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Brief Note on Package of Measures

1. 
At the time of formation of BSNL, in September 2000, Govt. decided to implement a package of measures to ensure that viability of BSNL, is not impaired due to implementing socially desirable but economic services.

2. 
This package of measures has been indicated, along with the capital structure of BSNL vide DOT’s letter No.67-2/2002-OC dated 19-06-2002, followed by DOT’s U.O No.5-131/2001-LTP (Pt.II) dated 17-09-2003.

3. This package involves the following items:

(i) Capital structure of BSNL:

       
The capital structure has been indicated as follows:

(a) 
Paid up Equity Share Capital                                = Rs.5,000 crores

(b) 
9%(non-cumulative) Preference Share Capital    = Rs.7,500 crores

(c) 
Govt.loan (15 years, repayment to start

    
w.e.f 1-4-4005)                                                      = Rs.7,500 crores

(d) 
MTNL loan                                                          = Rs.3,000 crores *

                                                            (Amount outstanding on 30-09-2000)

(e) 
Reserves                                         Balance of asset value transferred

    (* later amended to Rs.3,056 crores)

The servicing of this capital structure involves the following annual costs:

(a)  
 Dividend on Equity                                     = Rs.500 crores

(b)  
Dividend on Preference Equity                    = Rs.675 crores

(c)
 Repayment of loan                                       = Rs.500 crores

(d)  
Interest on loan(estimated)                           = Rs.675 crores                                                                             





Rs. 2350 crores
(ii) Reimbursement of license fee/spectrum charges to be set off against losses incurred on rural telephony and other socially desirable projects.

(a) 
Losses in Rural Telephony operation of 1.14 crore

             Rural DELs as on 31-03-2003                 

=  Rs.4,595 crores p.a

(b)  
Investment in Rural Telephony in 2002-03                =  Rs.5,840 crores

(c)  
License fee payment                                                   =  Rs 3,000 crores p.a(approx)

(d)  
Spectrum charges payment                                         =  Rs. 289 crores p.a

(e)  
Reimbursement of License Fee/ Spec.Charges          =  Rs.2,300 crores p.a   

 As on 31-03-2003, the following reimbursement of License Fee/Spectrum Charges is due to BSNL:






(Rs. in Crores)

	S.No
	Particulars
	Amount
	Remarks

	1
	LF Arrears 2001-02
	744.86
	Additional payment in 2002-03

	2
	Spectrum Charges 2001-02
	289.00
	Not reimbursed

	3
	Spectrum Charges 2002-03
	289.00
	Not reimbursed

	4
	Unreimbursed LF for 2002-03
	200.00
	(Rs.2500 crores minus Rs.2300 crores)

	
	Total
	1522.86  
	



The dividend bearing capital of DOT till formation of BSNL was about Rs.2,600 crores and there was no Govt.loan.  The servicing of such magnitude of capital structure if going to be an additional financial burden on BSNL which it can not afford.

4. Support from USO Fund:

(i) 
The amount of receipts from USO Fund during 2002-03 is Rs.297.23 crs.  Out of this, Rs.233.86 crores pertains to reimbursement of losses for Operation and Maintenance of VPT’s and Rs.63.37 crores as adhoc payment for replacement of MARR VPTs for the financial year 2002-03 and first quarter of 2003-04.

(ii) 
This is well below the annual losses being suffered by BSNL for providing rural telephones.  Keeping in view the trend of receipts from USO Fund during 2002-03, receipt from USO fund in the next few years may be limited. No reimbursement has been received from USO Fund for Operation and Maintenance of rural connections other than VPTs. Also the procedure is based on calling of tenders and outcome is uncertain. This puts BSNL, the largest rural telephone service provider in the country, to disadvantage as it has to meet targets approved by the Govt./Planning Commission without any assurance of funds.  Since USO Fund was not in existence in 2001-02, as support for provision of rural telephony at a cost of Rs.4,500 crores approx. in 2001-02, a sum of Rs.720 crores as loan in perpetuity for 2001-02 and Rs.100 crore as budgetary support has also been received from Govt. during 2002-03.

5. Pension:

The understanding at the time of formation of BSNL was that Pension would be paid by the Govt. and BSNL would make pro rata pension contribution for staff working in BSNL.  New Rule 37-A was introduced vide Gazette Notification No.644 dated 30-09-2000.  It was learnt from DOT’s U.O No. 1-45/2001-B(Pt.) dated 6-3-2002 that  Finance Ministry (Deptt. of Economic Affairs) had indicated in the DFG for 2002-03 that BSNL would bear the entire pension liability in respect of employees working at present in BSNL as well as existing pensioners who worked in DOT/DTS/DTO.  In the current year, the pension payment by DOT is expected to be about Rs.1,012 crores, whereas BSNL’s pension contribution will be less than half of this.  In future years, the pension amount is expected to increase significantly.

6. Leave Encashment:

While leave account of absorbed employees has been transferred to BSNL, the amount pertaining to leave encashment has not been transferred.  This is estimated at about Rs.2,000 crores.

7. Sales Tax:

BSNL is faced with a huge demand for sales tax on telephone rentals on the plea that rentals constitute a consideration for transfer of right to use.  While this is being taken up for review as rentals cover a lot of costs including infrastructure and BSNL’s rentals in fact are below cost.  In addition, BSNL is paying service tax on telecom revenues to the extent of Rs.1,500 crores p.a.  Sales tax assessments, sometimes w.e.f 1988 are likely to heap additional estimated loss of Rs.2,500 crores on BSNL.  Recovery of this from customers is going to result in telecom service becoming unaffordable by large number of customers and hinder the spread of telephony in the country.

8. 
Currently, sales tax authorities have seized a number of Bank Accounts in UP, MP, etc and are adopting coercive measures to take away BSNL’s funds. If this is not stopped, cash flows shall be further affected.

9. Entry Tax: 


After formation of BSNL, many states have started charging entry tax on telecom equipment supplies brought into the state by BSNL for implementing Telecom Projects/maintenance, etc. In states like MP, the annual burden of entry-tax is about Rs.40 crores. While West Bengal has abolished entry fee on telecom equipment as it is required for development, this is still an additional burden on BSNL even though it is a fully Govt. owned organization.

10. Excise Duty:


Telecom Factories owned by BSNL provide some essential equipments like towers, etc for deployment in the network of BSNL.  In spite of the fact that this equipment is not for external sale and is for internal use of BSNL, excise duty is being charges on it after formation of BSNL.  An amount of Rs.40 crores is the estimated financial burden on BSNL due to this even though Telecom Factories are running at a loss.

11. Miscellaneous:


There are a number of other items which have led to additional cost for BSNL due to Corporatisation.  These include corporate tax for which 801A is considered applicable.  Postal charges are close to Rs.100 crores p.a. Power is being charged at commercial rates now and charges for road cutting have increased significantly.  As BSNL is engaged in development work, such additional financial burdens require to be controlled to ensure that the adverse impact on BSNL’s finances is reduced.  The tariffs on some services like Telegraphs require a review as it has not been possible to revise the tariffs for a long period and currently, these tariffs are very uneconomical – e.g. the rate for a telegram for certain categories is below the cost of sending an ordinary letter.

