!







PTA

Annual Report
2000

AAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAA



This Report was prepared by Economic Affairs team headed by Mr.
Muhammad Arif Sargana. The team included Ms. Malahat Rab, Mr. Shahbaz
Nasir and Mr. Abdul Rehman. The team was supported by Mr. Muhammad
Riaz and Mr. Fahad Aziz.

Annual Report 2006

Copyrights © 2006 Pakistan Telecommunication Authority
|

All rights reserved. Printed and bound in Pakistan. No part of this publication
may be reproduced, or utilized in any form or by any means, electronic or
mechanical, including photocopying, recording, or by any means of storage
and retrieval system, or transmitted, without the prior written permission of the
publisher.

Published by

Pakistan Telecommunication Authority
Headquarters, F-5/1,

Islamabad, Pakistan

E-mail: EAD@pta.gov.pk

Website : www.pta.gov.pk

Cataloging-in-Publication Data

Pakistan Telecommunication Authority

PTA Annual Report 2005-06

ISBN: 969-8667-44-X

1. Pakistan Telecommunication Authority - Annual Report 2005-06
L. Title

International Standards Book Number: 969-8667-44-X




Chairman’s Note
Executive Summary

Chapter - 1: Economic Performance of Industry 01

# Economic Outlook 03
7= Sector Overview 04
@ Share of Telecom in GDP 04
# Employment Opportunities 05
~ Investment 05
@ Foreign Direct Investment 06
# Taxes on Telecom Sector 06
@ Contribution to National Exchequer 06
@ Tax Analysis 07
# Telecom Revenues 08
7 Market Potential in Pakistan 08
Chapter - 2: Regulatory Measures by PTA 11
7> Introduction 13
Licensing 13
7> Telecom Licensing in AJ&K and NAs 14
7> Class Value Added License (CVAL) Regime 16
7 Infrastructure License 17
Cellular Mobile Sector 17
7 Mobile Number Portability (MNP) 17
7 Mobile Handset Theft 18
7> Use of Jammers and Disabling Devices 19
Consumer Safeguard 19
7 Complaint Analysis 19
7 Fixed Telephony 20
7 Cellular Mobile 20
7 Other Services 20
7 Quality of Service Surveys & Inspections 20
7 Mobile Cellular Services 21
7 Internet Service Providers 21
7= lllegal Telecom Traffic (Grey Traffic) 21

7 Initiatives taken by PTA 22




lcal

e

e
Il
e

Commercial and Legal Issues

Determinations

& Fixed to Mobile and Mobile to Mobile Interconnection
Charges

@ Discriminatory Mobile On net and Off net Tariffs
7> Determinations issued by the Authority
Reference Interconnect Offers (RIOs)

@ PTCL RIO for Mobile Operators

@ Mobilink RIO

7 Settlement Rates and APC

In Service of Nation

Earthquake Relief Efforts
Telecom Forums
Capacity Building of Journalists

Assistance and Facilitation

e
Il
e

e

v

Chapter - 3:

YY Y

vV

Rural Telephony in Pakistan
Universal Service Fund

Electronic PTA - A Step Towards Increased Regulatory
Efficiency

Spectrum Management

7 Spectrum Reframing

7 New Spectrum Allocation
7 Spectrum Monitoring
Conclusion

International Relations

Introduction
Hosting of APT Meetings
Visit of Secretary General ITU to Pakistan

Consultancy & Assistance Provided to other
Countries

@ Study visit by Delegation of Uganda
7 Bangladesh

@ Bhutan

7 Oman

ITU Election Campaign

Interaction with Regulatory Bodies

7 Egypt
& Japan
a USA
& Canada

23
23

23
24
24
25
25
25
25
26
26
27
28

28
28
29

30
31
31
31
32
32

33

35
35
37

37
37
38
38
39
39
39
39
39
40
41



Chapter -

e

S

S
P

4.

International Recognition of PTA Achievements
7 GSMA Government Leadership Award 2006

7> Global Regulatory Exchange Award (G-REX)
@ PTA Web Site Rated the Best by LIRNE Asia

Participation in Events of International Telecom
Organizations

Foreign Trainings
Conclusion

Mobile Cellular Services

Mobile Services Overview

Mobile Sector Financials

ol
>

Growth in Operators Revenues
Taxes by Mobile Sector

Subscribers, Coverage and Traffic

S

lcd

Subscribers Analysis

Company wise Subscribers Growth
Province wise Subscribers Distribution
Prepaid/Postpaid Subscribers

Net Addition in Subscribers Per Year
Mobile Penetration

Market Share

Coverage

& Total Franchises

¥ Y Y¥ YN

Mobile Traffic

e

Total Traffic
@ Short Messaging Service (SMS)

Tariff Analysis
Mobile Handset Market Review
Forecast for Mobile Subscribers

5:

e
e
e
e

oo

Long Distance & International Services
Introduction

Infrastructure of New LDI Operators
Financials of LDI Market

Tariff Alalysis

7 Tariffs of Calling Cards

7 PTCL Tariffs

Traffic Analysis

7 International Incoming Traffic

@ International Incoming Traffic by Major Countries and
Recipient Cities

7 QOutgoing International Traffic

Conclusion

41
41
41
41

42
42
43

45
47
49
49
50
51
51
51
52
52
53
53
54
55
55
56
56
56
57
57
58
61
63
63
64
65
65
65
66
66

67
68
68




=

¥ Chapter - 6:

Fixed Local Loop Services

Y Y¥ YV

e

S
e

Y Y¥ Y YR

Chapter -8:

¥

¥ ¥ ¥

Local Loop Services

Fixed Line Subscribers

Fixed Line Teledensity

Pending Demand

Infrastructure Growth

Pakistan Telecommunication Company Limited
Special Communication Organization

Wireless Local Loop

Coverage

Conclusion

~Chapter - 7:

Broadband & Value Added Services

Determinants of Broadband Growth

Access Technologies and Its Proliferation in Asia Pacific
7 Applications

Broadband Growth in Pakistan

Reasons for Low Broadband Penetration in Pakistan
Future Broadband Market

Internet Services

Payphones Services

Conclusion

Telecom in Balochistan
Introduction
PTA Initiatives
Telecom Forum in Balochistan
Current Telecom Status in Balochistan
Coverage
Total Teledensity
Mobile Cellular Services
Wireless Local Loop
FixedLine Services
Value Added Services
Future Efforts

¥ ¥ ¥ ¥

69
71

73
73
74
74
75
76
76
78
79
81
83
84
84
84
85
86
87
87
88

89
91
92
92
93
94
94
95
95
96
96
97



4 iChapter -9: Way Forward 99

~ Stepping towards Convergent Services on Ubiquitous

Networks 101
7 Developing Country Perspective 102
7 Ubiquitous Networks & Pakistan Scenario 103
7 Regulatory Challenges in Changing Telecom
Environment 104
7 Social Regulation 104
7 Competition Regulation 104
7 Consumer Protection 105
@ Technical Regulation 105
7 Quality of Service 105

7> Potential Broadband Technologies, World Practices and

Trends 105
7 3G, WiMax & Beyond 106
7 4G: Changing the Wireless Value Chain 106
7 DPakistan Mobile Broadband 106
7 Digital Divide 107
7 Shaping the Market 107
7 Role of Private Sector 108
7 Public and Private Partnership 108
7> Market Potential 108
7> Pakistan’s ICT Development 109




List of Annexes

Annex - 1: PTA Accounts
Annex - 2: Total Teledensity

Annex -3 FDI in Telecom Sector
Annex -4 Total Telecom Revenues
Annex - 5 Summary of the Investigation Activities

Annex - 6 Analysis of QoS Survey of ISPs

Annex -7 International Calling Card Tariffs
Annex -8 Fixed Line Teledensity

Annex -9 Broadband Indicators - A Comparative

Picture

List of Tables

Table -1
Table - 2
Table - 3
Table - 4
Table - 5
Table - 6
Table - 7
Table - 8
Table -9
Table - 10
Table - 11
Table - 12
Table - 13
Table - 14
Table - 15
Table - 16
Table - 17
Table - 18

Table - 19
Table - 20

Table - 21
Table - 22
Table - 23
Table - 24
Table - 25

GDP Growth Rates

Teledensities of Regional Countries

Investment and Employment in Telecom Sector
Total Telecom Contribution to National Exchequre
Telecom Tax Ratios

Public Complaints for the Year 2005-06

Zone wise Performance of ISPs in Survey

Mobile Penetration in Regional Countries

Total Mobile Industry Investment

Comparision of Mobile ARPU of Pakistan & India
Tax Collection from Mobile Industry

Total Postpaid/Prepaid Cellular Subscriber
Province wise Mobile Penetration

Cities/ Towns Covered

Population Covered by Mobile Services

Mobile Cellular Tariffs

Revenues and Investment by New LDlIs

Fixed Line Subscribers

WLL Cell Sites by Operator
Population Coverage by WLL Services

Comparison of IPLC Tariffs

Teledensity in Balochistan

Mobile Coverage Statistics in Balochistan
WLL Coverage Statistics in Balochistan
Convergence

List of Figures

Figure -1
Figure - 2
Figure - 3
Figure - 4
Figure -5

Teledensity

Telecom Share in GDP

FDI in Telecom Sector

Taxes on Telecom by Countries
Total Telecom Revenues

113
116
117
118
119
120
123
124

125

NN O @

19
19
47
50
50
50
52
54
55
55
57
64
73

78
78

86
94
95
95
102

© J O U



Figure - 6

Figure -7

Figure - 8

Figure - 9

Figure - 10
Figure - 11
Figure - 12
Figure - 13
Figure - 14
Figure - 15
Figure - 16
Figure - 17
Figure - 18
Figure - 19
Figure - 20
Figure - 21
Figure - 22
Figure - 23
Figure - 24
Figure - 25
Figure - 26
Figure - 27
Figure - 28
Figure - 29
Figure - 30
Figure - 31
Figure - 32
Figure - 33
Figure - 34
Figure - 35
Figure - 36
Figure - 37
Figure - 38
Figure - 39
Figure - 40
Figure - 41
Figure - 42
Figure - 43
Figure - 44
Figure - 45
Figure - 46
Figure - 47
Figure - 48
Figure - 49
Figure - 50
Figure - 51
Figure - 52
Figure - 53
Figure - 54

Public Complaints for the Year 2005-06

Revenue Comparison of PTCL & Mobilink

Total Revenues of Mobile Industry

Total Number of Cellular Subscribers
Company-wise Cellular Subscribers

Province-wise Cellular Subscribers

Net Addition in Cellular Subscribers

Total Mobile Penetration

Market Share by Subscribers

Market Share by Revenue

Total Cell Sites

Total Franchises of Mobile Operators

Pakistan Mobile Industry Total Traffic Vs Total SMS
Tariff Reductions - Cellular Mobile

Mobile Handset Market by Brands

Mobile Subscribers Forecast

Circuit Capacities

Points of Presence by Companies

PTCL Tariffs

International Incoming Traffic - Company wise Share
International Incoming Traffic (Fixed and Mobile)
International Incoming Minutes by Major Countries
International Incoming Minutes on Fixed Line - By Major Cities
International Outgoing Minutes

Total Fixed Line Connections

Fixed Line Teledensity

Rural Teledensity

Pending Demand for Fixed Line Connections

Total Optic Fiber Length by LL Operators

PTCL ALI Vs ALIS

Fixed Teledensity in AJ&K and NAs

SCO Fixed, WLL & Mobile Subscribers
Province-wise WLL Subscribers

Total WLL Subscribers

WLL Teledensity

WLL Franchises Operator wise

Broadband Subscribers in Asia Pacific

Broadband Subscribers as Percentage of Internet Subscribers
DSL Subscribers in Pakistan

Internet Subscribers in Pakistan

Cities and Towns Connected with Internet

Total Payphones in Pakistan

Rural Payphones

Telecom Coverage in Balochistan by Tehsil Headquarters
Total Teledensity in Balochistan

Mobile Subscribers in Balochistan

WLL Coverage Tehsil Wise by Companies

Fixed Line Subscribers in Balochistan
Payphones in Balochistan

20
49
49
51
52
52
53
53
54
54
55
55
56
57
58
58
64
64
66
66
67
67

68
73
73
74
74
74
75
76
76
77
77
78
78
84
85
85
87
87
88
88
94
94
96
95

95
96




A Acronyms

Azad Jammu & Kashmir

Access Promotion Contribution

Asia Pacific Telecommunity

Average Revenue Per User

Accounting Settlement Rates

British Petroleum

Bangladesh Telecom Regulatory Commission
Class Value Added Services

Central Board of Revenue

Code Division Multiple Access

Call Detail Record

Chief Executive Officer

CDR Management and Analysis

Cellular Mobile Operator

Cellular Mobile Telephone System

Calling Party Pays

Canadian Radio-television & Telecommunication Commission
Class Value Added Licenses

Class Value Added Registration Certificate
Decibels

Decibels Watts per Hertz

Domestic Private Lease Circuit

Digital Subscriber Line

Enhanced Data-Rates for GSM Evolution
Frequency Allocation Board

Federal Communications Commision
Foreign Direct Investment

Fixed Local Loop
Family and Friends
GA General Assembly
GDP Gross Domestic Product
GHz Gigahertz
GPRS General Packet Radio Service
G-RAX Global Regulatory Exchange Award
GSMA Global System for Mobile Association
GST General Sales Tax
ICT Information and Communication Technologies
IDC International Data Corporation
IDRC International Development Research Center of Canada
ILF Initial License Fee
M Information Memorandum
IMEIL International Mobile Equipment Identity System
IN Intellegent Network
IPLC International Private Leased Circuit
Isp Internet Service Provider
IT&T Information Technologies and Telecommunication
ITR Islamabad Telecom Region
ITU International Telecommunications Union
Km Kilometers

LDI Long Distance & International




Lahore Telecom Region

Management Committee

Megahertz

Ministry of International Affairs & Communication

Multichannel Multipoint Distribution System
Multimedia Message Service

Mobile Number Portability

Minutes of Use

Multan Telecom Region

Northern Areas

Non Government Organization

National Highway Authority

Network Surveillance & Security

National Telecom Regulatory Authority
National Telecommunication Corporation
National Transmission and Dispatch Company
Nation Wide Dialling

North West Frontier Province

Optical Fiber Access Network

Pakistan Air Force

Pak-Arab Refinery Limited

Personal Computer

Public Call Office

Pakistan Mobile Number Portability Database
Purchasing Power Parity

Policy & Regulatory Forum

Public Switched Telecommunication Network
Pakistan Telecommunication Authority
Pakistan Telecommunication Company Limited
Pakistan Television Corporation

Quality of Service

Rural Communication Development Fund
Reference Interconnect Offer

South Asian Telecommunications Regulators' Council
Special Communication Organization
Subscriber Identity Module

Significant Market Power

Short Message Service

SNGPL Sui Northern Gas Pipe Line Limited

SSGCL Siu Southern Gas Company Limited

STM Synchronous Transfer Mode

SUPARCO Space and Upper Atmosphere Research Commission
TRA Telecommunication Regulatory Authority

ucc Uganda Communications Commission

UHF Ultra High Frequency

UK United Kingdom

UNDP United Nations Development Program

USA United States of America

USTTI United States Telecommunication Training Institute
VAS Value Added Services

VHF Very High Frequency

VolIP Voice over Internet Protocol

VSAT Very Small Aperture Terminal

WAPDA Water & Power Development Authority

WLL Wireless Local Loop

WTDC World Telecommunication Development Centre
ZTBL Zarai Taraqiati Bank Limited




™

“N0Chairman’s Note
e ———

It is my pleasure to present to you the Pakistan Telecom Authority Annual Report 2006, covering
. developmentsand growth in telecom sector of Pakistan during fiscal year 2005-06.

