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1. This is with reference to the review meeting held under the chairmanship of Member(S) on

25.05.2011 on the Action taken repofi submitted by BSNL on the recommendation made by

BRPSFI to improve BSNI.'s physical and financial performance in its 86th meeting held on

21.12.2010.

2. 
'l 'he 

Action taken reporl submitted by BSNL on the various recommendations made by BRPSE is

placed at Annex I

3. DO1 vide letter under reference placed at Annexure II has seeked additional inputs on the Action

-l'aken 
report sr-rbmitted by DOT. The desired inputs along with the units who has to provide the

same arc indicated below

3.1 Recommendation I (Para 2.18.1 (i)): - To suggest the ways through which operational level

synergy between BSNL and MTNL can be achieved, within the present regulatory and legal

liamen'ork" in consultation with MTNL

----Action by: DIR (Enterprise) / Sr GM (Regulation)

3.2 Recommendation No 2 (Para 2.18.1 (ii)): - BSNL may submit business plan as well as

strategy fbr sustainable growth based on SWOT analysis in terms of financial figures i.e cost,

expenditure and results expected.

Comments of CP&M Cell: The projected revenue, expenditure from 2011-12 to 2016- I 7 was

discussed and finalized under the chairmanship of CMD in the meeting held in the board room

on 03.06.2011 in the presence of DIR(CFA), DIR(HR), ED(F), ED(CA), Sr GMs/ GMs of

Business planning unit, BFC&I.
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Respective planning units are now required to provide inputs how the projected revenues will

be achicved Action by All BU Heads

3.3 Recommendation No 3 (Para 2.18.1 (iiD) - BSNL may submit details about category wise

identifications of surplus staff as well as broad financial implications of suggested VRS

options. Fufther, steps envisaged to reduce cost of maintenance of infrastructure, results

expected in f-rnancial terms and the time taken to achieve intended results may also be

indicated. ..Action By: DIR (HR)

3.4 Recommendation No 4 (Para 2.18 (iv)):- Details of Strategic and Non-Strategic activities as

well as non-recoverable cost on strategic activities may be intimated after taking into

consideration the views of of Administrator (USOF) as communicated vide letter No 30-

8/2006-tJSF dated 24-5-1 I.

Comments of CP&M Cell: The copy of the letter is placed at Annex III. In addition to

observation of Administrator (USOF), BSNL for its CAPEX plans 2011-12 has projected BE

of Rs 1 5.277 Crores. All BUs are requested to segregate each of the proposed project as part of

Btr 2011-12 in the fbrm of strategic & non-strategic also

--Action Bv All BU Heads

4. All concerned are requested to provide point wise inputs on each of the above actionable points on

top most priority and in any case positively by 1410612011.

Encl: As above

1

f'.t'' i'''l''*'l'o*t*
*-: =- -"--:-- '- -""

(R.1,{.PADUKONE)
Pr. General Manager (Corporate Planning & Monitoring)

Copy To:

[] CMD BSNL lbr inlbrmation please

[2] ED(CA) for infbrmation please

[2] All Sr GMs / GMs of Planning Units / Finance - Sr GM (BP-Ent) / Sr GM (BP-CM) / Sr GM (BP-
CF'A) / Sr GM (BFC&I) / Sr GM (CNP) / Sr GM (CNO) / Sr GM OJWP-GSM-I)/ Sr GM(NWP-
CDMA/Wi-Max) / Sr GM (NWP-BB) / Sr GM 0'{WP-CFA) / Sr GM(Trg) / GM (Corporate
Restructuring) / '
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BHARAT SANCHAR NIGAM LIMITED
(A Govl of  lndia Enierpnse,

Dt:1910512011

S Follow up action on the Recommendations made by the Board forReconstruction of Public sector Enterprise (BRpsE) in its meeting held withofficials of DOT and BSNL on 21.i2.2010

Ref:  1.  DIR (PSU-|)  Let ter  No 10-16/201O-su I  dated . t6th Mav 2011
2. DtR (psu-r) Letter No 10-1 6r2010-su I dated 1st Ma;rr2011

The point wise action taken / action planned by BSNL on the variousrecommendations made by BRPSE in its review meeting held on 21.12.2010 aregiven below.

