase in ADC charge on domestic calls. Likewise, any
increase in per minute ADC charge on International calis would result in a
lower ADC charge on domestic calls. This means that a ,¢hange_ in ADC
charge to meet objective (1) or objective (3) would compromise
achisvement of objective (2). in this situation of a trade-off among these

117 GI2005—14
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79.

80.

81.

objectives, the Authority has to choose the appropriate balance while
specifying the new ADC.

As in its previous review, the Authority has given the highest priority or
emphasis to the objective of reducing domestic tariffs to meet domestic
consumer interest, and spurring sustained growth. While doing so, it has
also kept in mind certain supplementary measures (monitoring and
penalty) that will address the objectives, which have been'given relatively
lower emphasis.

The Authority further noted that changeover to Revenue Share Regime and
its merger with USO is indeed the final solution for taking care of all
anomalies and issues associated with ADC. However, till such time as
contribution of ILD and NLD traffic to fund ADC continues to be
disproportionate compared to the contribution from the other traffic, this
solution is difficult to implement. This will be possible when disbursement
from USO reach their full proportions for Rural telecommunication and as a
result the total ADC amount reaches much lower values because of cost
reduction or tariff rebalancing and necessary segmented data is available.

Taking account of the increase in the overall minutes since the previous
ADC exercise, the Authority has decided that:

¢ The method of collecting the ADC amounts will be same as before,

+ Amount of ADC for the BSNL and other fixed line operators will be the
same as specified in October 2003 Regulation, i.e. the ADC amount has
not been changed,

e ADC charges per minute for domestic iong distance calls should be
reduced,

s All ADC from Mobile Networks to be paid to BSNL irrespective of
terminating network,
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¢ Fixed service proyiders to retain ADC only from their outgoing traffic
including ILD segment, ,

e ADC on Intemational calls will be reduced to lower the margin which
encourages arblhge through grey market trdfﬂc,

e All ADC from incoming Internationat Long distance calls irrespective of
terminating network to be paid by ILDOs to BSNL only,

¢ ADC on outgoing international long distance calls to be kept lower than
'ADC applicable on incoming ILD calls so that advantage of ADC
reduction benefits Indian consumers more, ) |

o It will simplify the ADC regime, and bring in greater convergence across
different distance categories, o o |

e A new consultation paper will be brought out on admissibility and

- quantum of ADC for Fixed Service Providers based on an examination
of the relevant network elements data, including the veriﬁcation of the
cost items that are presented in the annual reports of service providers,
the implementation of the USO regime, and other factors which have
been mentioned above as affecting the ADC eatimates.

82. The Authority will review the ADC rates within three to six months of its
implementations on the basis of examination of new data. This will be done
without a new consultation paper.

h The lity of |

83. For its ADC review, the Authority had asked service providers to give. relevant
‘data covering ADC odliections and traffic minutes along with distribution into
various distance slabs covering intra and .inter circle, the overall subscriber base
and revenues/ costs. Data was collected for the period February to September.
2004, i.e. the first eight months for which the ADC regime notified in October
2003 has been in place. Traffic data and subscriber data was available for fixed
as well as mobile services corresponding for the following six categories covering
a period of eight months:
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(@ Traffic minutes with no ADC. |

() Traffic minutes with ADC (Intra circle),

() Inter circle (distance upto 50 Kms.) traffic minutes _
(d) Inter circle (distance slab 50 to 200 Kms.) traffic minutes

(&) Inter circle (distance 200+ Kms.) traffic minutes
i) International Long Distance.
The Authority has aiso sought information under Section 12 of the Act to obtain

- authentic data quickly. The Authority has been provided substantial daté. but

there have been gaps and even inconsistent data in certain cases. it was noted

“that for international call traffic, the data provided by ILDOs to DOT was

Comparable to that provided by them to TRAL In a number of cases, the

- problems with the data were pointed out to service providers in order to get better

reported minutes, computed ARPUs were also abnormally iow. MTNL in its
communication dated 3™ December 2004 has stated that

“... data can be supplied in the prescribed format only after completion of CDR
based billing, which is likely to be completed by Jan, 2005.”

