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Despite Unclear Spectrum Road Map,
There’s No Risk to Our Expansion Plan

Sistema Shyam TeleServic-
esLtd (SSTL),ajoint ven
ture between Sistema of
Russia and Shyam Group of
India, has invested over $2.2 billion (around 29,900
crore) inIndia so far, butaccounts for amere 10 mil-
lionof the country’s 750 million mobile connec-
tions. A new entrant, SSTLwhich retailsits services
under the MTS brand, is betting big on being adata
centric operator since current broadband pene
tration level is less than 1% compared with55% in
voice services, but lackof clarity onadditional
spectrumallotment may derailits plans. SSTL presi-
dentand CEO Vsevolod Rozanov said hismanage-
ment has asked the promoters and investorsto
keep their funding plans on hold until thereisclar
ity onthe regulatory and policy framework. Inan
interactionwith Joji Thomas Philip, Rozanov talks
about the challenges the CDMA operator facesin In-
diaanditsexpansionand IPO plans. Edited ex
cerpts:

ET Q%A

rouvte avn o nat
{ouris, are younot

Acnnytho disaction o
Asperihedirettionof

supposedto carry out thelisting of Sistema
Shyam this fiscal? When will the IPO happen?
The courthasonly ordered that we doan IPO. Ithas
notdirecteda specific timeframe for it. The process
hasalready beeninitialed and we will specify ils
status by the end of this financial year. We will soon
appoint bankers for the proposed listing. But, at the
current market conditions, we will not command
valuations at which the Russian government had
picked up stake in Sistema Shyam-the stake sale
valuedus atover $3 billion. We understand that the
minority shareholders want to exit, but they will
notbenefitifwegoin foranimmediate listing.
Whilethereisalegal case,an PO mustalso havea
financial case too, else it will lead to value de
struction for all shareholders. | am sure that minor
ity shareholders will understand this.

The Russian government picked uplessthan
20% in Sistema Shyam. Has the money come
intothec y?There have reports
ofthe company raising funds for expansion.
The investment of $600 million from the Russian
governmenthasalready come into the company.
This will take care of our funding requirements for
this calendar year and also some part of next year.
The funds will be used to finance the development
of the company, particularly to strengthen its posi
tioninthe wireless broadband market. The funds
willalso be used to expand the branded retail net-
work inexisting circles and accelerate the launch of
operationsinnew ones.

New entrants, including Sistema Shvam that
were given mobile permits under controversial
circumstances by former telecoms minister A
Raja, have all beenissued show-cause notices
seeking cancellation of those permits? What is
your response to these notices?

We wererequired to pay onlyz11 croreaslig-
vidated damages for failure toroll out servicesin
some circlesand we have done so. Sistema Shyam
was not among companies that were sent notices

for allegedly submitting doctored documents the
2G scam.

IsSistema worried about the lack of clarity and
road map for spectrum allocation? Is the current
r y icy fr kaconcernfor
your shareholders andinvestors? Will this
impact your expansion plans?

While the spectrum road mapis not clear, thereisno
immediate risk to our expansion plans for this year
and the next. Yes, thereis no clarityonhow and
whenthe newentrants will be givenadditional air-
waves, We havejust 2.5 MHz of airwavesacrossthe
country, the lowest amongst all mobile phone com-
panies. We will need additional airwaves, especial-
Iy to service our wireless data customers. Weare
committed to the government's visionof a national
broadband planand already have over 0.5 million
wireless broadband customers. Asthe spectrum
crunchincreases, we canincrease the number of
towers, but that is not a cost-efficient way to offer
mobile telephony services.

Your strength lies in data card business. But,
with GSM operatorsnow having 3G spectrum,
they can easily challenge MTS in the wireless
hraadhand space. So, going farward, voustand
tolose out in this space too.

My opinion s that GSM operators will be spectrum-
constrained. Their smartphone customerswilluse
data servicesthat will use uptheir 3Gspectrum. In
diaapart. there'sonly one country (Austria) inthe
world, where telcos have lessthan 10 MHz of 3G
spectrum. Besides, none of the GSMoperatorshere
haspan-India airwaves. Hence, they will have to
share thisresource to have a national 3G footprint

GSM operators will be
spectrum-constrained.
Their smartphone
customers will use data
services that will use up
their 3G spectrum. India
apart, there's only one
country (Austria) in the
world, where telcos have
less than 10 MHz of 3G
spectrum. Besides, none
of the GSM operators here
has pan-India airwaves.
Hence, they will have to
share this resource to
have a national 3G foot-
print.

VSEVOLOD ROZANOV S
President and CEO, SSTL

So. the congestionwill comeinfasterin the 3G
space. Their (GSM telcos') focus, therefore, may not
beonthedata cardsegment.

