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ABSTRACT

This paper examines the impact of the Adjusted Gross Revenue (AGR) dispute on regulatory
stability in India’s telecom sector and further evaluates the effectiveness of post-AGR policy
reforms in restoring foreign investor confidence. Using the doctrinal research methodology,
this paper seeks to analyze key legal cases, policy reforms, and financial data to assess the
implications of the AGR dispute on regulatory practices and FDI trends in the telecom sector.
The findings suggest that the dispute affected the investor confidence due to perceived
regulatory risks, however, subsequent government reforms like redefining AGR, offering
payment moratoriums, and allowing 100% FDI via the automatic route had indicated a shift
toward a more investor-friendly framework. The paper concludes with recommendations for
further policy measures in order to enhance regulatory stability and sustain foreign investment

in India’s telecom infrastructure.
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INTRODUCTION

Foreign Direct Investment (FDI) has been crucial for growth in India’s telecom sector, helping
the country develop into a global player in digital services. As India moves ahead with projects
like Digital India and prepares for widespread 5G adoption, the telecom infrastructure is more
important than ever. However, this sector has faced challenges that have made foreign investors
cautious, with the advent of Adjusted Gross Revenue (AGR) dispute being a key example of
regulatory instability. The decision given by the Supreme Court had created huge financial
burdens for telecom companies, raising concerns about the stability of India’s regulatory

environment.

In response, the Indian government introduced multiple reforms to stabilize the telecom sector.

These changes had an aim to build a more predictable and investor-friendly environment, which

is very essential to attract foreign capital and support long-term growth in telecom

infrastructure.

The paper further explores the main question: How has the AGR dispute affected regulatory
stability in India’s telecom sector, and do the recent policy reforms help increase foreign
investor confidence in Indian infrastructure? By examining the AGR dispute’s impact on
regulation and investor confidence, it also looks at future policy improvements that could create a more

stable, appealing environment for investment in India’s telecom sector.

THE AGR DISPUTE AND ITS IMPACT ON REGULATORY STABILITY

The Adjusted Gross Revenue (AGR) dispute in India’s telecom sector is one of the landmark
legal battles that highlighted the regulatory challenges and raised significant concerns about
the predictability of the regulatory environment in India. This dispute traces back to the New
Telecom Policy (NTP) of 1999, which introduced a revenue-sharing model in order to calculate

license fees which are owed by telecom service providers (TSPs) to the Department of
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Telecommunications (DoT). Under this model, the DoT contended that AGR should include
revenues from both telecom as well as non-telecom activities, such as interest, dividends, and

asset sales.

In the case Union of India v. Association of Unified Telecom Service Providers of India (2019),
the Supreme Court upheld the DoT’s broad definition of AGR. This interpretation had imposed
substantial financial liabilities on TSPs which lead to over X1.43 lakh crore in dues. This
decision was later met with appeals for a reassessment of the repayment timeline. However, in
a subsequent judgment in Union of India v. Association of Unified Telecom Service Providers
of India (2020), the Court reaffirmed its decision and the dues but extended the repayment

period to ten years instead of the original twenty years suggested by the government?.

The AGR dispute showcases critical inconsistencies in regulatory interpretation and
enforcement, more particularly about the scope of AGR and the unpredictability of judicial
outcomes. The decision to include non-telecom revenues such as interest, dividends, and asset
sales in AGR not only retroactively increased the financial obligations of TSPs but also
undermined the perceived stability of the sector. This strict interpretation challenged principles
of equitable contract enforcement, creating an “unconscionable bargain,” as has been argued
by the TSPs. The judiciary’s decision to reduce the DoT’s proposed payment period from 20
years to 10 years reflects a shift towards prioritizing state revenue collection and

overshadowing the economic considerations for a sector that is already burdened by debt.®

The case, therefore, emphasizes the need for a more predictable and industry-aligned regulatory
approach. The case revealed regulatory volatility that had raised substantial concerns for
potential investors in the sector, as the unexpected policy shifts and judicial rulings can actually

affect long-term financial commitments.

