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Foreword

Having emerged as the fastest growing telecom market in the world, India has
over 500 million telecom subscribers, with more than 120 million subscribers
added in the last eight months. The teledensity too has shown significant increase
to cross the 40 percent mark this year. The success of the Indian
telecommunications sector has become the cynosure of the world and has made

the country a truly attractive investment destination.

The success of the sector can be attributed in no small part to the strong
regulatory support provided by the Government. The policy initiatives coupled with
numerous growth-oriented steps taken by private players and other stakeholders

have created a truly stimulating environment.

The growth of the telecommunication sector has also fueled the inclusive growth
agenda with the industry seeking to make an active contribution to the
development of the less advanced sections of society. Today every fifth person in
rural India is connected; from wage earners to shopkeepers, farmers to

fishermen; mobile phones are helping in increasing their productivity.

On the occasion of India Telecom 2009, the 4th International Conference and
Exhibition, the Department of Telecommunications is pleased to release this
report on the Indian telecom success story. Compiled by KPMG and FICCI, it
provides an overview of the Indian telecommunications sector and will serve as a
useful reference manual for all stakeholders including regulators, policy makers,

telecom operators and the general public.

P J.Thomas

Secretary

Department of Telecommunications & IT
Government of India

New Delhi



The Federation of Indian Chambers of Commerce and Industry (FICCI) and KPMG
are proud to present this report on “India Telecom 2009 —Telecom for Inclusive
Growth” in association with the Department of Telecom (DoT).

This is an exciting time for the Indian telecommunications industry. The sector has
witnessed tremendous growth over the last few years, having added more than
more than 120 million subscribers in eight months alone. While the success so far
was driven primarily by urban areas, the next phase of growth is expected to have
a strong rural flavor. There will be a strong focus on connecting new markets as
well as expanding current markets through non-voice services. This presents
attractive opportunities for all stakeholders of the industry, including the

Government and private players.

This report provides the reader with an overview of how the industry has
developed over the last few years, with a special emphasis on key trends
impacting the industry today. This report also discusses the impact that this sector
has had in promoting the agenda of inclusive growth.

We are extremely grateful to the Department of Telecommmunications (DoT) for
providing us with this opportunity to work with them for the India Telecom 2009

event.
Amit Mitra
Secretary General
FICCI, India
Sean Collins Romal Shetty
Global Chair Executive Director
Communications and Media Head of Telecom

KPMG KPMG in India



Executive Summary

Over the last few years, India has observed enviable growth in its economy, even
in the face of the global slowdown. The strengthening domestic market and the
domestic nature of investment financing has helped in minimizing the impact of
the global economic crisis. The changing demographics in the country have also
contributed in making this an attractive market, thus attracting significant

investments from both domestic and international players.

The telecom industry specifically has had a big role to play in the progress that
has been made by the country. The Indian telecom sector has been the fastest
growing in the world and is now the second largest telecom market globally. The
eyes of the world are now on India, and the policy makers and private players are
working together to ensure that the telecom success story continues at the same

pace.

The success of the sector has largely been driven by wireless services, with
operators reporting total (wireline + wireless) additions of approximately 15 million
subscribers every month. The overall teledensity has crossed 43.5 percent, with
urban areas approaching 100 percent teledensity.! Clearly, the focus now is to
increase penetration in rural areas to drive the next phase of growth. All
stakeholders - including the government, the regulator and the private players
have taken significant initiatives to promote rural penetration and contribute to

inclusive growth.

Contributing to almost 70 percent of the population and a significant piece of
overall demand for goods and services in the country, rural India has now come to
the forefront of the industry’s collective focus. The Government has introduced
specific measures and policies for rural upliftment, including enhanced provisions
under the National Rural Employment Guarantee Scheme and the Bharat Nirman
Program. Of particular interest to the telecom industry are the provisions under
the Universal Service Obligation Fund which promote the penetration of telecom
infrastructure and services in rural areas.

In her address in June 2009, President Pratibha Patil announced that the
government’s targets will include a rural teledensity of 40 percent in the next five
years and the expansion of broadband coverage to every panchayat in three years.
She also mentioned that the scheme for Common Service Centres or e-kiosks will
be repositioned so as to be a network of panchayat-level Bharat Nirman Common

Service Centres providing government services to rural citizens.?

1 TRAI, November 2009; DoT
2 http://presidentofindia.nic.in/sp040609.html



It has been intriguing to observe the impact that the telecom sector and the rural
population have had on each other. While the rural areas benefited the industry by
opening up a large market, the industry in turn played a significant role in the
social and economic upliftment for the rural public. The sector has contributed in
generating employment, improving local businesses and overall standard of living

by effectively integrating with the economic lifecycle of the local economy.

Telecom manufacturing is another facet of the sector that has emerged as a hot
topic in industry circles. India is fast emerging as a hub for global telecom
manufacturing and the production and exports of telecom equipment in the
country have been on a steady rise. Leading global players have made significant
investments in setting up manufacturing and R&D facilities in India, with many

more being planned.

While voice services have historically been the key force behind telecom growth,
industry observers have seen a steady rise in the uptake of value added services
in recent times. The ABC of VAS - namely Astrology, Bollywood and Cricket — still
continues to drive the prime usage of value added services. However, applications
like mobile commerce are slowly on the uptake and are expected to grow further
in the coming years. The need of the hour is to develop more locally relevant
content — like news alerts in local languages, weather updates and others — which

will drive up the consumption of VAS even further in the future.

The industry is now eagerly awaiting some key upcoming regulations including
the 3G and BWA auctions, scheduled for early next year. These are likely to have a
significant positive impact on the sector and its growth in the next few years.
Mobile Number Portability is also likely to be rolled out in the next few months
which will make the market more competitive and offer tremendous benefits to
the consumers.

In the short term, the market will be under severe competitive pressure as
revenues are still primarily driven by voice. The long term looks attractive due to
anticipated potential of VAS and Data services as key differentiators and revenue

generators.

The Indian telecommunications industry is well set to build further on the success
of the last few years. The policy makers and the private players have successfully
come together with various initiatives to ensure that the industry continues to

remain a shining star for India, to the benefit of all.
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