Recommendation 1 (para 2.1g (i) :
'.'The Board strongly recommends the merger of lTl Ltd. with 8SNL or its takeover
by the BSNL as a separate subsidiary thereby ensuring strategic verticalintegrations. This shoutd enable BSNL fo combine seruice providing withmanufacture of the products and thus emerge as a leading gtobat ptuy"i ui,t some
of the Chinese companies have done in recent times. tTis-produ'ct mix ioutd beapprgpriatety changed to enabte it to produce mobite telephones ani otherproducts by bringing in the latest foreign technologies. /I/'s accumulated /ossess
mgt also help BSNL to gain tax advantages. Simitiarly, there is no reason for the
MTNL to continue as a separate entity. fhis could atso'Ae brought under 8SNL asa subsidiary"

Action taken / Action planned:

lTl Merger:

The corporate objectives and business strategies of BSNL and lTl are quite
diverse. BSNL is 1 telecom operator while lt l  is equipment manufacturing
company. The core business of BSNL is to provide high quality telecom services
and state-of-the-art/ innovative products across different business and customer
segments by sourcing and -leveraging the latest technologies. On the other hand,
lTl is into equipment manufacturing and is ridden with many weaknesses such as
inadequate in- house.R&D, very high cost base, shortage of relevant skil ls, row
value addition etc. BSNL does not have expertise or skil ls to assist lTl in any of
these areas' The fast pace_ of changes in telecommunication technologies and the
competit ion is further eroding lTl 's profitabil ity at a rapid pace. In thJabsence of
any shared corporate objectives or business synergies, vertical integration ofBSNL into telecorn equipment manufacturing will not n6 in its business inierests.

It wil l be relevant to mention that BSNL has started incurr"ing losses since 2009-10
and therefore the suggestion of BSNL gaining Tax advantage from the
accumulated losses of lTl does not arise.



BSNL's salary and wage cost is more than 50% of its revenues. Thus, to curtailstaff expenditure and revive BSNL, aRFse itserf has recommendedimplementation of VRS in BSNL. That beinj in" .rr", the recommendationregarding merger with lrl will be contrary to thise i".orr"ndations and further
fiffi:L*: 3i:ffit$l,rttr. 

as ail ine stari or lrr wirr arso o".or. part or

MTNL Merger:

All the major telecom players such as Bharti, Reriance and rata have pan-lndiapresence and are able to exploit this to garner .urtor"rc in all the LSAs thusincreasing their market share. In the .1J".oi riff ir ise customers, Derhi andMumbai is the hub for majority of corporate decisions Lnd hence having presencein Delhi and Mumbai.will tirinj in netter business roi-ebNl. Due to tneiestrictionsin the l icensing conditions, gSNtL and MTNL ..n not operate in each others area.This operational 
.synergy. is very rr.n Lqrit"i ' i ' l*""n BSNL and MTNLparticularly from high maroin enterprise ousiness. rnJryn"rgy between two psUsshall not only help the PSUs present a unified view toinis etite segment but shallalso improve overail service derivery and service assurance.

Following two points need to be carefully addressed before any decision on themerger of MTNL in BSNL is taken.
(i) salary: The salary of the employees of MTNL is retatively higher than thatof BSNL. on merger, it is anticipated, that tne emptoyees of BSNL mayalso demand matching pay with that or vriNf*hich wilt further increasethe salary & wage cosi or the combin"J .n1ity adversely affectrng theviability of the combined entity.
(i i)Pension: The pension of the emproyees of the MTNL is paid throughMTNL internal resources whereas ihe'pension of tt.l" employees of BSNLis paid through the consolidated rrnd or-inJia or the Government. onmerger, the emproyees of MTNL may arso oemano pryr"nl oi 'p"nrionthrough the Government which r.y in.r.r..- in" f inancial burden of theGovernment.

