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Y EA R N ET SA LES PA T EPS EPS P/ E P/ B V R OE R OC E EV / EV /

EN D ( R S M ) ( R S M ) ( R S) GR OW T H ( %) ( X ) ( X ) ( %) ( %) SA LES EB IT D A

3/06A 116,631 22,584 12.0 48.3 31.9 7.9 29.5 21.6 6.6 17.7

3/07E 169,324 34,599 18.3 52.6 20.9 5.7 31.7 25.5 4.7 12.1

3/08E 209,859 45,627 24.1 31.9 15.9 4.2 30.5 26.1 3.8 9.2

QU A R TER LY  PER F OR M A N C E ( C ON SOLID A TED ) ( R S M ILLION )

Y / E M A R C H FY 0 6 FY 0 7E

1Q 2 Q 3 Q 4 Q 1Q 2 QE 3 QE 4 QE

Gross Revenue 25,172 27,090 30,256 34,113 38,564 40,691 43,645 46,424 116,631 169,324
   YoY Growth (%) 48.6 46.3 41.9 46.7 53.2 50.2 44.3 36.1 45.7 45.2
   QoQ Growth (%) 8.2 7.6 11.7 12.7 13.0 5.5 7.3 6.4
Access & Interconnect Charges 4,849 4,928 5,571 6,447 6,612 6,917 7,420 7,892 21,795 28,841
Net Revenue 20,323 22,162 24,685 27,666 31,952 33,773 36,225 38,532 94,836 140,483
Total Operating Expenses 10,916 11,951 13,486 14,884 16,930 17,873 19,260 20,425 51,237 74,488
EBITDA 9,407 10,211 11,199 12,782 15,022 15,901 16,965 18,107 43,599 65,995
   Margin (%) 37.4 37.7 37.0 37.5 39.0 39.1 38.9 39.0 37.4 39.0
Net Finance Costs 149 845 924 733 1,691 874 934 994 2,651 4,493
Cash Profit from Operations 9,258 9,366 10,275 12,049 13,331 15,027 16,031 17,113 40,948 61,502
Depreciation & Amortisation 3,403 3,703 4,026 4,698 4,972 5,224 5,624 6,024 15,830 21,844
Profit before Tax 5,980 5,795 6,386 7,413 8,600 9,853 10,577 11,199 25,574 40,230
Income Tax Expense / (Income) 815 514 858 549 952 1,330 1,428 1,512 2,736 5,222
Net Profit / (Loss) 5,099 5,209 5,453 6,823 7,552 8,404 9,052 9,591 22,584 34,599
   QoQ Growth (%) 11.1 2.2 4.7 25.1 10.7 11.3 7.7 5.9 50.8
E: MOSt Estimates ; Finacials as per US GAAP

F Y 0 6 FY 0 7E

Bharti Airtel’ 1QFY07 results were better than expected, driven by strong top line growth and lower-than-expected
SG&A expense. Revenues grew 13% QoQ to Rs38.56 b (Vs our expectation Rs 37.28b) and PAT grew 10.7% QoQ
to Rs7.5b (Vs our expectation Rs7.4b). EBITDA margins were at 39% Vs our expectation of 37.7%
Mobility business revenues grew 17.4% QoQ ahead of our expectations, driven by strong subscriber additions.
Mobility margins expanded by 20bps inline with our estimates at 36.4%. We are positively surprised by ARPU, which
were flat on QoQ basis from Rs442 to Rs441. Although Average revenue per minute was down marginally by 2%
(10% in 4QFY06), Average MOUs grew 2.5% QoQ keeping the ARPUs flat at on QoQ basis.
Long Distance margins expanded 180 bp QoQ driven by increase in traffic and reduced license fees and ADC.
Enterprise business margins expanded substantially by 1,193 bps at 47.5% up from 35.6% in previous quarter.
Overall EBITDA margins expanded 150bp QoQ driven by sharp margin expansion in the Enterprise business,
further aided by marginal improvement in mobility operating margins. Operating margin expansion for the quarter is
attributable to lower SG&A costs and flat employee costs.
Interest costs were up 130% QoQ to Rs1691m (our expectations of Rs1019m), primarily due to higher forex
losses during the quarter. In spite of forex loss of Rs967m during the quarter (Rs113m in 4QFY06), PAT was higher
than estimate at 7.5b.
Raising EPS estimates: We are raising our EPS estimates marginally by 2.8% for FY07 to Rs18.3 and by 2.2% for
FY08 to Rs24.1.  The stock is attractively valued at 15.9x FY08 earnings. Maintain Buy.
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Solid subscriber growth and Flat ARPUs drive
mobility revenues.
Bharti reported 17.7% QoQ growth in Mobility revenues
for 1QFY07, primarily driven by record subscriber additions
during the quarter. The company added 3.5m subscribers
during the quarter, 18 % growth in subscriber base for the
quarter. ARPUs were flat on QoQ basis from Rs 442 to Rs
441. ARPUs were flat due to improvement in minutes of
usage as well as change in incoming out going ratio in favor
of out going minutes. Management expects improvement
in usage to continue.