- BSNL was also not able to provide data as per TRA| requirements (please see

below for more detail. Since the data submitted from different operators was
collected separately, it was necessary to examine the information for consistency
including with respect to outgoing / incoming minutes and the estimates of ADC
based on these minutes. The Authority could have tried to get more detailed data
through recourse to legal action against the operatofs, bUt this process would
have resulted in more delay in the finalisation of new ADC regime and would

~have denied the consumers the advantage of lower tariffs as a result of

reduction in ADC charges for National and Intemational long distance services.
The Authority has weighed the different options and reached the conclusion that
it has adequate basis to take the decision notified here,
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In situations where adequate information was not provided by the eservice
provider, the Authority has applied the well-known technique of using normated:
data, using reasonable checks to consider that the results are robust. Normated
estimates are used both to ensure that there is no regulatory capture by the
service providers in terms of misleading the Regutatory Body by delaying data or
giving data without proper examination, and that the framework for data
collection includes an incentive to service providers to take the requisite steps in
a timely manner. Such a practice also involves a reasonable presumption that if
the service provider is not giving certain information, especially if it has submitted
similar information earlier in some other context, then it is deliberately trying to
affect the results to be in its own favour by not providing data. The Reguiafor had
informed all the Service Providers on 23" December 2003 to re-examine their
data on traffic and ADC furnished on monthiy basis from February 2004 onwards
and make necessary corrections, if any, or explain the consistencies of their
traffic vis-a&-vis ADC data. TRAI had further stated that in case correct and
reconciled data is not received, the Authority would be constrained to: use
normated data, which may be to the disadvantage of the operators. The regulator

_has to resort to normation in such cases; and the estimate used in the regulatory

exercise may be one which is to the disadvantage of the operator so that it does
not have an incentive to not hide its information in the future. If such a policy is
not adopted, the regulatory policy can be easily hijacked by the service providers
and the regulatory progress can be hindered immensely.

The Authority has been provided traffic data by access providers and ILD
operators separately, which were examined and it was observed that data
fumished by Access Providers was comparable though lower than the one
fumished by {LDOs. The Authority has combined actual data with normated data
and conducted consistency analysis for reaching reasonable estimates with
respect to National Long Distance minutes.

BSNL was not able to provide data at circle level covering all the eight months as
it stated that this was technically not feasible in the absence of CDR based billing
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system in their Network. In its letter dated 11" November 2004 BSNL has stated
“.... In BSNL, where we have 36,852 telephone exchanges spread across the
country having interconnections with multiple operators at 2647 SDCA locations,
301 Level Il TAX locations and 21 Level-I TAX locations, it is simply not feasible
to generate, collect and submit the traffic details service-wise, segment-wise for
each component of the IUC on monthly basis for each service area.... BSNL,
therefore, proposed that it will take some sample observation at selected POls
wherever it is technically feasible to generate and analyse the CDRs. Based
upon this safnple observation, the traffic information has already been submitted
to TRAI on 11" October 2004 itseff...... ", An important point in our context is
that BSNL in its letter dated 21* October 2004 has stated that the data sent by
them on 11™ October 2004 may be treated as representative data of BSNL from
February 2004 onwards. As such BSNL data for IUC/ADC exercise calculation,
(out-going traffic per subscriber) is taken as identical for all the months from
February 2004. BSNL was also not able to provide any data on notional ADC
collections from the outgoing long distance minutes from its fixed line network.
The Authority in its letter dated 20™ January 2004 had clearly asked BSNL to
measure all traffic streams so that complete data is available for ADC
calculations including those originating from its Network.

