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OBTAIN YOUR OWN
ISP LICENSE

The Internet provides information to students,
entertainment to the home and facilitates business
and communication. As a result, most computers
today want to be connected to the internet.

Today, internet services provide an excellent
business opportunity, with large margins. While the
cable TV business typically offers margins of 30 to
50%, internet services provide margins of 300% to
500%. We therefore urge all cable TV MSOs and
LCOs to diversify their business to include providing
internet services. Before you can commence
providing internet services, you must obtain an
internet service provider's licence from the
Department of Telecom (DoT) in New Delhi.

Internet Services Today Provide
Margins Of Over 300%

Lets us first understand a few basic concepts
about the internet & broadband.

THEINTERNET

The internet is simply a large
network of computers. Any computer can
join the internet using basic hardware
and software which are usually built into
every computer sold today.

ISP

A company that provides an Internet
connectivity, is an Internet Service Provider (ISP).

INTERNET SPEED

The speed at which your computer can send
information to or receive information from the internet
is the speed of your internet connection.

BROADBAND

If your computer is connected to the internet
at all times at a particular minimum speed, it is
called a broadband connection.

MINIMUM BROADBAND SPEED
In India, a broadband connection must have a
minimum download speed of 512 KBPs. Most
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countries in the world today require a broadband
speed of minimum of 2 MBps i.e. 2,000 KBps.
Hence every ISP in India must maintain a
minimum speed of 512 KBps. Some ISPs offer
unlimited usage of the Internet, even after the
consumer depletes his monthly download + upload
quota. Even in such cases, a Broadband service
provider must maintain a speed of atleast 512 KBps.

DOWNLOAD & UPLOAD

The download speed refers to speed that the
data connection delivers from the internet to your
computer. The upload speed is the speed at which
your computer is allowed to feed its data into the
internet. A company that provides connectivity
between the internet and your computer is referred
to as an Internet Service Provider (ISP).

WIRED CONNECTION

Computers can connect to the internet using a
wired connection. These are referred to as 'Wireline
Subscribers.'

Wired Internet Must Be Atleast
50 MBps To Be Competitive

WIRELESS CONNECTION

Wireless Internet Subscribers connect to the
internet either through their mobile phones or other
wireless technologies such as WIFI inside their
homes. Out of a total of 368 million Indian internet
subscribers, 346 million are wireless. Only 21 million
(5.7% of total) subscribers are wireline subscribers.

WIRED & WIRELESS SPEEDS

Wireless subscribers such as mobile phone
users have internet access even when they are on
the go. However, Wireless Internet is usually
delivered at a much lower speed than wired or
wireline internet. New wireless technologies such
as mobile 4G provide fast internet access of upto 50
MBps. Hence wireline internet services must provide
internet connectivity at atleast 50 MBps or more to
remain competitive with new technologies like 4G
wireless. A wired connection can provide speeds of
1000 MBps (1GBPs) and higher.

Mobile Wireless services can be offered only
by telecom licence holders, which is extremely
expensive.
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ISP LICENSE
Wired Internet can be provided by anyone
holding an Internet Service Provider's (ISP) license.

There Are 3 Categories Of
ISP Licenses

ISP LICENSE CATEGORIES

The Internet Service Provider's (ISP) license is
issued by the Department of Telecom (DoT) in New
Delhi.
There are 3 levels of ISP licences viz:
The ISP-A license permits the company to
provide internet services anywhere within the
country.
The ISP-B license allows a company to provide
internet services in any one of the 4 Metro cities:
New Delhi, Mumbai, Kolkata and Chennai or
any of the 16 telecom circles. Typically, each
state is defined as a Telecom circle.
Table-1 provides a listing of all 16 Telecom
circles + 4 Metro Circles.
ISP-C - This effectively covers ISP services in
all areas not listed in the ISP-B category.
A company can also apply for an ISP License
to cover more than 1 area. If it selects 4 areas under
the ISP-C category, it will have to apply for an ISP-B
category license.

