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Telecom Sector

TRAI plays spoil sport

TRAI seems to be adamant for imposing one time spectrum
fee on telcos for holding more than 6.2Mhz of 2G spectrum

Re-pricing of spectrum to be done on the basis of price
discovery in 3G spectrum auction. This would result in
~Rs160bn of total inflow for govt.

It’s still a recommendation and would require consent of
other related parties. We believe the telcos would condemn
the TRAPs move as it sounds irrational to re-price spectrum

If implemented then it would erode profitability of Bharti and
Idea with yearly outgo of Rs5.8bn and Rs2.3bn, respectively
for 7 years. Cost for RCom to remain miniscule at ~Rs20mn

Re-pricing of spectrum would lead to hefty pay out

TRAI has sent a final recommendation for re-pricing of 2G spectrum, this was a further
intimation to recommendations made in May 2010 for re-pricing of spectrum above
6.2Mhz. Re-pricing is recommended for the remaining period (7 years) of spectrum at
the price discovered in auction of 3G spectrum. If the recommendations are
implemented in the current form it would be hugely negative for the overall telecom
industry. Other than Bharti and Idea, BSNL and Vodafone would also be impacted with
total outgo of ~Rs70bn and ~Rs31bn respectively. Rcom has excess spectrum only in
Bihar circle. Total inflow for government would be at ~Rs160bn.

Regulatory uncertainty remains a big concern for the sector

Re-pricing of spectrum would result in one-time charge for the telcos holding spectrum
over the threshold limit proposed by TRAI. Further, the other recommendations of re-
farming of 900Mhz spectrum would also be negative for Bharti Airtel as it has 900Mhz in
most its circles. If spectrum is re-farmed to 2100Mhz as proposed then it would increase
both the capex and opex for the Bharti and would reduce the wireless efficiency enjoyed
by the company on 900Mhz.

Outlook and Valuations

With the stabilization in the price war intensity and legal and regulatory issues with the
new entrants would put incumbents as the better placed in the industry. Among the
incumbents we prefer Bharti over Idea and Rcom. However, the biggest concern for the
telecom industry remains the uncertainty in regulatory framework. We reiterate our
cautious view on the sector until there is clarity on what operators will have to pay for
spectrum.

In past Idea has been trading at 25-30x one year forward earnings, the premium is due
speculation of entire stake sale. We believe the premium is not justified. Rcom on the
other hand has been under the allegation of having more than prescribed cross holding
in erstwhile Swan telecom. Bharti remains the cheapest bet in the industry both with the
strong revenue market share and exposure in the foreign markets.

Valuation Snapshot

Reco CMP TP EPS P/E (x) EV/EBITDA (x)

FY FY FY FY FY FY FY FY FY

®Rs) ®RS)| 19 11E 126 | 10 11E 12 | 10 11E 12

Airtel Hold 334 345 | 240 164 217|139 204 154 |78 89 7.0
Rcom UR 9% UR | 226 6.5 8.2 4.2 147 116 | 66 8.1 6.8
ldea Sell 67 60 2.9 2.6 27 | 230 261 251 |87 92 7.6




Spectrum details and one-time charge for Bharti and Idea

Rs Million Bharti Spectrum Charge Idea Spectrum Charge
Delhi 10.0 12,305.7 8.0 6,268.9
Mumbai 9.2 12,046.7 4.4 0.0
Kolkata 8.0 1,028.7 4.4 0.0
Maharshtra 8.2 4,666.4 9.8 4,666.4
Guijarat 6.2 0.0 6.2 0.0
AP 10.0 2,595.2 8.0 2,595.2
Karnatka 10.0 2,986.0 6.2 0.0
T.N including Chennai 9.2 2,768.7 4.4 0.0
Kerela 6.2 0.0 8.0 590.6
Punjab 7.8 541.0 7.8 541.0
Haryana 6.2 0.0 6.2 0.0
U.P (West) 6.2 0.0 8.0 9715
U.P (East) 7.2 382.8 6.2 0.0
Rajasthan 8.2 606.7 6.2 0.0
M.P 8.0 488.4 8.0 488.4
West Bengal 6.2 0.0 4.4 0.0
H.P 6.2 0.0 4.4 0.0
Bihar 9.2 384.6 4.4 0.0
Orissa 8.0 183.3 4.4 0.0
Assam 6.2 0.0 4.4 0.0
N.E 6.2 0.0 4.4 0.0
J&K 6.2 0.0 4.4 0.0
Total 40,984 16,122