This year is yet another landmark in the history of telecommunications in Pakistan and the
Authority's outstanding achievements are testimony of accelerated and sustained growth in all
egments of the sector. PTA successfully implemented the Government decision for telecom
regulation in AJ&K and NAs where PTA issued licenses to leading cellular mobile companies
sed to operate in these areas. The telecom deregulation in AJK & NAs is a historical event that
as opened doors of economic and social growth in that area. Telecom development in Balochistan
nained a high priority area for PTA where the Authority's efforts proved to be fruitful and its
density increased almost from 5% to 11%. Similarly harnessing grey traffic, determinations on
rconnection and reduction in settlement rates by PTA have resulted in dramatic reduction in
ecom tariffs. We expect that the implementation of Mobile Number Portability, Mobile Handset
eft detection system and infrastructure licensing would further boost the telecom growth in the
DIing years.

Unparalleled growth in telecom sector is obvious from tremendous increase in telecom
subscribers. The mobile subscribers have reached 37 million (July' 06). Every month on average
over 2 million subscribers are added showing a growth rate of around 170% in just one year.
Owing to the Government's sound economic reform agenda and Authority's investor friendly
approach, telecom sector attracted an investment of about US$ 2 billion in 2005 - 06, which becomes
54% of the total FDI in the country. Telecom sector of Pakistan has contributed over Rs. 77 billion
to national exchequer through taxes and license fees in 2005-06. Teledensity of the country
increased by about 120 percent in last year. All this has resulted in social uplift of all strata of the
society and increased employment opportunities in the country. PTA strives for a sustained
growth of telecom sector in Pakistan and to this end we always try to keep a futuristic approach. At
the moment the broadband penetration in the country is alarmingly low. PTA is making all efforts
and taking all possible measures to increase the broadband penetration in near future.

I am pleased to convey to you that today, being one of the fastest growing telecom sector across the
region, we have been recognized internationally and received various awards including GSMA
award and we are now advising our regional counterparts like Bhutan, Bangladesh, Uganda and
Oman to increase their teledensities.

The PTA Annual Report 2006 portrays our efforts that are visible in the escalated telecom sector of
Pakistan and its spill over effects on the economy. I appreciate my team's efforts for doing a good
job. I particularly acknowledge the efforts made by Economic Affairs team in preparing this report.
I assure all stakeholders that PTA will continue to strive for best regulatory practices in future.

Major General Shahzada Alam Malik, HIM (Retd)
Chairman







Executive Summar

Pakistan Telecom Sector experienced yet another year of fastest growth in every segment
of telecom sector in 2005-06. Satisfied telecom consumers, motivated service providers
and stimulated market would not have been possible without appropriate regulatory
measures and sound economic situation in the country. Today, Pakistan telecom sector
has surfaced in the international arena as fastest growing and the most dynamic sector
across the region. The international recognitions given to the country in the field of
telecom include the GSMA “ Government Leadership Award 2006, Global Regulatory
Exchange Award and Lirne Asia “Best Website of the Regulator Award” which are
evidences of our efforts in the right direction. We, as a regulator are now providing
assistance & facilitation to the newly liberalizing regional telecom sectors and our
assistance to countries including Bangladesh, Bhutan, Oman and Uganda have certainly
helped them in forming their own deregulation models.

With the increased competition in the telecom sector, number of regulatory issues
cropped up and resolved during 2005-06. PTA completed the long awaited liberalization
in AJK & NAs and four leading mobile operators were licensed for provision of services in
the territory, fixed line licensing is underway. Similarly, Balochistan was declared as
priority area for telecom development and number of regulatory measures were taken to
enhance telecom facilities in the province. Today the total teledensity in Balochistan has
gone up to almost 11% and 54% of the total population is now covered with telecom
facilities. PTA has also taken imperative regulatory measures to tackle the issue of rural
communication for bridging the digital divide. Challenges related to mobile services
including “Mobile Number Portability” & “Mobile Handset Theft” are being handled
appropriately and results would be visible by end of 2006. The determinations on
interconnection and approval of Reference Interconnect Offers have revolutionized the
mobile market. PTA is also giving special attention to consumer safeguard and
conducting regular surveys of all services to check their quality. Grey traffic is another
menace which is causing huge losses to national exchequer and PTA is striving hard to
overcome this. PTA is also keeping up with the expectations of consumers by resolving
their telecom complaints through its fast helpline services.

With the prudent policies of the government and active role of the private sector, the
overall teledensity in the country has reached 27% registering an ever-high growth of
120% during 2005-06. Telecom services are available to nearly 78% of the population.
Growth in the sector has also created huge investment and employment opportunities in
the country. During the year, telecom companies invested more than US$ 2.1 billion in
their infrastructure and network expansion. Foreign Direct Investment (FDI) in telecom
also crossed US$ 1.9 billion (including US$ 1.2 billion PTCL privatization proceeds)
making it 54.1% of the total FDI in the country during the period. The sector generated
more than 183,063 employment opportunities during the year. The unprecedented
growth in the sector also enabled the operators to earn huge revenues to the tune of Rs.
192.6 billion in 2005-06 where mobile segment has the major chunk (47%) among these




revenues. Government exchequer also received Rs. 77.1 billion during 2005-06 in terms of
taxes and duties on telecom sector. The overall economic activity in the sector has also
increased the telecom share in GDP to 2% from 1.6% in 2001-02 and is expected to grow
further in the coming years.

Mobile cellular segment remained to be most thriving not only in the local telecom sector
but also regionally. Over 150% continuous growth rate for last two years placed Pakistan
at the top of its regional counterparts. Mobile sector once again remained highest
contributor to the national exchequers. The sector contributed Rs. 38.75 billion (65%) out
of total tax contribution of Rs. 59 billion in the national exchequer. Yearly average
revenues growth of the sector during the last two-years reached 80% with total mobile
revenues crossing Rs. 90 billion in 2006. Investment in the sector crossed US$ 1.3 billion,
however Average Revenue Per User (ARPU) declined and reached US$ 5.7. As for the
subscribers and the traffic mobile sector hit new record in terms of net addition and total
subscribers. As of July, 06, total mobile subscribers reached 37 million with net addition of
21.7 million subscribers in 2005-06. The mobile penetration is now touching 24% with
highest penetration levels in Sindh province. The mobile networks now cover almost 73 %
of total population of Pakistan with services of one or all operators in around 1000
cities/towns. The operators performed well during the reported year and Mobilink
remained as the SMP operator in the sector with maximum market share both in terms of
subscribers and revenues. Total voice and data traffic of the mobile industry grew by more
than 100% owning to dramatic drop in mobile tariffs. According to international estimates
the mobile subscriber will cross 65.7 million by 2007 .

The local loop services also performed well during the year including both wireless local
loop (WLL) and fixed local loop (FLL) segments. In the FLL segment 4 companies in
addition to incumbent PTCL and NTC started their services. It is expected that 5 more
companies would be joining the market by end of this year. However, the concentration of
new operators remained to be in the metropolitan cities of the country. The FLL
subscribers reached 5.24 million with fixed teledensity touching 3.4%. The pending
demand for fixed connections decreased in the reported year from 0.3 million to 0.2
million. The optic fiber length of all the operators collectively reached 11,609 km across the
country except LDIs. In WLL segment 4 companies are providing their services in
addition to PTCL. As of July, 06, total WLL subscribers crossed 1 million with WLL
density reaching 0.72%. Currently 36% of total population of Pakistan is covered by WLL
networks. The total cell sites of WLL operators are more than 1000 with increase in its
number every month. PTA is making all efforts to increase the WLL density and its
coverage in the country.

Intense competition was seen in the Long Distance & International segment of telecom
sector where 12 out of 14 new LDI companies aggressively participated in the market and
offered bottom low prices for national and international calls. The international call rates
are as low as Rs. 0.99 per minute and nationwide call is available at Rs. 0.52 per minute.
Due to these reduced tariffs, the overall international outgoing traffic has increased by
173% during 2005-06. Similarly, revenues of LDI companies have also increased by 168%
over thelast year.



Value Added Services (VAS) are also expanding with the increased use of data
communication and affordability of the services. During the last couple of years, growth
in VAS has been noted considerably high, however, this growth is not uniform in all its
segments. Internet and Payphones services have shown tremendous growth however the
broadband proliferation is still low as compared to other peer countries. PTA and
Government are making efforts to increase broadband penetration by reducing the
broadband tariffs and removing other hurdles in the way of broadband proliferation. At
present, there are more than 56,611 broadband subscribers in Pakistan including 26,611
DSL subscribers. On the other hand, Internet subscribers have reached 2.4 million in 2005-
06. Similarly, payphone subscribers have shown a growth of 27 % reaching 353,194 and the
growth is mainly attributed to expansionin WLL payphones services.

Looking at the future telecom scene in Pakistan, it requires convergence of services,
elimination of digital divide, effective regulation in changing telecom environment and
adoption of potential technologies. The technology, service and infrastructure
convergence in Pakistan is taking place at very fast pace. To manage these ubiquitous and
converged services, various regulatory functionaries would also need to be merged in
order to provide a clear roadmap to the investors. Advance regulatory framework will be
catering the needs of social, competition and technical regulations. These regulations
would be maintaining a balance between consumer interests and market forces while
maintaining an oversight of the market. On the technological front, PTA is continuously
observing the developments in the telecom sector world over and is determined to
expand and facilitate the adoption of appropriate advanced telecom technologies in the
country.
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b Lt e S Economic Outlook

Despite the international oil price hike, lack of conflict

resolution in almost all the global hotspots and natural

disasters, the world economy exhibited a reasonable growth of

4.8% during 2005 which in-fact went above the expectations of

many economists.

China and Pakistan emerged as countries to be on the high
growth trajectories in region. During the fiscal year 2005-06,
Pakistan economy also faced two major external shocks: an
unprecedented increase in oil prices and the devastating
earthquake that struck AJ&K region on 8th October 2005.
However, Pakistan economy absorbed both of these shocks
thanks to its comfortable foreign exchange reserves and a
strong economic base. The economy of Pakistan grew by 6.6%
during 2005-06 against a target of 7% for the year whereas last
year growth was 8.4%. The per capita income of Pakistan also
reached US$ 847 registering a growth of 14 % over thelast year.

Table -1
GDP Growth Rates
. 200304 200405 200506
World 4.0 5.3 4.8
Asia 6.5 7.1 6.9
South Asia 7.7 7.2 7.8
Pakistan 6.4 8.6 6.6
India 8.5 7.5 8.1
Bangladesh 5.3 6.3 5.6
Sir Lanka 5.9 5.5 5.7
China 10.0 10.1 9.9

Pakistan Telecommunication Authority
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Economic Performance of Industry

Sector Overview

Along with the surge in national Figure - 1
Teledensity

economy, the telecom sector is also (Percentage)
growing at an astounding pace 2776

26.19

(€8]
=
:

providing an impetus to the private

business in the country. This

N
1
1

momentous growth is surely made
possible through the Government's

N
o
1

prudent and liberal telecom

(Percentage)

=
(€]
1

policies which have created healthy

competition, investment friendly

=
(==
2

environment and have generated
employment opportunities. Today
the telecom services are accessible

to more than 78% of Pakistani

2001-02  2002-03 2003-04 2004-05 2005-06 July-06

population at very affordable
prices. Almost every fifth Pakistani
has a fixed or a mobile phone. The overall teledensity in the country has crossed 26.19% in June
2006 showing a growth of 120% over the last year. This increase came mostly from a high

growth in mobile penetration. Fixed line Table -2
sector could not show significant performance Teledensities of
and the growth in fixed line subscribers Regional Countries (%)
remained stagnant during the year. Slow 63 o 262
. . . . . i 5 . 11. 5

growth in fixed line is mostly attributed to its Palistan 4.3

bstituti th th it bil Sri Lanka 12.2 16.6 234 27.0
su s'1 ution wi e. compe .1 1ve' mobile | .. 71 3.9 115 128
services because of their low prices, inherent | Bangladesh 1 ¢4 20 45 9.0
mobility, bundled offers and value added Nepal 1.8 20 3.0 35

expanding in the country due to their

convenience, lower cost and value added features of the technology. In comparison to other
countries of the South Asia region, Pakistan has fairly high penetration of telecom services
despite the fact that some other countries like India opened their telecom markets much earlier
than Pakistan.