ISP LICENSE CONDITIONS
An ISP license is granted for a period of 20 years.
The license holder must commence commercial
operations with 18 months of receiving the license.
The application form is to be bought from DoT
for ¥ 1,000 and the processing fee is ¥ 5,000.

ISP Licenses Are issued only
To Registered Companies,
Not Individuals

LICENSE APPLICATION

Table-2 summarises the Entry Fee and the
Bank Guarantees that an ISP applicant must submit
along with his license application.

The cost of an ISP C category license is well
within the means of LCOs and MSOs, enabling them
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No. | TELECOM CIRCLE | e afed
1 | WestBengal 1 qiva e
Includes Andaman & Nicobar Islands & =AM g MEr 29 F e o,
Sikkim. PRI Tl BIZHT
Excludes Kolkata T
2 Andhra Pradesh posees
3 Assam R -
4 Bihar -
Includes Jharkhand % A
5 Gujarat 5 I N NN
Includes Daman, Diu & Silvassa (Dadra & &, £19 9 FearT afed (Q'q{' 9T °°'"”>
Nagar Haveli) 6 ZRamm
6 Haryana Ugdl, BIEEE d S & 8567
Excludes Panchkula, Faridabad & Gurgaon 7 feuTee 92T
7 | Himachal Pradesh 8 T UZ HMAT Faq
8 Jammu & Kashmir Service AENT A
Includes Ladakh. 9 e
9 Karnataka 10 e
10 [ Kerala g @ e Ao
Includes Lakshadeep & Minicoy.
11 | Madhya Pradesh 1 il
adhya Prades 3
Includes Chattisgarh G e
12 HETCe
12 | Maharashtra ..
Includes Goa. Excludes Mumbai T % A, kSE] BIzh
13 | North East 13 BNl ]13 . ]
Includes Arunachal Pradesh, Meghalaya, FEOEA 99T, FETed, PR, e, qegr
Mizoram, Nagaland, Manipur & Tripura. %@n & T
14 | Orissa 14 Eéﬂ‘ﬂ
15 | Punjab 15 | voE
Inclludes Chandigarh & Panchkula TERTE T A & W
16 Ra]a.sthan 16 | 7o
17 | Tamilnadu . . 7 S ——
Includes Chennai & Pondichery ¢ 7.
=g 9 dif=gd Aed
18 | Uttar Pradesh (West) 18 | v w (@)
19 | Uttar Pradesh (East) = j f
20 Delhi 19 AT 9 (ELE[)
Includes Ghaziabad, Faridabad, Noida & 20 o )
Gurgaon MiSATETE, BIeEE, Tbel 9 24 A
21 | Kolkata 21 | @
22 | Mumbai 22 | y=%
Table-1: List Of 22 Telecom Circles 2g@-18 22 WG Wil & gl
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AGR Entry Fee Performance Financial Application
Payment Bank Guarantee | Bank Guarantee Fee
ISP Category A 8% % 30 Lakhs % 2 Crores % 10 Lakhs % 50,000
(National)
ISP Category B 8% % 2 Lakhs % 10 Lakhs ¥ 1Lakhs % 15,000
(Metros or Telecom Circle)
ISP Category C 8% % 20,000 ¥ 50,000 ¥ 10,000 % 10,000
(Non ISP B Areas)
Table 2: Fees & Bank Guarantees Required To Apply For An ISP License.
& | W@ I gasfa GIgH frae ICEL
TSam 5 T 5 T I
ST U 8% 30 @ & 2FHITH 10 @T & 50,000 &
(r5m)
amsuadr goft o 8% 9 W % 10 @9 & 18 & 15,000 %
(g1 AT et Al )
FETEd Soft & 8% 20,000 % 50,000 % 10,000 % 10,000 %
(e st 4 )

29 13 AETAY AEHY @ A

to venture into this business diversification into the
lucrative area of distribution Broadband services in
their territory.