Recommendation 2 (para 2.1g (i i)):
"The Board aavised- D/offi and BSNL to submit a cogent revivar /restructuring plan for B,fNt- within a period of foumoiln, for the consideration ofthe BRPSE, incorpo,rating busrness p,tan as well as strategy for sustainable growth
7,r tn3 companv, taking into account the yoye;;;;;;;", s and obseruations orthe Board. The ptan siourd be based on the swoi"anir,ysrs or the company and,inter alia, incrude the merger of MTNL a,nd,BSNL. rni piu, courd arso be apprisedby independent consuttait for greatei clarity.,,

Action taken / planned:

BSNL has constituled 3 gore group consisting of officersunits and Corporate Affairs t-o suggest / r6comr"nOseryices, growth and brand_image of 
-BSNL.

from all the Business
measures to improve



T'he key recommendations made by the Core Group are.(i) Fortification of stable revenue streams through concerted focus onbroadband, NGN voice and enterprise ousiness with major focus onGovernment projects.
(i i) Focussing on top 100 cit ies from monitoring purpose
(iii) Focus on tower & Infra business and"'ieal estate infrastructuremonetisation.
(iv) Clear cut segregation of commercial activities from social obligation toensure both top l ine and bottom line.
(v) centralization of various support activit ies such as pranning,procurement including marketing and more focus on customer care,service delivery & service assurance, revenue management andmaintenance of assets on decentralized basis.
(vi) Value based management for all CAPEX activities thereby undertakingonry those projects which adds varue to the organization throughaugmenting its bottom line. - (u,vrev?
(uii) segment wise technorogy roil out rritnei tniri carpet roil out.(viii) Progressive migration oi BSNL,sr@; netvvort< to Neit generation

network thereby. ensuring convergence, consolidation and-seamlessdelivery of various services to end customers across differenttechnologies.
(ix) Realignment of work force along with introduction of various measuresto reduce the spiralling salary and wage cost.
(x) lmplementation of Enterprise rr sysiems such as ERp on top mostpriority so as to enable centralized monitoring and faster dissemination

of information.

n 3 2.1
?sNL may inctude vRS plan n rationatize the manpower at worker and managementlevel and also sources for funding rfs t/RS ptan. steii-iiyZrco be taken to reduce thecost on maintenance of infrastruclure and iaprtalize'iti tiirtut assefs inctuding land andbuildings."

Action Ptanned /proposal for VRS in BSNL

Though the Unions and Associations in BSNL have arways opposed vRSscheme, there is an urgent need for giving some ritrr.tiu" opportuhiiv to-tt or"who are.voluntarily wanting to take retirement to create win-win situation both forthe employee and the organization. An alternate VRS scheme, which is differentfrom the DPE suggested schemes, is also being e"amineo. Details of the twoschemes are as follows.

DPE scheme for vRS in Enterprises that make_marginal profits or loss-makingEnterprises, known as the Gujarat scheme, is as foiloris:

a' The compensation will consist of s.alary of 35 days for every completed yearof service and 25 days for the balancb of serviie teft until rrt#il;ation.The compensation wiil be subject to a minimum of Rs.25,0001- or iso oayssalary whichever is higher. However, this compensation shall not exceed



b.

c.

d.

the sum of the sarary that the emproyee wourd draw at the prevairing revelfor the balance of the period reft befoie superannuation.

salary for the purpose of VRS wiil consist of basic pay and DA onry.

A19,a.rs of wages due to revision etc. will not be included in computing theeligible amount.

Payment of bonus should conform to the provisions in the Bonus Act;
.!11uat Leave may be encashed in proportionate measure up to the date ofVRS.

i .

i l .