Some of the steps taken for estimating reasonable data, where gaps existed,
include:
a. For MTNL, a usage pattern similar to other Access Providers providing
services in Metro areas and in certain distance slabs with BSNL was used.
b. For some mobile operators who had not given their incoming traffic data,
two methods were used for estimating the incoming minutes. For mobile to
mobile intra-circle traffic, incoming minutes were taken to be same as
outgoing minutes (data on this was available). For other traffic categories,
the traffic pattern for incoming and outgoing calls shown by the average
representative values of other operators for the same month was applied
oh outgoeing minutes to derive incoming minutes.
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¢. BSNL did not provide incoming traffic data, with the exception of ILD
traffic data. This was addressed based on the overall, i.e. total for all
operators, domestic outgoing call minutes being taken as equel to the

“incoming call minutes. The results were found o be masonable and
consistent.

d. Further, it may be noted that once we have information onell. outgoing
minutes and ILD incoming minutes (both of which for which we have data),
these minutes are sufficient for calculating the ADC amounts. Other
minutes are not required for such caiculation, as they do not confribute to
the ADC amount funded. However, data on incoming minutes will be
relevant for BSNL s recongciliation for ADC payments for calls. originating in
Mobile Networks These minutes shall also be relevant for IUC exercise
when camage and termination rates are to be detenmned the next
oonsuttatlon process.

The Authority also checked for data oonsrstency by comparing dlfferent souroes

for particular information. For instance, “

Total Outgomg and Incommg minutes in each month to or fromwAccess
Providers as reported by International Long Distance (ILD) mmutes were
matched with the ILD minutes reported by access providers. _

For each ~operator in his service area, there are 6 type of traffic streams
corresponding to Intra-Circle with no ADC, Intra-Circle with ADC Inter-Cnrcle
upto 50 Kms, lnter-Clrcle 50 KMs+ to 200 Kms , Inter-Clrcle 200+ Kms and
interational Long Distance and there are 8 data entries for 8 months from

o February to September 2004. In cases where one or two values were found to

|mphed average revenues per user.

be not consistent with the other values, the values were changed s0 that they
reflect the pattern as shown by other values.
The consistency of data on minutes etc. was also checked by consndenng the
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» Similar consistency analysis was carried out in other ways to verify the
robustness of the resuits, including estimates based on information for each
month, as well as using the averages during period.

80. The Authority considered the estimates for each month and also examined
whether any estimates showed an inconisistent behaviour, and conducted an
analysis to see the impact of such estimates, Together with its other exercise on
consistency of the information used, the Authority examined the robustness of
the results taking account of several different scenarios. Based on this
examination, the Authority has used the estimates for each month of the period
concerned, and reached the conclusions given in section VI.

[{]] ADC calculated on data forecast for the period when regime would be in
place (Details are included in Annexure B Tables | to XXII)

91.  For the ADC review, the Authority has noted that after the previous exercise,
which resulted in the notification of the IUC Regulation on 28" October, 2003,
there has been a major and more than anticipated increase in the subscriber
base. Taking for comparison the subscriber base of mobile in September, 2003
as a reference point, i.e. the month for which the subscriber base was considered
in the October 2003 Regulation, the mobile subscriber base has increased by
100% in September 2004, and is likely to increase by about 230% by September
2005. Basing the ADC regime on a period prior to that for which the regime is
actually implemented, therefore, introduces a major bias if growth rates of the
underlying estimates are high. Tables in Annex B 1, Vi, XI and XV! provide
subscriber base for Fixed and Mobile (active subscribers) for the periods
February 2004 to January 2005 and February 2005 to January 2006 respectively.

92. A much higher total number of minutes will be available for funding the ADC
during the period February 2005 to January 2006, as compared to the period
covered by the previous exercise. For instance, calculations by the Authority
show that within the first six months of the period for the new ADC regime, the
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ADC amount for BSNL would be about haif the requisite amount (with the
minutes continuing to increase thereafter), and the other fixed line oporatou |
would have much more than half the amount due to them. The Authority hu :
decided to calculate the new ADC per minute amounts taking account of the
increase in minutes, based on the relevant minutes as forecast for the peﬂod
beyond September 2004. In view of the estimates of likely ADC recelved by
BSNL and the other fixed line operators, the Authority will be reviewing tha
regime within six months of its implementation, for making corrections in rates.

