MARKET ANALYSIS

MSOS/LCOS
THE NET WORTH
GAME

The cable and satellite TV broadcast business
was largely driven by small Cable TV operators,
each catering to the needs of local subscribers.

With large MSOs entering the business, the
dynamics changed. This article deliberates the
net worth of MSOs and the affiliated issues.

As per the CompaniesAct 2013, “ net worth” means
the aggregate value of the paid-up share capital and all
reserves created out of the profits and securities premium
account, after deducting the aggregate value of the
accumulated losses, deferred expenditure and
miscellaneous expenditure not written off, as per the
audited balance sheet, but does not include reserves

created out of
revaluation of assets,
write-back of

depreciation and
amalgamation.
Conceptually, Net
worth is the value of
all the non-financial
and financial assets
minus the value of all
its outstanding
liabilitiesowned by an
individual or institutional unit.

An MSO has to make substantial investment for
setting up the head-ends. Further additional investment is
necessary for spreading the network. The equipment also
requires continuous technology up-gradation. In addition,
as abusiness entity, an MSO has to face competition from
within and outside industry, thereby necessitating
expenditure on marketing, sales and value-added services
to gain new customer and to retain existing customers. Net-
worth of acompany isan important parameter for gauging
its financial standing. However, whether specifying a
minimum net-worth for an applicant MSO will helpimprove
orderly growth, is a pertinent question?

In the registration of MSO, Government do not
allocate any natural resource. MSOs have to make their
own business plan to survive in the competitive market. It
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is the decision of the MSO to maintain necessary capital
and working capital for smooth conduct of business. One
argument could be that stipulation of minimum level entry
net worth will ensure MSO that it has enough strength to
run its business. Counter argument could be that in free
market, there is no need for any stipulation by the
Government as the
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applicant has full
freedom as to how it
manages the resources
such asland, labour and
capital. More over entry
level net worth may not
ensure that every MSO
succeeds in the
business.
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digitisation, the number
of registered MSOs has steadily increased, 31 in 2012 to
1471in2017.

Theoretically, the presence of large number of smaller
firms within an industry with higher fixed costs may not
sustainin thelong runin competition with larger entitiesas
thelater have economies of scale. Many of the smaller firms
may not get adequate accessto financial markets. Because
such firms may be subjected to credit rationing wherein
lenders would be able to provide funds only after
ascertaining creditworthiness or other parameter denoting
financial strength. On the demand side, it is possible that
an entrant M SO hasrelatively smaller estimated consumer
base. Thus, a typica MSO has to face competition both
from within industry that isfrom incumbent MSOs, aswell
as from outside the industry that is from other type of
distribution platformslike DTH service providersetc. The
stiff competition and advent of new technology like freely
availablecontent on OTT platformsexert sufficient pressure
on such small firms. Thesefactors underlinethe possibility
that the smaller entrant firms may be more susceptible. Such
firmsmay fail to recover fixed costs and become unviable.
Therefore, in order to induce stability and sustainability of
growth in the industry, one view could be to prescribe a
minimum net worth requirement for registration asM SO.

At present, as per Cable Television Network Rules
1994 (asamended), an applicant seeking licensefor operating
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as an MSO can be an individual, an association of
individuals or body of individuals, whether incorporated or
not, or a company. The eligibility criteriafor an applicant
multi-system operator as per rule 11(B) are asfollows :—

a) wheretheapplicant isa person, he shall beacitizen
of India and not less than eighteen years of age;

b) where the applicant is an association of Individuals
or body of individuals, whether incorporated or not,
the member s of such an association or body shall be
citizens of India and not less than eighteen years of
age;

¢) where the applicant is an association of Individuals
or body of individuals, whether incorporated or not,
the member s of such an association or body shall be
citizens of India and not less than eighteen years of
age;

d) the applicant shall not be an undischarged
insolvent;

e) the application shall not be a person of unsound
mind as declared by a-competent court;

f) the applicant shall not be convicted of any criminal
offence.

Further as per M SO registration procedurefollowed
by MIB, in case of individuals the eligibility criterion in
terms of net worth statesthat he/she should have a positive
net worth. In case of association of individuals or body of
individuals or a company, there is no criterion in terms of
net worth requirements.

It is essential that a company has an adequate
financial strength while operating in a technology
dependent, dynamic and capital-intensive industry. Cable
TV distribution serviceisanimportant support intheoverall
value chain as it constitutes the last mile for extending
serviceto the consumer. A financially weak entity may either
wind-up or may have to compromise on quality of its
services. In either case the effects of such scenarios are not
good for orderly growth of the sector. The policy framework
should therefore ensure that only those entities which can
sustain competition and provide best quality of service to
consumer areeligibletoregister.