The scheme will be open to all employees (executives and non-executives)more than 55 years of age.
with a view to make the scheme attractive, the emproyee opting for VRS wiilbe given advance increments notionally on the oat6 of retirjment, in thescale 9f pay being drawn by him/her wnicn he/she would have earned in thenormal course till the age of superannuation. Here, normal means onty tnoseincrements he/she wouh have earned in.his e"irting pay scale withouitakinginto consideration any extraneous factors like p-oisibte time bounolpostbased promotions, comparison with junior, etc. io il lustrate the point, anennqfgvee opting for VRS after compieting the age of 56 may be br"r.o sadditional increments of pay, if he/she is not stag,r-ating, otherwise stagnationincrements due may be added on the date of r"ti'r"r"rit under VRS scheme.The notional pay so fixed will be counted for the purpose of pensionary
benefits and other benefits such as leave encashment, tA etc.
The notional increments granted will be granted oy asrul as a special case
!o1 tle purpose of VRS. No additional pEnsion contribution wil rj" gil"n bvBSNL to Dor for the normaily remaining service or ine emproyee seekingVRS.
VRS will be open to all, i.e. withou! rny restriction of service, Group orGrade. The Management however, wirr reserve the rigrrt to accept or rejectany application without assigning any reason thereof.

i l t .

tv.

V.

DPE guiderines [oM No.2 (32)r97-DlE (wc) cl-xXil dated 5th May 2000]provide for budgetary support from the Govi. to the marginally profit 
'or 

lossmaking enterprises f91VRS implementation. ln view of BSNL's current financial
fllTliti,f"tilii:it, lpbility- ol vry imptemgntation may. be Qo.;1s entirety by theUo l,r,v,LVw!"rt Qq"< ,@; ( y.,L6-tC..r,v,J wv.,/'ry elrtL$, qfr j'6ag6 ,

Ine DoT may give its approval to.the proposar (optibn 1 or option 2) inprinciple after which discussions wil l be held witir all siakeholders including theAssociations and the Unions for f inalizing the scheme.

Following actions have been initiated by BSNL to reduce the operationalexpenses.



(i) The TDM TAXs deployed across the country to cater to landtineoperations are progressively being reptaceo-with the lp TAX to reducecost on power, AMC.
(ii) Existing employees are being retrained and reoriented to undertakenew set of activities in sares and marketing a-tiviti"r".g. pioi".i-uo.rnand Vrjay.
(i i i) No additionar manpower is being deproyed arthough number ofbroadband connections is increasing-at thb ;;te of 1s% to 20% per yearand several new services are beingintroOuceO.

Following actions have been initiated by BSNL to capitalize its telecomassets.including land and building.
(i) A dedicated busines6 unit cailed ,New Business, headed by anExecutive Director has been carved within BSNL to provide sustainedfocus on reveraging the huge infrastructure iucn as Towers, rand andbuitdings of BSNL.
(ii) BSNL is. als.o using its training infrastructure for imparting bothadvanced and basic revertraining t-o p.rp".tiie participant.(iii) Auctioning of higher bandwidthl tix'e 'ramooai 

to carriers and serviceproviders
(iv) seil ing of internationar bandwidth on Bharat Lanka cabre (BLC) tocarriers and also to leverage its upcoming c;pacity on EIG submarinecable

2.1
"ES^rL ma1 dhife itt ottt ttiriii@, anf non-strategic. cD/o tefecom ma1 see{Qooemmentsuwort to funf strategic non-recopera1te coi to ensure swtainailk growtfr of as!,tL. ,,

The major contributors to BSNL losses, in addition to disproportionate salary &wage cost, are the various unviable I9t9.9T operations such as rural wire line,telegraph system, rural wi-Max etc which BSNL nm olun asked to do as part ofsocial obligation.

P-SNL has .already taken up with ooJ fo1 providing due compensation for variouseconomically unviable schemes which it has .r".it"Jin the past. The same wasincluded as a p"t,9f the 1.00 days action pran announced by Hon,Moc&rr.Further decision in this regard is awiiteO from DOT.

