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Industry additions slows even as Bharti maintains
momentum

Thewirdessindustry added 2.48m subscribersin September
2005, lower than July and August 2005, as lower additions
by Reliance impacted overall subscriber additions. GSM
operators subscriber basetouched the 50m subscriber mark
as the large GSM operators like Bharti, BSNL and Hutch
delivered strong subscriber additions. CDMA operators
added 0.52m subscribers in September 2005, their lowest
additions in the last three months primarily on account of
lower additions by Rdiance.

Bharti added 0.65m subscribers in September 2005, being
theonly major GSM operator to have bettered the previous
month's additions. Bharti’s highest ever subscriber additions
in September enabled it to cross the 14m subscriber mark
and increase its market share to 21.8%. Bharti has added
3.1m subscribers in IHFY06 against 2m in 1HFY05, a
growth of 51% in subscriber additions. The company is
currently trading at 25.7xFY06E EPS and 17.3xFYQ7E
EPS. Wereiterate Buy with a price target of Rs404.

Bharti improves market share even as Reliance
slips

Bharti added 654,204 subscribers for the month, being the
only major operator to have bettered its previous month's
subscriber additions. BSNL and Hutch added 582,129 and
412,833 subscribers, respectively, thereby enabling the GSM
operators to cross the 50m subscriber threshold. Bharti,
BSNL and Tata Teleservices grabbed a large chunk of
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SUBSCRIBER ADDS: BHARTI WAS THE ONLY ONE TO BETTER ADDS MOM

JUN2005  JUL2005 AUG 2005  SEP 2005
Bharti 451,374 533,218 624,209 654,205
BSNL 352,040 494,469 595,130 582,129
Reliance 325,313 360,110 487,911 279,521
Hutch 252,714 404,121 451,236 412,833
Idea 188,359 176,997 151,017 65,601
Tata 106,681 173,197 204,398 245,646
MTNL 74,938 52,033 56,929 60,866
Spice 8,010 18,185 -8,038 6,678
BPL 34,877 67,628 50,320 58,259
Aircel 75,953 72,999 70,992 84,109
HFCL 1,322 1,932 1,673 -2,173
Shyam Tele 165 91 -106 16
Reliance Telecom 135,033 135,135 47,445 35,193
Total 2,006,779 2,490,115 2,733,116 2,482,883
TREND IN MARKET SHARE (%)

JUN 2005  JUL2005 AUG 2005  SEP 2005
Bharti 21.6 21.6 21.7 21.8
BSNL 18.0 18.1 18.3 18.5
Reliance 18.1 18.0 18.0 17.7
Hutch 14.9 14.9 15.0 15.1
Idea 9.8 9.7 9.5 9.2
Tata 2.5 2.7 2.9 3.2
MTNL 2.0 2.0 2.0 2.0
Spice 2.6 2.5 2.4 2.3
BPL 4.6 4.6 4.4 4.4
Aircel 3.3 3.3 3.2 3.2
HFCL 0.1 0.1 0.1 0.1
Shyam Tele 0.0 0.0 0.0 0.0
Reliance Telecom 2.4 2.5 2.5 2.5

Source: COAI, AUSPI

incremental market sharelargely at the expense of Reliance
and Idea. Bharti’s market share improved to 21.8% in
September 2005 against 21.7% in August 2005. After
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consolidating the subscriber base of BPL, Hutch has a
subscriber base of 12.5m with a market share of 19.4%
making it the second largest operator ahead of BSNL and
Reliance.

Reliance Infocom added 279,521 subscribers, its lowest
additions since July 2004 (barring March 2005 when
Reliance churned out 823,324 subscribers). Tata
Teeservices added 245,646 subscribersin September 2005,
its highest monthly additions ever. The company has been
aggressively investing in expanding its network, which has
enabled it to grow its market share to 3.2% in September
2005 from2.3%in April 2005.

CELLULAR PLAYER RANKINGS
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Bharti’s incremental market share in old circles
remain study

Bharti has been consistently maintaining the share of
subscriber adds in its old circles in excess of 70% since
March 2005 whenroll outsinall 23 circleswere completed.
Since the roll outs were completed in all 23 circles, Bharti

Bharti Tele-Ventures

has focused on improving its penetration by bringing more
towns under its coverage. In its expansion plan, we expect
Bharti to initially focus on increasing coverage in some of
the larger states in A-Circle (part of the old circles) like
Andhra Pradesh and Maharashtrawhere EBITDA margins
per subscriber islikely to be higher than those in C-Circles
(part of new circles).