Share of Telecom in GDP
Gross Domestic Product (GDP) of a country is calculated as a sum of value addition in various

sectors of the economy. There are two major categories of these sectors: Commodity
producing sector and Services sector. Telecom comes under the services sector and its share in
services sector has increased from 3.1% in 2000-01 to 3.8% in 2005-06. In the overall GDP, the
share of telecom has reached 2% in 2005-06, having increased from 1.6% in 2001-02. The year-
wise share can be seen in the Figure - 2. Innominal terms, there has been an increase 0of 29.2% in
the gross value addition of telecom sector during 2005-06 whereas this was 11% during 2002-
03. This rise reflects the increased investment and expansion of services in the telecom sector.

Pakistan Telecommunication Authority



Figure - 2

Telecom Share in GDP

(Percentage)

2001-02

2002-03

(Percentage)

2.0

1.7

2003-04 2004-05

Employment Opportunities

Entrance of new companies and expansion of existing ones in the telecom sector created

2005-06

sizeable employment opportunities in the country, both direct and indirect. There are
several linkages in the value chain of the sector through which the sectoral growth has

multiplying effect on the employment generation. Franchises, sales & promotion, cell sites,
civil works for the infrastructure, sale of mobile/phone sets and accessories, manufacturing

of telecom equipment and other support services are some of those key areas where a lot of
jobs were created. During the year, almost 183,063 additional direct & indirect jobs were

created in the telecom sector.

Investment
Investment in telecommun-

ications infrastructure and the
consequent improvement in
telecommunication services have
borne positive spill over effects
over the country's economy.
Increase ininvestment intensity in
telecom related technologies is

Table - 3

Investment and Employment in Telecom Sector

Cellular Mobile 1,315 1,327
Fixed Line 569 811
Value Added - -
Selling outlets

and manufacturers = =

1,884 2,138

Total I I I

26,642
36,163

82,211

38,047
183,063

producing positive impact, stronger than the one exerted by general investment intensity. In
the fully liberalized and deregulated telecom environment of Pakistan, companies are finding
it more attractive to expand their network as well as customer base through enhanced

services.

Pakistan Telecommunication Authority
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Economic Performance of Industry

As aresult, handsome investments were made in the sector as shown in the Table - 3 . During
2005-06, investment grew by 13.5% in the overall telecom sector. New mobile and LDI

operators are investing heavily in their infrastructure and network expansion.

Foreign Direct Investment
FDI in telecom leads to revenue generation, employment, skills transfer, infrastructure

development, introduction of Figure - 3
modern technologies and better 0 FDI in Telecom Sector .
services. In line with the S
Government's policy to attract = T FDI In Telecom S 1s0
[o\]
foreign investment, PTA has all 3000 4 | W= Total FDI ®
. =4&— Telecom (%) Share
along adopted liberal and T40
o 2500 ¢ 324 ),
transparent telecom policies and 2 &
: +4 1 =1
has been providing a level playing E =’ 218 2 %
field to the foreign as well as the 5 1500 4 L - 2
2 {
local investors. As a result, over - § f3 é
the last 2-3 years telecom sector g = - g % 10
has attracted record inflows of =48 wty 10 s B
S o —
FDI. During 2005-06, telecom i

2001-02  2002-03  2003-04  2004-05  2005-06

sector received over US$ 1.9
billion FDI and emerged as the only sector of the economy to attract such a huge investment.
This year, telecom sector received 54.1% of the total FDI which is even higher than last year's
32.4%. Privatization proceeds of PTCL (US$ 1,184 million) and network expansion of other
telecom companies led to these large FDI flows in telecom. Telenor, Warid and Ufone were

the major companies to make FDI in the telecom infrastructure.

Taxes on Telecom Sector
Telecom sector is contributing significantly to national exchequer through taxes and other

regulatory charges. Regulator is making constant efforts in further reducing the burden of

taxes and duties whichis indirectly effecting growth.

Contribution to National Exchequer
The telecom sector contributes significantly to the Government revenues. Rs. 77.1 billion

were collected from the telecom sector during 2005-06 which is 15% higher than last year.
Since liberalization in 2003-04, this amount has grown over 100%. These collections include
GST/CED, activation tax, custom duties, income tax, withholding tax and PTA deposits.
During 2005-06, domestic sales tax collection from the telecom sector remained at Rs. 26.8
billion showing a growth of 31% over the last year. During the last two years, the share of
telecom sector in the total domestic sales tax collection has also increased from 8.4% to 17.6%.
Company-wise analysis shows that Mobilink has emerged as the main contributor (39%) to
the total sales tax from telecom sector. Similarly, collections from new comers in the telecom
sector like Warid, Telenor and LDIs are also increasing in relation to the enhancement of their

services.
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Table - 4
Total Telecom Contribution to National Exchequer

2001-02 38 1,200
2002-03 470 1,910
2003-04 694 4,020
2004-05 17,725 7,577
2005-06 17,384 11,398

8,810
11,526
12,119
20,397
26,770

(Rs. Million)

10,048
15,573 147 29,626
21,009 555 38,397
19,799 1,627 67,125
20,854 696 77,102

Tax Analysis

While analyzing the tax rates of the telecom sector of the regional countries, it can be safely

determined that the corporate taxes including General Sales Tax (GST) and Withholding

Tax are considerably higher in Pakistan than most of the countries in the region. Besides

activation tax of Rs. 500/ per connection, Cellular Mobile sector is contributing about 30% of

their revenues to the government exchequer in terms of taxes and other charges. Comparison

of the sales tax and withholding

tax on mobile sector in Pakistan
with regional countries, shows
that Pakistan’s mobile sector is
paying about 16.3 percentage
points higher taxes than India, 8.6
percentage points higher than Sri
Lanka and 21.5 percentage points
higher than Malaysia.

Realizing the impact of heavier tax
burden on the telecom companies
PTA has urged the tax authorities
to reduce the tax rates on telecom
sector, which would help further
growth of the sector. The share of
telecom-taxes in CBR revenues
was around 33% during 2003-04
and 2004-05. However, this ratio
got disturbed in 2005-06
indicating inadequate tax
collection. The government (CBR)

30
25 -

%
£ 20+
B 15 -
10 -
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[

2003-04
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2005-06

Figure - 4 ‘

Taxes on Telecom by Countries

26.5%

(Percentage)

Pakistan

Sri Lanka Bangladesh India

Malaysia ‘

Table -5

Telecom Tax Ratios (%)

0.7 321
0.8 33.7
0.8 30.8

can increase its overall revenue from the telecom sector by giving some tax break to the

telecom companies, which would lead to an increase in the number of subscribers.
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Telecom Revenues
With the opening up of telecom markets to private investor and consequent growth in the

sector, the telecom companies’ revenues have increased substantially. The revenues of
mobile sector grew considerably. However, the revenues of fixed line slightly dropped in
2005-06. Overall revenues of the telecom sector showed a robust growth of 31% during 2005-
06 against 25% from last year.

Despite the substantial reduction in tariffs and ARPUs, mobile companies strived to increase
their revenues and customers through lucrative combo offers and value added services.
During 2005-06, a growth of 84% was witnessed in the total mobile revenues which are even
higher than last year's 76%. Mobilink has a share of more than 60% of the total mobile
revenues, whereas other companies are trying hard to increase their share. PTCL, NTC and
SCO experienced drop in their revenues as some of their revenues were taken away by the
new operators. After the privatization of PTCL and its management control going to Etisalat,
itis hoped that the company will design such business strategies so as to pave the way for the

company's revenue generation and expansion of its network and services. (Annex -4)

Figure - 5 -
Total Telecom Revenues (Rs. Million)
192,626
200,000 1
146,645
150,000 A 117,588
i)
L
g 100,000 A
2
50,000 A
O

2003-04 2004-05 2005-06

Note: PTCL Data for the year 2005-06 is estimated based on 9 months data while NTC data is estimated
based on average of last two years

Market Potential in Pakistan

Pakistan is a developing country and market potential can be reviewed from its demographic
and economic standing. Currently, there are more than 40 million mobile and fixed
subscribers which are almost 26 % of the total population. In recent years, telecom subscribers
exhibited tremendous growth especially in cellular mobile sector that has left many analysts
wonder with awe as the trend seems to reflect an enhanced standard of living or perhaps
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increase in the purchasing power of the common man who now carries a cell phone.
Currently we have a population of over 155 million and if we exclude approximately 20%
poor population and 30% children (population below the age of ten years), we get a potential
target market of about 87 million people . It is however widely argued that poor are more
inclined to avail telecom facility which in turn increases their income while reduces their
business input costs, and in that case potential target market increases to more than 87
million people. So far cellular mobile companies have grabbed only 34.5 million subscribers,
which is only 39% of the potential target market. Similarly the Fixed Line operators have
covered only 6% of the potential population. As about 59% of the potential population in

Ansnpufy Jo 3d>ULULIOJID J dTWOU0dY]

Pakistan is living in rural areas, the scenario provides a huge market potential to WLL
operators. Hence, there exists a promising scenario for the existing and new telecom entrants
which get more reinforced with further expansion in the national economy.

Besides population, economic strength is another barometer to gauge the potential of telecom
market in Pakistan. In the last few years, Pakistan's economy has been rated among the few
fastest growing economies in the region and having
comfortable position in foreign exchange reserves. This year
our economy grew by 6.6%, next year it is expected to be
grown by 7%. Per Capita Income of Pakistan was US$ 847 in
2005-06 and it is expected that next year it will reach US$ 935
which, will increase the disposable income of people for more
spending on telecom services amongst various others.
Specifically, a higher per capita income enables the consumers
to buy a variety of products such as cellular phones thus
indicating much economic potential in the economy of
Pakistan. It is expected that next year telecom companies
would be able to achieve 2.5% share in GDP instead of 2% in
the current year and it would add about US$ 3 billion in the
value addition of telecom sector in 2006-07. Government is
taking concrete steps to reduce poverty and unemployment
and controlling inflation. Thus higher economic growth
coupled with substantial FDI in the Telecommunication

sector and declining unemployment will result in increasing

the use of telephone network in Pakistan.
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Introduction

With the fast paced growth trends being witnessed in every
domain of the telecom sector over the recent years and
resultant emergence of new entrants in the telecom sector,
which lately created a highly competitive market scenario gave
rise to a number of regulatory challenges. These challenges led
the Authority to play its due role as an impartial regulator with
an eye towards bringing about such determinations that would
not only supplement the overall well being of the sector but
also provide a level playing field to all the operators. The
Authority came up with landmark regulatory measures while
inviting expertise of stakeholders and taking their view point
into consideration. These measures have made Pakistan's
telecom sector more modern, efficient and growth oriented.
Ensuing pages give brief description of the steps and decisions
of PTA during the last year. These include decisions on
licensing, consumer protection, various determinations and
otherregulatory issues.

Licensing

In a landmark decision Government decided to open the
telecom sector of Azad Jammu & Kashmir (AJ&K) and
Northern Areas (NAs) of Paksitan to private operators thus
heralding the deregulation of the telecom sector in these areas.

Prior to the decision of allowing private operators to begin their

Pakistan Telecommunication Authority
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services in Azad Jammu &

Kashmir region, Special
Communication Organization
(5CO) had been exclusively
providing telecommunication
services in the entire area since
1976.

L 7

Telecom Licensingin AJ&Kand NAs
In line with the Act 1, 2005 passed by the AJ&K council regarding the enforcement of the
Pakistan Telecom (Reorganization) Act 1996 in Azad Jammu & Kashmir, PTA had been

assigned the task to implement the Government's decision to deregulate the telecom sector in
AJ&K.

With a population of 4.5 million and a teledensity figure of 3.88% and 1.83 % in AJ&K and NAs
respectively, the Authority strongly believes that broadening the circle of telecom deregulation
to AJ&K was the need of the hour.

In the wake of the disastrous natural calamity that struck our Kashmiri brethren inflicting
unimaginable loss to the area's infrastructure including the telecommunications networks,
opening up the area to private sector was the need of the hour. The emerging needs of
rehabilitation and reconstruction phase in the quake affected areas also bespeak of the necessity
of establishment of swift communications inflow and large investments in the telecom sector.

Under special permission by the Authority, all cellular mobile companies were temporarily

, Hwnnnms CERE %J
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permitted to begin their services in the quake affected areas with an aim to help coordinate
rescue and relief efforts there. The rationale for allowing the telecom operators to begin their
services in the AJ&K was to assist in the rehabilitation and reconstruction phase in the quake-
affected areas besides the provision of smooth flow of telecommunication facilities in the

region.

During the first phase of this deregulation process, Authority invited all existing Cellular
mobile operators for the grant of license for continuation of telecom services in the region on
permanent basis. PTA fixed US$ 10 million for grant of a cellular mobile license for AJ&K and
NAs of which 50% was to be deposited as initial license fee at the time of submitting

applications.

Meeting the requirements, four mobile operators Mobilink, Warid Telecom, Telenor Pakistan
and Ufone deposited Rs 1.2 billion in aggregate as initial license fee. On June 2612006, in a
historic ceremony in Islamabad organized by PTA, award of cellular mobile licenses took
place with Honourable Prime Minister of AJ&K Sardar Sikander Hayat Khan as the chief
guest. All the successful licensees expressed their commitment towards the efficient and

affordable provision of telecom services to the people of AJ&K and NAs.

