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FOREWORD

Telecommunications is one of the biggest infrastm&s of the country today. It is, one after
Land, Sea and Air that contributes significantlythe Country’s GDP. In many ways it fills
the void of the above three by transporting vitdbimation all across. It has attracted huge
investments, because of the appetite caused byateatial it has in the development of the
country.

The Government of India has been treating it aash cow, which it can milk as much as
required without due consideration to its healthtiraes because of ambiguous policies and
regulation, leading to multiple interpretationssukting in debilitating litigation. There is only
one gainer out of that. This has happened sind@8,20mited to unlimited mobility
definition, 2007, combination of technology and +aarction of 2 G spectrum, 2010,
backdoor entry from data to voice services, diffiéied spectrum charge for one player and
the latest in 2016 by lack of clarity on what isqmotional?

Telecom services are essential services, but tteyreated like elite infrastructure services
which are taxed to fill the revenue chest of GoheTsector is not getting the required
attention in terms of the difficulties it is facinghich by and large, as has been reiterated in
our response below, is primarily due to the laclclafity in regulation and policy. Despite
the sector having been opened up for liberalisasilbmost 25 years ago, every other time
some sort of litigation crops up against the peBaf the government on telecom.

Take the most recent example of definition of prooral offers and the definition of

Adjusted Gross Revenue (AGR) in India. Despite waykon multiple consultations, TRAI

has not been able to reach on a clear definitidreeifor promotional offers or AGR. The
consequences of this dilly dallying and lack ofrifieation resulted in Reliance Jio shooting
one after the another offer violating all the basitciples of competition, while both the
regulator and the Telecom Department watched guigthout giving a thought to the health
of telecom market.

Further, the regressive taxing policy of the goweent with regards to Telecom has made
sure that it becomes an unviable business in Ifddias been mentioned in the response as
well, Telecom companies today are barely able toaga inputs costs due to consistently
myopic policies of DoT, not paying heed to the grduealities on timing of spectrum sale
and setting high base price (700 MHz High Res@&mwee of Last Spectrum Auction being
one example of that). For Industry thus it is aldeuvhammy, high input costs and ever
increasing taxation burden with growth. We woul#ételito question the premise of
suppressing the industry through tax terrorism. Wileycannot have a system where tax is
calibrated with the income to make sure that teteawdustry in the country can at least have
some relief? Why cannot a concept like Revenue ridiyt be advocated where taxes are
decided on a year to year basis with regards temas?

It is with such questions in mind and with a backgrd of the overarching power of DoT on
all the policies without a requirement of a ‘revesbligation’ principle, that we are writing
this response to the CP on Ease of Business.
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1. BACKGROUND

1.1. India is currently the world’s second-largest teleeunications market and
has registered strong growth in the past decaddalhdThe Indian mobile economy
is growing rapidly and will contribute substantyalb India’s Gross Domestic Product
(GDP), according to report prepared by GSM Assama(GSMA) in collaboration
with the Boston Consulting Group (BCG).

1.2. The Indian telecom sector is expected to genemaie million direct and
indirect jobs over the next five years accordingestimates by Randstad India. The
employment opportunities are expected to be crediedo government push towards
increasing access in rural areas and the rapieaserin Smartphone sales and rising
internet usage.

1.3. The Government of India has further allocated RHA0 crore (US$ 1.5
billion) for rolling out optical fibre-based broaabd network across 150,000
cumulative gram panchayats (GP) and Rs 3,000 ¢td®$ 450 million) for laying
optical fibre cable (OFC) and procuring equipment the Network For Spectrum
(NFS) project in 2017-18.

1.4. With regards to procedures for ease of businexgntly notified Right of
Way 2016 rules has tried to address the concertiseafnarket players regarding the
congruities among various states and municipal aratpn for establishing
underground and over ground telegraph infrastrechyr appointing nodal officers at
state level, streamlining the fee structure, ansueng a time bound approval and
readdressal process.