Further all the new plans in which Dor / USo intends to involve BSNL in itsimplementation and maintenance such as Nationai gioaonand plan (providingbroadband connectivity to.2.s rakhs panchayats) ,r" o"ing anaryzedby BSNL anddue compensation is being worked oit ro' ^pr"renting, operating andmaintaining the said infrastruiture.

ln addition, all the major expansions that BSNL shail be undertaking in future suchas mobile expansion, broadband expansion, NGN deproyment etc shail begoverned by BSNl..purery by the business requirement. The deproyment pranssuch.as covering villages t iooo population oi't 3g0g population etc shail beexamined purely from the business requirement. The cases, other than thosegoverned by business requirement, shall be executed, provided adequatecompensation is given by the DOT / USO.
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Table 1: MO[B and Financial for 2O11-12
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File No. 10-l6/2010-5U.I
Ministry of Communications & iT

Departnrent of Telecommunicati ons
l'SU Division, Sanchar Bhavan, New Delhi

l 2 d  I
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The CMD.
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Subject: 866 Meeting of the Board for Reconstruction of Public Sector Enterprises (BRPSE) to

roview the present status of performance and financial position of Bharat Sanchar Nigam

Limited (B SNL) hel d on 2l .12'20 lo-f ouow-UJclion re garding.

Sir.

I am directed to say that meeting of the committee constituted for analyzing the inputs

received from BSNL and ethcr Divisions of Department of Telecommunications and to finalizc a

restrucruring plan for its onward transmission to BRPSE lvas hold under the Chairmanship of Member
(Services), Telecom Commission on 25'05.20 | 1.

Z. Rccommendation-wise inputs received from BSNL in the matter and the input provided by

Administrator (USOf) vidc letter No,30-8/2006-IIS[ dated 24-5-11 werc discussed in detnil. As
decided in the aforcsaid meeting, tsSNI, is requested to furnish further inputs on the following flor
consideration during the next meating of the committee:

(i) Recommendation No"l {psra 2.18.1 (i)} - To suggest the ways through which operational
Ievel synergr bcf'*,een BSNL and MTNI, can be achieved, within the present regulatory and
legal framcwork, in consultation with MTNL.

(ii) Recommcndation No.2 {para 2"18 I (ii)l BSNL may subnrit business plan as well as
strstery for sustainable growth based on SWOT Analysis in terms of financial figures i.c
cost, expenditurc and results expected.

(ii i) Recommendation No.3 {para 2.181 (iii)i * BSNL may submit dc{ails about category-wise
idcntification of surplus stafT a-s well as broad financial implications of suggested VRS
options. Further, steps envisaged to reduce cost of maintenance of infrastructure, results
expected in hnancial terms and the time framc to aohieve intended results may also be
rndrcsted.

(iv) Recommendation No.4 {para2.l8.l (iv)} - Details of Strategic & non-stratcgic activitios as
well as non-recovorable cost on strategic activities may be intimated after taking into
consideration the views of Administrator (USOF) as communicated vide letter No.30-8/2006-
USF dated 24-5-11, which has already been handed over to ths BSNL during the meeting.

(v) Recommcndation No.5 {para 2.18.1 (v)} - The comrnents fumished by BSNL w.r.t. this
reeommcndation ere not in accordance with the recomrnendntion of BRPSE. tsSNL may
revisit it and submit the dctails strictly in the rnanner specified in the BRPSE
recommendations.

7,-- Required details may please be sent on top priority as the next meeting of the committee is

---- 
'Woposed 

to be held soon. for which a separate intimation will be sent.
-0{cf ^ ..u-,rel
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No. 30-El2006tUSF
Government of India

Depertmeut of Telecommunicstion
Universal Service Obligntion Fund
Sanchgr Bhavan, New Delhi-lf 0001

Dated: 24.f.)1

To

The Membcr(S), Telecom Commission
Dopartment of Telccommunioatious,
Sanchar Bhavan,20 Ashoks Roa4
New Delhi 110001

subject; support from DoTAJSOF for BSNL's existing rural wire lines (and netwofk)