Another very important issueisregarding eligibility
of an individual to operate services as MSO. Rule 11B of
the cable TV rules does not differentiate between a person
and alegal person asan applicant for MSO registration. As
such, if an individual appliesfor an MSO license, thereis
no prudent way to confirm his/her actual net worth. Because
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an individual is not required to make any statutory
submissions to any public authority that specifies the net-
worth. So, if aminimum net worth requirement is specified,
it will be necessary to specify the format and the procedure
to calculate the net-worth. Similarly, issueswill arisein case
of thegroup of individuals. Alternatively, if aminimum net-
worth is prescribed, the extant rules may be reviewed to
prescribe only business entity like aproprietor-ship firmin
case of anindividual and apartnership firmin case of group
of individuals. It isnoted that business entities asregistered
firms are duly audited, and their net worth can be duly
assessed based on their actual paid up capital or previous
years' audited reports. Such audited reports are part of
statutory filings and therefore can be duly verified.

Due to digitalization and convergence, many non-
traditional broadcasting TV distribution platforms such as
OTT areemerging in the market. To remain competitive, it
becomes necessary for MSOs to upgrade their networks
and equipment for provisioning of value-added services
including triple play services and broadband internet. In
such a scenario, it becomes even more essential for the
firmsto have substantial financial strength.

Ontheother hand, any entry or exit barrier may deter
first generation/new entrepreneurs. The nature of
competition in the market as well as high upfront
investments can itself ensure that firms having adequate
financial strength only enter thefield. However, though no
specific dataexistsfor MSO’s becoming unviable, the fact
that only about 77.7 % of those registered with MIB are
actually operating business, may be an indication.

Conversely, theregional MSOs are necessary inthe
cable TV sector as they can better provide the program
diversity to cater to the regional/local tastes. A minimum
net-worth criterion or entry could discourage the growth of
smaller MSOsin far-flung areas and in-turn may hinder the
incubation and growth of local and regional channels. Thus,
anentry barrier likefixing aminimum net-worth requirement
may adversely affect overall program diversity and
development of local and regional content.

NET-WORTH BASED ON AREA OF OPERATION

In the cable TV sector, MSOs providing cable TV
services are categorized on a pan-India basis only. As per
the guidelines issued by the MIB vide notification No. 2/
108/2015-DAS dated 27/01/2017 whereby all registered
MSOs are free to operate in any parts of the country,
irrespective of registration for specified DASnotified area(s)
granted by the Ministry of 1&B.

However, since the capital requirements for setting
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up operations of an entrant M SO would depend upon the
areas of operation, it is conceivable that their net worth
requirements could also vary with theinitial proposed area
of operation.

Accordingly, there could be categories of MSOs
based on the area of operation. First there could be the
national level MSO providing its servicesin major part of
the country covering at least ‘ n’ number of states. Similarly,
there could be state level M SOs having an area of operation
inastate. And at local level there can be M SO’swho cover
adistrict or part thereof.

As mentioned above, the investment level
required for each of the above three categories of MSO
would vary significantly depending upon the area of
coverage, with a pan India MSO having a substantially
higher levels of required investment followed by other
two categories of MSOs. Therefore, one view could be
to fix the entry level net worth requirement in accordance
to the desired scale of operation of an entrant M SO such
that the required minimum net worth would be highest
for Pan India MSOs followed by state level MSOs and
least for district level MSOs.

Asevident from above, currently, registrations are
granted to MSOs for operations on a Pan India basis.
Now, one scenario might be that if a requirement for
minimum net worth is specified based on the proposed
area of operation then the licenses may not be granted
on a Pan India basis. Other scenario might be that even
after specifying a minimum net worth requirement,
licenses are granted on aPan Indiabasis. Thisisbecause
even if an applicant wishes to operate on a local or
regional level, licenses could be granted on a Pan India
basis after ascertaining the requisite net worth to operate
at that level. There are two possible scenarios. Scenario
1, where an entrant MSO operates on a district level or
state level and gradually expandsits coverage. Scenario
2, where an M SO starts with multistate operations and
expands its horizons nationally through organic and in-
organic (through mergers and acquisitions) growth. In
scenario 1, a multi-level net worth may be necessary
whereas in scenario 2 a single level net worth would
suffice.

In case a new regime is created by granting
registration on the basis of area of operation then there
may also be a need to classify even the existing MSOs
on the same basis to create a level playing field within
the industry. The counter view may be that such
classification may not be required as it may complicate
the process. &
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