1.5. Further, the policies related to assignment ofcspen through auction,
permitting spectrum trading, a push towards unifiezensing and guidelines
regarding merger and acquisitions have tried toagagstakeholders in regulatory
environment for the market players.

1.6. But, despite all of it, telecommunications indysiwhich has the potential to
contribute 8.2% ( INR 14lakh crore) of GDP by 2020bleeding’ as mentioned by
Gopal Vittal, Airtel MD for South Asia and Indian ia recent interview to ET. The
industry is having a total debt burden of Rs 4Khlarore at present with return on
capital being as low as 1%. A major part of thibtdeurden and low revenues could
be attributed to the ill-conceived policies of Depgent of Telecommunications
(DoT), in the recent spectrum auction.

1.7. India had the lowest average connection speetieémsia Pacific region at
2.8 Mbps followed by Philippines at 3.2 Mbps. Ovelradia’s average internet speed
grew by 11% QoQ and 36% YoY, and ranked 114th diphslost of it primarily due
to hurdles related to infrastructure (somethingohtias been addressed to an extent
with RoW rules), the delay due to bureaucratic teggk, the reluctance of the
government to utilise the unused spectrum availabte defence department, and
government’s ill-conceived taxation policies whitds shrunk capital opportunities in
the country.
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1.8. Moreover, the continuous tussle of power betweeml Cand Telecom
Regulatory Body of India (TRAI) regarding the pg@lidecisions is further harming
the industry. One such instance could be the iejeatf idea by TRAI in 2015
auction to involve 15 MHz of 3G at the same time&@&sairwaves but DoT rejected
the recommendation, and decided to include onlyH Mf the 2.1 GHz 3G spectrum
along with 800 MHz, 900 MHz and 1,800 MHz 2G baimlghe spectrum auction
setting a high reserve price of 38.99 billion rupd$635.8 million). Such uneasy
relationship between the regulator (an expert bahg government does not bode
well for industry.

2. POLICY RECOMMENDATIONS

POWER TUSSLE
TAX WITH
OVERBURDENING DoT
MULTIPLE
AUHTORITIES
CONVOLUTED NO
BUSINE
LEGISLATION . AsRlEzg — > REVERSE
OBLIGATION
ARBITRARY BUEEQUTii’;T'C
DECISION i REGULATORY
MAKING VACCUM WITH
SOME POLICIES
2.1. ENTRY BARRIERS

2.1.1. Indian Telecom Industry Entry is marred with thsuis ofextremely convoluted
processes due to multiplicity of authorities, related to diess in the telecom
industry. There is two primary issues with polieither there are so many policies
that it is impossible to wade through them or theneo policy at all.

2.1.2. One example is of latter is the recent merger afafone and Idea. In at least six
markets, the merged entity’s revenue share capamitbs 50% which is the limit
put up by Telecom regulator. Also, in four circldhe merged entity will
overshoot 25% prescribed limit of spectrum in mesgand acquisitions. Now,
these issues will open up these entities to sgrdtom DoT, TRAI, SEBI (for
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2.1.3.

2.1.4.

2.1.5.

2.1.6.

2.2.

2.2.1.

anti-competition practices), without the mention ariy due procedures and
timelines to adhere to, by the government offigiedsprocess these files.

Two important points emerge here. That regulatdmdit foresee a spree or M&A
in India, due to market related issues, and did@cdmmend a coherent policy to
work out the exceptions, thus leaving the field asbitrariness. Second, the
absence of written policies for processes openfidltefor prolonged delays.

Similar arbitrariness exists in the processes edlato operationalisation of
spectrum after its allocation to the industry playghich may take anywhere
between 6-10 months and sometimes, even more witacaountability of the
government to complete the process within stipdlétee.

