CUTS’ Comments on TRAI’s Consultation Paper on 

“Interconnection Usage Charge Review”

(Consultation Paper No. 4/2005)

General Comments

To recall, the relevant objectives of New Telecom Policy 1999 (NTP’99):

· Access to telecommunications is of utmost importance for achievement of the country's social and economic goals. Availability of affordable and effective communications for the citizens is at the core of the vision and goal of the telecom policy. 
· Strive to provide a balance between the provision of universal service to all uncovered areas, including the rural areas, and the provision of high-level services capable of meeting the needs of the country's economy; 

· Encourage development of telecommunication facilities in remote, hilly and tribal areas of the country

It is observed that at no point do these objectives specify the type of service (read, basic) that has to be promoted.

In contrast, TRAI’s consultation paper mentions (para 1.2) that “ADC (Access Deficit Charge) was derived based on consideration of cost based rental, local call charges, abnormally low rental in rural areas, free calls etc. to make the basic telecom services affordable to the common man, to promote both Universal service and Universal access as per NTP’99”.

Given the objectives of the NTP’99 and the observation made above, one needs to understand why so much emphasis is being placed on making only basic telecom services affordable to the common man, why not other telecom services, such as mobile?

For this we need to revisit the circumstances that were prevailing when TRAI had first enunciated the concept of ADC in its IUC Regulation of January 2003. 

At that time, TRAI had recognised that basic telecom service providers in India had historically run a cross-subsidised system in which relatively high long-distance tariffs raked in surpluses which were used to offset the losses that would otherwise have resulted because various items were priced below cost. These below cost items included local calls, monthly rentals, the free calls provided by fixed line operators and services to rural exchanges, for instance. With competition eroding the fat margins available in the long-distance segment, this system clearly could not continue to work. 

Hence, the regulator reasoned, one of two things would have to be done. Either the prices, which were hitherto subsidised would have to increase, to meet costs or an “access deficit charge” would have to be provided to basic service operators to cover the gap between tariff and costs. The emphasis on basic service operators was due to the fact that the number of fixed line subscribers far exceeded the mobile subscribers (see table below). It was also recognised that the extent of competition for basic services may change somewhat with the growth of Wireless in Local Loop with limited mobility (“WLL(M)”).  Nonetheless, the likely trends at that time continued to show a major dominance of the incumbent basic service operators (BSNL and MTNL) for the next few years.

Calculations suggested that hiking prices to cover the entire costs would make basic telecom services unaffordable for many. This was in a situation when tele-density of the country was low and the objective of affordability was of great importance. Thus, TRAI settled on increasing tariffs somewhat (by changing the pulse rate, that is by reducing the time period that counts as a metered call) and providing an ADC to basic service operators to cover the rest. 

In nutshell, the emphasis on basic telecom services was because fixed line subscribers far exceeded the mobile subscribers, and any hike in their rental/tariff would have made these services unaffordable to many, which would have gone against the objectives of NTP’99.

However, the circumstances have changed, in just a matter of two years! The growth of fixed and mobile subscribers during 2004-2005 in comparison to earlier years is shown below (in million) (Source: TRAI Press Release, Growth in Telecom Services during financial year 2004-05)

	Service 
	March 2003 
	March 2004 
	March 2005 
	% age growth during the year 

	1.Fixed including WLL (F) 
	41.48 
	42.58 
	  
45.9 
	8 

	Mobile including WLL(M) (CDMA + GSM) 
	13.00 
	33.58 
	  
52.17 
	55 

	Gross Total 
	54.48 
	76.16 
	98.08 
	29 


  

The number of mobile subscribers now exceeds the number of fixed line subscribers. Thus, the circumstantial reason for placing an emphasis on basic telecom services, as explained above does not stand any more. Moreover, as per TRAI’s own assessment, India now offers cheapest mobile tariffs in the world. This calls for an equal emphasis on mobile services for the purpose of Universal service and Universal access. 

There seems to be an implicit presumption that only basic services can improve the accessibility in rural areas, nullifying the potential of mobile services. This stand is also in contrast to a recent statement made by the Minister for IT and Communications, where he announced that “the government is considering amending the Telegraph Act to facilitate mobile operators roll out networks in rural areas by sharing infrastructure that is funded by the USO. The idea is to put towers in rural areas so that cellular and CDMA lines can reach villages”. The statement clearly acknowledges the potential of mobile services in meeting the objectives of NTP’99.

With this backdrop, TRAI should focus on achieving the objectives of Universal service and Universal access by giving equal emphasis to all telecom services, rather than being obsessed with just basic telecom services. 

The ADC or Universal Service Fund should thus, be applicable to both fixed as well as mobile services. The larger question here is to make access to telecom services affordable – mobile or fixed service, should not matter.