Refcrencc, cMD BSNL's Letter No, 1-1201I/rP/BSNL dated 8'5'11 0n the

abovementioned subjecg addresscd to Secretary ff) and endorsed to the undersigned for

comments/necessar)' action. 
_

z. In thecontextof fsnnat ionofaDoTCommif feeunderyourChai rmanship, for

analysing the inputs reccived fiom BSNL and various Divisions of DoT and to finalisc a

restructuring plan for onward submission to BRPSE, I would like to bring tp kind notice

cefiain issues with regard to continuance of USOF suPport for BSNL's rural wire line

network.

3. These are placed in the enclosed Annexure'

Enc[: As above

-  ( .  t  
r ' , ' i  (
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ANNEXLTRE I

NOTEONSLIPPORTF'ROMDOTruSOFFORBSNL'SE)ilSTINGRTJRAI'
}VIRE LINES AND NETWORK

A, BACKGBOUND

usoF had earlier given inputf on TRAI'5 Consultation paper No' 2/2008

dated 21.1.08 regarding the matter of ADc and lts subsumption into USoF whereln a

view had been expressed that usoF should not be call upon' to subsidise the

incumbent's wire llne network lieu of ADC. Detailed reasoning for the same was

provided vide tetter No. 30-8/2006-USF dated 8.2'08' (copy enclosed as ANNEXURE

t t).

2 . S u b s e q u e n t l y , b a s e d u p o n t h e d e c i s i o n o f t h e c o m p e t e n t a u t h o r i t y ,

U s o F R u l e s h a v e b e e n a m e n d e d v i d e | n d i a n T e l e g r a p h ( A m e n d m e n t ) R u l e s , 2 o 0 8

dafeii 18th luly, 2008 tb enablE USOF to stippbrt RuiSl Household DELs instiilted prlor

t o 1 ' 4 . z o 0 2 f o r a m a x i n i l | m a m o u n t o f R 5 . 2 o 0 0 c r o r e p e r a n n u m f o r a p e r i o d o f 3

Years .Th iswas tobe in . | i euo fADcbe ingphasedou tand inacco rdancew i th theTRAI

Recommendations dated 27th March' 2008'

3. Now, a case has been made out by BSNL fOr continuation of suppor[ for its

Rural wire l ine Network beyond the 3 year period which expires in July 2011' The

quantum of deflcit projected by BSNL is of the order of Rs'9306 crore per annum' This

wassubml t tedbyBsNL inpu rsuanceo fM|nu teso fMee t inghe ldonS.3 . l . l cha l redby

S e c r e t a r y ( T ) t o d i s c u s s v a r i o u s i s s u e s r e | a t i n g t o f i n a n c i a | s u p p o r t t o B S N L f r o m

GovernmenVDoT. In this regard, the following comments may kindty be considered:-

@ t ) v 2
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B. CONCEPTUAL ANALYSIS

(i) BSNL's Wire Line Network was installed In the ooT period and its CAPEX was

funded by DoT. This network has in the past been supported through ADC and various

USOF schemes for support ing RDELs (rural household l ines) includihg inter al ia the

above mentioned subsidy, in lieu of ADC. The total USOF support by way of various

RDEL schemes amounts to Rs 9139.08 crore as on 31,3.11. Fufther, USOF has already

supporred BsNL bv way of wir:e line Broadband scheme where Rs.150o crore of

subsidy can be availed by BSNL for Broadband enablement of about 28,000 rural Wire

line exchanges. In spite of various forms of suppoft for BSNL's rural operation$, the

number of rural wlre lines continues to decline. This would imply that rural customers

are nor satisfied with the quality/utility of rural wire lines connectivity

(noh,vithstandlng the low/below cost tarlffs) in comparison with wireless

connections for which tariffs are orl forbearance.