The award of mobile licenses to four operators is the first significant step towards the
liberalization of the telecom sector in the region bringing it at par with the rest of the country.
The people of Azad Kashmir and Northern Areas would very soon have more choice of
telecom services, enhanced network coverage and improved quality of services thus
achieving their long standing demand. Soon this process would be broadened to other
domains of the sector including fixed, WLL, Value added services besides encouraging the
availability of internet facilities in the area. The Authority is working hard towards the step

by step implementation of the deregulation phase in the area.

PTA PAKISTAN TELECO

CELLULAR MOBILE
LICENSE AWARDINC

&C5" 4k UR AZAD JAMMUL& KASHMIR AN
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Class Value Added License (CVAL) Regime

Analysts believed that the scope and spread of Broadband would not increase until and unless
theregulator paved way for simplification of Value Added Services (VAS) license regime where
licensee can offer bundled services under a single umbrella. Cognizant of this need, PTA
introduced CVAL regime in Pakistan in 2005-06 whereby more than 15 value added services
were merged into two license categories, data and voice. Since the introduction of CAVLs, 56
new CVAL have been issued by PTA and 71 existing value added licenses have been converted
to CAVLs. The main highlights of CVALsare:

O A 'Data’ CVAS provider may offer any one or more service types allowed to its
customers e.g. Multimedia, Burglar Alarm, Vehicle Tracking, Video Conferencing, Data
Service, Internet Service, Internet Cards (for data only) and Virtual Private Network
services or as added by the Authority from time to time.

0 A 'Voice' CVAS provider may offer any one or more service types allowed e.g.
Payphone, Trunk Radio and Premium Rate Services or as added by the Authority from

time to time.

0 CVASlicenses shall be valid for a period of fifteen (15) years. The Initial License Fee (ILF)
is Rs.100, 000 per province, with a further 50% reduction for Balochistan and non-profit
organizations while the ILF for nationwide CVALS is Rs. 300,000 only.

O A new regime of Class Value Added Registration Services (CVARS) has been
introduced for some applications and services e.g. Voice Mail, SMS, Interconnect Bill
Clearing House, Store & Forward Fax, Content Service Provider, Teletext etc. More may
be added by the Authority from time to time. CVARS applicants have to only pay Rs.
10,000 as processing fee, and there is no
Initial License Fee (ILF) or annual fee for the
period of the registration. Registration is
valid for a period of five (5) years only. At
the expiry of the registration a fresh
registration will be required.

l In the new licensing regime, incentives
have been given to the existing Value
Added Services Licensees. They can role
over to the new regime after fulfilling the
simple formalities without paying any
amount.

l Regulations for CVALS have been
developed and the Authority intends to
approve and notify them by the end of 2006.
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Infrastructure License

In view of the unprecedented developments seen in the telecom sector, huge market potential
attracting the operators and demand for enhancing and broadening the networks of their
telecom services amidst stiff competition to grab the newly emerging market shares in un
served areas, it was being observed that infrastructure development in the field of
telecommunications was the need of the hour. Coupled with this scenario it has been the
realization that the operators in the interest of their network expansion would to some extent
hesitate to invest huge amount of money towards the laying of infrastructure rather than
strategizing the same capital on their roll out plans. To promote infrastructure development,
the Authority introduced separate infrastructure license for further growth of the sector.
Infrastructure licensees will build their own infrastructure and may give on rent or lease it to
all telecom operators. It would help the telecom companies to cover the outreach areas in a

relatively short span of time thereby reducing the cost of laying their own infrastructure.

The process of Infrastructure and Telecommunication Tower licensing has been successfully
commenced and three Telecommunication Tower licenses have already been issued to eligible
parties. PTA has also prepared comprehensive documents for infrastructure licensees
wherein comments and suggestions of all the stakeholders have been incorporated.

Cellular Mobile Sector

The cellular sector has done exceptionally well in 2005 - 06. The current growth in subscribers
and teledensity has been the highest in the history of the cellular sector. The cellular
subscribers now stand at 36.8 million and the mobile density has gone up to 23.7%. Some of the

major issues/ challenges of cellular segment are given below:

Mobile Number Portability (MNP)

MNP enables the customer to change his or her mobile
operator/service provider while retaining the same mobile
number. This creates competition in the market, improves
services and provides an option of better range of choices for
those dissatisfied with the quality of service of their service
provider but do not want to change their mobile contact
numbers.

PTA has been making concerted efforts for implementation of
MNP and in this regard a strategy roadmap was developed by
PTA. Under this roadmap, with consultation from all the
stakeholders, PTA prepared regulations for MNP. These
regulations were finalized and gazette notified on 3rd August
2005.

Facilitating the industry, an MNP supervisory board
comprising of Chief Executives of all CMT operators and a PTA
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representative was formed in 2005. Mr. Tore Johnson, CEO of Telenor Pakistan was elected as
the Chairman of the MNP Supervisory Board. A company by the name of Pakistan Mobile
Number Portability Database (Guarantee) Limited (PMD) was also established in October,
2005. The company would look after central data base requirements. Meanwhile PTA
directed all concerned operators to upgrade their switches in terms of hardware and software
for implementation of MNP. All cellular operators will meet funding requirements of the
central database company equally.

Comprehensive work has already been done in this regard and the Authority is determined to
implement it by October 2006, Pakistan would be the first country in the region to successfully
implement MNP.

Mobile Handset Theft

During the last few years, the Mobile Handset Theft has become a curse in the society and
increasing number of cases for snatching and stealing mobile handsets are being reported.
The menace is most noticeable in the country's metropolitan city of Karachi. In order to check
this menace, the government has come up with a principal decision to initiate process on
implementation of a Central Equipment Identification Register based on International Mobile
Equipment Identity System (IMEI). The customers are already availing the facility to block
their SIM numbers in case of a theft of their mobile phones. The aim is to introduce the
technology that would disable the use of mobile set once it has been reported as stolen. The

idea is to register the identification/serial number of

each sold mobile set and to disable/block use of any
SIM on that particular mobile set on the request of the
customer in case it is stolen. As the problem is more
severe in Karachi, PTA is already working with
electronic dealers association, police and other law
enforcement agencies to overcome this menace.
Implementation of this system has already resulted in
a considerable drop in the cases of mobile handset
theftin the city.

The Authority has already initiated work on

implementing IMEI country wide and has asked all

the mobile operators to make available necessary

requirements on their switches. To make the
procedures and systems more effective, PTA is
forming the regulations for blocking the stolen mobile handsets. In this regard, a national
database will be formed. When these arrangements will be completed, the complaints of the
stolen mobile handset will be reported with cellular mobile company. After authentication of
the complainants and the IMEISs, the database would be updated and the stolen handsets will
be blocked.
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Use of Jammers & Disabling Devices

It has been observed by the Authority that unauthorised use of jammers and jamming
devices for cellular mobile operations has been causing interference in the services, reduction
in quality of service and a lot of in convenience to mobile users. Cognizant of the fact, the
Authority has been focusing on removing all hurdles in the smooth flow of mobile services to

people.

In this regard a public notice was issued in the press warning the suppliers, installers as well
as the users of the jamming devices that are causing interference in the licensed telecom
networks to remove all such devices. Instructions have been issued to State Bank of Pakistan
and licensed importers of such devices to also remove all unauthorized jammers. Only
downlink type approved jammers are allowed by PTA.

CBR has also been asked to confiscate all such jamming devices as their import has been
termed illegal. A joint survey of bank branches by PTA Enforcement wing, representatives of

mobile operators and FAB is also being considered to assess the situation.

The Ministry of IT & T issued policy on “use of jammers and disabler devices for blocking
cellular communication and related services” on 1% August 2006. PTA has been directed to

implement the policy directives.

Consumer Safeguard

With the deregulation a number of new players entered the telecom market who paid heavy
fees for their licenses and invested huge amounts in their infrastructure. However, the latent
demand was so huge that most cellular operators got millions of new customers which put
heavy load on their networks. To maintain that customer base operators have to maintain
their quality of service by investing further in their infrastructure to provide good quality

telecom services at affordable prices.

The Authority developed defined standards of service and plans to enforce them against the
offered quality of service whenever required. For this purpose the Authority proceeds
methodologically while setting up internal capabilities for ensuring standard services to the

telecom customers. Following is brief on Authority's activities for ef.salll)rligg 8uality telecom

servicesin the market. Public Complaints for the

Year 2005-06

Comphim il omeont o
Complaint cell forms an integral part of PTA as it

is responsible for addressing the consumer Fixed Telephony 11,311
. . . . LDI 49
complaints against all telecom service providers. v 205
The complaints lodged in the cell are utilized by | Cellular 2,084
the Authority to regularly review the issues Card Pay Phone 242
: : . o Internet Service Provider 106
raised through this mechanism and initiate Total 13,997

necessary actions for the rectification of the
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problems faced by the telecom users.

In 2005-06, PTA's complaint cell received and disposed 13,997 complaints as compared to the
lastyear's figure of 9,942 from telecom customers across the country.

Fixed Telephony

In the fixed line segment, 99% of the total complaints were received against PTCL which has
96% share in the market. Major complaints against PTCL were about faulty telephones and ill-
response of PTCL hotline. Similarly complaints were received against PTCL for not meeting the
demand for new connections and excessive billing. In addition many cases of malfunctioning of
remote area exchanges due to cable faults were reported. Directory assistance of PTCL has also

been criticized by PTCL's customers at large. Many cases were reported against obnoxious calls

being received from various PCO numbers.

Cellular Mobile Figure - 6
15% of the total complaints received to the Public Complaints for the Year 2005-06

Authority were made against mobile
Telenor Instaphone

operators. The breakdown by cellular 89% / 2%
operators is given in the pie chart. When

compared with last year, the percentage Vﬁ(r)/id\ MObiohnk
changes in the complaints against all of the : [ =4
operators have increased with the exception of

Mobilink whose complaints decreased from = p_j4a

61% in 2005 to 45 % in 2006. This change is =~ 8%

mainly due to the increase in number of
Ufone

subscribers of every company and decrease in e

market share of Mobilink. Furthermore, most

of the cellular complaints were registered for connectivity issues, poor quality of service,
distortions and delayed response by help line services. In addition numbers of cases were
reported for mobile handset theft and excessive billing by the mobile operators.

Other Services

Other services include WLL/LD], card payphones and value added services which accounted
for a minimal share of 4.3% of total complaints. WLL subscribers mainly registered complaints
for poor Internet connectivity, poor quality of service, misleading advertisements and wrong
billing. Complaints received against LDIs mainly revolved around poor connectivity, which was
mainly due to excessive sale of calling cards by the companies.

Quality of Service Surveys & Inspections

In2005-06 a total of 1,582 complaints were received and dealt with 1,168 inspections were carried
out. 43 hearings were held at PTA zonal offices and 9 raids were conducted. PTA also imposed
296 fines on card payphone operators on violation of license terms. 697 inspections were carried
out for checking tariffs of PCOs. Details of investigations carried out during the year are given at
Annex-5.
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Mobile Cellular Services

Special Quality of Service surveys of cellular mobile operators were conducted by PTA Zonal
offices of Peshawar, Lahore, Karachi, Quetta and Rawalpindi. Service quality of all mobile
operators was surveyed in their acclaimed areas of coverage respectively. Most of the survey
results were satisfactory. However, Zonal Office Peshawar carried out QoS Survey of
Mobilink, Ufone, Paktel at Mingora during November 2005 and services of all three
mentioned operators were found below license standards.

A joint survey with CMT Operators was carried out on the issue of installation of jammers.
Considerable interference was observed with number of banks. The banks were, therefore,
requested to switch off the jammers for smooth services in those areas.

Internet Service Providers Table - 7
A Quality of Service (QoS) survey of  Zone wise Performance of ISPs in Survey

operating in 50 cities across the Punjab 51% 28% 21%
country was also carried out during | gindh 33% 47% 20%
April - May 2006. The results of the _ Central 41% 36% 23%
survey (as givenin Table - 7) revealed I];I;Iﬁlziistan gg;‘: ﬁ;‘: i‘;:ﬁ

that45% of the country's ISPs were fulfilling the quality of service parameters and performing
well, while 35% ISPs depicted average performance in their services. The quality of service of
20% ISPs was not up to the required standards.

Based on the above results, the Authority gave
one month's time to all the operators showing
an average performance index to bring their
services to the stipulated quality benchmarks.
Similarly the operators with poor QoS were
issued a show cause notice under the |
provisions of Pakistan Telecom Act. PTA also
issued press releases in national media and
results were announced for information of
general public. Results are also placed on
PTA's website.

The Province wise results of the survey are
givenat Annex - 6.
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Illegal Telecom Traffic (Grey Traffic)

Traditionally illegal telecom traffic usually termed as “Grey Traffic”
is the bypass of legal gateways of a country with a view to avoid
government levies like license fees, taxes and other applicable
charges. The key reason of such practices has been non cost-based
settlement rates and resultant financial incentive. Like many other
developing countries, it is a big issue in Pakistan also. It not only
affects rightful revenues of licensed operators but also incurs huge [
losses to government exchequer. According to an estimate, illegal
termination has caused a revenue loss of approximately Rs. 3 billion g
duringlast year.

Before deregulation of the telecom industry, it was the incumbent who suffered from revenue
losses. PTCL had its own arrangement in the form of Network Surveillance & Security (NSS)
region which worked effectively as per their scope of operations. After deregulation, several
players were granted license for terminating/originating international traffic thus increasing
bypass possibilities. Advancement in technologyalso paved theway forlarger volumes of grey traffic.

Initiatives taken by PTA

PTA has taken several steps to curb the menace of illegal telecom traffic. These include
regulatory as well as technical measures. Following is a brief rundown on initiatives and
progress of Authority inreducing grey trafficin the country:

a. Establishment of Vigilance Cell in PTA in July 2005 which exclusively deals with the
issues of grey market telephony

b. Reduction in Accounting Settlement Rates (ASR) by 38.6% during last one year. High
settlement rates provide incentive toillegal operators to bypass legal gateways.