In the specific context of providing ADC to mobile services, an immediate response would be that since there is no deficit in providing access to mobile services (as mobile operators are able to recover their costs), the question of ADC for mobile services does not arise. Then, why are fixed service providers (BSNL) not charging cost based rentals and rates, when there is already tariff forbearance (except for areas where tariffs are still regulated i.e. rural areas)? 

As things stand, BSNL receives ADC payments from its competitors even though it refuses to undertake tariff revision that current TRAI regulations have allowed it to carry out for several years. The perverse incentive to BSNL to adopt this approach is easy to see since the losses so incurred can be directly recovered from payments from its competitors. The latter often claim BSNL uses these revenues to under cut them in the more lucrative mobile market. BSNL thus does not face the risk of customer displeasure or of losing customers to competition in such an environment.
Furthermore, whenever there is a talk of removal/reduction of ADC, BSNL threatens that it will be forced to increase local call charges, rentals, etc. TRAI has so far been succumbing to this pressure, primarily for the reasons mentioned above. Unfortunately, what is not realised is that by giving this threat, BSNL is actually trying to block the substitution that would otherwise take place, as subscribers would move from fixed to mobile services, if call charges/rentals were hiked. Thus, ADC is a big distortion in working of the market process in the telecom sector.

ADC was initiated at a time, when fixed subscribers were much more than mobile subscribers, and it was required to keep the fixed services affordable to large number of subscribers. However, now the number of mobile subscribers exceeds the number of fixed line subscribers. Hence, the rationale for continuing to ensure affordable fixed services does not stand the test of time. The more important objective is to promote Universal service and Universal access by giving equal emphasis to all telecom services, which can be done through Universal Service Fund. The ADC regime should be wound up or alternatively merged with USF.

Incorrect and misleading information provided in the consultation paper

Referring to Table 3 on Page 6, Para 2.6 mentions “… BSNL has more than one third of its subscribers in rural areas…” This is again repeated in Para 2.21 “… a relatively large share of BSNL subscribers are in rural areas…” These statements are INCORRECT and MISLEADING.

As per Table 3, one-third of BSNL’s fixed-line subscribers are in rural areas. If the total subscribers of BSNL are considered (mobile and fixed), the proportion of rural subscribers will be much less. Such misleading statements must be avoided, as it gives an incorrect impression.

Our specific response to each of the issues raised in the consultation paper are given below:

Chapter-2 

Q. 2.1 Should the ADC funding be provided only to BSNL or also to other Fixed Service Providers?

CUTS’ Response: As given in our general comments, we are not in support of the continuation of the ADC regime and would like the objectives of Universal service and Universal access met through the Universal Service Fund. This funding should be provided objectively to all service providers, where it is required to compensate loss making operations to promote universal access.

Q. 2.2 In case the ADC is to be provided only to BSNL, should be it provided based on its Rural Costs for its Rural Fixed Lines i.e. areas where the tariffs are being regulated, or for all other lines including urban lines based on average costs i.e. covering all fixed lines where the rentals and call charges are below cost.

CUTS’ Response: Funding support should be provided to all service providers to meet the access deficit in providing services to areas where the tariffs are being regulated.

Q. 2.3 In case the ADC is to be provided to other Fixed Service Providers also, should the same criteria as discussed in 2.2 above be applied in their case also?

CUTS’ Response: Same criteria must be applied to all service providers.

Q. 2.4 Would it be reasonable to consider not funding the ADC for the other Fixed Service Providers but at the same time not charging them for ADC also?  

CUTS’ Response: As given in response to 2.1 above, the support should be provided objectively to all service providers, where it is required to compensate loss making operations to promote universal access.

Q. 2.5 While working out the admissibility of ADC, what should be the weightages for factors like fixed lines in Urban/Rural areas provided through Wire line/ Wireless access? 

CUTS’ Response: Higher weightage should be given to rural areas. As long as the objective of improving access is being achieved, the mode through which it happens (wireless or wire-line) should not be the consideration.

Q. 2.6 Whether ADC should be given for WLL (F) lines? Should any distinction be made between Rural and Urban WLL (F) lines?

CUTS’ Response: As long WLL (F) services are contributing to the objectives of promoting universal access and in so doing, incurring loss, these should be provided necessary funding support. 

Q. 2.7 If ADC is to be given for WLL (F) lines, what criteria should be determined with regard to the range of portability/mobility of WLL (F)’s subscriber terminal and the specifications of the subscriber terminal so that clear distinction can be made between WLL (F) and WLL (M)/ Mobile services?

CUTS’ Response: Imposing artificial restrictions to technology uses is not desirable. However, if at all TRAI want to continue with demarcation between WLL Fixed and Mobile phones, the use of WLL (Fixed) phone should be confined within the premise to which it has been issued for.

Q. 2.8 Can we give a higher weight-age for ADC purposes for the fixed wire-line that are operational in areas where tariffs are regulated?

CUTS’ Response: Since regulated tariffs might result in higher cost-revenue gap this should be considered.