The immediate financial implications of the ruling had a significant impact on the telecom
industry, especially for companies which had substantial foreign investments. Vodafone lIdea,

for example, faced outstanding dues of ¥58,254 crore, which added to its financial challenges

and raised fears of a potential exit from the market.*

2 Keith Green, Foreign Direct Investment in the Indian Telecommunications Sector, MPRA Paper No. 18099 (Munich Pers.
RePEc Archive, Aug. 11, 2005), available at_https://mpra.ub.uni-muenchen.de/18099/.; Union of India v. Ass’n of Unified
Telecom Serv. Providers of India, (2020) (India).
3 PSL Advocates & Solicitors, Case Brief on Union of India v. Association of Unified Telecom Service Providers of India,
M.A. (D) No. 9887 of 2020 in Civil Appeal Nos. 6328-6399 of 2015, at 2-6 (2020).
4 Union of India v. Ass’n of Unified Telecom Serv. Providers of India, (2020) (India).
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Table 1: Financial Burden Imposed on Major Telecom Players Post-AGR Ruling (in X
Crore)

Telecom Operator Total AGR Dues Amount Paid Outstanding

(as of 2020) Amount
Vodafone Idea 58,254 7,854 50,400
Bharti Airtel 43,980 18,004 25,976
Tata Teleservices 16,798 4,197 12,601

Source: The Economic Times®

The dispute also led to a notable shift in the long-term foreign investment outlook. Data on
Foreign Direct Investment (FDI) in the telecom sector shows significant fluctuations that can
be correlated with the dispute’s timeline. According to DPIIT data, FDI inflows saw a sharp

decline in the years immediately following the AGR verdict, thus, reflecting increased investor

caution regarding India’s regulatory predictability.®

Table 2: FDI Equity Inflows in India’s Telecom Sector (2017-2023, in USD Billion)

Year FDI Inflows
2017 6.21
2018 2.67
2019 4.44
2020 0.82
2021 0.39
2022 0.66
2023 0.98

Source: Department for Promotion of Industry and Internal Trade (DPIIT), Government of India.’

® Mansi Taneja & ET Telecom, Telecom & the AGR Saga, ETTelecom.com (2021),_
https://telecom.economictimes.indiatimes.com/news/telecom-the-agr-

saga/86250201.
® Foreign Capital: Regulatory Reforms Encourage FDI Inflow in the Telecom Sector, tele.net (July 27, 2022),
available at https://tele.net.in/foreign-capital-regulatory-reforms-encourage-fdi-inflow-in-the-telecom-sector/.

7 - -
ibid.
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The table above highlights the sensitivity of foreign investments to regulatory stability. While
FDI inflows reached a high of $6.21 billion in 2017. A decrease can be observed which is linked
to the legal and financial uncertainties arising from the AGR dispute. Even with a slight
recovery in recent years, FDI levels have yet to reach the pre-AGR figures, thus, suggesting

lingering caution among foreign investors.

POST-AGR POLICY REFORMS AND INVESTOR SENTIMENT

The AGR dispute highlighted critical regulatory risks and emphasized the need for a stable
investment climate. Regulatory instability added with sudden liabilities and evolving policy
definitions, had historically dampened foreign investment in the sector. In response to this, the
Indian government had introduced targeted reforms post-AGR dispute in order to stabilize the
sector, alleviate financial pressures on telecom companies, and make a more predictable and
investor-friendly regulatory landscape. These reforms represented more than just temporary
relief, they rather indicated a stronger commitment to reassess the regulatory framework for
sustainable growth.

Four-Year Moratorium on AGR dues: In 2021, the government granted a four-year

moratorium on AGR-related dues. This allowed telecom companies to defer approximately

%1.47 lakh crore in payments, by this enabling them to allocate funds toward network
expansion and 5G infrastructure.® The government further introduced an option for telecom
companies to convert interest from deferred payments into equity, which helped companies like
Vodafone Idea and Bharti Airtel to stabilize financially, giving them room to invest in technology
upgrades. Such flexibility shows a shift in India’s approach to telecom regulation, acknowledging

the sector’s unique capital requirements.