C. Development of CDR analysis capability wherein data received from operators is
analyzed for misreporting / concealment of traffic. PTA established a cell for this
purpose called CDR Management & Analysis (CMA).

d. Issuance of Policy Guidelines to telecom operators, enabling them to evolve their
procedures for arresting the menace at their own level.

e. Evaluation of technical solutions for automated detection and hence elimination of grey
telephony.
f. Conducting raids against illegal operators thereby saving Rs.650 million duringlast one

year. A total of 22 raids were conducted by PTA apprehending several illegal operators.
17 such operators were arrested while 36 VoIP gateways along-with associated
equipment were confiscated. It is important to note that 478 GSM SIMs and 161 WLL
sets were also recovered during the raids indicating change in trend from fixed to
mobile in terms of local termination.

g. Reconstitution of Vigilance Committee by Ministry of IT & Telecom, Chairman PTA
selected as Convener of the committee.
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PTA is fully committed towards the cause of eradication of grey telephony. In this regard the
Regulator also plans to acquire state of the art technical facilities with an aim to develop the
capability for locating suspected mobile SIMs, launching of media campaign for consumer
awareness and increasing frequency of raids, etc. Grey traffic is the problem of the entire
telecom industry and joint efforts are required from all stake-holders to root out this menace

from the country.
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Commercial and Legal Measures
In an increasingly competitive environment with the race to grab the upcoming market shares
by all the telecom operators, the Authority aims at making
sure that the services are not anti-competive and do not
disturb the level playing field so that they don't make the

operations of other operators commercially un-viable.

Determinations

During the year PTA issued determinations on
interconnections both for fixedline and cellular mobile
services. The Authority also took special regulatory
measures for decreasing the international settlement rates

and worked on USF collection.

Fixed-to-Mobile and Mobile-to-Mobile Interconnection Charges

As per the Mobile Policy, PTA was required to decide the mobile termination rates before the
end of 2004 based upon its view of termination costs by existing operators. Four mobile
operators were requested to work out their cost-based MTR on Fully Allocated Cost (FAC)
basis. Due to adoption of different costing methodologies by each operator and non-provision
of cost models to PTA, the operators were provided with the guiding principles and costing
methodologies for calculation of cost-based MTR, so that same basis can be applied by all

operators for uniformity purpose.

Keeping in view all the conditions, the Authority finally reduced the MTR from Rs. 2/minute
to Rs. 1.60/minute from 1% August 2005 to 30th June 2006, vide its determination dated 7" July
2005. From 15t July 2006 to 30th June 2007, MTR has been determined to be Rs. 1.25/minute.
The fixed termination rate for calls terminated on fixed networks from mobile networks has
been set at Rs. 0.52 per minute. This charge is effective from 1%t August 2005 and shall remain in
full force till revised by the Authority. These charges are accounted for and settled on per

minute basis from 1% August 2005 to 30

June 2006, with the exception of international
incoming traffic which shall continue to be accounted for and settled on per second basis.
From 15t July 2006 onwards, the settlement of interconnection traffic is done on per second
basis for all types of calls (local, long distance and international) whether terminating on fixed

networks or mobile networks.
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Mobilink, the SMP operator announced its tariffs without prior approval of the Authority. As
a result, other Cellular mobile operators requested the Authority to stop Mobilink from
charging discriminatory tariffs as it would result in discouraging Mobilink's customers to
make off-net calls to other networks and would affect their revenues from incoming calls.
Mobilink was directed by the Authority not to charge off-net tariffs in excess of on net tariff
plus the termination rates. However, after several discussions Mobilink continued charging

discriminatory tariffs.

After analyzing the issue with the operators, taking into consideration the hearings, the Act
and Mobile Policy, the Authority determined the following:

O The SMP operator (Mobilink) shall not unduly discriminate the on-net and off-net
calls and shall not charge additional tariffs for off-net calls in excess of the 'termination

charges' of the called network.

0 The SMP operator shall apply the same charging mechanism (in terms of time

duration) for on-net and off-net calls.

0 This determination shall be applicable on all packages (existing as well as
forthcoming) of SMP operator.

0 Mobilink shall make necessary revisions in its tariffs in compliance with this
Determination, within ten (10) calendar days of this Determination and confirm
compliance.

l Mobilink has notimplemented PTA's determination yet.

Other Determinations issued by the Authority

The Authority issued determination to number of telecom companies during the reported
period for violation of license conditions. The cases against which these determinations were
issued included sales of shares and change in management of the company without prior
approval of the Authority, provision of services without obtaining license from the authority,
illegal voice termination, discriminatory attitude of incumbent PTCL and unjustified tariffs.
The companies involved in such cases were also fined accordingly starting from Rs. 15,000 to
Rs. 500,000.

Reference Interconnect Offers (RIOs)

As a regulator of the industry, PTA has a due role to play in terms of deciding upon the
interconnection services to telecom operators from the SMPs of their respective domains. In
this regard the Authority after taking into account the viewpoints of all stakeholders of the
industry and thorough deliberations has approved the RIO of both PTCL as well as Mobilink.
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PTCL RIO for Mobile Operators

The Authority approved the PTCL RIO for fixed-line operators in May 2005. In order to
provide interconnection services to mobile operators on standard terms and conditions and
in meeting its obligations under the Interconnection Guidelines and Mobile Policy, PTCL
submitted its RIO for Cellular Mobile Operators (CMOs) to the Authority in June 2005 for
approval. The PTCL RIO for CMOs' contained two new Schedules (GSM International
Roaming and Short Message Services) and other necessary modifications so as to meet the
service requirements of mobile operators. PTA reviewed the draft RIO and also circulated the
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RIO to all mobile operators for their review and comments.

A number of meetings were held, the situation was thoroughly analyzed and deliberations
were made with the industry. The Authority finally approved PTCL RIO for CMOs in March
2006.

Mobilink RIO
In accordance with the provisions of the Interconnection Guidelines and Mobile Policy,
Mobilink submitted its draft Reference Interconnection Offer (RIO) to the Authority for
approval. The draft RIO was reviewed internally and also placed on PTA's website for public
consultation. Based on discussions with stakeholders, Mobilink
submitted its revised RIO on 18th August 2005 to the Authority. The
Authority reviewed the revised RIO and necessary modifications in the
document were incorporated keeping in view the deliberations with the
operators, PTCL's RIO and best international practices. The amended
RIO of Mobilink was approved by the Authority in July 2006.

Settlement Rates and APC

The settlement rates of Pakistan are regulated by the Authority
periodically in line with the international trends, the likely impact on
various stakeholders (particularly on LL and LDI operators) and other

relevant factors. For this purpose, detailed analyses were carried out

comprising financial impact of previous reduction in TARs, various B
scenarios for the future settlement rates and the prevailing settlement
rates of the LDI licensees etc. The consultative sessions were also held with the key

stakeholders of the AP regime.

Based on the findings/results of the aforementioned factors, a reduction of 5% was made in
the settlement rates with effect from January 01, 2006 by bringing them down to a level of US
Cents 12.83 per minute (comprising APC of US Cents 6.83 and LDI share of US Cents 6 per
minute). To align this reduction in settlement rates with the international market trends, it
was further decided by the Authority that the settlement rate for all countries shall be US

cents 12.83 per minute.
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The reduction of 5% made by the Authority was effective till June 2006. Thereafter it was
decided that further reduction be made in the rates so that the rates are aligned with the
international market while at the same time termination of illegal international traffic is
discouraged within Pakistan. Accordingly, the rates have been reduced to US Cents 10 per
minute (both APC for USF and LDI share have been fixed at US Cents 5 per minute).

In Service of Nation

Earthquake Relief Efforts

In the aftermath of the disastrous earthquake devastating the lives of our Kashmiri brethren
as well as the entire infrastructure of the AJ&K areas, PTA and telecommunity of Pakistan

responding to the call of the hour very promptly took several measures to ease the sufferings

|

of the affected people and
contributed in whatever
way possible in the relief
and rescue operations.

These measures included

donations, regulatory
concessions, and on spot
relief efforts. PTA
contributed Rs. 200 million
to the President's relief
fund. In addition, PTA

employees contributed 3

days' salary to the

President's relief fund. PTA was also at the forefront in providing relief goods to the
earthquake hit areas of Balakot, Muzaffarabad, Rawalakot and Bagh. In order to augment the
telecom services in earthquake affected areas, 45 VHF sets were provided to army engaged in
relief work in affected areas. Similarly, PTA allowed all licensed operators including cellular
mobile operators to provide telecom services in AJ&K on temporary basis. NGOs working in
the affected areas were allowed to use satellite phones and VSAT installations without any
regulatory fees. The International Relief agencies were assigned VHF and HF frequency

bands without any regulatory fees for coordination in the relief efforts.

All major telecom operators made every possible effort to contribute in the emergency rescue
and relief operations. The relief packages included cash contributions as well as relief goods.
In addition, the operators also provided free telecom facilities in the affected areas. More than
Rs. 263 million was donated by the mobile operators collectively to the President's relief fund.
Similarly the mobile operators also took other initiatives including free SIMS and handsets to
the affectees, and mobile BTS installations at the affected areas. PTCL also made significant
contributions and donated Rs. 30 million to President's relief fund. In addition to that PTCL

also provided/restored communication facilities in the affected areas.
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Telecom Forums

Pakistan Telecom Authority arranges
interactive platforms for customers,
operators, intelligensia and Government to
interact on important issues related to the
sector and services with an aim of realizing
the growth potential of specific areas. The
Authority arranged a series of forums in
three provinces of the country during the
tiscal year 2005-06.

The first forum was held in Karachi, Dr. Ishratul Ibad, Governor Sindh was the chief guest.
Appreciating the rapid telecom growth in Sindh with significantly improved telecom
indicators over the past few years, he observed that teledensity in Sindh is now higher than
the national average and a large number of towns and rural areas have been provided with
telecom facilities. PCOs have sprung-up in many villages providing much needed
connectivity to the people of these villages who go to work in bigger towns and cities. During
the forum, it was highlighted that certain parts of rural Sindh still require basic telephone
facilities. Internet access, especially broadband services must cover more cities and towns.
Representatives from telecom companies also attended the forum.

A seminar was also arranged by PTA in Lahore to address the issues related to development
of telecom in Punjab. Speaking on the occasion Governor Punjab, General (R) Khalid
Magbool, expressed his gratification on the state of telecom in Punjab. However concerns
were raised by speakers on state of telecom facilities in rural Punjab. Chairman PTA told the
participants that expanding PTA's network to rural Punjab was a great challenge. Warid
Telecom and WorldCall informed the public about their plans of expanding their services in
the province. Warid telecom has created around 4,000 jobs in Punjab and an amount of Rs. 500
million was collected from Warid in the form of taxes in Punjab only. Similarly, WorldCall
has also created about 2,400 direct and 50,000 indirectjobs in Punjab.

Pakistan Telecommunication Authority
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Capacity Building of Journalists

Print and electronic media play an important role to disseminate information to general
public as well as in drawing a picture to the foreign investors about the state of Pakistan
economy in general and telecom sector in particular. In order to improve the understanding of
the members of press about the regulatory regime, issues and challenges of Pakistan's telecom
sector PTA organized a National Workshop on Telecommunication Reporting for the
capacity building of media personnel. The first ever national workshop on
telecommunication was held from July 16 to 17 at Bhurban. Journalists from the major
electronic and print media organizations participated in the workshop. Prime objective of the
workshop was to enable the media men to have better understanding of status of the rapidly
growing telecom sector, various issues facing the sector and future trends which would
ultimately help them in fulfilling their professional assignments.

Chairman PTA Major General (R) Shahzada Alam Malik briefed the participants about the
spectacular growth of telecom sector. Senior PTA officers having expertise in their domains

made presentations on different topics pertaining to telecom sector including award of telecom
licenses, various types of licenses, grey market telephony, Quality of Service (QoS) surveys,
license enforcement, GSM, WLL, LDI operations, telecom law and regulations. Mediamen were
apprised about the latest developments taking place in the telecom sector of the country and its
phenomenal growth. The workshop also included a very fruitful and candid question answer
session.

Assistance and Facilitation
Rural Telephony in Pakistan

The development of rural communication has been on the agenda of PTA. PTA is exploring
ways and means to increase access of telecom services in rural areas that are self sustaining, cost
effective and best suited to the social and environmental needs of the local community. To this
end a special Rural Communication Cell has been established in the Authority with an aim to
focus on thisissue.
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The current teledensity in rural areas of Pakistan is less than 2% whereas only 23% of the rural
areas are covered with telecom facilities. To bridge this digital gap in Pakistan, PTA has taken
several initiatives. The Authority is working an improving access to telecom facilities in rural
areas through the establishment of Rural Telecentres which provide telecommunication
facilities under one roof. These facilities would include public payphone service, fax,
Internet, and printing facility to the rural population of that community. Soft lauch of the
project was held in Islamabad in August 2006. PTA and UNDP have signed MoU for
establishment of Telecentres in rural areas for improvement of rural telephony by helping
mobilize and channelize every possible resource. Several banks have been contacted to make
credit lines/micro finance available for providing loans to people in the rural areas for the
establishment of PCOs & Telecentres. Under the National Bank of Pakistan's “President's
Rozgar Scheme”, soft loans would be provided for the establishment of Telecentres in rural
areas. In this regard, Zarai Taraqiati Bank Ltd (ZTBL) and First Women Bank Ltd. are also
finalizing a product that will facilitate entrepreneurs
in rural areas. PTA is also working with Pakistan
Post to establish PCOs in post offices located in rural
areas through Card Payphone (CPP) operators. In
addition cellular mobile operators were requested to
provide free mobile phone sets and subsidized
connections to Postmen working in rural areas. The
Ministry of Health has been requested to provide
space in their health establishments in the rural areas
for setting up PCOs and Telecentres. Similarly
Ministry of Education has been requested for
utilization of rural educational establishments for
setting up PCOs and Telecentres for the service of
communities inrural areas. The first ever Tele center
has been established at Lachi NWFP on 20th April
2006. This projectis ajoint venture of UNDP and PTA
where as the projectis being financed only by PTA.

