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MSOS, HITS, DPOS,
& DTH — THE
FINANCIAL
DISTRIBUTION
ANALYSIS

An exclusive insight into the distribution network
for CATV and the financial implications for the
key stakeholders.

CURRENT GUIDELINES OF MIB ON DTH
LICENSE FEE

Based on the TRAI recommendations dated
23.07.2014 and TRAI’s response dated 12.04.2018 to the
MIB’s back reference, the
amendment has been made
by MIB inthe DTH License
Feeon 30.12.2020. MIB has
subsequently  notified
‘Operational DTH
Guideliness on 16th
September 2022 in respect of
licensefee, platform service
channels and sharing of
infrastructure by DTH
operators. With respect to
payment of License Fee, the
following has been stated in the ‘Operational DTH
Guidelines’ dated 16th September 2022:

“The Licensee shall pay an annual fee equivalent to
8% of its Adjusted Gross Revenue, calculated by
excluding GST from Gross Revenue (GR) asreflected
in the audited accounts of the Company for that
particular financial year.”

Now coming to thereview of the quantum of license
fee. Itisnoted that, with 340-350 million households and
avery large population, there are only four DTH operators
inIndia. Moreover, the number of subscribers of the DTH
services are showing adeclining trend. As per the periodic
reports received from DTH operator over 5 million
subscribers have reduced since September 2020. All the
existing DTH operators are directly or indirectly into
broadcasting and telecom business. Further, one of the
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DTH operator is already undergoing insolvency
proceedings.

Thelicensefee, entry fee and bank guaranteelevied
on DTH operators have been of the highest order amongst
all the stakehol ders of the broadcasting and cablefraternity.
In fact, in the television broadcasting sector, license feeis
applicable only on the players of the DTH sector. This
existing disparity within the sector isenumerated as under:

a  Disparity with other DPOs. While

DTH operators are required to pay license fee at the
rate of 8% of AGR, other DPOs,
including HITS and MSOs, are not
required to pay any license fee. This
disparity again callsinto question the
fairness and equality of treatment of
the various industry participants.

b. DisparityamongDTH operators:
There exists an imbalance within the
DTH sector itself. Public Broadcaster’s
free DTH service is exempted from
paying any licensefees. Private DTH
operators are at a disadvantage
because of this preferential status,
which also distorts the market.

¢c. Exemptiontotheemergingplatforms:

OTT platforms, which have grown considerably in
recent years, are not subject to any licensing
procedures. The notion that OTT platforms operate
onlineand are not traditional distributors may be one
of the arguments. But it brings in the disparity and
can be viewed as favouring new entrants over
established DTH operators.

d. Broadcastersfixed annual amount:
In contrast to DTH providers, broadcasters/ teleport
operators are paying only afixed annual amount for
uplinking/ downlinking, which is not linked to their
revenue.

It can be seen that the existing fee structure is not
equitable in the broadcasting sector. The comments of the
stakeholdershave been carefully considered. Thereisalmost
unanimous demand from stakeholdersfor thereview of the
existing system of LF based on AGR. License fee as 8% of
AGR has been prescribed for DTH operators. All the DTH
service providers have demanded parity with other DPOs
and removal of licensefee.

Inthisregard, thefollowing is noted with respect to
license feein Department of Telecommunications,
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€ Under the telecom industry's unified licensing
framework, all authorizations are grouped together,
and each is liable to pay 8% of AGR as LF. This
indicates that various telecom service providers,
including Access Service providers, Internet Service
Providers, commercial Very Small Aperture Terminal
operators and others, pay license fee uniformly.

€ Out of the8% LF in thetelecom sector, 5% goesto the
USOF levy. The USO fund was established with
fundamental objective of providing accessto telegraph
services including mobile services, broadband
connectivity and ICT infrastructure creation to people
inremoteand rural areas at affordable and reasonable
prices.

However, in the television broadcasting domain,
license fee isimposed only on the DTH service providers.
Other stakeholders which include the broadcasters, HITS,
MSOs (and LCOs) and OTT platforms are not obligated to
pay any license fee. In contrast to the telecom industry's
unified approach under the UL framework, only DTH service
providers are required to pay license fee.