Although Average revenue per minute was down marginally
by 2%( down 10% in 4QFY06),  average MOUs grew
2.5% QoQ keeping the ARPUs flat on QoQ basis.
Management indicated that outgoing usage by lifetime
scheme users is encouraging and Easy recharge continues
to do well (75% share of recharges). On the verification
front, the company does not expect any major hiccups and
expects ‘miniscule’ disconnections. EBITDA margins for
mobile business improved 20bp QoQ to 36.4% inline with
our estimates. We believe that at lower tariffs MOUs will
continue to go up due to elasticity of demand. The company
expanded network coverage to 4,026 census towns and
more than 100,000 towns and villages.

TRENDS IN ARPU, MOU AND REVENUE PER MINUTE

Source: Company/ Motilal Oswal Securities

Fixed line business margin improves
Fixed line Revenues grew by 26% ahead of our expectation
part of which was due to realignment of retail DSL business.

Retail DSL business which had revenues of ~ Rs750m has
been realigned from Enterprise business to fixed line
business. Removing the impact of transfer fixed line
business grew by 8% QoQ (against our expectations of
1.9%). Although existing fixed line business margins went
down marginally from 34.4% to 33.2%, total fixed line
margins improved by 60 bp from 22.8% to23.4%. Although
fixed line new business loss continues to be high,
improvement is expected in following quarters.

Long distance under pressure.
The government had reduced annual license fees for the
Long distance operators in November 2005 and TRAI
reduced ADC charges on National and International Long
distance calls with effect from March 2006. Bharti’s long
distance margins improved by 180bps from 37.1% to 38.9%,
as 1QFY07 is the first quarter, which had full impact of
regulatory cuts. Absolute EBITDA was down marginally
by 1% despite 30% growth in NLD minutes and 10 %
growth in ILD minutes. This seems to be result of tariff
pressure and ceiling of Re0.65 on NLD carriage charges.
We believe that Long Distance traffic will continue to
increase at a rapid pace.

Overall improvement in EBITDA margins likely to
be sustained.
Overall EBITDA margins expanded 150bp QoQ to 39.0%
(against our expectations of 37.7%), driven by margin
expansion in the Mobility and Enterprise business. While
mobility margins are likely to expand further, enterprise
business margins of 47.5 % are unlikely to sustain at current
levels. Long distance margins are likely to remain at current
level of 38-39%.  SG&A expenditure as a % of gross
revenue declined from 17.1% to 15.8%. We expect that
SG&A expenditures would continue to act as lever for
improving EBITDA margins. Employee costs went down
from 6.9% of gross revenues to 6.1% gross revenues. We
expect consolidated margins to remain at current levels
driven by mobility margins and improvement in fixed line
margins.
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Revising forecasts
We are revising our forecasts upward to adjust for the
stronger growth in the Mobility business and better than
expected margins. We are raising our EPS estimates
marginally by 2.8% for FY07 to Rs18.3 and by 2.2% for
FY08 to Rs24.1.

REVISED FORECAST

FY07 FY08

OLD NEW VAR  OLD NEW VAR

Revenues 164,558 169,324 2.9 206,367 209,859 1.7
Growth % 41.0 45.0 25.4 23.9

EBITDA Margin 38.6 39.0 39.9 40.9
Net Profit 33,622 34,599 2.9 44,382 45,627 2.8

Growth (%) 49.0 53.0 32.0 31.9
EPS (Rs) 17.8 18.3 2.8 23.6 24.1 2.2
Growth (%) 48.0 52.0 32.6 31.9

Source Motilal Oswal Securities

Valuation and view
Bharti’s 1QFY07 overall performance was ahead of our
estimates, with the Mobility business reporting higher top
line and consolidated operating margins, doing significantly
better than our expectations. We were impressed by the
company’s growth in its mobility business and believe that
this business will continue to gain momentum driven by
strong subscriber additions. Fixed line business continues
to be robust, with strong subscriber additions and expanding
margins. In the long distance segment although margins
are likely to be stabilize, volume growth is likely to be robust.
We are raising our EPS estimates marginally by 2.8% for
FY07 to Rs18.3 and by 2.2% for FY08 to Rs24.1.The stock
is attractively available at a PER of 20.9x FY07 EPS and
15.9x FY08 EPS. Reiterate Buy.
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Bharti Airtel: an investment profile