With the above initiatives taken by PTA, it is
expected that the rural areas of the country would be
provided with the long due telecommunication
access leading to increased linkages, economic and
social activities, job opportunities and flow of information inrural areas.

Universal Service Fund

The concept of Universal Service Fund was introduced in Telecom Deregulation Policy with
the objective to meet the needs for basic telecommunication and ICT services in un-served
and under-served areas throughout the length and breadth of the country. Prior to
deregulation of telecommunication sector, the only contributor to universal services
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obligation was PTCL. However, with the new licensing regime in place, all the telecom licence
holders including LL, LDI and Mobile will contribute in the USF. Following is a list of
expected contributions made towards USF.

Grants made by the Federal Government and the Provincial Government
Prescribed Contribution by licensees.
Sale proceeds from the auction of the right to use radio spectrum.

Loans obtained from the federal government

O O O O d

Grants and endowments received from other agencies.

So far, LDI operators have deposited the revenues from incoming international traffic
terminated on cellular mobile networks into the Universal Service Fund account, maintained
by the Authority. During the year 2005-2006 a sum of Rs. 1.31 billion have been collected in
this account. These funds will be utilized for provision of access in the underserved areas,
once the USF disbursement policy is finalized.

Electronic PTA - A Step Towards Increased Regulatory Efficiency

With an aim to achieve high efficiency in the working of the Government that is cost and time
effective as well as transparent and having better intra governmental linkages, the
Government has embarked on a very ambitious and state of the art program of e- Government
in the country. PTA is the first organization in the Federal Government to fully automate all its
divisions to electronically process the internal files and replace the existing paper files with e-
files. The initiative was taken in October 2005 with the assistance of Ministry of IT. In a short
time span of only six months the new system was implemented in PT A on 31st March 2006.

The new system, the Internal Communication Module automated the process of file

AGe processing and increases the efficiency of file handling and
. /. 2z disposal of cases. Under the new system at PTA a total of 4000
existing paper files were digitally scanned and stored in a
. database and uploaded to the new IC module initially. The new
system is integrated with current e-mail system. The new
system has the capability of showing the files during its
processing route with an aim to complete the routing procedure
within stipulated time and efficiently. Resultantly the
8 processing time of files has drastically reduced and the
| efficiency of the officers has increased many folds. The system

uses digital signatures for authenticity and security.
The new system has the capability to tie into similar system

being replicated to other ministries of the Federal Government and will be part of the greater
e-government network.
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Spectrum Management

Frequency Allocation Board has exclusive authority to allocate and assign portions of radio
spectrum to the Government organizations, telecommunication services, electronic media
and others in Pakistan. Major tasks performed during the reported period are briefed in
ensuing paragraphs.

Spectrum Reframing

V.1Ld £q saanseay L103enSayy

After the successful implementation of the two new cellular licenses and spectrum reframing
to allow an efficient dual band spectrum allocation to all GSM
operators of Pakistan for efficient use of frequencies, FAB has
been entrusted the task of facilitating existing licensees in
clearing interference issues arising out of the legacy spectrum
owners and licensees operating public switched mobile and
wireless networks.

In addition, looking forward in the future FAB has been given
the task to reframe and clear spectrum for a host of services
envisioned for the 3G and 4G era. Government of Pakistan is
cognizant of the fact that for developing economies like that of

Pakistan the way forward is to open up new lucrative

spectrum bands to all wireless broadband access in the local
loop.

Although several lots of 3.5 GHz spectrum were allocated in the last round of frequency
auctioning but more issuances are being contemplated.

New Spectrum Allocation

Microwave & Broadcasting Frequencies

Several Cellular, WLL and LDI operators approached FAB for allocation of frequencies in
different microwave ranges. FAB has allocated 4 channels (40 + 40 MHz each) to Warid
telecom In addition, FAB allocated appropriate frequency to 47 applicants for establishment of
FM Sound broadcasting Transmitters in various parts of the country during last 6 months.
Suitable FM/AM frequencies were also allocated to PBC for smooth operations of
Government owned radio-broadcasting agency.

Multi Channel Multi Point Distribution System (MMDS)
PAF and PTCL have also been directed to vacate the MMDS bands and the matter is being
handled by the Inter-ministerial Technical Committee on Convergence in the MolIT.

Itis expected that fairly soon, some sections of the existing MMDS band shall become available
for telecommunication and IT applications that will revolutionize the broadband landscape of
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Pakistan. This will clear abundant opportunities for WiMax applications. The regulator has
been actively pursuing public awareness through several regulator sponsored workshops
and seminars with SARCOP and SAMENA.

3G Licensing

PTA is expected to issue 3G licenses next year. FAB has been asked to clear the 3G spectrum
suggested in the Cellular Policy 2003. FAB has been actively pursuing the vacationing and
reforming of spectrum with PAF, PTCL, SNGPL, SSGCL, NHA, SUPARCO, NTC, PARCO
PAKNavy, NTDC, BP etc for the required 3G bands.

Other Prime Brands

The GSM1800 band has been vacated while the vacation of WLL band is being pursued
actively. Pakistan Broadcasting Corporation (PCB) has successfully vacated CDMA 450 MHz
Band. Pakistan Television Corporation (PTVC) and Shalimar Television Network (STN) are
also being pursued for vacation of CDMA 479 MHz Band. WAPDA and PAF have agreed to
vacate the CDMA 1900 Band and move to other suitable frequency bands.

Spectrum Monitoring

FAB carried monitoring by employing MMMS for 3 GHz 18 GHz band to check the status of
WLL and microwave bands allocated to various operators and identified 9 and 12 illegal
signals in FTR & MTR respectively. Their verification and further evaluation is in progress.
FAB also carried out monitoring on complaints of various authorized spectrum users
regarding interference issues and resolved 236 cases.

Conclusion

Formulation of a judicious, self sustaining and transparent
regulatory framework has been the heart of what the Authority
has been doing in order to maintain a progressive and robust
telecom industry. The added consideration has been to have such
regulatory decisions that not only suit the prevailing scenario in
the country's telecom sector but also meet the challenges of the

newly emerging technologies in the field of telecommunications.

The Authority's determinations focus on providing a level playing
field to all the stakeholders by removing all the bottlenecks,
streamlining the procedural matters and fair dispute resolution to
the satisfaction of all the concerned parties so that the industry
flourishes, private sector operates without impediments and the
customers benefit from progressive services.
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Introduction

Pakistan Telecommunication Authority (PTA) maintains close
liaison with regional and global telecommunication
organizations and regulatory bodies of other countries for
sharing of experiences on best international practices to
regulate telecom systems and services effectively. PTA actively
participates in different events organized by leading
international telecom organizations like ITU, APT and SAFIR
etc. Through multilateral cooperation, PTA strives to create
enabling environment for the development of telecom and ICT
sectors domestically, bridging the digital divide across the
member states and also provides assistance to other countries
in this regard. The main activities carried out by International
Liaison Directorate during past one year are summarized

below:

Hosting of APT Meetings

PTA hosted two major meetings of the 10th Session of the
General Assembly (GA) and 29th Session of the Management
Committee (MC) of Asia Pacific Telecommunity (APT) which
were held from 30 Nov to 8 Dec 2005 at Islamabad. This was the
first time that Pakistan hosted and arranged such a prestigious
event. Prime Minister of Pakistan, Federal ministers, foreign
dignitaries, important government functionaries and private
sector representatives graced different sessions of the
meetings. 114 representatives from the 25 Member

Administrations, 2 Associate Members and 11 Affiliate
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Members attended the event. The General Assembly meeting besides conducting other
business matters elected new President and two Vice Presidents during its session. The
President of the General Assembly is elected for three year term by member countries.
During the first session of GA, Executive Director of APT invited the nominations for the
President of General Assembly and Maj. Gen. (Retd) Shahzada Alam Malik, Chairman PTA
was unanimously elected as the President. Mr. Charles Punaha (Papua New Guinea) and Mr.

Tin Htwe (Myanmar) were elected as Vice-Presidents.

The event was hosted with excellent administrative and management skills that drew

gained wide appreciation of all the distinguished participants.

Pakistan Telecommunication Authority



Visit of Secretary General ITU to Pakistan

On the eve of APT General Assembly and Management Committee Meetings held at
Islamabad, Mr. Yoshio Utsumi, Secretary General of the International Telecommunication
Union (ITU) visited Pakistan from 29-30 November 2005. Mr. Yoshio Utsumi also visited
PTA HQs and was briefed about recent developments in telecom sector of Pakistan
particularly liberalization process. He was informed that as a result of successful
implementation of deregulation policy, different segments of telecom sector are growing at
anastoundingrate.
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Later the Secretary General, ITU planted a tree at PTA HQs and met with PTA officers. PTA
memento was presented to him by Chairman PTA. Mr. Utsumi lauded the recent growth of
the telecom sector of Pakistan and termed it a success story.

Consultancy & Assistance Provided to other Countries

The recent exhilarating growth patterns in country’s telecom sector have drawn wide
appreciation and acknowledgment. Emerging global and regional telecom industries look
up to Pakistan for guidance and input in the backdrop of a visionary telecom deregulation
policy and its successful implementation by the regulator. PTA provided assistance and
shared its experiences on different regulatory issues with Uganda, Bangladesh, Bhutan and
Oman as detailed below:

Study Visit by Delegation of Uganda

PTA hosted study visit for a delegation of Uganda’s Rural Communication Development
Fund (RCDF) Board from 19-25 June 2006. The delegation was comprised of six members of
RDEC of the Uganda Communication Commission (UCC) and was headed by its Chairman
Engr. Dr. Samuel Kiggundu. Series of briefings were arranged in PTA Headquarters which
covered areas like interconnection issues regarding projects for universal access , monitoring
and evaluation of universal access funded projects and programs, tariff structure and control

of universal access services, management and administration of the universal access funds,

Pakistan Telecommunication Authority
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access to frequency spectrum by telecom operators under universal access funded projects
and programs, tendering procedures and coverage of universal access funds etc. The
delegation found the study visit useful and UCC conveyed its thanks and gratitude to PTA for

offering assistance in this regard.
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Bangladesh

A training was arranged on “Spectrum Monitoring” for a group of officers from Bangladesh
Telecom Regulatory Commission (BTRC) on their request. The group comprising six
members attended the training from 4 to 8 April 2005. The training covered Spectrum
Planning & Management, Frequency Allocation Procedure in Pakistan, Broadcasting
Services, Mobile Services, Fixed Services, Spectrum Planning & Management, Spectrum
Monitoring Techniques, Spectrum Management Database, Spectrum Monitoring Principles
& Goals, Demonstration / Practical Training on VHF / UHF Mobile Monitoring Station,
Practical demonstration of Spectrum Management Tasks, Introduction & Demonstration of
Mobile Microwave Monitoring System etc.

Assistance was given to BTRC on their special request regarding grant of new mobile license.
In this connection, Mr. Muhammad Saeed, Director General (Finance & Commercial Affairs),
PTA visited Bangladesh in September 2005 and reviewed the documents drafted by BTRC for
issuance of new mobile license and suggested appropriate improvements. He provided
expertadvice to BTRC officials regarding the bidding process and allied aspects.

Bhutan

On the request of the Ministry of Information & Communications (MIC), Government of
Bhutan, ITU Regional Office for Asia & the Pacific at Bangkok, Thailand contacted Pakistan
for consultancy support to Government of Bhutan with regard to issuance of second cellular
mobile license. A list of suggested experts from PTA was forwarded to ITU Regional Office at
Bangkok and Mr. Muhammad Ahmad Kamal, Director, PTA was selected. He visited Bhutan

Pakistan Telecommunication Authority



and provided consultancy assistance from 16 May 2006 to 15 June 2006 (4 weeks) to MIC
Bhutan on ICT & Telecom Policy Framework / implementation mechanism and prepared
Information Memorandum (IM) for issuance of second mobile license. The bidding for

award of license is expected in October 2006.

Oman

In February 2003, the newly established Telecommunications Regulatory Authority (TRA)
of Sultanate of Oman approached PTA seeking assistance in setting up of their said
organization. They requested the such of few officers on deputation from PTA for
transferring knowledge and expertise to their employees for capacity building of their
organization. Consequent upon this Mr. Inayat Ullah Khan, Director General (Law), Mr.
Muhammad Saeed, Director General (Finance & Commercial Affairs) and Mr. Muhammad
Saleem, Director (Economic Studies) were allowed to take up their new job in TRA of
Sultanate of Oman. All these officers are still serving in TRA and rendering useful services.

ITU Election Campaign

ITU Plenipotentiary Conference (PP-06) is scheduled to be held from 6-24 November 2006 at
Antalya, Turkey. During the course of the deliberations, elections will be held for different
positions of ITU. Pakistan has been a very proactive member of the organization and the RR
Board and commands huge respect among the member states. Government of Pakistan has
decided to contest elections for two positions i.e. ITU Council seat and Radio Regulation
Board (RRB) membership. Major General (Retd.) Shahzada Alam Malik, Chairman PTA has
been nominated by the Government to contest the election for membership of RRB. PTA has
prepared a strategy of the election campaign to secure both these positions. The campaign is
being conducted in collaboration with Ministry of Foreign Affairs and Ministry of IT&T.

Interaction with Regulatory Bodies

On the invitation of telecom regulatory bodies of other countries, Chairman PTA visited
these regulatory authorities to share Pakistan’s experience regarding liberalization and
privatization of its telecom sector and to discuss important regulatory issues with his
counterparts. These visits turned out to be very fruitful and mutually beneficial.