Further, to the over-legislation point: there atiffecent set of legislations to
govern infrastructure, spectrum, license and iotemection related issues with
further rules related to Quality of Service (QoS3curity requirements, roll out
obligation, telemarketing norms etc. The plethoradegislation creates different
rules for different set of industries in the over&lecommunications market.
Rules for TSPs and OTT (Over the Top) service plensg are one such example
where they have different obligations while theythhoin practice, work in
synergy. Across the world, governments are movimgatds Same Service,
Same Rule’ premise In France, regulator has demanded VoIP telepipdayer
to register as a telecom operator, with VolP hawame regulatory framework as
telecom in Germany. Thus, under the broad Unifiecehsing Policy of the
government, instead of creating segregation ofisesy and creating varied
legislations for different players, a broad encossgay legislation should be
drafted toease the legislative complexity in the telecom.

Another example of procedural hurdle is of the éssfi import of low powered
wireless devices. WPC has mandated obtaining anpBgmt Type Approval
(ETA) for all wireless equipments and its variamperating in de-licensed
frequency. Importers of wireless equipments areired to submit the sample of
device to government accredited lab. It is estichétat INR 3000 cr worth of low
powered devices are imported in India. This protalss an average of 4-6 of the
time which results in telecom players losing thempetitive edge. It further
requires a compulsory licensing under Wireless Jralghy Act. It is
recommended that these processes be simplifiedeaadtime be reduced to a
maximum of 15-30 days, which is a global standard,

BUSINESS BARRIERS AFTER ENTRY

Conceptualisation to Realisation Due to multiplicity of authorities, and
overriding powers of the DoT in almost every sphefetelecommunications
policies, it takes unusually long for a policy rewoendation to move from
conceptualisation to realisation. The idea of VNDaaglobal level has been
floating around since 1990s. We saw SONOFON as fitts¢ viable VNO

agreement as early as May 2000. But it took furftfyears in India, for VNO to
even find a mention in National Telecom Policy &meh further four years for the
government to issue first guidelines for VNO operstin the country. If telecom
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industry is to grow in the country, both regulatord government need to be
proactive in the policies related to industry. Ratpr’'s focus on Green Telecom
as a proactive measure is one such step in thetidimg but it completely

abdicates governments of their responsibility tavpmte better electricity,

something which is a topic of different discussiBait, it is important that both

regulator and government take a proactive appraoactevising policies and

reduce the time in which these consultations algtnaterialise.

2.2.2. Further, to build on to the transparency and timelgchanism, government
should move towards paperless operations in atedsa EMF (Electromagnetic
Field Survey), self certification, SACFA clearanaesulting in establishing the
principle of reverse obligation. Moreover, FaceRace and timely grievance
readdressal mechanism should be developed for dreleRlayers instead of
creating a bureaucratic chain of letter corresponoégseeing that ‘E-initiatives’
are in vogue in present dispensation.

2.2.3. Subsequent to the above points is a broader idsmeiltiplicity of authorities in
the field of telecom. While above two examples arere of the issues in the
broader policy realm and are faced by telecom plapee in a while, but in the
case of audits particularly telecom players haviate these authorities every few
months. Different agencies like DoT. TRAI, CCI, SEBd CAG conduct various
audits to audit the same aspects during the saneddeading to the significant
costs for Telecom Service Providers (TSPs). Infuatire segment faces the
similar issues where NOC is required from Airpakighority of India, local fire
department, environment department, archaeologigartment etc for the
installation of towers resulting in delay in roll#oof services. Establishment of
Repair Hubs has similar issues. TRAI need to takpsswhere these agencies
work in a coherent manner or rather similar to ReWicture, there should only
be one agency which has the members of all thesecags to conduct audits or
provide clearances in latter case for the teleclayeps.

We will recommend streamlining various processes lated to procedures with reverse
obligation principle to be abided by the governmentin a transparent, timely, and
efficient manner, which is the key to the ‘Ease of Business’ motto.

