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 Bharti's 3QFY11 PAT declined 41% YoY and 22% QoQ to Rs13b (estimate of Rs17b) led by brand re-launch expenses

of Rs3.4b and forex loss of Rs1.5b. Consolidated revenue of Rs157.6 b (up 53% YoY and 3.6% QoQ) and EBITDA

(before brand re-launch exp) of Rs53.2b were broadly in line (1% below estimate). While traffic growth in India

operations was slightly below expectations, positives include strong revenue traction in Africa and continued stability

in India RPM/Africa margins.

 3QFY11 Result highlights: Traffic growth for India mobile business at 4.5% QoQ, lower than our estimate of 6.3%

growth. RPM decline of only 0.8% QoQ (lowest in the past eight quarters) to Rs0.44, better than our estimate of 2%

decline. Continued positive elasticity and revenue momentum in Africa business with traffic up 16.6% QoQ, MOU per

subscriber up 7.1% QoQ and revenue up 8.7% QoQ. Flat QoQ margin for Africa (including Africa corporate expenses

but excluding brand launch expenses) at 23.3%, in line with our estimate. All outsourcing contracts (Network, IT,

BPO) have been closed in Africa; employee transition has started. Brand re-launch expenses of Rs3.4b and forex

loss of Rs1.5b at the consolidated level, both not included in our estimates.India capex guidance (ex-towers) remains

at US$1.8-2b in FY11 (9M capex at ~US$1.3b); capex for Africa to remain at US$800m/year. Net debt flat QoQ at

Rs599b.

 FY12/13 estimates largely unchanged; 22% EBITDA CAGR over FY11E-13E; Buy: While we have downgraded

FY11 EBITDA and PAT estimates by 3-5% to factor-in forex loss and brand launch expenses, our FY12/13 estimates

remain largely unchanged. We remain positive given 1) strong traffic growth outlook despite stabilizing RPM, 2)

traction in non-voice business post 3G launch, 3) improving regulatory environment, and 4) initial signs of elasticity in

Africa. We expect 22% EBITDA CAGR and 30% PAT CAGR over FY11E-13E driven by normalized growth in India

business and margin inflection in Africa business. At CMP of Rs323, the stock trades at proportionate EV/EBITDA of

7x FY12E and 5.6x FY13E. Maintain Buy with a target price of Rs410, 27% upside.
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India and South Asia revenue and adj. EBITDA up 3.5% QoQ

 India and South Asia revenue grew 3.4% QoQ and 13.7% YoY to Rs117.2b (vs estimate
of 4% growth).

 EBITDA (before re-branding) grew 3.6% QoQ and 7.2% YoY to Rs43.7b (vs estimate
of 5% growth).

 EBITDA margin declined 229bp YoY but remained flat QoQ to 37.3%.
 Net income of Rs18.3b was 7.8% below our estimate of Rs19.8b due to brand re-

launch expenses of Rs1.66b
 Mobile traffic (India) grew 29.9% YoY and 4.5% QoQ (vs 10% growth reported by

Idea) to 199b minutes (vs est of 203b) led by lower MOU.
 MOU declined to 449 min, down 1% QoQ (vs an increase of 1.8% QoQ for Idea)
 RPM declined 14.7% YoY and 0.8% QoQ (lowest in the past eight quarters; in line

with Idea) to Rs0.44 (1.2% above estimates).
 Bharti's RPM has remained stable for two quarters despite overcapacity and multi

SIM phenomenon.
 Mobile ARPU declined 14% YoY and 1.8% QoQ to Rs198 (vs estimate of Rs200);

Idea's ARPU increased 0.6% QoQ in 3QFY11.
 Bharti's blended monthly churn at 7.8% is highest in past five years, reflecting

competitive pressure.