Butwe hope that new M&A rules will allow oper
ators to have marespectrum. Currently, withso
many players, the airwaves are divided into narrow
bandsand, therefare, cannot be used efficiently.

The price wars inthe telecomspacehave sent
revenues and profits of all operators plunging.
CanSistema Shyammeetiitstargets for
profitability under the current scenario?

We stand by our earlier guidance that we will be
EBIDTA positive by 2013 and cash paositive by
2015. These are extremely aggressive ambitions
considering the current telecoms market in India.

Being aCDMA operator, are younotata

i TheGSMec isbetterand
offers more choice of operators and handsets.
Besides, the initial results of mobile number
portability indicate that customers are opting
outof COMA. If the M&A rules change, will you
buy aGSM-based telcoto becomea
dual-technology operator like Reliance
Communications and Tatas?
I dan't think we are disadvantaged hecause CDMA
hes a narrow ecosystem. MTS is the only operator
thatis focusingon CDMA inIndia. In the handset
space, alot more models are comingin. Thechal
lenge in India is that our competitors who offer
CDMA-based mobile services may be focusing more
ontheir GSMoperations as they offer services on
the dual-technology platform. This may have had
animpact on the CDMA ecosystem here. Yes, our
competitors may have lost COMA customers after

mobile number portability has beenintroduced, but
thisdoes notapply to MTS. We are net positive in
terms of customer additions under MNP.Evenun
der anew M&Aregime, itisunlikely that we may
buy aGSM operator. But that is for the shareholders
todecide. At Sistema Shyam, we made a conscious
decisionto bea CDMA player and we stand by that.

Your average revenue per user (ARPU)is far
below theindustry average. Will youbreak
even in India with such low revenues per
customer?

Our ARPU is280 per month, and while thisis below
thenational average, you must take intoaccount
that most of our customersare new users. Weare
doing okay if one were to consider the national av-
eragefor incremental ARPUs. Our data card custom-
ersare giving usaboutz700 per month. We are
counting onthe data ARPU, not vaice. Qur ARPU is
increasing by ¥4-5 every quarter, led by increased
dataofftake and we are happy withthat.

GSM operatorsareall advertisingtheir 3G
offerings. While CDMA can offer the same
speeds, how do you get the message across?
Besides, CDMA has aproblem onthe handset
side too? Will bundling help?

It took us about nine months after the launch ofour
datacards to get the business model right. Moving
to 3Gwill not be smoothforany operator. I don't
think GSM operatars areina positionto offer 3G
dongles. They will rather concentrate on moving
their high-end mabile customers to the 3G platform.
Therefore, our position in the datacard segment
willnot be impacted much.

Most CDMA users have low-end phanes. Convinc-
ing customers tomove ta smartphonesis a huge
challenge. Actually, for us the smartphone segment
began only after September 2010. We have been
successfulinsellingdata cards and we will use this
expertise to sellsmartphones. We started witha
low-end base, and earlier there were not many
handset models for our customers toupgrade to.
But this is changing. The open market initiative
where CDMA customers can use the same handset
across operators on thesame technology platform
is helping. While bundling may not have taken off in
India. on the global stage most of the high-end
handsets are soldlike this. While there arerisks as-
sociated withbundlingin India, we feel that by con
trollingthe channel, we can minimize them. We
haveintroduced a Android-based HTC touchscreen
handset. called MTS Pulse, which costs about
¥18.000. Customers need to payz1,500 amonth for
which they are givena host of freebies. including
SMS, data downloads and free minutes. Our target is
to have 30 million customers.

Indiantelcostraditionally have outsourced
most of their core functions. What about MTS?
Our outsroucingstrategy is different from that of
ather telcos.

Forinstance, we have outsourced the manage-
mentof our networks to Ericsson, ZTE and Huawei,
while for IT, we have about five different partners
Wefeel that this isamore efficient model
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MTS banks on voice services

MICHAEL GONSALVES

Pune

MTS, the mobile telephony brand of |
Sistema Shyam Teleservices (SSTL),
plans to introduce post-paid voice
services in all its 22 circles in the next
two to three months. To attract Sub-
scribers, the company plans to offer
free the Rs 18,000 high-end MTS
Pulse smartphone sourced from High-
Tech Computer Corporation, Taiwan.
The only condition is that the cus-

tomer has to sign up for a monthly,

rental of Rs 1,500 with a 12-month "¢
commitment.