2.3. BUSINESS BARRIERS RELATED TO OPERATIONAL COSTS

Noticing that the Telecom players are functioningawafer thin margin presently, as
visible from the recent spree of M&A and reductadrtotal number of telecom players in
the market (an antithesis of a market and compeatitbased economy), following
suggestions regarding the tax and levy structung bmtaken into consideration:

2.4. Definition of Adjusted Gross Revenue (AGR)is one of the most
contentious issues between telecom players andategu In the CAG audit of the
records, there was an understatement of AGR valiNiRy40,046 cr for the period of
2006-07 and 2009-10 leading to short payment of 8\F2 cr in license fee. Telcos
argue that revenue that was not accounted for mwas fon-telecom streams such as
investments (dividends, interest, etc.), real estatnt and sale, and other
miscellaneous items while DoT has said that thremae would not exist without the
telecom licence and spectrum, for which the telgag revenue share. There is an
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urgent need toationalise the definition of AGR to further not subject the industry to
such scepticism. The earlier suggestion of the latguregarding the Applicable
Gross Revenue (ApGR) which will distinguish betwe®m-telecom and telecom
revenue need to be further explored and conclutifteaarliest.

2.5. In line with TRAI recommendations, license fee af8OF charges may be
considered for a reduction to 6% and 3% respegtifrem the current levels of 8%
and 5%. Subsequent to this, we also need to rdsenthe annual charges of
spectrum usage. TSPs in India pay 5% for spectiequiged after 2014 and 3-5% for
spectrum acquired before 2014, which for Southoafis 0.15-0.35% of revenue, for
Singapore it is maximum of 1%, for Bhutan it is B¥AGR etc. We need to consider
that over and above this, there is Corporate Tathéorate of 34.61%, dividend
distribution tax to the rate of 20.36%, service taxthe rate of 14%, resulting in
extremely high tax for TSPs. Thus, theéages will require to be rationalisedfor
telecom industry to prosper.

2.6. Telecom has been given infrastructure statusthdiwes not have the benefit
of that status as yet. Tax holiday under SectiobA8@an be extended to the tower
companies as in the case of other industries cauavith ‘Infrastructure’ status. The
period could be reduced for this tax holiday as parative to the other such projects
but this idea need to be expounded further, consgl¢hat telecom infrastructure is

high capital and low dividend (initially) businedscouraging companies to invest in
it.

2.7. Under the broad framework of GST, both Centre &tate government will
have the power to tax services unlike the curreegimme where only central
government can levy tax on the services. pheposed GSTregime, thus, should
support the government’s initiative of ‘Ease of DwiBusiness’ and create a
simplified tax regime. Since level of taxes mayfaifon VAS, infrastructure sharing,

and other such telecom services (like B2B, B2Cstations etc), these tax structures
need to be clarified to the industry.

2.8. Basic Custom Duty (BCD) of 10 percent was levaedimports of specified
telecom equipments in 2014 and were not exemptederurthe ‘Information
Technology Agreement’ which allows duty free impaifroducts falling under eight
categories covering telecom, computers and semiumars. Telecom Manufacturing
Industry in India is at a nascent stage. With 10&DB the cumulated duty on the
imports would be around 29%. Given that 80% ofithports are toward IP protected
software, and India wants local manufactures toem®e their manufacturing in the
India, this increased custom duty can be anti-lassin

3. CONCLUSION

Two over arching themes are touched upon in thesermmendations i.e. Creating
accountable regulatory system with the binding @ple of reverse obligation and
reducing the tax burden on telecom by bringingewenue neutralityThe recognition of

reverse obligation on the part of the government teensure a transparent system
should be the focus of Ease of Doing Business
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We need to understand that if India need to pushctiuntry towards a truly digital
society, it is important that the telecom sectogiieen enough assurance that it will not
have to deal with a complex, vague and rigid regujasystem at times appearing to
favour a particular company. Warther need to simplify the plethora of legislation
that we have on various aspects of telecom businesseainde the number of authorities
involved in the whole process. One thing that waisexplicitly highlighted but referred
to implicitly is the need to give more teeth to TR the way that the recommendations
made by the body should be made mandatory whilaenda#lecisions in DoT due to
simple reason that TRAI represents the intereganbus stakeholders.

We need to understand that it is only when industrgllowed a breathing space in the
policy and regulatory framework that we can realibe dream of ‘Digital India’.
Therefore, a balance has to be struck between drelecCommission, the custodian of
the industry and the Regulator, the conscienchefrtdustry
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