Q. 2.9 Whether ADC should be worked out based on the cost data of incumbent only or most efficient operator’s data for fixed wire-line should be used?  

CUTS’ Response: Of course the most efficient one, by giving due consideration to variations in the geographical and other parameters. 

Chapter- 3

Q. 3.1 With the substantial reduction in the ADC for international incoming/ outgoing calls and in certain categories of domestic long distance calls as well as introduction of uniformity in ADC on domestic calls, do you feel the time has come for smooth transaction for imposition of ADC on the basis of percentage of adjusted gross revenue of the operators?

CUTS’ Response: As mentioned above, the ADC regime should be merged with USO fund. Still, if the regulator wants to continue with ADC, it should be a revenue-share based regime. This will also lead to its smooth merger with the USO fund.

Q. 3.2 what are the probable pros and cons of switching over to ADC regime based on revenue share? Also suggest as to who should be the recipient (s) of the ADC collected on revenue share basis?

CUTS’ Response: Tariffs for local calls might go up, to some extent. This can be taken care of with regulator imposing a reasonable ceiling on the effect of ADC on local calls. the revenue should be used to promote telecom services (fixed or mobile) to meet the objective of universal service.     

Q. 3.3 If the answer to 3.1 is no, specify the period by which the existing per minute based ADC regime could be switched over to revenue share regime with reasons.

CUTS’ Response: NA 

Q. 3.4 If Revenue Share regime for ADC is to be implemented, whether the percentages could be different for long distance and International long distance calls especially Incoming ILD calls?

CUTS’ Response: Yes it can be different. Incoming ILD calls could be charged at relatively higher rate.

Q. 3.5 What could be other alternate options, say a fixed monthly ADC charge on all non-rural lines covering all subscribers, please comments clearly taking account of likely adverse effects?

CUTS’ Response: Revenue sharing regime is better alternative. 

Q. 3.6 What could be a reasonable period by which ADC Regime could be part of USO Regime?

CUTS’ Response: This should be done within one year, at the most.

Q. 3.7 In case ADC is to be recovered as a percentage of Revenue, should it cover all type of services including ISPs, or should it exempt certain operators like niche operators of ISPs with annual revenue collection upto a defined threshold value?

CUTS’ Response: Exempting niche operators of ISPs with annual revenue collection upto a defined threshold value could be considered.

Q. 3.8 What other possibilities should be considered for funding ADC? Please answer with specific reference to the points raised in main paragraphs 3.2 to 3.4 of the Chapter, including the manner in which USO funds collected but not disbursed should be treated in estimation of ADC amount.

CUTS’ Response: All the support fund, etc. should be brought under the ambit of USO fund.

Chapter- 4

Q. 4.1 a) Should the carriage charges be made identical for all intra/ inter circle

          calls?

          b) Alternatively, should there be an option of distance based carriage charge

          or identical value being open for negotiation by NLDOs and Access providers?
CUTS’ Response: In the present circumstances, a) is preferred as the regulator would not be able to ensure competition among access providers thanks to the limited mandate and powers it has been imparted with.

c) What would be the likely impact of the change, if any, on the tariffs?
 

CUTS’ Response: Proper regulation would help maintaining rational tariffs. 

Q. 4.2 Should there be forbearance on carriage charges? If yes, should it be with ceiling or without ceiling?

CUTS’ Response: In case of forbearance, it should be with ceiling

Q. 4.3 Whether the termination charges on international incoming calls should be left to Access Providers to be negotiated with the ILDOs? If yes, should the Regulator prescribe a ceiling?

CUTS’ Response: Yes. Regulator should prescribe a ceiling.   

Q.4.4 Should there be any differences in the termination charges for Domestic and International Long Distance calls?

CUTS’ Response: There should be no difference in the termination charges, lest it would give an incentive to show ILD calls as domestic calls.

Q.4.5 Whether there should be different termination charges for mobile and fixed line calls. In case charges are different, whether differential termination charges be allowed for Rural Lines?

CUTS’ Response: Given that mobile phone is not a luxury now. Even common men increasingly preferring mobile over landline. Therefore, no rationale for having differential termination charges. 

Rural telephony should be supported through ADC/USO mechanism only. No need to duplicate the efforts and add to the confusion. 

Q.4.6 Should Revenue Share on Roaming charges be allowed for Roaming calls, both National and International or only on International call?

CUTS’ Response: It should be allowed in both cases. 

Finally, 

Further information is required on the following:

· If ADC is used to meet the deficit due to below cost rentals in urban areas, information on actual rentals in such areas for which ADC is claimed should be provided (operator-wise, for all operators);

· If ADC is used to meet the deficit due to below cost local call charges in urban areas information on actual local call charges in such areas should be provided (operator-wise, for all operators); and

· If ADC is used to meet the deficit due to providing free calls, information should be provided on actual number of free calls provided in such areas (operator-wise, for all operators)
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