Egypt

Telecom sector of Egypt is undergoing the process of liberalization and privatization. In
order to benefit from Pakistan’s experience, National Telecom Regulatory Authority
(NTRA) extended invitation to Chairman PTA for a visit. Chairman PTA visited Egypt from
17-22 February 2006 and held wide range discussions with his counterpart.

Japan
Ministry of Internal Affairs & Communications (MIC) of the Government of Japan,

recognizing and appreciating the transparency and fair mechanism adopted by PTA for
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liberalization of telecommunication
sector of Pakistan, invited PTA Chairman
to Japan. In its invitation letter, MIC
applauded personal initiatives and efforts
of Chairman PTA which made the vision
of telecom liberalization a reality for
Pakistan and brought into its folds
enormous economic gains for the country.
' Chairman PTA visited Ministry of
Internal Affairs & Communication (MIC)
Japan (2-7 July 2007) and called upon the
Japanese Senior vice Minister for Internal
affairs and Communications Mr.
Yoshihide Suga in Tokyo. During the
meeting, matters relating to mutual
interest came under discussion. Both the
- sides exchanged views on ways and

means for enhancing bilateral relations
and cooperation in the field of
telecommunications and ICT. Chairman PTA briefed the Japanese minister about the fast
paced growth being witnessed in the telecommunication sector in Pakistan. He informed that
due to investor-friendly policies of the Government of Pakistan and fair regulatory regime
adopted by the regulator, Pakistan’s telecom sector has been able to achieve unprecedented
growth in recent years. Lauding the Telecom liberalization policies of the Pakistan
Government, Mr. Suga said swift development in the telecom sector particularly in the
cellular mobile sector has drawn deep appreciation from the global telecom community. He
assured his Ministry’s full support and cooperation towards exchange of expertise and know
how for the introduction of modern telecom technologies in Pakistan. Other senior officials
also participated in the meeting and discussed important issues pertaining to regulatory
matters of the telecom sector.

USA

Chairman PTA visited Federal Communication Commission (FCC), Qualcomm USA and
United States Telecommunication Training Institute (USTTI) from 27-29 July 2006 as part of
enhancing cooperation between the two countries in the field of telecommunications and
regulatory affairs.

Canada

Chairman PTA visited Canadian Radio-television & Telecommunication Commission
(CRTC) and Bell Canada from 30-31 July 2006 and held bilateral meetings with top officials of
CRTC.
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International Recognition of PTA Achievements

GSMA Government Leadership Award 2006

The Global System of Mobile Association (GSMA), a leading global trade association
representing more than 680 mobile operators, awarded Pakistan with the prestigious GSMA
“Government Leadership Award 2006” during the 3rd GSM World Congress 2006 held in

Barcelona, Spain. The award was given in recognition of exceptional work done by the
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Government and regulatory body of Pakistan in the field of mobile communications policy

and effective regulatory framework. Pakistan was chosen amidst stiff contenders including
India owing to the unprecedented progress in establishing a thriving mobile communications
sector in a span of just three years. Pakistan is the first country from the region to have

achieved this pretigious award after only Brazil worldwide.

Global Regulatory Exchange Award (G-REX)

Telecommunication Development Bureau of the International Telecommunication Union
(ITU) awarded PTA a “Certificate of Appreciation” for its high level participation and
excellent support to the G-REX Regulators” Hotline. Global Regulators” Exchange (G-REX) is
a platform for national communications regulators, policy makers and regional regulatory
organizations. G-REX acts as a medium for sharing information, views and experiences on
pressing regulatory issues. It also has a Regulators” Hotline for sharing information across the
world. The Bureau has appreciated PTA’s contributions towards the dialogue process among
regulators from all over the world and recognized its high level participation and support to
the G-REX Regulators” Hotline.

PTA Web Site Rated the Best by LIRNEasia
A survey of the websites of National Telecommunication Regulatory Authorities in the Asia

Pacific region revealed that six counties - Australia, Hong Kong, Jordan, Malaysia, Pakistan
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and Singapore - stand well above
from the rest, with Pakistan leading.
The research was conducted by
LIRNEAsia, and supported by the
International Development
Research Center of Canada (IDRC)
as part of the research program on
regulatory and sector performance
indicators in the ICT sector.
LIRNEAsia is a regional ICT policy
& regulatory capacity building
organization funded by IDRC and
InfoDev of the World Bank. The
organization short listed 27 web sites
from the Asia-Pacific Region

covering 62 economies and declared
that Pakistan leads in providing
regulatory services on-line. The web sites were rated on the availability of information
including Telecommunications Act and statistical indicators, consumer and citizen
information, business information, telecom regulatory news and other features for

dissemination to the general public.

Participation in Events of International Telecom Organizations

PTA actively participates in various events organized by ITU, APT and SAFIR etc. The key
events held during this year as well as participated by PTA officials include ITU Council
Sessions 2005 and 2006 at Geneva Switzerland, APT Operator Forum at Seoul Re-Public of
Korea 2005, ITU Forum of the Regional Working Group on Private Sector issues on
Promoting ICT Technologies & Broadband Applications Bangkok-Thailand 2005, 3rd GSM
World Congress Asia at Singapore 2005, 7th South Asia Telecommunications Regulators’
Council (SATRC) Meeting of APT at Maldives 2005, 3GSM World Congress 2006 at
Barcelona-Spain 2006, Frequency Coordination Meeting with Satellite Operators of Eutelsat
at Paris-France 2006, World Telecom Development Conference (WTDC) at Doha-Qatar 2006,
Preparatory Meeting for the Plenipotentiary Conference at Bangkok-Thailand 2006, APT
Policy & Regulatory Forum (PRF) at Macao-China 2006 and China-Beijing International
High-Tech Expo a Beijing-China 2006.

Foreign Trainings (July 2005-June2006)

The Authority has been able to fulfill its commitments towards the progress of the country’s
telecom sector owing to a well prepared, technically equipped and hardworking team
comprising of its officers. As part of capacity building program, PTA sends its employees to
renowned world institutions to participate in training courses to update their skills and
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know how according to the latest telecom trends. During the year under review a total of 11
officers from different cadre attended courses / seminars / symposiums / workshops held
in Thailand, USA, Japan, Australia, China, India, Malaysia and Bangladesh. Upon their
return the participants prepared Post Visit Reports for information of the Chairman and

o1jeay] [euonjewrojuy

made presentations to PTA officers.

Conclusion

Pakistan stands as a very proactive and respected member in the comity of Global
Telecommunications Organizations. Recent growth trends witnessed in the country’s
telecom sector, particularly in the cellular mobile segment and the record inflow of FDI in the
telecom sector has won laurels from within the country and abroad. Today emerging telecom
industries look up to Pakistan telecom regulator for guidance and expertise. Pakistan has
emerged as an investor friendly country and has raised its key by successful hosting of key
international telecom mega events has raised the image of Pakistan. Fruitful interactions of
the Chairman PTA with the teams of various regulatory bodies have not only resulted in
mutual benefit in the field of telecommunications and regulatory affairs but have also helped

in cementing the existing strong bilateral ties of Pakistan with those countries.
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Mobile Sector Overview

Telecom industry has shown significant improvement since its
liberalization was initiated in January 2004, with an
unprecedented growth in mobile sector.

Pakistan, over this period, has remained fastest growing
domestic mobile market across Asia. Table - 8 above show that
although other regional countries are also performing well but,
Pakistan has been experiencing more than 150% continuous
growth rate for last two years, which is unseen elsewhere. This

Table - 8
Mobile Penetration in

Regional Countries (%)

Hong Kong 115.6 123.1 124.4
Singapore 84.0 93.7 100.7
Malaysia 54.6 60.1 76.8
Pakistan 5.7 14.0 22.2%
Sir Lanka 11.3 17.1 17.4
India 4.3 6.8 8.1
Bangladesh 2.0 3.9 7.8

Neial 0.33 0.98 1.5

has placed Pakistan at the top of the list of highest telecom
growth achievers.

This growth and development have only been achieved
through very bold and positive regulatory measures including
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Mobile Cellular Services

deregulation of telecommunications, reduction in taxes and
regulatory fees, slash in mobile termination rates and change of

interconnection charging regime to unrounded minutes.

Currently, the mobile sector is undergoing intense competition
among the six mobile operators. In this scenario and in the best
interest of their long term sustainability, mobile operators are
now forming strategies driven towards being at lowest cost,
extensive network coverage and connectivity, innovative
| products and segmentation. Value Added Services have become
important over last two years. Operators have launched services
like GPRS/ EDGE, MMS, BlackBerry corporate mobile email
solution, mobile banking, ringback tones and several other content based options available

elsewhere. Due to market growth and tantamount increase in subscriber base since
deregulation, operators are also focusing now on retaining customers, improving quality of
service, enhanced customer services and above all, packages that concentrate on brand
loyalty, such as friends and family (FnF) packages, fractional minute billing, international
roaming, GPRS, prepaid roaming, low cost SMS etc. With the same objective and to enhance
ARPUs, mobile players are segmenting their customers and announcing packages
accordingly to meet their needs. Recent examples include Jazz Octane and De]Juice focused on
youth segment, Talkshawk for the financially constraint and students, and various other
prepaid and postpaid offerings for the female sector of the society.

Apart from the growing impetus to the mobile industry the Government of Pakistan is also
benefitting in terms of increased revenues obtained in the form of taxes, increased
employment, access to inaccessible areas, enhanced economic/business activities and above
all, better living standards. The telecom industry has contributed Rs. 77.1 billion over the last
one year out of which the tax collection is Rs. 59.7 billion. Mobile sector alone contributed 65%
of the total tax contribution by telecom sector. The collection in activation tax has increased
manifolds, despite reduction in activation tax charges gradually from Rs. 2,000 in year 2002 to
the current level of Rs. 500. Some industry analysts attribute reduction in activation charges
to be the main triggering factor for mobile sector growth during the last two three years.

Due to the competitive state of affairs average revenue per user (ARPU) stands at US$ 5.7,
reduced sharply by more than 37% over the last two years. However, this reduction is offset
by substantial increase in subscriber base increasing overall revenues across the board.
Further, the reduction in ARPU, which is mainly from voice centric services, is forcing the
operators to explore other avenues for increasing their ARPU. As a result the operators are
concentrating on the data services and gearing up for 3G. The revenues of Mobilink, the SMP
operator, show an average increase of 65% per year over the last three years and chasing
closely the revenues of incumbent operator PTCL. Itis noteworthy that Mobilink is providing

Pakistan Telecommunication Authority



only mobile services, whereas PTCL is providing wide range of telecom services to the users

and also maintaining the telecom backbone of the country.

Government of Pakistan under its liberalized investment policies has allowed 100% profit
repatriation to foreign investors, unconditionally. Due to the stringent rollout obligations
and the competition, operators are constantly investing in the networks for capacity and

coverage enhancements. Last Figure -7

year, total investments made in Revenue Comparison of

the mobile sector were US$ 1,327 PTCL & Mobilink (2004-2006) (Rs. Millions)

million. | Mobilink  mmm PTCL |
80,000

Unprecedented growth in mobile 70,000

sector due to government policies ) 60,000

has resulted in largest pool of g 50,000

foreign directinvestment, increase g 40,000

in employment in telecom and = 30,000

resulting increase in overall socio 20,000

economic well being of the 10,000

country. 0 A

2003-04 2004-05 2005-06

Mobile Sector Financials
Growth in Operators Revenues

Revenues of mobile sector have increased at an average growth rate of 80% per year for the
last two years, despite unhealthy forecasts due to global and regional socio-political

situation.

The increase in revenues is attributed mainly to sharp rise in number of mobile subscribers
and reductionin tariff.

Figure - 8
Total Revenues of Mobile Industry (2002 - 06)

Highest contributor to the
(Rs. Millions)

cellular sector revenues was

Mobilink - SMP operator, 100,000
while Ufone, Telenor & 90,057
. 80,000
Warid have also performed
=]
i £ 60,0004
well during the year. All = 48,880
operators expanded their 5 49 000- e
network during this period, o 8,180 19,758 4
. . 20,000
with the exception of P
Instaphone (Pakcom) that 0 T ——— ——
2001-02

is still lagging due to change 2002-03

2003-04

2004-05

2005-06
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Mobile Cellular Services

of management and ownership of the ) Table -9
company. Total Mobile Industry Investment
(US$ Million)
I order to maintain bronding edge and W05 200506 2006-07E
bscrib K Mobilink 459.0 679.0 336.9
attract new subscribers networ Ufone 162.0 59.0 250.0
expansion towards inaccessible areas is Telenor 259.5 352.0 130.0
expected to continue resulting in | Warid 198.1 155.9 425.0
. . . Paktel 236.0 81.0 187.0
continuing investment commitments I
nstaphone 293
from the mobile operators. Fear of WLL 441 1,314.6 1,326.9 1,328.9

further expand their coverage and improve their service quality.

Mobile ARPU, has shown a declining trend resulting from intense competition for acquisition
of new subscribers and retaining existing customers. ARPU comparison table shows changes
during the last 3 years. Last year, the drop in ARPU was 31% and was 8%in 2004-05. This
reduction in ARPU is primanly due to more induction of lower income customers. Further, it
can be argued that by lowering tariffs the affordability of lower income group increases, which
adds to subscriber base and mobile penetration. However, due to low usage pattern of this

lower income group, per subscriber revenues Table - 10
(ARPUs) tend to reduce with increased mobile Comparison of Mobile
penetration. The above-mentioned ARPU of Pakistan& India
phenomenon stands correct for the trends of (US$/Sub/month)
ARPUs in India & Pakistan, where drop in _
ARPUs of Pakistan is higher due to faster 2003-04 9.0 8.6
growth in its mobile penetration. It is expected 2004-05 8.3 8.3
2005-06 5.7 6.6

that usage pattern of mobile users will be
improved due to low tariffs and ARPUs will be _

better in the coming years.