Television broadcasting services can be delivered
to the consumersviafour modestermed as DPOs of the TV
broadcasting sector:

i. Direct-to-Home (“DTH") operators registered under
the DTH guidelinesissued by Government of India

ii. Multi System Operators (“MSOs")/ Cable Operators
registered under the Cable Television Networks
(Regulation) Act, 1995

iii. Headend-in-the-Sky (“HITS") operators duly
permitted under the policy guidelinesfor HITS

iv. Internet Protocol Television (“IPTV") service
providersduly permitted under their existing telecom
license authorized by DoT or under M SO registration
by MIB.

MULTI SYSTEM OPERATORS (“MSOs”)/
CABLE OPERATORS:

This segment that is Cable Distribution segment, is
now fully digital addressable system consisting of two
playersin their value chain that is MSOs and L COs, who
are governed by Cable Television network rules.

¢ Cableoperators:
The eligibility criteriafor cable operator is provided
as under Rule 2A of The Cable Television Network
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Rules, 1994. The cable operator isrequired to make an
application under Rule 3 of 1994 Rulesin Form-1 and
is required to pay an annual license fee of Rs. 500
only at the Head Post Office wherethe application for
registration or renewal of registration or issue of
duplicate certificate of registrationisbeing made. The
registrationisgranted under Rule 5 read with Section
4 of the Cable Television Act. In regards to annual
license fee for cable TV services, TRAI in its
recommendations dated 25th July 2008 hasinter-alia
recommended that therewill be no annual licensefee
for cabletelevision operator.

Multi-system oper ators.

The eligibility criteriafor multi-system operator are
laid downintheprovisionsof Rule 11B of 1994 Rules
and upon fulfilling eligibility criteria of 11B and the
requirement of Rule 11A which prescribes a
processing fee of Rsonelakh and declaration in Form
2, registration certificate is granted under Rule 11C.
Further, TRAI initsrecommendations dated 25th July
2008 hasinter-aliarecommended vide para4.9.4 that
therewill be no annual license fee for Multi-Systems
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inIndiawereissued by MIB on
26th November 2009, which
prescribes “No annual fee will
be required to be paid”. This
was on the basis of TRAI
recommendations dated 17th
October 2007 on Headend-In-
The-Sky. As per analysisin the
said recommendations, inter-alia
itisnoted by TRAI that, ‘ Asfar
asannual feeisconcerned, the
operational model of a HITS
operator isnot different froma
multi system operator except
that the former has a head end
in the sky instead of on the
earth. Even more importantly,
both the MSOs and HITS
operator have the same
business model under which
they have to share their
revenues with another
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intermediary, namely, the last mile cable operator. Thisis
not the case with DTH where there is no revenue sharing
with any intermediary between the DTH operator and the
consumer. Thus, if HITS is treated at par with DTH for
imposition of annual fee as a percentage of revenue, then
to that extent HITSwill be handicapped in competing with
terrestrial MSOs who do not have to pay any revenue
share. It will also not be cost-effective in comparison with
the DTH operator because DTH does not have to share
revenue with any intermediary. Thus, the very purpose of
digitalisation of cable services will be defeated.’

Accordingly, TRAI in its recommendations on the
issue of annual licensefeefor HITS operators recommended
that “there should not be any annual fee for HITSoperation
in order to ensureitsfinancial viability and to ensure that
it can compete effectively both with DTH and the terrestrial
MSOs. This will lead to quick digitalization of cable
services.” Itisnoted that while making the recommendations
on license fee for HITS operators, TRAI attention was to
maintain alevel playing field with MSO. The consultation
paper on the subject highlighted that HITS can be an
effective alternate technology for digitalization of cable
networks.

IPTV DISTRIBUTION SEGMENT:

IPTV services in India are regulated as per the
'Guidelines for provisioning of IPTV services issued by
MIB on 8th September 2008. These guidelines enable the
distribution of TV channels using
managed |P networks. Telecom
Access Service Providers (Unified
Access Service Licensees, Cellular
Mobile Telephone Service
Licensees, and Basic Service
Licensees) havealicenseto provide
triple-play servicesand | SPswith a
minimum net worth of Rs. 100 crore
and having permission from the
licensor to provide IPTV or any other telecom service
provider duly authorized by the DoT will be ableto provide
IPTV service under their licenses without requiring any
further registration. Similarly, cable TV operatorsregistered
under Cable Television Network (Regulation) Act 1995 can
provide IPTV services without requiring any further
permission.

