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RCOM's tower business gets valued at US$6.75 bn; Rs579.30
news more positive for Bharti - ALERT 19 July 2007

e Tower business gets significantly higher valuation than expectations. Wireless Services

RCOM today announced sale of 5% equity stake in its tower subsidiary
(RTIL) to aclutch of investors for US$337.5 mn. This implies US$6.75
bn value for 100% of RTIL's equity or Rsl35/share of RCOM. The
transaction poses upside risk to our Jun-08 DCF based PT of Rs525 (ex-
towers) but recent rally implies the news is largely in the RCOM stock
price. The key upside risk to our price target is higher wireless sub-
additions; the key downside risk higher handset subsidies.
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e News more positive for Bharti stock. Bharti’s tower subsidiary (BIL)
currently has ~3x the number of towers compared with RTIL and will
likely have ~2x the number of RTIL towers by Mar-08. If RTIL's
valuation were to be used as a benchmark, then even under conservative
assumptions BIL would be worth at least US$10 bn in equity value (1.5X
US$6.75 bn) or Rs215/share of Bharti versus our estimate of Rs80/share.

e Tower values presumably riding on fairly optimistic assumptions.
We believe the biggest ‘swing factor’ (and the biggest unknown) for
tower vaues is the 'occupancy ratio'. Compared to our base case
assumption of 0.75x ‘externa’ tenantstower, we estimate RTIL's
valuations would be justified if we use a 2.3-2.4x occupancy (excluding
RCOM CDMA as anchor tenant). This may be difficult to achieve given:
(2) likely large supply of towers from Bharti, RCOM and independent
tower-cos, (2) BSNL is ruled out as a tenant, (3) VOD-Essar's infra
sharing MoU with Bharti and (4) uncertainty about RCOM’s GSM
expansion. RCOM management expects ~4x occupancy in the long term
based on implementation of their pan-India GSM rollout, 3G/4G/WiMax
deployments and consolidation in independent tower-co space.

e Other details. RTIL’s growth will be funded through debt and it will end
FY08 with ~US$2 bn in net-debt (currently zero). RCOM will book
capital gains of US$280 mn, which will reflect in its 2QFY 08 financials.

Table 1: Bharti versus RCOM: Comparison of key drivers of tower business valuation

BIL RTIL Comments
Number of towers end of Mar-07 36,000 12,000 BIL has 3x that of RTIL
Towers added in FYO8E 30,000 23,000 RTIL's additions look stretched since CDMA is more efficient
Number of towers end of Mar-08E 66,000 35,000 BIL to have 1.9x towers that of RTIL by end of FY08
Existing tower-mix (Ground vs Rooftop) Advantage RTIL has a more favorable GBT:RTT mix in existing towers
Sharing potential (Occupancy ratio) Advantage Bharti has infra sharing MOU with VOD; also GSM network grids are similar
Fiber backhaul availability at sites Advantage RCOM can lease out un-lit fiber backhaul to tenants as additional facility
Source: Company data, JPMorgan estimates.
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Initiated coverage May 19, 2006. This chart shows JPMorgan's continuing coverage of this stock; the current analyst may
or may not have covered it over the entire period.
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