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Upgrading Bharti and Idea to 
Buy 

   
 
 

 Upgrading Bharti and Idea to Buy; bad news has peaked 
We raise Bharti and Idea from Neutral to Buy on positive outcome of the 2G 
auction that closed on 14th November. Three factors should drive stock upside: 1) 
deep (20-40%) underperformance  over last 12-months; 2) policy decisions in 
areas like spectrum pricing could be favorable hereon (unlikely to get worse at 
least) leading to potentially lower cash outflow from operators, and 3) strong 
FY14-15 earnings growth (+30-40%) should help to ease valuations. Current 
EV/EBITDA multiples (~6.5x) are not cheap at 15% premium to GEM wireless 
avgerage but may revert to 25-30% premium as policy risks fade. 

Policy direction likely to improve; lifting POs by 10-15% 
We lift our PO to Rs340 for Bharti and to Rs105 for Idea factoring 10% discount to 
DCF vs 17-20% discount factored earlier. We think industry inputs to policy-
makers are more likely to be considered favorably hereon. In the medium term, 
two policy changes look likely: (1) reserve prices for the four not-bid circles could 
be lowered - Bharti is mkt. leader in most of these circles; (2) benchmarking of 
future auctions (eg 900MHz) to the recent one will likely be careful; this may lower
re-farming outgo, though higher 1,800MHz availability makes re-farming likely. 

2G auction outcome – a positive surprise 
The 2G (1800MHz) auction outcome surprised us on three fronts: (1) neither Delhi 
nor Mumbai circles had any takers despite Telenor’s interest in Mumbai – among 
the metros, we expected only Delhi to fail; (2) of the 18 circles that saw bids, the 
winning price did not exceed the reserve price for 17 circles; and (3) fears of 
irrational behavior by new entrants (eg, Videocon) proved misplaced. 

Rationality prevailed unlike aggressive 3G auctions in 2010 
The government raised Rs94bn from the 2G spectrum auctions versus a target of 
Rs280bn if available spectrum had been sold at the reserve price. All bids in the 
auction, except Bihar, closed at the reserve price reflecting rational industry 
behavior. Delhi, Mumbai, Karnataka and Rajasthan circles did not see any bids; in 
three of these, the reserve price as a percentage of all-India was higher than the 
revenue contribution as a percentage of the industry. Interestingly, players like 
Telenor and Videocon were restrained. Telenor won only six circles vs its shortlist 
of nine for India operations. Similarly, Videocon mostly stuck to low-priced circles.

Earnings outlook unchanged; tariffs offer room for upside 
Our earnings outlook for the industry, including Bharti and Idea, is unchanged 
after the 2G auctions. We have not built any tariff hikes into our forecasts, but the 
auction reaffirmed our recent view that competitive pressures are moderating. 
Large tariff hikes may be deferred in anticipation of policy softening but floor for 
tariffs could rise given that players like Telenor have won relatively expensive 
circles & industry seems unanimous about the need for better price economics.     

 
Rating Change 

 

  
Equity | India | Telecom Services-Wireless/Cellular 
15 November 2012 

 
 

 

 Reena Verma Bhasin, CFA >> +91 22 6632 8667 
Research Analyst 
DSP Merrill Lynch (India) 
reena.verma@baml.com 
Amit Rathi >> +91 22 6632 8660 
Research Analyst 
DSP Merrill Lynch (India) 
amit.rathi@baml.com  
  

 

  

 
 
Table 1: Valuation summary  
Bharti @ Rs290 FY13E FY14E FY15E 
EPS (Rs/share)          7.7        10.6        14.9 
EPS growth (%) -31.0% 36.8% 41.2% 
PE (x) 37.5x 27.4x 19.4x 
EV/EBITDA (x) 6.9x 6.6x 5.7x 
    
Idea @ Rs95 FY13E FY14E FY15E 
EPS (Rs/share)          3.1          4.1          5.4 
EPS growth (%) 20.9% 33.2% 32.0% 
PE (x) 31.0x 23.3x 17.6x 
EV/EBITDA (x) 7.5x 6.6x 5.7x 
Source: BofA Merrill Lynch Global Research estimates 
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Table 2: Summary of 1,800MHz auction outcome 