From the aforesaid paragraphs, it may be seen that
the above three distribution platforms (i.e., MSOS/HITS
IPTV services provided by cable operators) are not required
to pay any annual licensefee. The DTH guidelines prescribe

el ST AqIET T 3TN % drd [ 7 & A Bis
T AT TET I 2|39 9@ Afd T & 9T & w9
I Sfoas T @ forg R & 2EIqe & aura 17 e &
37 I T 827 27T THOHST & AT Gl &7 5 37
&l SR [5% I3 79 [BREENT @ YA T8 & 9Ear
& 197 ZE0a 97T T gorT § arTd GHrET 4 T8 & i
SI2ITT B BT T2 @ AT A AT TET B 9=l & /37
UebI A A1 & [RfAediaw?T & 3E9d & A% & |

TN 25 | e siier & oy aiftis @i gk
& g W O Bl § aqrn 6 ‘s facda e
Fhfiaa &7 37 77 JHfoad & & g & 78 21ega s
AT &l & A qUTE &7 7 Gt &7 @, 22
# & [0 & g8 210 37 2zge THuRa el & A
quIEr @7 7 Gl &7 A% | 3 e dars & iEar 3
fefsreciinror &rm |4 e fean S ARy fo feem v
% forw e1gi ek o RISl avd 9 21 ol ea U
& A TH G G T I A7 | 39 g o Wl o
9 a1 97 TRl STAT AT foh dhad 2ddh b [STeldiv &
for feem s gl Fepleadh daid &1 el € |
AT Ao gss

T § AEaerd 4a13i &l 8 fida? 2008 &1 THET
BT AN SRS A4 & UPUN & ([0 QedT @
AT fatafe fam S 2 |3 Renfear gafed sedr Tea
@ TN &7 21l aell & [T
@1 [ B © | S TR AfdT
grarzzd  (FhwrEz wEE At
ARHALN, HGT qAEd SAhH
AfdH AEHAUTT AT qH AfIH
AEHALNT ) & 9 =T 100 HE
Y I J2ad & A [T Wl Far
AT ETAT S &I BT AR ©
A SN UeH B & foq AEHAwdT 3 START o 97 2
USATHTIT 1 AETRAT & 30 BT & ded EIedl 3
TE &7 § Hew 2N | 31 9T, daa Saiteet Jead, (fafa)
AT 1995 & Ted TSl dad 2@l e faEr i
T A & ARURE FAE TeH &Y A ¢ |

SUE WRN% 7 Tg <77 A1 [ehdl & (b SUIe diF
fror wewrt (A, daw e gNT 9eM & AW arel
TAUH3T /TAEICH / SEAEIET e ) a1 o i afies ez
@ B JIA B Bl SEIHA Tl ¢ | 2eed Rt

30 SATELLITE & CABLETV

SEPTEMBER 2023



FOCUS: MARKET REPORT

licensefeeas 10% of Gross Revenue since beginning, which
was subsequently amended to 8% of AGR based on TRAI's
recommendations dated 23rd July 2014.

LEVEL PLAYING FIELD:

Itisclear that thereisaneed for establishing alevel
playing field among all type of television distribution
platforms. An equal license fee structure among different
distribution segments can address the disparities. This can
promote healthy competition, encourage innovation across
all platforms, and benefit consumers by providing themwith
awider range of choices.

FREE DISH DTH SERVICE:

Moreover, free DTH services offered by DD Free
Dish are meanwhile being allowed to
provide the same services to subscribers
with no cost implications of any kind of @'
LicenseFee. DD FreeDish offersmorethan
250 television channels including around
eight television channels of private
broadcasters. These television channels
belong to almost every genre including
general entertainment, movies, music, kids
channels, infotainment and news.
Therefore, DD Free Dish has gained quite
a large number of consumers (estimated
around 50 million) across the country, thereby impacting
the pay DTH operators.

OTT PLATFORMS:

The technological development, especially
proliferation of Broadband services has also enabled
content-based OTT services in recent years. by these
content-based OTT platforms,
entertainment is being provided on the
same television screen through a
broadband pipe at dissimilar prices.
OTT servicesareunregulated at present
intermsof Tariff, Interconnection norms
and quality of services. Theriseof OTT
platforms, which deliver media content
directly over the internet, has indeed
unsettled the traditional broadcasting
and distribution landscape. The growth
of OTT platformsis causing an adverse
impact and creating burden on the
existing regulated players including the DTH service
providers.