Revised Definition of AGR: The exclusion of non-core revenue streams from the AGR

definition addressed one of the primary points of contention of the TSPs in the original AGR

calculations.® This clarification aligns with India’s regulatory standards and international

norms, thereby reducing financial unpredictability for telecom companies that previously had

8 Cabinet approves relief package for telecom sector: Key points to note, Indian Express (Sept. 15, 2021), available at_

https://indianexpress.com/article/business/economy/cabinet-telecom-relief-package-key-points-four- year-moratorium-agr-

dues-100-per-cent-fdi-spectrum-auctions-7510784/.
9 ibid.
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to face substantial and unexpected liabilities. This reform highlights the government’s strong

intent to create a more transparent regulatory environment that minimizes the risk for investors.

100% FDI via the Automatic Route: Permitting 100% Foreign Direct Investment through the

automatic route represents a significant policy shift’®. This reform upholds India’s

commitment to liberalize its economy for foreign investors. By removing bureaucratic
obstacles, this reform enhances investment accessibility and hence aligns with the

government’s long-term digital infrastructure vision.

In the aftermath of the AGR ruling, the FDI inflows in the telecom sector saw a marked decline.
The sector which had previously attracted robust foreign investment later experienced a
reduction in inflows as investors grew wary of the high liabilities facing companies. Investor
sentiment was further impacted by concerns about regulatory risks and the financial pressures
on telecom operators, which raised doubts about the sector’s ability to generate profitable

returns in the near future®?.

Table 3: Impact of AGR Dispute on FDI in Telecom Sector (2018-2021)

Year FDI Inflows in Telecom Major Influences

(US$ billion)
2018-2019 6.5 Stable environment, pre-

AGR verdict
2019-2020 ' Uncertainty post-AGR

ruling

2020-2021 ) Continued liabilities,

pandemic impact
2021-2022 . Post-AGR reforms attract

renewed interest

Source: Reserve Bank of India Annual Report and Department for Promotion of Industry and Internal
Trade (DPIIT) FDI Fact Sheet

10 ibid.
11 Reserve Bank of India, Annual Report 2021-2022, available at https:/rbi.org.in.
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To counter the decline in investor confidence, the Indian government introduced a series of
reforms post-AGR reforms, coupled with the liberalized FDI policies which have played a key

role in reigniting interest in the telecom sector. With the groundwork laid for financial stability,

telecom companies now have shifted their focus toward 5G infrastructure®?,

The four-year moratorium on AGR dues provided essential relief for telecom operators to
reallocate funds toward 5G development. Companies like Bharti Airtel and Reliance Jio have
leveraged this stability and made substantial investments in spectrum acquisition and network
infrastructure. The option to convert deferred interest into equity has further enhanced cash

flow and hence enabled these companies to focus on rolling out 5G services across India.*?

Furthermore, the government’s decision to allow 100% FDI in telecom via the automatic route
has removed bureaucratic barriers, making the sector more accessible to foreign capital. This
decision has been instrumental in attracting strategic partnerships with companies like Google,
Facebook, and Qualcomm, who see value in supporting India’s digital transformation and 5G

deployment.'*

Table 4: Key Foreign Investments in Indian Telecom Post-Reforms (2021-2022)

Investor Investment Target Amount (R crore) Focus Area
Google Jio Platforms 33,737 Digital and 5G

services
Facebook Jio Platforms 43,574 Digital infrastructure
Qualcomm Bharti Airtel 7,300 5G R&D and

innovation

Source: Company Press Releases, Economic Times, and Financial Express15

12 press Information Bureau, Government Approves Telecom Relief Package to Boost Sector (2021), available at_
https://pib.gov.in.
13 Airtel opts for AGR dues moratorium, becomes the second telco to do so, Business Insider India (Oct. 25, 2021),

available at https://www.businessinsider.in/business/telecom/news/airtel-opts-for-agr-dues-moratorium-

becomes-the-second-telco-to-do-so/articleshow/87254202.cms.
14 India — Foreign Investment in the Telecom Sector, Conventus Law (Oct. 2021), available at_

https://conventuslaw.com/report/india-foreign-investment-in-the-telecom-sector/.