 
Reserve 

Price/1.25MHz block  
Winning 

Price/1.25MHz block  Bharti Vodafone Idea 
Telenor 

(Telewings) Videocon Industry total 
 Rs mn Rs mn Block/s (Rs mn) Block/s (Rs mn) Block/s (Rs mn) Block/s  (Rs mn) Block/s (Rs mn) Block/s  (Rs mn) 
Metro Circle               
Delhi 6,931              
Mumbai 6,785              
Kolkata 1,137 1,137     4 4,549     4 4,549 
Cat A circles               
Maharashtra 2,628 2,628   1 2,628   4 10,512   5 13,141 
Gujarat 2,248 2,248       4 8,994 4 8,994 8 17,987 
AP 2,869 2,869       4 11,476   4 11,476 
Karnataka 3,301            - - 
TN 3,061 3,061     4 12,244     4 12,244 
Cat B circles               
Kerala 653 653   1 653       1 653 
Punjab 673 673   1 673       1 673 
Haryana 465 465   2 930     4 1,861 6 2,791 
UP(W) 1,074 1,074   2 2,148   4 4,296 4 4,296 10 10,741 
UP(E) 762 762   1 762   4 3,047 4 3,047 9 6,855 
Rajasthan 671              
MP 540 540   2 1,080     4 2,160 6 3,239 
WB 258 258   2 517 5 1,292     7 1,809 
Cat C circles               
HP 78 78   1 78       1 78 
Bihar 425 464   2 929 1 464 4 1,857 4 1,857 11 5,107 
Orissa 203 203   2 405 4 811     6 1,216 
Assam 87 87 1 87 2 173 4 347     7 607 
NE 88 88   2 177 4 354     6 530 
J&K 63 63   2 127 4 253     6 380 
Total 35,000 17,352 1 87 23 11,279 30 20,313 24 40,183 24 22,214 102 94,076 
Source: DoT, BofA Merrill Lynch Global Research estimates 

 
 

Table 3: Valuation comparison of GEM wireless majors 
Co Name BofAML  Market Cap Sh Price P/E (x) EPS CAGR EV/EBITDA (x) 

EBITDA 
CAGR ROE (%) P/B 

Dividend Yield 
(%) FCF Yield (%) 