On Tuesday, the company
launched the post-paid voice service

in Maharashtra and Goa circles. Last -

week it had covered Karnataka, Mum-
bai and Delhi circles. Its major rivals
are Airtel, Vodafone and Reliance
Communication. ’

“We plan to launch our post- paid
services in all the remaining 18 circles
within two-three months,” said Ashoo
Sethi, SSTI's COO for Maharashtra
and Goa,

“Our tatget is to build a 30-million-
strong customer base in the next two-
three years,” he said. At present, the
company's subscriber base stands at
over 10 million out of 750 million mo-
blle connections in the country.

Regarding the free smartphone of-
fer for a monthly rental of Rs 1,500,
Sethi said, “The customer will get
1,500 minutes, 1,500 SMS and 1,500

MB data usage every month free for
the next 12 months.”

He said the company was targeting
customers across all user cafegories,

,especially the youth and professionals

on the move.

SSTL is a joint venture between
Sistema of Russia and Shyam group of
India. Sistema is the majority share-
holder in the JV with a 73.71 per cent
equity share, The Shyam group holds
23.79 per cent stake and the remain-
ing 2.5 per cent is publicly held.

Sethi said the company had already
invested over $2.2 billion in the India
operations, “We will be EBIDTA posi-
tive by 2013 and ¢ash positive by
2015,” he added. i

michoelgonsoIves@mydigilolfc.coy
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Sistema Shyam Teleservices
eyes 30% mkt share by 2014

Pune, Mar 29: Sistema
Shyam TeleServices Ltd
(SSTL), a joint venture be-
tween Sistema of Russia and
Shyam Group of India, is tar-
getingtocarvea30%: in
thewirelessdata space
in India by 2014. "By 2013, Sis-
tema will break-even in
terms of EBIDTA margins
and become cash-even by
2014," Ashoo Sethi, chief op-
erating officer, Maharashtra
and Goa, Sistema Shyam
Teleservices, said.

The company has invested
over $2.2 billion (around Rs
9,900 crore)inIndiasofarand
accounts for 10 million of the
country's 750 million mobile
connections and 5 lakh high-
speed mobile-Internet sub-
scribers across 130 towns.
Sethi said that the company
had set a target of selling 500
of its newly launched post-
paid connections under the
MTS brand on a monthly
basis.

"Depending on the re-
sponse, the company would
bescaling this upto2,000 post-

nnectionspermonth,”

)

he sald The company, which

12,000, soon. On the show
cause notices issued by Trai
seeking cancellation of per-
mits following the recent 2G
controversy, Sethi said that
Sistema was not among the
companies that received any
notice.

"The company paid up the
necessary damages for some
circles, but we have not re-
ceived any notices from
Trai," he said. The company
plans to scale up its flagship
stores to 150 from the current
130 outlets in Maharashtra &
Goa. It also has a retail net-
work of 40,000 outlets.

commenced operations in-
Maharashtra in December
2009, asondatehasoverseven
lakh voice subscribers and
one lakh subscribers for data
services. The MTS post-paid,
voice services are now avail-
ableinPune, Nagpur, Nashik,
Kolhapur, Solapur, Au-
rangabad and Goa.

To mark this rollout, MTS
is offering an HTC Android
smartphone with each con-
nection. There are plans to
bringinbundled options with
Blackberry and other brands
in the range of Rs 6,000 to Rs
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SSTLissues 54.7cr
shares to Russia

New Delhi: Sistema Shyvam
TeleServices Lt (SSTL). aJV
between Sistema of Russia,
the Russian government,
and the Shyam Group of In-
dia. said on Wednesday that
it has issued 54,73,12,918 eq-
uity shares to the Russian
governmentfor the S600 mil-
lion fund it received in De-
cember 2010.

Sistema operatesits tele-
comservices underthe MTS
brand, which has over 10
million wireless subscrib-
ers. and under the MBlaze
brand it provides mobile
broadband services to more
than 500,000 customers in
over 130 towns across the
country.

“Priorto this share allot-
ment, the SSTL also issued
19,06,49,582 equity shares to
its existing shareholders,
including the Indian promo-
ters, the Shyam Group,” the
company said in a state-
ment. The rights issue,
launched mid-Februaryv and
closed March 8, was done to
accommodate the foreign di-
rect investinent by the Rus-
sian federation into the
SSTI..

The objective of opting

for the rights issue was to
provide equal opportunity
to all the existing sharehol-
ders in the new proposed eq-
uity structure of the compa-
ny, the statement said. With
the completion of allformal-
itiesandallotmentof shares
to the Russian federation al-
so getting closed, the paid-
up capital of SSTL now
standsatRs.3193.92 crore.

“Weare delighted to have
received an overwhelming
response trom all our exist-
ing shareholders to the
rights issue,” said Vsevolod
Rozanoy, presidentand chief
executive officer of SSTL.
“Additionally, with formali-
ties relating to the allotment
of equity shares to the Rus-
sian federation also getting
completed, it truly repre-
sentsamajormilestone,” he
added.