(  i i ) While TRAI's estimation of Rs 2000 crore per annum support was based

on the 90 takh RDEIs which existed as orr 1,4.02, TRAI had underestlmated the decline

in these RDEL5 by way of disconnections. As per TRAI each nOtl *ts to reieive a

monthly support of Rs 214. An amount of Rs 3O0 crore was attributed to be the

reduction In support on account of disconnected RDELS. This translates into estimate

of dlsconnections of about 11.68 takh RDELs, Actually, based on data collected from

BSNL the decline in numbers of such RDEls stood at 36.55 lakh RDEIs as on November

2008.
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(iii) Between Aprll 2008 and March 2011, itt

forms includlng inter alla the support extended

liner have declined by 19.7 lakhs.

spite of USOF support In various

in lieu of ADQ BSNfs rural wire

(iv) tu per its mandate and legal framework, any support from uSoF has to

benefit the rural population by way of access to affordable telecommunications

services. USOF schemes should ensure cost effective, competitive service provisioning

and a levet pllying field rather than supporting the survlval of a specific
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technology/operator as such. . The rnarket scenario at the time when ADC was

Introduced is vastly differerrt from the situation toady. While in 2002 the rural

teledensity wds I.ZVo, today it is 331%. Further, it is clear that as things stand, the

healthy growth in rural telephones is coming nor from wire lines but from wireless

services. As of February 2011, ERU data indicates that 97% of rural telephones are

on wireless technologles and private op€ratoni were providlng 88% of rural wireless

connections.

(") lt as an accepted fact that wire line exchanges are a valuable asset in so much

that they can provide broadband. Keeping this aspect in view, BSNL's rural wire line

broadband is already being supported by USOF in a result oriented manner' Wlth

adequate efforts on BSNL's part this scheme should have been leveraged by them to

reverse the decline In utility of rural wire lines. So far 2.58 lakh connectlons and 4368

kiosksz have been provided by BSNL. Field level reports of interaction with rural

subscribers point to poor quality of service and a lack of maintenance/ customer

relations and marketing efforts by BSNL leading to poor sales and revenues in spite of

a fair demand for rural broadband, Subsidy disbursement in this scheme is contingent

upon prouision of functional broadband connections and kiosks a per terms and

conditions of USOF Agreements. As on date, BSNL has received Rs' 115'77 Crore of

subsidy against thls scheme.

(vi) lt ls clear that Eeneralised support against rural exchanges without any

tarBets regarding optimum utilisation of the wire line net work is not helping to arrest

the decllne in the number of wire l lne connections and hence continuance of such

support would tantamount to the wastage of physicat ass€ts and firrancial resources

by way of underutilised land line exchanges and wasted subsidy support for the same'

tn such a situation it would perhaps be bett€r to optimise the utilisation of these

assets by to sharing them with other operators' unbundling would generate an

income stream for BSNL vide rentals and enhance the utility of these national assets

'32.99Yo as on 28.2.11
'As on 30.4,11
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as compefltlve entry in the landtine broadband segment would encourate innovation

and improved customer satisfaction,

(vii) Even if some additional form of result oriented support was to be

con$idered for rural wire l ines, i t  is a moot point where USOF should support BSNL's

net work as per their actual expenditure or as per industry standard regarding per line

net costs. Supporting on the basis of actual costs including employee remuneratiort

and office and adrninistrative expenses in this manner would neither lncentivise BSNL

to ratlonalise costs and nor would it incentivise BSNL to enhance revenues.

(viii) TRAI has been rnindful of the need to improve efficiency, attain sustalnability

and restrict the period of support as is evident frpm the following comrnents:

"ADC wos not to make the incumbent perpetuolly dependent on
support but to allow them time for adjustment during the period of transition

from o monopolistic environment, where cross- subsidizotion wos possible, to a

com petltl ve b us i n ess e n v i ro n m e nt'
(source: Consultatiorr Paper N o.2/2008)

Further, the Authorities have also remarked that

"At this stdge the Authority is required to bolance two moin obiectives.