Net debt/EBITDA 
(x) Capex/Rev 

  Tickers US$ mn (LC) 
CY12

E 
CY13

E (11-13) CY12E CY13E (11-13) CY13 
CY13

E CY13 CY13 CY13E CY13E 
Bharti BHTIF 19551 283 33.7 29.2 -10.8% 7.1 6.6 7.4% 6.9 1.9 0.4 -2.1 2.5 22.0% 
Idea IDEAF 5553 92 31.3 23.7 23.8% 7.5 6.8 13.9% 9.1 2.0 0.7 5.2 1.7 14.3% 
RCom RLCMF 2272 61 24.3 19.5 -0.5% 7.1 6.9 -2.2% 2.0 0.4 0.7 22.5 4.6 8.1% 
China Mobile CHLKF 219396 86 10.9 11.7 -3.3% 4.4 4.5 -0.8% 15.6 1.8 3.7 7.0 -1.7 22.2% 
China Unicom CHUFF 34296 11 30.5 17.2 72.6% 4.0 3.4 16.9% 5.8 1.0 2.9 4.0 1.1 23.6% 
China Telecom-H CHJHF 42186 4 17.6 13.6 9.4% 4.3 3.1 12.6% 7.2 1.0 3.0 -8.2 1.1 24.2% 
Chunghwa Telecom CHWAF 24601 92 18.3 16.8 -4.6% 8.1 7.8 -2.1% 11.6 1.9 5.4 6.1 -0.9 15.0% 
Taiwan Mobile TWMBF 12132 104 19.7 16.3 16.4% 10.5 9.3 7.7% 33.3 5.2 5.5 6.3 0.2 9.4% 
Far EasTone FEOTF 7843 70 22.1 16.0 26.9% 9.1 7.4 15.0% 19.2 3.0 6.3 7.0 -0.5 9.2% 
SingTel SNGNF 40946 3 13.5 13.0 2.4% 8.1 7.8 1.0% 16.6 2.1 5.4 7.0 1.3 12.9% 
StarHub SRHBF 5121 4 17.7 16.8 8.6% 9.5 9.1 5.6% 767.3 99.1 5.5 6.0 0.5 11.5% 
M1 MBOFF 1926 3 15.6 14.7 -1.7% 9.1 8.7 0.0% 43.6 6.1 5.4 6.8 0.8 10.6% 
Axiata Group XLMTF 16501 6 19.7 17.0 7.8% 7.9 7.5 6.1% 14.3 2.4 4.1 5.0 0.6 20.8% 
Maxis MAXSF 16140 7 20.8 20.8 -3.0% 12.6 12.5 2.1% 33.3 7.2 6.1 5.6 1.2 11.0% 
DiGi DIGBF 12288 5 28.2 20.6 20.8% 12.6 11.8 7.0% 240.8 47.7 4.9 5.3 -0.2 10.8% 
PLDT ZHPLF 13241 2550 15.1 14.5 -6.5% 7.7 7.5 4.3% 24.7 3.5 6.5 9.0 0.7 20.0% 
Globe Telecom GTMEF 3645 1134 15.0 13.9 4.0% 5.3 4.9 5.6% 21.2 2.9 5.8 5.9 1.4 34.1% 
Advanced Info XVDIF 18302 189 15.6 14.3 21.5% 8.8 8.4 7.8% 86.4 12.1 7.0 4.4 0.2 18.3% 
DTAC TACPF 6401 83 16.6 17.1 -1.0% 7.6 7.3 1.2% 27.0 4.6 5.9 -3.9 1.0 21.6% 
TRUE Corp TCPJF 2315 5 NM NM -36.4% 7.1 6.0 13.6% -6.8 4.1 0.0 18.2 3.4 17.8% 
Telkom TLKMF 19788 9450 14.0 13.0 15.8% 5.3 5.1 5.6% 27.1 3.3 5.8 10.0 0.0 18.4% 
Indosat PTITF 3753 6650 25.7 16.8 70.5% 5.3 5.1 5.6% 11.2 1.9 3.0 4.1 1.5 26.1% 
XL Axiata XAESF 5535 6250 16.6 14.7 6.9% 6.3 6.1 5.8% 21.5 3.0 3.1 3.5 0.9 29.2% 
INDIA Average       32.5 27.3 -2.9% 7.2 6.6 7.9% 6.9 1.8 0.5 1.4 2.5 19.3% 
ASIA -(EMERGING) AVG       16.3 14.5 6.9% 6.1 5.8 3.8% 30.4 4.5 4.1 5.0 -0.2 19.8% 
Mobily XEHTF 13859 74 8.8 8.2 11.8% 6.7 6.2 11.4% 26.8 2.0 7.1 8.8 0.3 17.5% 
Zain XOMBF 11446 1 10.5 11.7 -6.5% 5.8 6.1 -3.8% 11.8 1.4 8.0 10.8 0.4 11.5% 
MTN Group MTNOF 35387 167 13.9 12.1 13.7% 6.0 5.6 8.1% 24.5 2.8 6.0 7.4 -0.4 17.9% 
MTS MBT 17389 17 8.7 9.2 11.7% 3.7 3.7 3.4% 27.8 2.5 8.7 10.6 0.7 18.8% 
Orascom Telecom XORSF 3199 4 7.7 6.3  3.7 3.7 2.0% 19.8 1.1 7.9 23.8 1.1 11.9% 
Partner PTNRF 884 23 6.6 7.3 -5.0% 5.1 5.3 -10.0% 72.9 4.8 9.5 13.6 2.7 9.7% 
Turkcell TKCZF 13092 11 12.4 12.6 30.6% 7.1 6.4 8.2% 14.2 1.7 4.4 7.1 -1.5 12.4% 
VimpelCom VIP 17829 11 9.9 9.9 51.5% 4.5 4.7 9.9% 11.7 1.1 7.3 10.4   
Vodacom XVDFF 19845 119 15.0 14.8 7.6% 8.1 7.9 7.0% 64.9 9.6 6.7 6.0 0.3 12.8% 
Wataniya XNNMF 3857 2 10.3 10.1 -45.9% 4.0 3.7 -19.2% 11.5 1.1 2.5 12.5 -0.3 17.4% 
America Movil AMX 88176 23 9.9 9.3 19.9% 5.3 5.0 4.3% 32.7 3.2 2.4 9.6 1.0 14.2% 
GEM AVG (Inc Asia)       14.4 13.0 9.7% 5.8 5.6 4.1% 29.5 4.0 4.3 6.2 -0.1 17.7% 