15 Google, Facebook Invest in Jio for 5G Rollout, Financial Express, available at https:/financialexpress.com.; Bharti Airtel,
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The ongoing rollout of 5G has shifted investor sentiment towards optimism, as it promises to
drive transformative changes in sectors such as manufacturing, healthcare, agriculture, and
logistics. According to a report by Ericsson, 5G’s economic impact in India could exceed $450

billion by 2035, henceforth unlocking new opportunities for revenue generation and boosting

productivity across various industries.’® The combination of stable regulations as well as the

growth potential of 5G has increased the appeal of the telecom sector to investors, both in local

and global levels.

ENHANCING TELECOM INFRASTRUCTURE THROUGH STRATEGIC FDI
REFORMS

India’s approach to attracting FDI in infrastructure underscores the importance of regulatory
stability and transparent policies for sustainable economic growth. The success of the telecom
sector which is driven by consistent reforms, offers a potential model for other infrastructure
sectors as well. By implementing similar stability-focused strategies, India can create a more

welcoming environment for foreign investment across key areas.

An important aspect of promoting investor confidence is improving the dispute resolution
framework. India’s current system can be a little time-consuming as well as unpredictable,
which directly affects investor confidence and long-term commitments. Establishing
specialized tribunals or fast-track processes which are dedicated to telecom and infrastructure
disputes would help in speeding the case resolutions process. This will make regulatory
enforcement more predictable and reliable. Such improvements would address key investor

concerns and also contribute to attracting sustainable FDI in capital-intensive projects.’

Further, implementing a flexible approach to licensing fees and spectrum pricing can also ease
financial pressures on telecom companies since they are investing in 5G infrastructure. High
spectrum costs have historically limited the resources available for network upgrades, thus,
discouraging additional investment. Adjusting these fees periodically based on market

conditions would allow companies to balance regulatory costs with necessary reinvestments

Qualcomm to Partner on 5G Development, Economic Times, available at_https://economictimes.com.

16 5G to Constitute Over 50% of Mobile Subscriptions in India by 2028: Ericsson Mobility Report, Ericsson (Nov.

2022), available at_https://www.ericsson.com/en/press-releases/2/2022/11/5g-to-constitute-over-50-of-mobile-

subscriptions-in-india-by-2028-ericsson-mobility-report.

7 Trade, Investment, and Regional Integration in Asia, Asia Policy 16, no. 4 (2021); World Economic Forum,

Digital Foreign Direct Investment: Policies for Today’s Economy (2020), available at https://weforum.org.
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and hence encouraging sustained growth in the sector®,

Additionally, beyond just adjusting spectrum pricing, simplifying the spectrum allocation
process itself could also streamline investments in the telecom sector. Streamlined approvals,
standardized auction procedures, and transparent timelines for allocation can improve
predictability, by this allowing the investors to make long-term plans instilled with greater
confidence. This will make spectrum allocation more efficient and would also reduce waiting

periods for companies, hence, allowing them to focus on infrastructure development and

service expansion.'®

CONCLUSION

The AGR dispute highlighted critical regulatory challenges within India’s telecom sector,
showcasing how unpredictable legal interpretations can impact financial obligations for
companies and further deter foreign investment. The substantial liabilities that resulted from
the dispute and the Supreme Court’s support for a broad AGR definition led to financial
instability for telecom service providers and also raised concerns among foreign investors
about the sector’s long-term stability. However, the post-AGR policy reforms represented a

strong governmental response aimed at creating a more predictable regulatory environment.

These reforms have started to restore investor confidence, as has been evidenced by renewed
interest in the sector and increased investment in 5G infrastructure. Nevertheless, in order to
maintain sustainable FDI in the telecom sector, India needs to continue refining its regulatory
practices. With the help of a commitment to transparent and stable regulations, India can
promote a competitive and investor-friendly telecom environment, ensuring robust growth for

years to come.
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