STEADY SHARE OF ADDITIONS IN OLD CIRCLES
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Valuation and view

The cdlular industry witnessed a de-growth in subscriber
additions on a MoM basis for the first time since March
2005 primarily as Reliance reported disappointing subscriber
additions. However, barring Reliance and Idea all other
major operators showed strong additions which reinforce
our confidence that the buoyancy in the sector remains
intact. Bharti continued to impress us by reporting its highest
ever monthly additions and increasing its market share. The
stock iscurrently trading at 25.7x FYO6E and 17.3x FYO7E
EPS. We maintain Buy.
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Bharti Tele-Ventures: an investment profile

Company description

Bharti Tele-Ventures, promoted by Sunil Bharti Mittal, is
the largest cellular services provider in India with a
subscriber base of over 14m and a market share of over
21% of the overall cdlular market. It is the first cdlular
services provider to have introduced the lowest
denomination recharge coupon for prepaid subscribers and
electronic recharge. It is also the most profitable cdlular
services provider and is managed by a very strong team of
professionals. It isthe only player to have a presencein all
23 circlesin India.

Key investment arguments

« Leader in the fast growing Indian celular market and
enjoys scale advantage.

& Strong innovative management the biggest
differentiator.

= Most profitable cdlular services provider.

Key investment risks

« Tariffs still higher than competitors.

= Being alisted company, can't be a price leader due to
focus on profitability and hence is reactive to
competitor’s pricing.

COMPARATIVE VALUATIONS

Recent developments

« Signed Rs10b deal to out sourceall call centre operation
over next 4-5 years to four leading BPO companies.

« Signed a managed capacity expansion contract with
Ericsson to provide managed services and expand its
GSM/GPRS network into rural Indiain 15 circles.

&« Signed managed services and GSM/EDGE expansion
contract with Nokia worth US$125m.

Valuation and view

= Revenue CAGR of 37% and earnings CAGR of 62%
in FY 05-07E.

& Valuations at 17.3x FYQ7E earnings are attractive and
at a discount to some similar-sized peers in other fast
growing industries, like TCS and Infosys.

= Buy with a target price of Rs404, an upside of 15.5%
from current levels.

Sector view

« Rapid growth in mobile subscriber base enabling the
cdlular market to surpass that of fixed telephony.

# Industry and government forecasting subscriber base
would touch 200m by FY09 implying a 41% CAGR
over the next four years.

« Tariff cutsto be compensated by higher usage resulting
in decent margins and return ratios.

EPS: INQUIRE FORECAST VS CONSENSUS (RS)

BHARTI INFOSYS Tcs INQUIRE CONSENSUS  VARIATION
P/E (X) FYO6E 25.7 27.7 25.3 FOIRECASTT FORECAST ©9)
FYO7E 17.3 22.0 20.9 FYO06 13.6 12.7 7.3
P/BV (x) FYO6E 7.0 10.0 12.1 FYo7 20.2 18.1 11.4
FYO7E 5.0 75 8.3
EV/Sales (X) FYOBE 6.0 6.9 5.7 TARGET PRICE AND RECOMMENDATION
FYO7E 4.4 5.0 45 CURRENT TARGET UPSIDE RECO.
EV/EBITDA (x) FYO6E 15.6 204 19.5 S PRICE (RS) )
FYO7E 10.9 15.0 15.7 350 404 155 Buy
STOCK PERFORMANCE (1 YEAR)
SHAREHOLDING PATTERN (%) Bharti Tele (Rs) - LHS Rel. to Sensex (%) - RHS
SEP.05 JUN.O5 SEP.04 380 120
Promoters 45.7 46.0 46.6 320 ,/WM 80
Domestic Institutions 4.6 5.0 4.8 260 M 40
200 AwmelfpsNy 0
Flis/FDIs 48.5 47.7 46.7 140 ~.-»~'J" 40
Others 12 13 19 Oct-04 Jan-05 Apr-05 Jul-05 Oct-05
3
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INCOME STATEMENT (Rs Million) RATIOS
Y/E MARCH 2003 2004 2005 2006E 2007E Y/E MARCH 2003 2004 2005 2006E 2007E
Revenues 30,499 50,025 80,348 113,798 151,583 Basic (Rs)

Change (%) 05.2 64.0 60.6 416 332 EPS 0.7 3.2 7.8 13.6 20.2
Total Expenses 2207 33318 50,279 69,993 90,890 CashEPS 2.7 8.1 B8 216 30.4
EBITDA 7,582 16,707 30,069 43,805 60,693 Book value 241 276 364 S0l 694

%of Gross sales 24.9 334 37.4 385 40.0 DPS 00 00 00 00 00
Depn. & Amortisation 6394 8761 1186 14540 B40s Hayout%(incl.Div.Taxes) 0.0 0.0 0.0 0.0 0.0
EBIT 1188 7,946 18,883 29,265 42,287 Valuation (x)