Source: BofA Merrill Lynch Global Research estimates 
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Price objective basis & risk 
Bharti (BHTIF, C-1-7, Rs283.00) 
Our PO of Rs340/sh values Bharti at an FY14E EV/EBITDA of around 7-7.5x and 
is backed by DCF. On a sum-of-parts basis, our PO values Bharti's wireless 
business in India at nearly 25-30% premium vs GEM wireless majors on 
EV/EBITDA justified by stronger growth over the medium term. Upside risks to 
our PO stem from 1) steeper-than-expected tariff hikes by the industry in India, 2) 
sooner-than-expected industry consolidation in India, 3) favorable policy changes 
in India, and 4) unforeseen topline growth in Africa. Renewed competitive 
intensity in India, dramatic regulatory changes and poor growth in Africa pose 
downside risks. 

Idea Cellular (IDEAF, C-1-9, Rs92.20) 
Our PO of Rs105/sh for Idea is based on around 10% discount to DCF using a 
WACC of 12% and terminal growth rate of 5%. Our PO implies a valuation of 
around 7-7.5x FY14-EV/EBITDA, i.e. 25-30% premium vs GEM wireless majors. 
Valuations could be hurt if industry competition on tariffs gets more intense. 
Stronger than expected 3G revenue ramp-up, sooner-than-expected industry 
consolidation and stronger-than-anticipated Indus profitability present potential 
upside to our PO. 

   
Link to Definitions 
Media & Telecom 
Click here for definitions of commonly used terms. 
 
Analyst Certification 
I, Reena Verma Bhasin, CFA, hereby certify that the views expressed in this 
research report accurately reflect my personal views about the subject securities 
and issuers. I also certify that no part of my compensation was, is, or will be, 
directly or indirectly, related to the specific recommendations or view expressed in 
this research report. 
 
 
Special Disclosures 
In accordance with the SEBI (Foreign Institutional Investors) Regulations and with 
guidelines issued by the Securities and Exchange Board of India (SEBI), foreign 
investors (individuals as well as institutional) that wish to transact the common 
stock of Indian companies must have applied to, and have been approved by 
SEBI and the Reserve Bank of India (RBI). Each investor who transacts common 
stock of Indian companies will be required to certify approval as a foreign 
institutional investor or as a sub-account of a foreign institutional investor by SEBI 
and RBI. Certain other entities are also entitled to transact common stock of 
Indian companies under the Indian laws relating to investment by foreigners. BofA 
Merrill Lynch reserves the right to refuse copy of research on common stock of 
Indian companies to a person not resident in India. American Depositary Receipts 
(ADR) representing such common stock are not subject to these Indian law 
restrictions and may be transacted by investors in accordance with the applicable 
laws of the relevant jurisdiction. Global Depository Receipts (GDR) and the 
Global Depository Shares of Indian companies, Indian limited liability 
corporations, have not been registered under the U.S. Securities Act of 1933, as 
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BofA Merrill Lynch, through business units other than BofA Merrill Lynch Global Research, may have issued and may in the future issue trading ideas or 
recommendations that are inconsistent with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect 
the different time frames, assumptions, views and analytical methods of the persons who prepared them, and BofA Merrill Lynch is under no obligation to ensure that 
such other trading ideas or recommendations are brought to the attention of any recipient of this report. 