83.  To obtain the forecast, the data from February to September, 2004 was analyse‘d:. ““‘
and the average monthly percentage change for the period was worked out for
traffic and subscriber base. Applying these estimates, these variables were *
forecast over the period up to January 2006. The results show an increase in

b

mobile subscriber base and total minutes of usage, but a decrease in the minutes

B

of use per subscriber.
84.  As mentioned above, the consistency of the results obtained from . theso
forecasts was further examined, and estimations were made for reasonable
variations in these estimates. This exercise showed the robustness of the
results, taking account of various scenarios including lower growth in subsenber

'\

base and minutes of use. - S ';;

95. Minutes data covering all subscribers for the period February 2004 to January s
2005 is .given in Annex B Tables Il to V and VI to X as below. Minutes data
covering all subscribers for the period February 2005 to January 2006 is given in
Annex B Tables Xll to XV and XVII to XX.

Period of application of the revised ADC regime
96.  The Authority had earlier considered implementing a revised ADC regime from

October, 2004 onwards. Collection, examination and consistent treatment of data .
has taken additional time. The Authority has decided that the present ADC -

117 GIr2005-—-15
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regime will continue till 31% January 2005 i.e the existing regime wiil complete a
period of one year. The regime notified under this Regulation will thus be
implemented from 1% February 2005.

(k) __Other issues

97. A number of other issues raised, e.g. that ADC should be applied only for calls by
the rich or only on rural calls, and that the ADC be applicable on National and
Internationai calls, etc. have been deait with in the course of the above
discussion on other points. The Authority’s decision in the following Section is
based on due consideration of various submissions and the points made in the
various sections.

VL. Decision of the Authority:

98.  The Authority has examined the various aiternative ADC per minute charges that
would give rise to the requisite total ADC amounts. In examining the different
possibilities for revising the ADC per minute amounts, the Authority has kept in
mind the points mentioned above, including the need to reduce domestic call
charge and the arbitrage margin, simplify the ADC regime, prepare it for
convergence and signal the ongoing “death of distance”, and facilitate the
transition towards a revenue share regime. In this process, the Authority has
reduced ADC charge per minute for those calls, which account for most of the
ADC funding.

99. In view of the above, the Authority has decided as foilows:

(@) The amount of ADC to be provided to BSNL is estimated to be around Rs, 2348
crores for a period of 6 months from February 2005 to July 2005 and the
aggregate ADC from other fixed line operators for their outgoing long distance
traffic minutes is estimated as being above Rs. 330 Crores which is higher than
Rs. 275 Crores in the last ADC calculations as per details contained in Table
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®)

©

(d)

(e)

XXIl. ADC Forecast figures for the full year including next two quarters as
contained in Table XXIll, gives BSNL's ADC as Rs. are Rs. 4954 Crores for -
BSNL and Rs. 715 Crores for non-BSNL Fixed Line Operators provided there is
no change as a result of proposed Consultation Process and review. Actual
results will be reviewed by the Authority for the subsequent quarters after mid- .
year review is carried out. If justified ADC corrections will be made based on
differences between forecasts made for traffic and actual subsequently reported
traffic inputs. ”

This implies that the ADC amount will be similar to that specified in the
Regulation of 29" October, 2003.

The present methodology of charging ADC in per minute terms on the calls )
subject to ADC, will also remain unchanged.

The ADC charge per minute to be collected will be revised downwards, in wewof
the higher number of minutes available. In comparison to the regime notified
under the IUC Regulation of 29" October, 2003, the ADC amounts will be
collected as per the following charges,

e The ADC charge of Rs. 0.30 per minute will remain Rs. 0.30 per minute.

e The ADC charge of Rs. 0.50 per minute will be Rs.0.30 per minute.

e The ADC charge of Rs. 0.80 per minute will be Rs.0.30 per minute

o The ADC charge of Rs. 4.25 per minute applicable for international Long
Distance services will be Rs. 2.50 per minute for outgoing calls and Rs. 3.25
per minute for ILD incoming calls.