It is important to note the following:

1. ISP Licenses are issued Only to Registered
Companies, Not individuals.

2. There is No minimum equity or minimum net
worth requirement For ISP companies.

3. An ISP license is supposed to be issued within
60 days.

LICENCE FEE

Just as an MSO or LCO is required to pay a
license fee, there is also a fee payable for the ISP license.
While the MSO/LCO is required to pay a one-time
license fee, the Government has imposed an annual
license fee for ISPs, in addition to a one-time Entry
Fee. This is similar to what is levied on DTH platforms.

ISP ANNUAL LICENCE FEE

The ISP license fee is 8% of the Adjusted Gross
Revenue (AGR) of the ISP license holder.

Hence if the ISP has an annual business/

revenue of X 50,00,000 + Service Tax, he is required
to pay a license fee of 8% of ¥ 50 Lakhs, i.e. ¥ 4,00,000
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as his annual license fee. No license fee is payable
on the Service Tax amount.

ISPs Must Pay 8% Of Revenues
As A License Fee

The AGR is calculated on the total revenue, so
it would include even equipment that the ISP may
sell to the consumer, or repair charges.

There are no deductions, even for the cost of
Bandwidth purchased by the ISP.

AGR & FRANCHISEES

Itis very relevant to discuss the role of an ISP
franchisee, and the tax payable in such cases. Several
cable networks show themselves as franchisees of
an ISP, making the issue particularly important for
our industry.

A franchisee takes internet bandwidth from
an ISP. The cable network provides broadband
connections to individual users as a franchisee of a
licensed ISP. As an example, a cable network may
take its broadband connection from RailTel and
distribute these signals to end consumers without
the cable network itself obtaining an ISP license.
(Note: RailTel is only taken as an illustrative example. it
applies to any other licensed ISP, with a Category A or
Category B or Category C license.) The cable network
says it is a franchisee of RailTel and RailTel has an
ISP license.

The End Consumer Must Be Invoiced
By The ISP, Not The Franchisee

In such a case, the cable network as a
franchisee must strictly adhere to the following:

4,00,000 %9 A AU 24T b 2 | AT 2o T
T @I b BT TN T8 e 02 |

HAIZTHIT I AT o & B9 4
AT & 8% T AT BT 811

TSI el TN d 11 07 el A, For o 3o
TSI AT A &7, T o STEuadt 9mrae SuHie & ad
AT AT Ik o | HAEUA EFT 9IS T d3(42Y @l AT &
foTT o7 g deral et 2 |
TSI 9 hargs

¥ g TR B o AETAT Sl @l e
3T 39 AE & AT § ¢F &7 & a1 § Il &l A | &3 Had
HYVZT O AR U AETAUT &l EaEsl 9K &, Sl 6
FHY TET & [o1T ATl bl 7Y Hedqo] a1 &l & |
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SIHTASATS Bl G292 HaYH I BT € | ST & &Y
T Udh dhad 12, TAaed J 310 arsas d-idd™ &l of Tehdl &
AN HAA 2 & g8 [BAT T8 HT STETHI ATZHT I [
% | (Ares ¥a7ee &7 A7 fre 3ere7m % forg forer oir 781 8, 77
2O @ 7 SO & a1 Ui At EAT & AT A 37 aEET
T SHATZTAT @ forg @R &1 | et Headh e e © (o
T & HdTeall © AT Tded & U STEUAdT @iEhT ¢ |

fear SR, 7 fab Barsa dt 3T A

T TE & T § had T2d Dl haTestl & B9 § ==

1. The service must be provided to the end et j\}[ o erm: . . )
consumer as a RailTel service under the | 1. AT Bl TS AT & dad T Hdl & B9 § 39T
RailTel branding. TS Bl YSH 6T 21 |