Net Interest 2,663 241 2,249 1231 1051 PIE 10,0 450 5.7 73
Other Income 31 307 21 547 -0 Cash P/E 434 253 52 1s
PBT -1,792 5,842 16,423 28,582 41,137 EV/EBITDA 414 21 56 0.9
Tax 2 -64 1889 2,776 3,201 EV/Sales B 87 6.0 44

Rate (%) 01 11 s 97 80 Price/Book Value 7 9.6 7.0 5.0
Minority Interest -5 3 11 345 0 Dividend Yield (%) 0.0 0.0 0.0 10
Adjusted PAT -1,789 5,893 14,393 25,461 37,846

Change (%) 472 -4295 u4.2 76.9 48.6 Profitability Ratios (%)

PAT after EO -1,337 6,193 14,393 25,461 37,846 RoE 2.9 2.9 24.3 318 34.2
RoCE 12 9.2 7 23.6 30.0
BALANCE SHEET (Rs Million) _
Turnover Ratios
Y/E MARCH 2003 2004 2005 2006E 2007E
Debtors (Days) 56 50 46 43 43
Share Capital 8534 18534 18534 18534 18,534
. Asset Turnover (x) 0.4 0.5 0.5 0.6 0.7
Share Premium 33755 33,872 35334 35334 35334
Reserves -7,547 -1,310 B,544 39,005 74,764 Leverage Ratio
Net Worth 44,741 51095 67,412 92,873 128,632 Debt/Equity Ratio(x) 08 0.9 07 04 o1
Loans 33205 44,699 46,722 36438 15,088
Minority Interest 93 106 924 1024 1124 o
CASH FLOW STATEMENT (Rs Million)
Non-Interest Bearing Securit 2,248 3,480 3,832 3,066 2,452
. Y/E MARCH 2003 2004 2005 2006E 2006E
Capital Employed 80,288 99,380 118,890 133,400 148,296
Op.Profit/(Loss) bef Tax 7582 1,707 30,069 43,805 60,693
Gross Block 56,099 77,825 117,825 149,825 184,825 Other Income am 307 o1 547 100
Less : Depreciation 08y 18,380 29575 4415 62,521 nterest Paid 2663 241 2249 1231 -1051
Net Block 44,282 59,435 88,250 105,709 122,304 _ _
Direct Taxes Paid 2 64  -1889  -2,776  -3,291
cwiP 5396 4,674 1500 9500 5500 i
(Inc)/Dec in Wkg. Cap. -6,587 -434 19,839 -2,528 -3,187
Investments 0 0 5650 5650 5650 _
_ CF from Op.Activity -1,987 14,233 45,558 37,817 53,065
Goodwill 24744 25466 26,266 23,639 21276
License Entry Fee 9274 9404 1345 U379 ST (inc)/Dec in FA +CWIP 10,895 -22,633 -48,733 -29,254  -32,402
Deferred Tax Asset 2,529 3,649 1046 523 0 (Pur)/Sale of Investments 0 0 5,662 0 0
Curr. Assets 12,050 14,035 20,390 25,864 32,492 CF from Inv.Activity -19,895 -22,633 -54,395 -29,254 -32,402
Inventories 194 302 602 902 1,202
Debtors 3682 5203 8093 192 14535 Issue of Shares 54 w1462 0 0
Cash & Bank Balance 4192 4948 2923 3523 403 Inc/(Dec) in Debt 0,697 12,726 2375 -10,890 -20,572
Other current assets 3,982 3491 8772 10526 12,632 Dividends Paid 0 0 0 0 0
Curr. Liab. & Prov. 18,624 19,418 47,637 50,185 53,027 CF from Fin.Activity 19,542 12,843 3,837 -10,890 -20,572
Sundry Liabilities B579 19267 47,462 49,835 52,327
Inc/(Dec) i h 1,871 7 2,02 3,138
Provisions 45 B1 s 350 700 nc/(Dec) in Cas 18 56 025 600
Net Curr. Assets 6,573 -5,383 -27,247 -24,321 -20,535 ~dd:OpeningBalance 6062 4192 4948 2923 3523
Appl. of Funds 80,288 99,380 118,890 133,400 148,296 Closing Balance 4192 4948 2923 3523 6661
E: MOSt Estimates E:MOSt Estimates
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For more copies or other information, contact
Institutional: Navin Agarwal. Retail: Manish Shah, Mihir Kothari
Phone: (91-22) 56575200 Fax: (91-22) 22885038. E-mail: inquire@motilaloswal.com

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Bharti Tele-Ventures
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock Yes
3. Broking relationship with company covered No

MOSt is not engaged in providing investment-banking services.

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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