Table - 11
. Tax Collection from
Taxes by Mobile Sector Mobile Industry
Mobile sector has been one of the major (Rs. Million)

contributor to the government’s revenue.
During year 2005-06, mobile sector contributed  Activation Tax 4,020 7577 11,398

65% towards the total revenue raised by 'GST/CED 5243 9,872 18,770
Withholding Tax 2,256 4,470 8,584

Government through tax collection which was Total 11519 21919 38752

amere 31% during 2003-04.

The revenue sources from mobile sector include Income tax, GST/CED, Custom Duty on

import of equipment and activation tax.
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penetration.

The regulator has been striving for reduction in taxes, which is
resulted in reduction in activation tax. It has been observed that
there is a good elasticity of demand in the sector. The reductions in
- activation taxes resulted in manifold increase in mobile

Revenues from Activation tax, amounted to Rs. 11.5 billion in
2005 - 06, which is more than 50% from last year. Similarly revenue
from GST/ CED also increased by more than 90% which can be
accounted to an expanded subscriber base of 170%.

Subscribers, Coverage & Traffic

Subscribers Analysis

Mobile sector of Pakistan has broken all records of subscriber growth. There are currently 36.8

million subscribers in the country, exclusive of AJ&K and NAs subscribers; where mobile

operators have just been
awarded license for
provision of services. The
subscribers growth rate was
109% in 2003-04, 154% in
2004-05 and has crossed
170% in 2005-06.

Company wise
Subscribers Growth

As of Jun-06, Mobilink and
Ufone have respectively
achieved subscriber base of
17 & 7 million. Two new

operators Telenor & Warid

Figure - 9

Total Number of Cellular Subscribers (2001-06)

40,000,000 1
35,000,000 1
30,000,000
25,000,000 1
20,000,000
15,000,000 1
10,000,000 1

5,000,000

34,506,557
36,778,462

12,771,203

1,698,536
2,404,400
5,022,908

04

.
e

2001-02 2002-03 2003-04 2004-05 2005-06 July - 06

who launched their services in March and May of the year 2005 respectively, and have

performed very well during 2005-06. Telenor added 2.7m and Warid acquired 4.4m

subscribers in a short period of one year. Instaphone however, maintained a decreasing

subscriber trend during the year, inspite of the fact that its license was renewed in April 2005.

Paktel GSM has shown below average growth in subscribers, however, the Operator has

proved to be an innovative leader in introducing new commercial concepts to the market, such

as credit on incoming calls, low international tariffs, per second billing, monthly flat rates

billing etc.
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Figure - 10
Company-wise Cellular Subscribers (2003 - 06)
(Millions)
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Province-wise Subscribers e it
Distribution Province-wise Cellular Subscribers
The distribution of mobile subscribers 2005-06

o . (Millions)
across the provincial geographical [5200405  2005-06 |

boundaries of Pakistan shows that

currently maximum number of mobile =
subscribers are in Punjab followed by E
Sindh and NWEFP. Balochistan has the N

least number of mobile subscribers but

15+ 938

(Millions)

last year’s growth has crossed 125%

whichis veryencouraging.

Prepaid/Postpaid Subscribers - Punjab Sindh NWFP  Balochistan
The growth in mobile sector is mainly

attributed to prepaid subscribers, as is Table - 12

Total Postpaid /Prepaid Cellular Subscribers

the trend in comparable economies.

However, it is also interesting to note
that with the launch of two new Prepaid 165,338 225,079 346,420 1,095,738

operators in 2005, the mobile sector Postpaid 2,239,062 4,797,829 12,424,783 33,410,928

has now built more consumer friendly strategies around postpaid packages, resulting in a
significant growth in postpaid segment although it still represents less than 4% of the total

mobile market.
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Net Addition in Subscribers

Per Year Figure - 12

The net addition in subscribers per Net Addition in Cellular Subscribers
year witnessed a huge jump in the 5530 500- (2001-06)

year 2006 where there were almost

22 million subscribers added. From 59 000,000

July to December 2005 net addition 3
made to total subscriber base per 15,000,000 2 §
month was 1.3 million subscribers. g &
The average net addition made per ~ 10,000,000 8 R
month during the year 2006 stands 2 § 3 g

at 1.7 million. Mobilink made 0000001 % i3 § #

highest net addition among all ’ 45? ‘

operators, where 1.1 million 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
subscribers were added to its total

subscribers only in the month of June 2006.

Mobile Penetration
Mobile penetration increased tremendously in 2006 and jumped from 8.3 % in 2005 to 22.2% in

2006. With such increased Figure-13

penetration, there are still large Total Mobile Penetration (2001-06)
number of rural and semi urban (Percentage)

257/

areas that are inaccessible. It is also
important to mention that in
metropolitan cities of the country
the penetration is expected to reach

(Percentage)

highest level and some mobile
users are even keeping more than
one mobile connection, which
hampers calculation of mobile
phone accessibility per 100
inhabitants. The graph shows

. . 0
mobile penetration for last 6 years. 200001 2001-02 200203 200304 200405 200506 July-06

Province wise penetration given in the Table -13, showing NWFP and Balochistan province
with minimum penetration, indicates significant improvement in last three years. While
looking at the penetration levels separately in each province, Balochistan has performed
extremely well in terms of increase in mobile penetration. The penetration in Balochistan grew
by more than 125% in just one year, since PTA took some major initiatives for its improvement.

These initiatives include special directions given to mobile operators for expanding their
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networks deep in the province and making PTCL
network available to other mobile operators for
necessary interconnection in areas with no mobile

access.

Market Share
Mobilink continued to be market leader in terms of

Table -13
Province wise

Mobile Penetration (%)

Punjab 3.4 8.5
Sindh 4.5 11.7
NWEP 1.7 4.1
Balochistan 1.5 3.6

23.9
27.3
12.2

8.1

market share by subscribers in 2006 although the company lost its share of 8% in the reporting
year i.e. from 58% in 2005 to 50% 2006. Warid accquired 10% market share in 2006 and has 14 %
of total mobile subscribers in Pakistan at the end of 2006. Ufone and Telenor also gained some

market share where Instaphone lost its market share of 3% during the year. Similarly in terms of
revenue Mobilink maintained highest market share of 59% in 2006 followed by Ufone, Warid
and Telenor. It is however, noteworthy that Mobilink, the SMP operator has 50% share in the
market in terms of subscribers whereas its share in terms of revenue is 59%, showing huge

revenues the company is earning from its subscribers. Figure shows comparison of revenue

wise market share of cellular mobile companies for 2005 & 2006.

Figure - 14
Market Share by Subscribers
(2004-05) (2005-06)
Warid  papte] Paktel  [ngtaphone
Telenor 4% 7% 3% 1%
7% Warid
Ulsine / Instap/hone .. ,
9 4% o
2o / Telenor
10%

Mobilink
58%

50%

J Mobilink

Ufone
22%

Figure - 15
Market Share by Revenue
(2004-05)

Paktel
4.9%

(2005-06)
Warid

0.3%
Telenor
1.2%

Instaphone
5.5%

Instaphone
Paktel 2%

Ufone
17.6%

Telenor
7%

Ufone
18%

Mobilink
59%
Mobilink

70.5%
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Coverage Table - 14

In the year 2006 mobile operators Cities/Towns Covered (2006)

Although Mobilink led the industry = Punjab 472 157 175 64 81 170

by increasing its presence to 808 I Sindh 18 42 82 35 36 59

cities/ towns/ villages in 2006, which  Baluchistan Z B 9. & 7 5
o NWEP 130 25 48 13 13 59

stood at 352 cities in 2005, both the — e p—

new operators extensively rolled out their networks across the country. At the end of 2006,
coverage of Telenor & Warid reached 293 and 137 respectively, showing aggressive approach

towards network expansion. In terms of population Table - 15
coverage, the mobile network is covering almost 73% of Population Coverage by
populationin the country. Mobile Services (2006)
The operators also extensively invested in erecting their Punjab 79%

cell sites in new as well as already covered areas. In 2006 = Sindh 75%
Baluchistan 34%

o . . . NWEP 63%
Similarly cell sites added this year were also higher than = . pa1istan 73.39%

the operators covered more cities as compared to 2005.

the cell sites erected last year. ~ Figure-16 shows comparison of last three years’ total cell sites
across the country. In 2005 only total cell sites by all operators were 4537 which grew to 8705 in

2006 showing a growth rate of more than 90%.
Figure - 16

Total Franchises Total Cell Sites (2004 - 06)

All mobile operators penetrate in 8,705
the local market through their
designated franchises. These
franchises in addition to providing
connections and other customer
care services to subscribers also
provided employment opportunity
in respective localities Total

franchises by all operators grew by
60% in 2005 whereas it grew by P =06 20508

only 22% in 2006. Operators Figure - 17

including Paktel and Instaphone = Total Franchises of Mobile Operators (2004 - 06)

negatively affected this growth
since Instaphone started closing its 2005-06 1202
franchises whereas Paktel stopped
giving official status to franchises 2004-05
and changed its policy with

freelance franchises concept.
2003-04
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Mobile Traffic
Total Traffic

Significant growth in mobile sector subscriber base has also resulted in increase in mobile
traffic. During the last two years, total minutes have increased by more than 275%. This
increase is indicative of the elasticity in demand due to reduction in tariff packages offered by

mobile operators.

Short Messaging Service (SMS)
Short messaging is considered to be the most popular value added service (VAS) that mobile
operators offer. Although

SMS is considered to be a ) Figure.- 18
Pakistan Mobile Industry

Total Traffic Vs Total SMS (2004-06)

successful concept in

countries with high literacy (Millions)
rate, it is popular in Pakistan a0 — Total Tariffic rE i e
her rator ffer === Total SMS ,
w e ¢ .ope at(? S O ¢ 30,000 + T 1,200
services like SMSinregional ~_
| _ . 2 25,000 T 1 1,000
anguages, voice messaging S
Uag ' BME = 20000 | 1 800
etc. It is yet to gain momen- =
. 15,000 + + 600
tum due to comparatively
) 10,000 + T 400
cheaper SMS prices. The
] 5,000 + + 200
following table shows 8,059
0 t } 0

increase in SMS traffic 0 003-04 AOA0E 00506
during the last three years.
In year 2004-05 SMS traffic was high due to the free SMS promotion launched by one of the

new operator that resulted in significantjump. In 2005-06 growth was 100% in total SMS.

Comparing the voice and data growth in Pakistan, it is obvious that the two markets grew ata
rate of more than 100%. Total minutes increased by 108 % during 2006 where as SMS increased
by 116 % . Graph shows comparison of SMS & total minutes for the last three years.
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. . Table - 16
Tariff AHalYSIS Mobile Cellular Tariffs (Rs./minute)

The tariffs of all telecom
services in general and cellular

mobile service in particular On -net 575 2.00 3.00 1.50 48 %
have reduced considerably. ' Off -net Fix 7.76  3.00 345 175 56 42
Off -net Cell 7.75 3.00 435 225 44 25

The impact of reduced tariffs
have resulted in increased subscriber base as well as increased usage. As evident from the
table, reducing trend is being witnessed in cellular mobile tariffs. The maximum on-net
tariffs, which were Rs. 5.75 in 2005, have come down to Rs. 3.00, which in percentage terms
turns out to be 48%. Similarly, the maximum off-net tariffs for fixed-line and cellular mobile
have beenreduced by 56 % and 44 % respectively.

In order to attract more customers, Figure -19
Paktel introduced per second Tariff Reduction - Cellular Mobile
billing for on-net calls whereas (Weighted Average Tariffs)

Rs./mi
Ufone simplified its tariff structure )

== Airtime (On-Net)
=&— Airtime (Off-Net Fix)

and offered uniform call rates at Rs.

8.5

2.50. The reduction in mobile

termination rate (i.e. from Rs. 1.60
to Rs. 1.25 per minute) has further
intensified competition in cellular
mobile segment as the operators are
now offering tariffs on per second,
per 30-second and per minute basis.

(Rs./min)
(==} —_ N (e8] W~ Qa1 [e)} ~ (o] \O
Al il W e O S

Telenor introduced 30-second

- 19900 2001-02 2003-04 200405 2005-06
billing for on-net and off-net calls

whereas Paktel introduced free on-net calls at Rs. 500 per month. All the cellular mobile
operators are also offering friends and family packages in the range of Rs. 0.50 to Rs. 2.00 per
minute. Some of the cellular mobile operators have also included fixed-line numbers in
friends and family package. The SMS tariffs that were Rs. 1.50 per message have also been
reduced to Rs. 0.10 per message. The cellular mobile operators are offering attractive

international long distance tariffs at Rs. 1.95 per minute.

Mobile Handset Market Review

The global mobile handset market is becoming more exciting with every passing by year.
Mergers and acquisitions of handset manufacturing companies and electronic companies are
resulting in invention of extremely advanced and exceptionally cheap handsets in the

markets.

Pakistan mobile handset market is also affected by the global market trends in addition to
tremendous growth in local subscriber base. The handset market is getting formalized with
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every passing year where Figure-20
companies like Mobile Zone, Mobile Handset Market by brands

United Mobile and Advance
Telecom are standardizing

Motorola
5%

handset sales. Import of handsets

through proper channel is St

increasing and reduction is 17%
0

observed in availability of

smuggled sets. Similarly market Nt

segmentation into high end, 56%

middle end and low-end handsets Sony Ericsson

is resulting in appropriate choice 22%
availability to all types of

customers. Source: Mobile Zone

The total value of handsets imported in Pakistan during 2005-06 crossed US$ 1 billion and
forecasted growth in this import is 25% annually. According to estimates pro