The revised holding
structure of SSTIL leaves
Sistema with 56.68% stakes,
while the Russian federa-
tion holds 17.14% stakes,
Shyam Group 23.98% and
the remaining 2.2% are held
by the public. Earlier equity
held by Sistema in SSTL was
T3.71%. pmi
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Sistema Shyam issues
547 mn shares to Russia
NEW DELHI: Sistema Shyam,
a joint venture between
Russia-based Sistema and
[ndia’s Shyam Telecom
group, on Wednesday
issued 547.3 million equity
shares to the Russian gov-
ernment against $600 mil-
lion received in December
2010. Sistema Shyam is a
CDMA-based mobile serv-
ice provider with over 10
million subscribers. The

rights issue was open to all
existing shareholders of
SSTL, excluding Sistema,
the company said. HTC
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Sistema Shyam raises
Rs 194 crore thru rights issue

Completes stake sale to Russian Government

P SSTL plans to utilise the funds to |
finance the continued development of
the company, and in particular to
strengthen its leading position in

Our Bureau
New Delhi, March 30

Sistema Shyam TeleServices
Ltd (SSTL) on Wednesday said
that it has raised Rs 194 crore
through a rights issue sub-
scribed by all the current share-
holders. The joint venture
company between Shyam
Group and Sistema has also
completed the stake sale to the
Russian Government.

The Federal Agency for State
Property Management of the
Russian . Federation (Rosi-
mushchestvo) had earlier an-
nounced plans to pick up 17. 14
per cent stake in SSTL for $600
million. As a result, Sistema’s
stake in SSTL has dropped to
56.68 per cent from 73.71 per
cent earlier. The company is-
sued 54,73,12,918 equity shares
to Rosimushchestvo against the
funds received in December
2010.

SSTL plans to utilise the
funds to finance the continued
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development of the company,
and in particular to strengthen
its leading position in wireless
broadband. The funds will also
be used to expand the branded
retail network across the vari-
ous telecommunication circles
and to further accelerate the
proliferation of the company’s
telecom services in a number of
new circles.

“All formalities relating to
the allotment of shares were
however completed on March
25,2011, Priorto thisshare allot-

wireless broadband.

ment, SSTL also issued 19, 06,
49,582 equity shares to its exist-
ing shareholders including the
Indian promoters i.e. the Shy-
am Group,” said a press state-
ment.

The rights issue, launched in
middle of February, was doneto
accommodate the foreign di-
rect investment by the Russian
Federation into SSTL. The
rights issue was open to all ex-
isting share holders of SSTL,
excluding Sistema (LSE: SSA).

“The objective of opting for
the rights issue was to provide
equal opportunity to all the ex-
isting shareholders in the new
proposed equity structure of
the company,” the statement
added. The paid-up capital of

SSTL now stands at Rs
3,193.92 crore. According to
Mr Vsevolod Rozanov, Presi-
dentand CEO, Sistema Shyam
TeleServices Ltd: “Both these

developments are a testament |

to the faith reposed by all the
shareholders in our compsny,
which now has over 10 million
customers. Going forward,
the challenge is to further ac-
celerate the proliferation of
our telecom services national-
ly, in sync with our data cen-
tric, voice enabled strategy.”
The new capital structure
has been registered with the
Registrar of Companies and

the stake sale has the approval !

of the Foreign Investment
Promotion Board.
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SSTL completes share
transfer to Russian govt

TriBUNE NEWS SERVICE

New DELHI, MARCH 30

Sistema Shyam TeleServices
Ltd (SSTL), a joint venture
between Russian Sistema
and India's Shyam group,
today said that its had com-
pleted the formalities of issue

of shares to the Russian gov-
ernment with the transfer of
54,73,12,918 equity shares

against  $600  million
received in December 2010.
“The rights issue was
launched in the middle of
February and closed on

The company offers
mobile service
across various

circles under the
brand MTS

March 8, 2011. It was done
to accommodate the foreign
direct investment by the
Russian Federation into
SSTL. The rights issue was
open to all existing share-
holders of SSTL, excluding
Sistema,” SSTL said.

“We have received an
overwhelming  response

from all our existing share-
holders to the rights issue.
With formalities relating to
the allotment of equity
shares to the Russian feder-
ation also getting completed,
this is a milestone,” SSTL
President and CEO
Vsevolod Rozanov said.

The company offers mobile
service across various circles
under the brand MTS. Under
the MBlaze brand, it pro-
vides mobile broadband serv-
ices to more than 500,000
customers in over 130 towns
across the country.