Stable KPI performance

Monthly churn highest in past five years (%)

Source: Company/MOSL
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Traffic rebound lower than our estimates

Mobile EBITDA per minute stabilizing on lower RPM pressure (Rs)

Source: Company/MOSL

Mobile services (India and South Asia): Broadly inline

 Mobile revenue increased 13.1% YoY and 3.9% QoQ to Rs91.5b (in line with est).
 EBITDA increased 5.1% YoY and 3.2% QoQ to Rs32b (1.3% below est).
 EBITDA margin declined ~23bp QoQ to 34.9% (vs est of 35.3%).
 Management is confident that Bharti remains well positioned for MNP (implemented

effective January 20th 2011) and has so far been a net positive on subscribers.
 Bharti has launched 3G services in Karnataka and Tamil Nadu and expects to roll-out

in 13 circles (where it won 3G spectrum) by Mar-11.
 Bharti is seeking alliances for 3G with other quality operators for a pan India 3G

footprint.
 Non-voice business contributed 13.8% to mobile revenue in 3QFY11 and has increase

by ~4 percentage points over the past five quarters.
 We expect data to be a significant contributor for Bharti going forward post 3G launch.

Enterprise and Telemedia: Weak quarter

 Enterprise revenue increased 0.8% QoQ but declined 4.9% YoY to Rs10.5b; EBITDA
stood at Rs2.3b, down 12.1% QoQ and 31% YoY.

 Telemedia revenue stood Rs9.1b, down 0.5% QoQ but up 6.1% YoY; EBITDA was
down 3.7% QoQ but up 2.8% YoY to Rs4b.

 Telemedia subscribers grew 1.3% QoQ to 3.3m; ARPU declined from Rs954 in 2QFY11
to Rs934 in 3QFY11 (0.6% below our estimate).
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Passive infrastructure: Strong growth led by margin expansion

 Passive infrastructure segment revenues and EBITDA include standalone operations
of Bharti Infratel and proportionate consolidation of 42% stake in Indus Towers.

 Revenue increased 19.4% YoY and 3.8% QoQ to Rs22b. EBITDA increased 35.4%
YoY and 8% QoQ at Rs8.5b.

 Bharti Infratel has a portfolio of ~32,424 towers with a tenancy ratio of 1.7x.
 Indus towers has a portfolio of ~107,789 towers with a tenancy ratio of 1.81x.
 Indus towers has sharing revenue per operator per month (SRPO) of ~Rs30,847 (~23%

discount v/s Bharti Infratel).

Positive signs of elasticity and usage growth in Africa; margin stable

 Africa revenue of US$ 911m was 1.4% above our est of US$ 898m.
 EBITDA (before re-branding) was US$212m implying an EBITDA margin of 23.3%

(vs margin of 23.1% in 2QFY11).
 Net loss of Rs5.25b vs Rs3.79b in 2QFY11 and our estimate of Rs2.86b mainly due to

forex loss of Rs1.6b and brand-launch expense of Rs1.7b.
 MOU per subscriber increased to 120 mins per month vs 112 mins in 2QFY11 (1.7%

above our estimate of 118mins)
 RPM declined 7.9% QoQ from 6.6 US cents in 2QFY11 to 6.1 US cents (vs 1.5%

below our estimate of 6.2 US cents).
 ARPU declined 1.4% QoQ at US$7.3, as increased MOU was offset by decline in

RPM.
 Bharti has taken tariff cuts in all 16 countries to eliminate the pricing differential vs

competition.
 Active (last one month basis) subscriber base increased to 42.1m in 3QFY11 (vs

40.1m in 2QFY11)
 Churn levels remain high at 5.9% per month.
 Key challenges in Africa include logistics, high labor costs and low availability of

skilled manpower.
 All outsourcing contracts (Network, IT, BPO) have been closed in Africa; employee

transition has started.
 Current capex in Africa has been focused mainly on capacity. 70% of the capex

would be on coverage from FY12.
 The management expects Africa margins to grow at healthy clip and appeared confident

of achieving target of US$5b revenue, US$2b EBITDA and 100m subscribers in Africa
by FY13.

Net debt QoQ at Rs600b; forex loss of ~Rs1.51b

 Bharti's net debt remained flat QoQ to ~Rs600b, implying a net debt/equity of 1.28x
and net debt/annualized EBITDA of 2.8x.