Source: Emkay Research

Current scenario

Bharti IDEA Rcom
FY10 FY11E FY12E FY10 FY11E FY12E FY10 FY11E FY12E
EPS 24.0 16.4 21.7 3.0 2.6 2.7 13.9 6.5 8.2
P/E 13.9 20.4 15.4 23.0 26.1 25.1 4.2 14.7 11.6
EV/EBITDA 7.8 8.9 7.0 8.7 9.2 7.6 6.6 8.1 6.8
Debt/Equity 0.2 1.2 1.0 0.7 1.1 1.0 0.7 0.8 0.7
Debt/EBITDA 0.4 2.8 2.1 2.3 3.4 29 4.1 5.7 4.8

Source: Company, Emkay Research

We believe if the companies have to pay one-time spectrum fee then it would be included in
gross block and amortized for next seven years. Following table incorporates Rs5.8bn of
yearly outgo and increase in debt by Rs40bn for Bharti and Rs2.3bn yearly outgo and
increase in debt by Rs16bn for Idea. With this EPS for FY12E gets diluted by 11.8% and
35.4% for Bharti and Idea, respectively.

Bharti IDEA Rcom
FY10 FY11E FY12E FY10 FY11E FY12E FY10 FY11E FY12E
EPS 24.0 16.4 191 3.0 2.6 1.7 13.9 6.5 8.1
P/E 13.9 20.4 17.5 23.0 26.1 38.9 4.2 14.7 11.8
EV/EBITDA 7.8 8.9 7.0 8.7 9.2 7.7 6.6 8.1 6.9
Debt/Equity 0.2 1.2 1.1 0.7 1.1 1.2 0.7 0.8 0.7
Debt/EBITDA 0.4 2.8 2.4 2.3 3.4 3.2 4.1 5.7 4.8

Source: Company, Emkay Research

Emkay Research 9 February 2011 2



Telecom Sector Event Update

Emkay Global Financial Services Ltd.
Paragon Center, H -13 -16, 1st Floor, Pandurang Budhkar Marg, Worli, Mumbai — 400 013. Tel No. 6612 1212. Fax: 6624 2410

DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and may not be reproduced or redistributed to any other person. The manner
of circulation and distribution of this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document may come are
required to inform themselves of, and to observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This
report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. No person associated with Emkay
Global Financial Services Ltd. is obligated to call or initiate contact with you for the purposes of elaborating or following up on the information contained in this document. The material 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. Neither Emkay Global Financial Services Ltd., nor any person connected
with it, accepts any liability arising from the use of this document. The recipient of this material should rely on their own investigations and take their own professional advice. Opinions expressed are
our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in this material, there may be regulatory, compliance,
or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.
We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation or issuance of this material may; (a) from time to time, have long or short positions in,
and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a
market maker in the financial instruments of the company (ies) discussed herein or may perform or seek to perform investment banking services for such company(ies)or act as advisor or lender /
borrower to such company(ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions. The same persons may have acted upon the
information contained here. No part of this material may be duplicated in any form and/or redistributed without Emkay Global Financial Services Ltd.'s prior written consent. No part of this document
may be distributed in Canada or used by private customers in the United Kingdom. In so far as this report includes current or historical information, it is believed to be reliable, although its accuracy and
completeness cannot be guaranteed.

Emkay Research 9 February 2011 www.emkayglobal.com