Flrstly, ta increase the dttractiveness of providirtg connections ond odequate

services in oreas thot would otherwise nat be a focus 'of attention for

commerciolly oriented service provider in o competitive environment, i.e, rural

and remote SDCA which ore particularly high cost ond low revenue aress, This

also includes the suppart for sustainability of existing rural wirelines. Secondly, to

make this support efficient tn such a woy thdt i(s level gets adiusted to the

prolitabitity of rurot operdtions. The support hould get eliminoted when the

averoge cost gaes down either becouse of increasing teledensity in the area or

falt in the network operoting cost or increase ln revenue. lt Is also very lmportant

to keep in mind that whatever scheme is firtzllsed to rneet the sbave oblectlves

should nat provide incentlves for incurrlng losses hut should Promote improved

perform a nce ol the serulce provid e/'
(source: Consultation Paper dated 2I'tJanuary, 2008)

The Authority has also noted in the IUC Regulation dated 29th October 2003 that:

ar i' irt"
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"For BSNL ond MTNL, to the extent thot the omount of ADC does not cover the

futt amount of the deficit over time, the Authority rtoted thdt they have benefited on

account of being allowed entry into cellulor mobile without ony entry fee. The

Authortry also hopes that the deficit would he made good by the proftts thot these

srgonisations will earn from their cellular mobile and WLL(M) services, bearing in

mind the rapid subscriber growth being experienced by these services. This is

important to ollow more flexibility ta the torlff developments, which are o maJor

contrlbutory fdctor in spurring growth, teledensity ortd commercidl octivity in the

country. The Authority will be exonining oll these fodors ln greoter detail at the

time of the next review of the ADC regime."

In the Explanatory Memorandum to the IUC regutation 2007 dated 21s March, 2007, the

Authority has noted that:

'BSNL has not octively responded to the key purpose for which ADC was given,

tt may be recalled thot ADC hod specific purpose to be fulftlled in a time Jrame (1.e.

tariff rebolancing). Further, BSNL ls now offering tariff regime for bundled serulces

which appear to be having some element of cross subsidy.'

In view of the above, it ls strongly fett that the Department should re-consider

the continuance of support to BSNL agalnst the Rural Wire line Network

without linking it to quantiflable improvements-in deliverables-sueh-as-quality

and number of rural connections, both voice and data. l f  unbundting is the

means to achieve thls then the same should be considered.

Regarding BSNfs clalm of having contributed more to the fund than having

receivbd subsidy, it wOuld be pertinent to note that as on date more than 85yo

of USOF subsidy has been disbursed to BSNL while i ts share in the rural

telephony is around 15% and its share In USL less than 40%. In fact in the

financial year 2010-3.1, BSNL has received 96.83 % of USOF subsidy against a

22"8Yo share in USL contribution.

ln fact, given the facts stated above, a view could be taken that supportlng

BSNL in this manner amounts to cross subsidlzation of its costs by other

operators which is.not a justifiable use of the USO Fund'
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OPEX CALCUIATIONS

As regards, the calculations put forth by BSNL, it may be seen that TRAI

calculations rejected the overall mark up of 75CI% confined the mark up to

only 3 cost components, i,e. electriclty, fuel and power and network operating

costs. These costs constitutes only about 76% of OPEX and hence, the rnark

up factor of 1.5 was rtot applied to the total average OPEX but was llmited to

the sum of these 3 components to arrive at rural OPEX.

In BSNL's calculations, OPEX items such as employee remuneration,

administrative expenses, Ligense Fees etq have been evenly distributed in

proportion tO the percentage of rural and urban assets which maY lead to

inaccuracies as sofile cost items are not correlated to assets, Thls

methodology also does not take lnto consideration the urban-rurat

distribution of subscribers. Clearly, ceftain components of OPEX would be

dependent upon the subscriber base. Also, it is not understood why, spectrum

fees have been added as a component in the calculation of OPEX for Rural

Wlre line telephony. To calculate revenue deficit it appears that fixed WLL

revenues and costs have been included. On the whole a much more detailed

analysis is called for,
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