 During the quarter, Bharti reported a forex loss of ~Rs1.51b vs forex gain of ~Rs2.5b
in 2QFY11.
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India capex flat QoQ; Africa capex to remain at US$800m

 India capex guidance (ex-towers) remains at US$1.8-2b in FY11 (9M capex at
~US$1.3b).

 Africa capex guidance has been maintained at US$800m.
 Bharti added ~3,500 cell-sites during the quarter vs 4,600 cell-sites in 2QFY11.

Cell-site additions lower QoQ

Source: Company/MOSL

FY12/13 estimates largely unchanged; 22% EBITDA CAGR over FY11E-13E;
Buy

 While we have downgraded FY11 EBITDA and PAT estimates by 3-5% to factor-in
forex loss and brand launch expenses, our FY12/13 estimates remain largely unchanged.

 We remain positive given 1) strong traffic growth outlook despite stabilizing RPM, 2)
traction in non-voice business post 3G launch, 3) improving regulatory environment,
and 4) initial signs of elasticity in Africa.

 We expect 22% EBITDA CAGR and 30% PAT CAGR over FY11E-13E driven by
normalized growth in India business and margin inflection in Africa business.

 At CMP of Rs323, the stock trades at proportionate EV/EBITDA of 7x FY12E and
5.6x FY13E. Maintain Buy with a target price of Rs410, 27% upside.
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India and South Asia - Segmentwise Summary as per IFRS (Rs m)
3QFY10 2QFY11 3QFY11 YoY % QoQ % 3QFY11E V/S Est (%)

Revenue

Mobile 80,898 88,045 91,459 13.1 3.9 91,773 -0.3

Telemedia 8,549 9,118 9,068 6.1 -0.5 9,173 -1.1

Enterprise 11,048 10,424 10,503 -4.9 0.8 11,048 -4.9

Passive Infrastructure 18,407 21,161 21,972 19.4 3.8 21,999 -0.1

Others 1,414 2,260 2,793 97.5 23.6 2,305 21.2

Eliminations -17,262 -17,696 -18,582 7.6 5.0 -18,411 0.9

Consolidated Revenue 103,053 113,312 117,213 13.7 3.4 117,887 -0.6

EBITDA

Mobile 30,400 30,964 31,954 5.1 3.2 32,382 -1.3

Telemedia 3,933 4,200 4,045 2.8 -3.7 4,157 -2.7

Enterprise 3,274 2,571 2,260 -31.0 -12.1 2,725 -17.1

Passive Infrastructure 6,267 7,858 8,486 35.4 8.0 8,380 1.3

Others -2,574 -2,714 -2,341 -9.1 -13.7 -2,664 -12.1

Eliminations -477 -657 -658 37.9 0.2 -657 0.2

Consolidated EBITDA

(before-branding) 40,823 42,222 43,746 7.2 3.6 44,323 -1.3

EBITDA margin (%)

Mobile 37.6 35.2 34.9 -264bp -23bp 35.3 -35bp

Telemedia 46.0 46.1 44.6 -140bp -146bp 45.3 -71bp

Enterprise 29.6 24.7 21.5 -812bp -315bp 24.7 -315bp

Passive Infrastructure 34.0 37.1 38.6 458bp 149bp 38.1 53bp

Consolidated EBITDA 39.6 37.3 37.3 -229bp 6bp 37.6 -28bp

Depreciation and amortization 15,883 18,239 19,063 20.0 4.5 19,505 -2.3

Operating income 24,940 23,983 24,683 -1.0 2.9 24,817 -0.5

Pre-operating and others 128 231 -1,398 -1,192.2 -705.2 236 -693.3

Net finance cost -266 -255 1,514 -669.2 -693.7 1,425 6.2

Profit Before Taxes 25,334 24,469 21,771 -14.1 -11.0 23,628 -7.9

Total Tax 2,980 3,802 3,145 5.5 -17.3 3,544 -11.3

Effective Tax Rate (%) 11.8 15.5 14.4 268bp -109bp 15.0 -1bp

Profit After Tax 22,354 20,667 18,626 -16.7 -9.9 20,084 -7.3

Minority Interest 407 269 344 -15.5 27.9 261 31.6

Net Profit 21,947 20,398 18,282 -16.7 -10.4 19,822 -7.8

Source: MOSL

India and South Asia - Revenue Drivers
3QFY10 2QFY11 3QFY11 YoY % QoQ % 3QFY11E V/S Est (%)