The distribution of ADC collected will change. The “other fixed line operators” will
retain ADC only generated by them their outgoing calls. BSNL will get the ADC
from all other relevant calis (i.e. calls subject to ADC charge), including from ali
incoming international calls and all calls made by mobile.
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4] The revised regime will be implemented from i®* February, 2005.
- (@@  The Authority will review the regime within six months of its impiementation.
(k)  Per minute ADC applicable for different type of calls is given below in Table 7.
TABLE 7
ADC CHARGES PER MINUTE
. rkcem Deficit Charges Local _fintra Circle calls Inter Circla cails ALD catis
* calls
s hn Rs per minute 0-50 kms |=50 wns All distances Outgoing lncoming__‘_
,,-;Emd Fixed 0.00 0.00 0.30 0.30
“Fixed - WLL(M) 0.30 0.30 0.30 0.30 2.50 3.25
. Fixed — Collutar 0.30 0.30 0.30 0.30
=3~ MWLL{M) - Fixed 0.30 0.30 0.30 0.30
WLL(M) - WLL(M) 0.00 0.00 0.00 0.30 2.50 3.25
- WLL{M) — Cellular 0.00 0.00 0.00 0.30
"ICellular - Fixed 0.30 0.30 0.30 0.30
Ceitular - WLL(M) 0.00 0.00 0.00 0.30 2.50 3.25
“eliular — Cellular 0.00 0.00 0.00 0.30

"100. Collection and distribution of ADC

The amount given above is to be collected/ paid as follows:
o For all intra-Circle calis from Cellular Mobile/ WLL({M) to fixed line, BSNL to be

paid the access deficit amount.

For all Intra-Circle calls from fixed to Cellular Mobile/ WLL(M), the originating

service provider to retain the access deficit amount

For Intra-Circle calls from fixed line to fixed line, the originating Service Provider
to retain the access deficit amount (local calls and calls within “0 to 50 kms." do
not have any access deficit charge), No access deficit charge is payable to the

terminating fixed network.
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» For all outgoing Inter-Circle and ILD calis from fixed line, the originating service
provider to keep the access deficit amount. No access deficit charge is payable
to the terminating fixed network.

s For all ILD catls to fixed iine, BSNL to be paid the access deficit amount by the
ILDO (directly or through NLDO, wherever applicable), and the termination
charge should be paid to the terminating network.

¢ For all Inter-Circle calls from Cellular Mobile/ WLL(M) to fixed line, the access
deficit charge and termination amount is to be collected by the NLDO from the
originating service provider and the access deficit charges to be paid to BSNL
and the temmination charge should be paid to the terminating service provider.

» For all Inter-Circle calls from Cellular Mobile and WLL (M) to Cellular Mobile/
WLL(M), the access deficit amount is to be collected by the NLDO from the
originating service provider and paid to BSNL.

» Forall ILD o@pin_g and incoming calls from/ to Celiular Mobile and WLL (M). the
access deficit amount is to be coliected by the ILDO and paid to BSNL.

101. The Authority’s decision on ADC rates and its payment is summarized in
| Table 8 as below. '
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TABLE 8

SUMMARY OF ADC RATES and PAYMENT RECIPIENTS

“5rNo. | iraftic Category ADC Reie per ADC Payable to ¢
| Drmimde ; retained by
| Local/National Long Distance Calls
! i)  Fixed to Fixed Local and Fixed to |
| Fixed intra Circle within 5u K. 0.30 Not Applicable |
E ii) _ Intra Circle Mobile to Mobile i M‘
2 i) All calls from Fixed Line to
Cellular Mobile/WLL{M}
iy All Intra Circle above 50 Km and 0.30 %‘;ﬂi‘i“}‘,‘f‘)ii‘;‘;ﬁ
all Inter Circle calls from Fixed 10
Fixed
3 1) All calls from Cellular
Mobile/WLL(M) to Fixed Line
| i) All Inter Circle Calls from Celtular 0.30 BSNL Fixed |
Mobile/WLL(M) to Celiular ‘
Mobile/WLL(M)
International Long Distance Calls .
L |
i Al Outgoing TLD Calls originated from 3 50 Originating Fixed !
| Fixed Line e Service Provider |
P 2 All Outgoing ILD Calls originated from p : !
l Cellular Mobile/WLLM) 220 BSNL Fixed |
3 | All Incoming ILD calls 325 BSNL Fixed |
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