It's worth noting that the Media and Entertainment
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(M&E) sector isconstantly evolving with the emergence of
new entrants like OTT platforms in the market, thereby
disrupting the existing players. Finding the right balance
between regulation and market forces is a continuing
challenge. Striking the right balance requires a
comprehensive understanding of consumer behaviour,
technological advancements, and industry trendsto ensure
fair competition, consumer protection, and sustainable
growth of all the playersinvolved. Thereare other issuesin
content-based OTT services, which however is a separate
subject.

INTERNATIONAL PRACTICES:

References may al so betaken from theinternational
best practices, wherein either nolicensefeeislevied, or if it
islevied, itissamefor all the distribution platforms. There
is no license fee for DTH services in the UK. There was
license fee for DTH operators but was subsequently done
away with. Further, while there is a license fee paid by
television channels and broadcastersto Ofcom, thereisno
such feesfor platforms. In Singapore, aswell, licensefeeis
levied at therate of 2.5% of total revenue. Minimal License
Fee is paid in the US, basis the number of subscribers.
More details of international practices are provided in the
Consultation Paper14 on this issue vide para number 2.14
topara2.23.

LICENSE FEE ON OTHER TYPE OF DPOs:

The Authority acknowledges that there exists an
anomaly inlicensefeefor different platforms. Itisimperative
that this anomaly requires to be removed at the earliest.
One way to remove this anomaly isto levy license fee on
other DPOsi.e., MSOs (and L COs) and HITS operators. In
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Figurel: Declinein linear pay TV subscriptions
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the cable TV segment, MSOs are already grappling for
retaining their subscribers. LCOs are discontinuing their
services by transferring their operations to other LCOs. In
HITS vertical, only one operator is operational presently.
Asper anindustry report, the number of pay TV subscription
aredeclining year-on-year. Therefore, as seen from Figure 1
below, it would not be appropriate to prescribe license fee
for other DPOs.

Similarly on the broadcasting end, the emergence of
upcoming broadcasters, influencers, and the widespread
sharing of user-generated content (UGC) has indeed
significantly disrupted the conventional broadcasting
industry in recent times.

Therefore, thelicensefeefor the DTH sector should
be reduced and then reduced to zero over a period of time.
This would maintain equality and apply the same service
samerule concept for all delivery platforms.

The Authority believes that the quantum of the
license fee should be in accordance with the industry
standards. Other DPOs such asMSOs and HITS aswell as
local cable operators are not paying any license fee.

Similarly Free Dish and content-based OTT aren’t
paying any license fee Telecom licensees under the Unified
License Agreement are levied license fee as 8% of AGR,
whichincludes 5% as USOF levy. Asthereisno USOF levy
in broadcasting sector, the license fee for DTH service
provider should be reduced to 3% of AGR immediately.
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FOCUS: MARKET REPORT

TheAuthority isof the view that DTH sector should
betreated similar to other distribution platformsin terms of
license fees. This may also, in addition to bringing parity
and establishing level playing field, whichisthe coreissue
of the MIB reference, yield several potentia benefits as
under:

€ Investment boost:
Lowering or eliminating licensefeesfor DTH operators
will attract more investment in the sector. This will
lead to the expansion of services, infrastructure
improvement, and increased competition, ultimately
benefiting consumers.

€ Investor confidence:
A reduced license fee structure instils confidence in
the potential investors, as they find a favourable
regulatory environment. This could attract both
domestic and foreign investors, stimulating growth
and development in the DTH sector.

€ Enhanced quality of service:
With increased investment, DTH operators may
allocate resources towards improving the quality of
services. This could include technological upgrades,
better customer support, and the introduction of new
features, resulting in a better user experience.

€ Enhanced coverage/ distribution in Rural and Far-
FlungAreas.
DTH technology has the capability to reach to the
rural areas, remotest far-flung areas and the difficult
terrains, dueto the coverage of the satellite footprint.
In many such remote areas the reach of cable and
internet is neither feasible nor cost-effective.

€ Technological innovation:

Lower license fees may encourage DTH operatorsto
invest in research and development, leading to
technological advancements. This could include the
adoption of better compression algorithms, improved
transmission protocols, and the integration of new
technologies such as 4K broadcasting or virtual
redlity.

@ Easeof doingbusiness:
Treating the DTH sector on par with other distribution
platforms can simplify regulatory compliance and
administrative processes. This will enable operators
to enter the market and operate their services
efficiently. m
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