Mobile

Mobile Subs (m) 119 143 152 28.3 6.4 152 0.0

Mobile ARPU (Rs/month) 230 202 198 -14.0 -1.8 200 -0.8

Total Minutes of Use (b) 153 191 199 29.9 4.5 203 -1.7

Minutes of Use/Sub/Month 446 454 449 0.8 -1.0 458 -2.0

Effective Mobile RPM (Rs) 0.52 0.44 0.44 -14.7 -0.8 0.44 1.2

Telemedia Services

Subscribers (000s) 2,989 3,216 3,257 9.0 1.3 3,291 -1.0

ARPU (Rs/month) 964 954 934 -3.1 -2.1 940 -0.6

Source: MOSL
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India and South Asia - Capex (Rs m)
3QFY10 2QFY11 3QFY11 YoY % QoQ %

Mobile 7,743 15,590 16,877 118.0 8.3

Telemedia services 1,761 2,155 1,963 11.5 -8.9

Enterprise services 4,210 1,542 827 -80.4 -46.4

Passive Infrastructure 1,926 5,912 5,666 194.2 -4.2

Others 2,124 4,083 3,919 84.5 -4.0

Consolidated Capex 17,764 29,282 29,251 64.7 -0.1

Capex/Sales (%)

Mobile 9.6 17.7 18.5 888bp 75bp

Broadband & Telephony 20.6 23.6 21.6 105bp -199bp

Enterprise 38.1 14.8 7.9 -3023bp -692bp

Passive Infrastructure 10.5 27.9 25.8 1532bp -215bp

Consolidated Capex/ Sales 17.2 25.8 25.0 772bp -89bp

Source: MOSL

African operations: Quarterly Performance (US$m)
1QFY11 2QFY11 3QFY11 QoQ% 3QFY11E vs Est (%)

Revenue 205 838 911 8.7 911 0.0

EBITDA (before re-branding) 56 194 212 9.4 174 21.7

EBITDA margin (%) 27.3 23.1 23.3 14bp 23.2 10bp

Depreciation and amortization 42 164 181 9.9 181 -0.1

EBIT 14 29 31 6.3 -7 -563.6

Net finance cost 41 79 134 69.9 134 0.0

Pre operating and others -20 -38

Profit Before Taxes -47 -49 -140 185.4 -140 -0.1

Total Tax 1 40 6 -85.0 6 8.5

Profit After Tax (before minorities) -48 -89 -146 64.1 -146 0.3

Minority Interest -120 -5 -29 480.0 -310 -90.6

Net Profit 72 -84 -117 39.4 -2,856 -95.9

African operations: KPI's

Mobile Subs (m) 36.4 40.1 42.1 5.1 43.8 -3.8

Mobile ARPU (US$/month) 7.4 7.4 7.3 -1.4 7.3 0.1

Total Minutes of Use (b mins) 3.7 12.8 14.9 16.6 14.8 0.4

Minutes of Use/Sub/Month 103 112 120 7.1 118 1.7

Effective Mobile RPM (US Cent) 7.2 6.6 6.1 -7.9 6.2 -1.5

Source: MOSL
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Bharti Airtel: Summary of estimate change
FY11E FY12E FY13E

India mobile Subs (m)

Old 159 177 191

New/Actual 161 179 193

Change (%) 1.1 1.0 0.9

India mobile ARPU (Rs/month)

Old 212 209 212

New/Actual 209 208 211

Change (%) -1.4 -0.5 -0.5

India mobile MOU per sub

Old 465 469 479

New/Actual 455 464 473

Change (%) -2.1 -1.1 -1.1

Revenue (Rs b)

