MARKETS: SCAT

DPOs & MSOs —
TACKLING ISSUES,
CHALLENGES &
ENABLING BI1Z
OPPORTUNITIES

RETURN ON INVESTMENT

The MSOsarerequired to invest heavily on Head-
end equipment, CAS and SMS software and other
hardware. The Set-top- boxes (STBsS) contributes to a
huge capital expenditure.
Further, the M SOs hire network
bandwidth from Telecom Service
Providers or Internet Service v
Providers. There are large costs
that can ascribed to Network and
maintenance. However, the TRA
revenue stream wasintertwined
with the channel prices. As channel prices were not
transparent and consumer chargeswere not directly linked
with the price of the content/channel prices. The tariff
structure was quite complex as each MSO was buying
content from many broadcasters and many combinations
of their channels / bouquets. To note, there are
approximately 50 pay broadcasters providing more than
300 pay channels with quite-a-large number of
combination of bouquets available. Due to non-clarity
on revenue stream for the MSOs, growth was stifled,
and quality of network also suffered. In many cases the
lack of revenue realization did not allow timely
upgradation of the equipment or the introduction of new
services.

DISCRIMINATORY CHANNEL PRICES

In the previous regime, though Reference
Interconnect Offer (RIO) based model was prescribed, there
was huge variation in discounts offered by the broadcasters.
Most of the deals were signed after mutual negotiations as
fixed fee deals. The MSOs and DTH service providers are
present in the same market. While an MSO is generally
serving itscustomersthrough LCOs, DTH providers serves
the customers directly. The structure of interconnect
agreements/ deal s was such that discounts upto 90 percent
of the RIO price were offered.
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Thus, there were non-transparent and discriminatory
practices for provisioning of the channels by Broadcasters
(See Box: Types of Deals). Large distributors (MSOs as
well asDTH serviceproviders) were ableto get best possible
discount owing to their large base and penetration-based
discounts.

Broadcasters discriminated between similarly placed
DPOs. Mutual negotiations completely dehors the
Reference I nterconnect Offer (RIO) were entered which were
not known to other similarly placed DPOs. For offering
better deals broadcasters enforced other conditions such
as minimum penetration guarantee for their TV channels.
Differential input costsfor M SOsmeant distortionin market
causing disadvantages to players who do not get such
preferential deals. The situation for small MSOswas more
critical asthey did not have regulatory backing to question
the methods of large broadcasters. Failure to enter into
mutual negotiations forced DPOs to take channels on RIO
rates. Many-a-times the broadcasters would resort to
disconnection of the TV Channel feed of MSOs on flimsy
grounds as the agreement would have many conditions
like minimum penetration guarantee etc. This eventually
meant that the DPO would not be able to survive. Many
small MSOs, therefore, had to join the large MSOs either
through merger/ acquisition route or by joint venture
arrangements.
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EXCESSIVE CONDITIONS st i . )

Discrimination in discounts was one factor; many B { WTHTd T HI I1 | B 9 AL TAUAS T &2
TYPES OF NEGOTIATED DEALS A 9IE & PR
a Fixed-feeDeals: Q. e @ 4dians

All the channels of abroadcaster aretaken at alump-
sum annual fee payable in monthly or quarterly
instalments. No linkage with actual number of
subscribers who chose to subscribe the channel(s) or
bouquet(s)

b. Cost per subscriber (CPS) deals:

In this type of deals a broadcaster provides all or a
group of itschannels at afixed charge per subscriber.
However, CPSis charged for 100% subscribers of the
M SO irrespective of the fact, asto whether achannel
or bouquet is subscribed or not.

c. RIObased deals:

As per therates notified by broadcastersin RIO. The
rates in such deals were often unviable for an MSO
being very high compared to CPS
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other unreasonable conditions
were imposed upon small and
medium M SOs. The MSOs had to
assure the broadcaster for
placement of channel at a certain
position and provide a logical
channel number (LCN) number of
choices. For MSOs it was
impossible to fulfill all such
demands and all broadcasters
used to seek similar placements
and LCN number or face non-
provisioning of the channel. Small
MSOs were the worst hit as they
did not have ability to challenge
the whims of broadcasters. The
market data reflects the
consequence, as only fifteen (15)
MSOs (lessthan 1.5 % of total 1100
MSOs) control close to 78 %
market share among Cable TV

MARKET SHARE AMONG
LARGE AND SMALL MSOS

I Large Msos (15)

I smail msos (1082)
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homes across the country. Such
skewed market scenario reflects
structural issues in the sector and points to existence of
impedimentsto fair competition.

RESTRICTING AREA OF OPERATION

The broadcasters controlled the DPOs by restraining
their service areafor which achannel was provided. Though,
MIB provided anall IndiaLicenseto MSOs, they could not
expand their network as broadcasters signed limited area
deals. Thus though every MSO have permission from the
Government, it wasimpossiblefor aDPO to expand itsarea
of operations. There were reports that despite making
investments, M SOs are unable to carry out expansion due
to delays in provisioning of channel by broadcasters.

DELAY IN PROVISIONING

The Interconnection Regulations, 2004 prescribed
provisionsrelating to provisioning of signalsof TV channels
to seeker in atime bound manner. A service provider was
enjoined to either provide the signalsin the stipulated time
of 60 daysfrom the date of the request or share the reasons
in writing for refusal with explicit details within 60 days
from the date of reguest. In many cases, due to prolonged
negotiations, the time period of 60 dayswas not adhered to
by either party. The general alibi used to be that they wanted
to satisfy themselves with the anti-piracy compliance of
such new distributor.
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Many a times the broadcaster would subject the
distributor for a long wait to conduct an audit. Further
Different Broadcasters would conduct different audits
thereby subjecting the MSO to multiple audits. This
would entail undue strain on resources of M SO as getting
audit performed meant engaging of manpower resources
on audit again and again. It was possiblefor abroadcaster
to delay the provisioning of signals under the garb of
due-diligence or verification of equipment etc. Therewere
complaints where an MSO did not get the agreement
signed with the leading broadcasters even after
following-up for oneyear. Thisalso meant that different
broadcasters would make their channels available at
different point of times. Different audiences desire
different specific channels. Even within one TV homes
different family members may want different channels
and unavailahility of even one preferred channel will mean
that the M SO will not be able to sell his connection. No
consumer will subscribe to an operator who does not
provide popular channels. TV Channel is a non-
substitutable product. Small and medium MSOs could
not, in many instances, survive for such long period
without the availability of most popular channel.

MINIMUM SUBSCRIPTIONS GUARANTEE

The Broadcasters used to impose conditions on
MSOs especially on small and medium MSOs to provide
assurance / guarantee of subscription of a channel by a
certain percentage of consumers. Under the DAS based
system the choice of channel rests with a consumer and
therefore such conditions put M SOs under strain to resort
to forcefully providing certain channels to consumers.
Under such scenario MSOs were subjected to consumer
complaints and un-satisfaction.

NO CHOICE IN CHANNEL OR BOUQUET
SELECTION

All the large broadcaster used to provide their
channel only under a condition that the M SO provides all
the channels. In such cases, MSOs were constrained to
provide many non- popular channelsalso on their network,
and in-turnto their customers. Thisissue was more severe
in case of small and medium MSOs as they have limited
head-end capacity. Taking all the channels of leading
broadcasters on their network limited the choice. The non-
availability of channel capacity wasabig entry barrier for
new broadcasters, thereby creating an oligopoly. Many
MSOs were constrained to expand their head-end and
install additional encoders, thereby incurring additional
capital expenditure. ®
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