STOCK PERFORMANCE (1 YEAR)

COMPARATIVE VALUATIONS

BHARTI INFOSYS TCS

P/E (x) FY07E 20.9 24.8 26.4
FY08E 15.9 20.6 21.6

P/BV (x) FY07E 5.7 9.1 11.9
FY08E 4.2 6.8 8.3

EV/Sales (x) FY07E 4.7 4.7 5.5
FY08E 3.8 6.2 4.3

EV/EBITDA (x) FY07E 12.1 19.2 20.2
FY08E 9.2 15.0 16.0

SHAREHOLDING PATTERN (%)

MAR.06 DEC.05 MAR.05

Promoters 45.5 45.6 46.5

Domestic Institutions 3.9 3.7 2.9

FIIs/FDIs 48.1 47.9 48.0

Others 2.6 2.8 2.7

EPS: MOST FORECAST VS CONSENSUS (RS)

MOST CONSENSUS VARIATION

FORECAST FORECAST (%)

FY07 18.3 17.6 4.0
FY08 24.1 24.7 -2.4

TARGET PRICE AND RECOMMENDATION

CURRENT TARGET  UPSIDE RECO.

PRICE (RS) PRICE (RS)  (%)

383 471 25.8 Buy
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Company description
Bharti Airtel, promoted by Sunil Bharti Mittal, is the largest
cellular services provider in India with a subscriber base of
more than 23m and a market share of over 21% of the
overall cellular market. It is the first cellular services
provider to have introduced the lowest denomination
recharge coupon for prepaid subscribers and electronic
recharge. It is also the most profitable cellular services
provider and is managed by a very strong team of
professionals. It is the only player to have a presence in all
23 circles in India.

Key investment arguments
Leader in the fast growing Indian cellular market and
enjoys scale advantage.
Strong innovative management, the biggest
differentiator.
Most profitable cellular services provider.

Key investment risks
Declining ARPM’s could lead to lower operating
margins.
Being a listed company, can not be a price leader due
to focus on profitability and hence is reactive to
competitor’s pricing.

Recent developments
Introduced India’s first Rs999 Lifetime prepaid card
with a lifetime validity on 23 December 2005.
Launched Easy Lifetime Prepaid.
Launched Airtel Mega its Fixed wireless phone service

Valuation and view
Revenue CAGR of 34.1% and earnings CAGR of
42.1% over FY06-08E. Valuations at 20.9x FY07E
earnings and 15.9x FY08E 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 Rs471, an upside of 25.8%
from current levels.

Sector view
Rapid growth in mobile subscriber base enabling
thecellular market to surpass that of fixed telephony.
Industry is forecasting subscriber base would touch
200m by FY09 implying a 30% CAGR over the next 3
years. 200m subscriber target  will be achieved by mid
FY09 even if industry is able to maintain monthly
addition of 4m subscribers per month against 5m
average additions that industry  has seen in 2006.
Tariff cuts to be compensated by volume and cut in
regulatory levies, resulting in decent margins and RoE.
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IN C OM E STA TEM EN T ( R s M il l io n)

Y / E M A R CH 2 0 0 4 2 0 0 5 2 0 0 6 2 0 0 7E 2 0 0 8 E

R evenues 48,320 80,028 116,631 169,324 209,859

    Change (%) 64.0 65.6 45.7 45.2 23.9

Total Expenses 32,413 49,963 73,032 103,329 124,105

EB IT D A 15,907 30,065 43,599 65,995 85,754

    % of Gross sales 32.9 37.6 37.4 39.0 40.9

Depn. & Amortisation 7,733 11,341 15,830 21,844 26,914

EBIT 8,174 18,724 27,769 44,152 58,840

Net Interest 2,380 1,996 2,651 4,493 5,167

Other Income 182 -124 456 571 640

P B T 5,976 16,604 25,574 40,230 54,313

Tax 901 1,528 2,736 5,222 8,147

    Rate (%) 15.1 9.2 10.7 13.0 15.0

A djusted P A T 5,076 14,978 22,584 34,599 45,627

    Change (%) 4.0 195.1 50.8 53.2 31.9

P A T  after EO 5,376 14,978 22,584 34,599 45,627

BA LA NC E SHEET ( R s M il l io n)