Old 599 720 802

New/Actual 594 717 800

Change (%) -0.9 -0.5 -0.2

EBITDA (Rs b)

Old 206 264 300

New/Actual 200 261 300

Change (%) -2.9 -0.9 -0.2

Net Profit (Rs b)

Old 67 84 108

New/Actual 63 83 107

Change (%) -5.4 -2.2 -1.0

EPS (Rs)

Old 17.6 22.3 28.5

New/Actual 16.6 21.8 28.2

Change (%) -5.4 -2.2 -1.0

Net finance cost (Rs b)

Old 21 28 24

New/Actual 22 28 23

Change (%) 7 -1 -2

Tax rate (%)

Old 21 21 22

New/Actual 21 21 22

Change (bp) 9 -23 -50

Source: MOSL

SOTP valuation
FY13 EBITDA Ownership Proportionate EV/EBITDA Fair Value Value/sh

(Rs b) (%)  EBITDA (Rs b) (x) (Rs b) (Rs)

India business (incl. towers) 230 100 230 7.0 1,607 426

Africa business 70 80 56 5.6 314 83

FY13 net debt 383 99

Total Value 1,555 410

Shares o/s (b) 3.79

CMP 323

Upside (%) 26.7

Source: MOSL
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Bharti Airtel: Key assumptions
FY07 FY08 FY09 FY10 FY11E FY12E FY13E

Mobile - India

Subs (m) 37 62 94 128 161 179 193

YoY (%) 90 67 52 36 26 11 8

Average subs (m) 28 50 78 111 144 170 186

YoY (%) 91 79 57 42 30 18 10

Netadds per month (m) 1.5 2.1 2.7 2.8 2.7 1.5 1.2

YoY (%) 104 41 29 6 -2 -45 -20

Total mobile traffic (b min) 153 285 475 610 787 944 1,055

YoY (%) 118 86 67 28 29 20 12

ARPU (Rs/month) 427 366 325 249 209 208 211

YoY (%) -10 -14 -11 -23 -16 0 1

MOU 461 479 508 459 455 464 473

YoY (%) 14 4 6 -10 -1 2 2

Mobile RPM (Rs) 0.93 0.77 0.64 0.54 0.46 0.45 0.45

YoY (%) -21 -17 -17 -15 -15 -2 -1

Mobile EBITDA margin (%) 37.7 39.2 31.0 38.7 35.1 36.1 35.3

Mobile Capex (Rs b) 72 108 65 34 59 41 35

Mobile Capex/sales (%) 51 50 21 10 16 10 7

Mobile - Africa

Subs (m) 45 71 91

YoY (%) 7 57 29

Netadds per month (m) 0.3 2.1 1.7

ARPU (US$/month) 7.3 5.8 4.7

YoY (%) -21 -18

Capex (US$ b) 0.82 0.80 0.78

Capex/Sales (%) 23 20 17

Passive Infrastructure

Indus Towers

Towers (000s) 95 103 109 118 124

Cellsites (000s) 141 176 202 242 280

Tenancy ratio (x) 1.48 1.71 1.85 2.05 2.25

Sharing revenue per operator per month (Rs 000s) 29.4 27.6 26.5

EBITDA margin (%) 27.3 27.7 29.4

Bharti Infratel

Towers (000s) 28 31 33 36 38

Cellsites (000s) 37 50 58 72 84

Tenancy ratio (x) 1.34 1.62 1.75 2.00 2.20

Sharing revenue per operator per month (Rs 000s) 37.2 37.2 34.6 33.2

EBITDA margin (%) 35.4 46.2 48.6 50.1 50.2

Source: MOSL
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Bharti Airtel: Business-mix
FY07 FY08 FY09 FY10 FY11E FY12E FY13E

Revenue mix (%)

Mobile (India & SA) 68 71 65 68 54 53 53

Telemedia 11 9 7 7 5 5 4

Enterprise 21 18 18 9 6 6 6

Passive infrastructure 0 2 9 15 13 13 13

Others 0 0 0 1 1 1 2

Africa 0 0 0 0 20 23 23

EBITDA mix (%)