In the event that the recipient received this report pursuant to a contract between the recipient and MLPF&S for the provision of research services for a separate 
fee, and in connection therewith MLPF&S may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom 
MLPF&S has contracted directly and does not extend beyond the delivery of this report (unless otherwise agreed specifically in writing by MLPF&S). MLPF&S is and 
continues to act solely as a broker-dealer in connection with the execution of any transactions, including transactions in any securities mentioned in this report. 

Copyright and General Information regarding Research Reports: 
Copyright 2012 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks 

of Merrill Lynch & Co., Inc. iQanalytics®, iQcustom®, iQdatabase® are registered service marks of Merrill Lynch & Co., Inc. This research report is prepared for the 
use of BofA Merrill Lynch clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written 
consent of BofA Merrill Lynch. BofA Merrill Lynch Global Research reports are distributed simultaneously to internal and client websites and other portals by BofA 
Merrill Lynch and are not publicly-available materials. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report constitutes your 
agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including any investment 
recommendations, estimates or price targets) without first obtaining expressed permission from an authorized officer of BofA Merrill Lynch. 

Materials prepared by BofA Merrill Lynch Global Research personnel are based on public information. Facts and views presented in this material have not been 
reviewed by, and may not reflect information known to, professionals in other business areas of BofA Merrill Lynch, including investment banking personnel. BofA 
Merrill Lynch has established information barriers between BofA Merrill Lynch Global Research and certain business groups. As a result, BofA Merrill Lynch does not 
disclose certain client relationships with, or compensation received from, such companies in research reports. To the extent this report discusses any legal 
proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal 
advisers as to issues of law relating to the subject matter of this report. BofA Merrill Lynch Global Research personnel’s knowledge of legal proceedings in which any 
BofA Merrill Lynch entity and/or its directors, officers and employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving companies 
mentioned in this report is based on public information. Facts and views presented in this material that relate to any such proceedings have not been reviewed by, 
discussed with, and may not reflect information known to, professionals in other business areas of BofA Merrill Lynch in connection with the legal proceedings or 
matters relevant to such proceedings. 

This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as 
agent of any issuer of any securities. None of MLPF&S, any of its affiliates or their research analysts has any authority whatsoever to make any representation or 
warranty on behalf of the issuer(s). BofA Merrill Lynch Global Research policy prohibits research personnel from disclosing a recommendation, investment rating, or 
investment thesis for review by an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis. 

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax 
advice. Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional. 

The information herein (other than disclosure information relating to BofA Merrill Lynch and its affiliates) was obtained from various sources and we do not 
guarantee its accuracy. This report may contain links to third-party websites. BofA Merrill Lynch is not responsible for the content of any third-party website or any 
linked content contained in a third-party website. Content contained on such third-party websites is not part of this report and is not incorporated by reference into 
this report. The inclusion of a link in this report does not imply any endorsement by or any affiliation with BofA Merrill Lynch. Access to any third-party website is at 
your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information to them. BofA Merrill 
Lynch is not responsible for such terms and privacy policies and expressly disclaims any liability for them. 
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Subject to the quiet period applicable under laws of the various jurisdictions in which we distribute research reports and other legal and BofA Merrill Lynch 
policy-related restrictions on the publication of research reports, fundamental equity reports are produced on a regular basis as necessary to keep the investment 
recommendation current. 

Certain outstanding reports may contain discussions and/or investment opinions relating to securities, financial instruments and/or issuers that are no longer 
current. Always refer to the most recent research report relating to a company or issuer prior to making an investment decision. 

In some cases, a company or issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any 
investment opinion relating to such company or issuer (or its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses 
and investment opinion(s) pertaining to such issuer (or its securities and/or financial instruments) nor should the analyses or opinion(s) be considered a solicitation of 
any kind. Sales persons and financial advisors affiliated with MLPF&S or any of its affiliates may not solicit purchases of securities or financial instruments that are 
Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies. 

Neither BofA Merrill Lynch nor any officer or employee of BofA Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or 
losses arising from any use of this report or its contents.   
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