Y / E M A R CH 2 0 0 4 2 0 0 5 2 0 0 6 2 0 0 7E 2 0 0 8 E

Share Capital 18,534 18,534 18,939 18,952 18,952

Additional Paid up Capital 48,116 47,987 56,060 56,060 56,060

Reserves -20,733 -5,455 16,894 51,660 97,387

N et Wo rth 45,916 61,065 91,893 126,672 172,399

Loans 45,723 49,040 47,395 68,661 69,290

M inority Interest 0 749 951 1,360 1,899

Other Liabilities 3,694 3,076 3,704 5,556 5,834

Deferred Tax Liability 1,127 1,183 1,945 1,945 1,945

C apital Emplo yed 96,460 115,114 145,888 204,194 251,368

Gross B lock 120,455 163,634 228,252 311,197 367,197

Less : Depreciation 20,484 31,825 47,655 69,499 96,413

N et B lo ck 99,972 131,879 180,598 241,898 270,784

Intangible Fixed assets 36,388 39,211 38,200 34,380 33,349

Investments 158 671 692 567 1,020

Other Non-Current Assets 1,911 2,400 3,258 3,421 5,131

C urr. A ssets 15,138 24,124 31,002 44,895 61,496

Inventories 317 545 381 431 451

Debtors 5,030 7,308 10,620 22,267 29,898

Cash & Bank Balance 1,305 3,256 2,838 2,838 8,001

Other current assets 8,486 13,015 17,163 19,358 23,147

C urr. Liab. & P ro v. 20,719 43,959 69,662 86,586 87,064

Sundry Liabilities 17,460 40,486 64,879 81,085 81,288

Other Current Liabilities 3,259 3,473 4,783 5,500 5,775

N et C urr.  A ssets -5,581 -19,835 -38,660 -41,691 -25,567

A ppl. o f  F unds 96,461 115,114 145,888 204,194 251,368

E: M OSt Estimates 0.0 0.0

RA TIOS

Y / E M A R CH 2 0 0 4 2 0 0 5 2 0 0 6 2 0 0 7E 2 0 0 8 E

B asic (R s)

EP S 2.7 8.1 12.0 18.3 24.1

Cash EPS 7.1 14.2 20.3 29.8 38.3

Book Value 24.8 32.9 48.5 66.8 91.0

DPS 0.0 0.0 0.0 0.0 0.0

Payout %(Incl.Div.Taxes) 0.0 0.0 0.0 0.0 0.0

Valuat io n (x)

P/E 47.4 31.9 20.9 15.9

Cash P/E 27.0 18.9 12.9 10.0

EV/EBITDA 25.2 17.7 12.1 9.2

EV/Sales 9.5 6.6 4.7 3.8

Price/Book Value 11.6 7.9 5.7 4.2

Dividend Yield (%) 0.0 0.0 1.0 1.0

P ro f itability R atio s (%)

RoE 12.4 28.0 29.5 31.7 30.5

RoCE 9.8 17.6 21.6 25.5 26.1

T urno ver R at io s
Debtors (Days) 50 42 41 58 63

Asset Turnover (x) 0.3 0.4 0.4 0.5 0.5

Leverage R at io

Debt/Equity Ratio (x) 1.1 0.9 0.6 0.6 0.4

CA SH F LOW  STA TEM EN T ( R s M il l io n)

Y / E M A R CH 2 0 0 4 2 0 0 5 2 0 0 6 2 0 0 7E 2 0 0 8 E

Op.Pro fit/(Loss) bef Tax 15,907 30,065 43,599 65,995 85,754

Other Income 182 -124 456 571 640

Interest Paid -2,380 -1,996 -2,651 -4,493 -5,167

Direct Taxes Paid -1,012 -1,472 -1,974 -5,222 -8,147

(Inc)/Dec in Wkg. Cap. 9,488 16,731 15,712 4,734 -11,130

C F  fro m Op.A ct ivity 22,186 43,205 55,142 61,585 61,950

(inc)/Dec in FA + CWIP -39,684 -43,248 -64,549 -83,144 -55,800

(Pur)/Sale of Investments 1,939 -2,146 2,848 125 -1,717

C F  fro m Inv.A ctiv ity -37,745 -45,393 -61,701 -83,019 -57,517

Issue o f Shares -81 -129 8,073 0 0

Inc/(Dec) in Debt 15,994 3,317 -1,645 21,266 629

Other Financing Activities 346 951 -288 168 101

C F  fro m F in.A ct iv ity 16,259 4,139 6,141 21,434 730

Inc/ (D ec)  in C ash 700 1,951 -418 0 5,163

Add: Opening Balance 606 1,305 3,256 2,838 2,838

C lo sing B alance 1,305 3,256 2,837 2,838 8,001

E: M OSt Estimates; A ll Financials as per US GAAP



Bharti Airtel

26 July 2006  6

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 Airtel
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock Yes
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

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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