Mobile (India & SA) 69 71 58 75 63 58 55

Telemedia 7 10 9 9 8 6 6

Enterprise 23 17 23 7 5 4 4

Passive infrastructure 0 2 9 14 16 15 15

Others/Eliminations 0 0 0 -6 -5 -4 -3

Africa 0 0 0 0 14 20 23

Capex mix (%)

Mobile (India & SA) 80 78 46 41 42 35 35

Telemedia 10 7 10 12 5 2 3

Enterprise 15 15 15 14 3 3 4

Passive infrastructure 0 0 26 14 16 21 15

Others/Eliminations -6 0 4 19 10 8 7

Africa 0 0 0 0 25 31 36

Source: MOSL
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Bharti Airtel: an investment profile

Stock performance (1 year)

Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 45.5 45.4 45.5

Domestic Inst 8.7 9.0 8.0

Foreign 40.3 40.3 40.3

Others 5.5 5.3 6.3

Target Price and Recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

323 410 26.7 Buy

Company description

Bharti Airtel is an integrated telecom operator with presence
in wireless, fixed-line and broadband, long distance,
enterprise, and passive infrastructure services across India,
Sri Lanka, Bangladesh and Africa. Bharti is the largest
Indian wireless operator with a subscriber market share of
~21% and population coverage of 85%. Post its acquisition
of Zain's Africa business, Bharti has become the fifth largest
wireless company globally by subscribers, with a subscriber
base of 208m.

Key investment arguments

 Bharti continues to consolidate its wireless leadership
in India with a wireless subscriber share of 20%+ and
adjusted gross revenue share of 30%+.

 Bharti is well positioned to capture rural growth by
leveraging its deep coverage and favorable frequency
allocation - a significant competitive advantage in low-
density regions.

 Bharti has won 3G spectrum in 13 circles which will
support voice decongestion as well as development of
new revenue streams from data services in the maturing
urban market. Bharti is launching 3G services in 13
circles during 4QFY11. We expect incremental 3G
revenue to contribute 3-4% of wireless revenues in
FY12E.

 We expect 16% revenue CAGR, 22% EBITDA CAGR
and 30% PAT CAGR over FY11-13E.

Comparative valuations
Bharti Idea RCOM

P/E (x) FY12E 14.8 25.6 13.9

FY13E 11.5 13.5 11.4

EV/EBITDA (x) FY12E 6.7 7.0 6.5

FY13E 5.4 5.1 5.5

EV/Sales (x) FY12E 2.4 1.8 2.2

FY13E 2.0 1.5 1.8

P/BV (x) FY12E 2.1 1.8 0.6

FY13E 1.8 1.6 0.6

EPS: MOSL forecast v/s Consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 16.6 18.3 -9.1

FY12 21.8 23.0 -5.2

Key investment risks

 MNP implementation likely to put pressure on post-paid
RPM; subscriber retention costs to remain an overhang.

 Implementation of TRAI recommendations on
'Licensing framework and Spectrum management' could
prove to be adverse for incumbents like Bharti.

Recent developments

 Bharti launched 'Airtel' brand in Africa and re-launched
in India and South Asia markets.

 Bharti has launched 3G services in Karnataka and Tamil
Nadu circles.

Valuation and view

 While we have downgraded FY11 EBITDA and PAT
estimates by 3-5% to factor-in forex loss and brand
launch expenses, our FY12/13 estimates remain largely
unchanged.

 We remain positive given 1) strong traffic growth
outlook despite stabilizing RPM, 2) traction in non-voice
business post 3G launch, 3) improving regulatory
environment, and 4) initial signs of elasticity in Africa.

 We expect 22% EBITDA CAGR and 30% PAT CAGR
over FY11E-13E driven by normalized growth in India
business and margin inflection in Africa business.

 At CMP of Rs323, the stock trades at proportionate
EV/EBITDA of 7x FY12E and 5.6x FY13E. Maintain
Buy with a target price of Rs410, 27% upside.
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