2. The invoice must be raised on the end | o ooy iy ww i ver2e e & =0 i SEAT
consumer as a RailTel invoice. NP

3. The revenues from each subscriber must be @l |
accounted for by RailTel. 3. U SUHER A T & ol ArET Tded E1T AT

4. RailTel must pay 8% AGR on the amount ST ARy |
collected from each retail subscriber even of p > - o = . NN
the broadband network operated by the Cable 4. #l N & gl!scls IS HAIH DT D
operator. dTas]E e Tadl SUHIEAIS A 19T ST 3T 20 |
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HUGE FINANCIAL IMPACT

The above imply a huge financial impact
which is often, knowingly or unknowingly ignored
by the retailing broadband network.

Let us assume that the cable operator
purchases band width from RailTel and pays RailTel
¥ 50,000 per month for the bandwidth.

This bandwidth is then retailed by the cable
operator's broadband network to end consumers, for
a total of ¥ 3,00,000 per month. RailTel's license terms
require RailTel to pay a licence fee of 8% of the
< 3,00,000 collected from subscribers and not on the
% 50,000 that RailTel has charged the broadband
network/retailer for its bulk bandwidth.

Since broadband retailing is a high profit
margin business, the tax which is to be paid on the
retail price rather than on any intermediate wholesale
price of bandwidth, is quite different and a
substantial amount of tax is payable.

The cable operator operating as a RailTel (or
any other ISP) franchisee can be booked for tax
evasion if they do not pay the 8% AGR on the retail
price collected.

CATV & ISP Should Be Operated
By Separate Companies

ISP + CABLE TV NETWORK

Another very important issue arises when a
cable network also operates as an ISP. The same
company may hold both a cable TV license + an ISP
license.

Unfortunately, the ISP license rules state that
the entire company's revenues/ turnover will be used
to compute the 8% AGR due on the ISP license.

Hence if an MSO (or LCO) operates both cable
TV and broadband networks under the same
company name, the MSO will not only have to pay
cable TV entertainment tax + cable TV service tax
but also an additional 8% of the entire cable TV
revenues, as the ISP license fee!

As aresult of this, MSOs now operate separate
companies for their cable TV and broadband
activities. For example, Hathway Cable and Datacom
Ltd. has decided to spin off its Cable TV business
into a wholly owned subsidiary: 'Hathway Datacom
Central Pvt Ltd.". It will retain its broadband business
in the parent company.
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Similarly, DEN Networks Limited provides
Cable TV while Skynet - a separate company, fully
owned by DEN operates the broadband business.

LEASING FIBRE

There are various other business synergies
that can be shared between a cable TV network and
an ISP.

Cable TV networks lay multicore optical fibre
throughout their area of operation. Typically, there are
several dark fibres within the fibre bundle. These could
be very profitably leased out or sold for data or internet
connectivity for example, between two office locations
of a company within the same town.

The cable TV network will have to transfer the
dark fibre to the broadband company (which also could
be owned by the cable TV company). The ISP license
holder can lease out this fibre to a data customer.

Using its skills in laying optical
fibre gained through cable TV operations,
the ISP company could also undertake,
on a contract basis, laying a fresh fibre to
provide point-to-point data connectivity
to commercial establishments/companies
within the town. According to current
law, only an ISP license holder is
permitted to lay and/ or lease data cables/ fibres.

Clearly, an ISP license opens up multiple
commercial opportunities.

Laying / Leasing Data Cables / Fibre
requires An ISP License

FACILITATING BROADBAND VIA CABLE

MSOs have highlighted the ISP AGR issue
with the Government pointing out that it is a major
impediment for delivering broadband via existing
cable operators and networks.

For the past several years, the TRAI has been
promising to resolve this matter with the DoT. In
fact, the current TRAI Chairman has said thatitisa
priority for TRAI to facilitate broadband delivery to
almost 100 million existing cable TV homes.

Let us hope for some positive response from
the government that will facilitate and encourage
Cable TV networks to offer broadband also to the
100 million Indian homes that they already
service. B
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