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Indian Safari in Kenya

Insights into the Kenyan market — We spoke with a senior industry professional in
Kenya. The focus was on industry trends and competitive dynamics in context to
Bharti’s entry which has recently made aggressive forays by announcing a 50%
tariff cut. Key takeaways include:

High interconnect rate was a barrier for smaller telcos — Kenya's current
penetration is 50% with physical penetration 15% lower. Safaricom (Vodafone
holds a 40% stake) is the largest telco with a 77% sub share. 0/G MoU is
100mins with on-net/off-net split at 92/8% (even higher 1 year back when
termination rate was 8KSH). This has now however reduced to 1.7KSH, which
allows narrowing on-net/off-net tariff gap (50% higher), helping smaller operators
(Bharti) effectively compete. Regulator plans to eventually eliminate it.

Why initial focus on a small contributor like Kenya? — Safaricom’s high sub share
(helped by early introduction of per-sec billing) makes it vulnerable to a strong
competitor. Sub stickiness (2% churn) from money transfer app (M-Pesa) however
will be the key challenge for Bharti to overcome. In addition, it also has to protect
Zain's high proportion of post-paid base (helped by early focus on high ARPU
subs) from the recently introduced MNP.

What can Bharti do? — Focus on network and branding holds key to turnaround
(low tariffs already matched by Safaricom). Safaricom has 2300 sites v/s ~800 for
Zain. While matching full coverage is likely to take 18-24 mths, given 70/30
urban/rural sub split, matching Safaricom’s “high rev generating” sites can be
achieved faster (this holds true for other Zain countries too).

Kenyan Safari on an elephant — Zain has been underinvested and Bharti can
potentially do much more notwithstanding competition from well entrenched
operators (MTN/Millicom/Vodacom). We believe that the elephant is still at the
outskirts of the jungle. The tariff cuts could be a test case for other low share;
high potential Zain markets.
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Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield
31 Mar (RsM) (Rs) (%) (x) (x) (%) (%)
2009A 84,700 22.31 26.4 15.1 4.2 32.2 0.3
2010A 91,791 24.17 8.3 14.0 3.1 25.6 0.7
2011E 85,073 22.40 -1.3 15.1 2.6 18.9 1.0
2012E 95,808 25.23 12.6 13.4 2.3 18.4 1.5
2013E 106,771 28.12 11.4 12.0 2.0 17.9 2.1

Source: Powered by dataCentral
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Fiscal year end 31-Mar 2009 2010 2011E 2012E 2013E
Valuation Ratios
P/E adjusted (x) 15.1 14.0 15.1 13.4 12.0
EV/EBITDA adjusted (x) 8.9 8.2 7.7 6.9 59
P/BV (x) 4.2 3.1 2.6 2.3 2.0
Dividend yield (%) 0.3 0.7 1.0 1.5 2.1
Per Share Data (Rs)
EPS adjusted 22.31 24.17 22.40 25.23 28.12
EPS reported 22.31 24.17 22.40 25.23 28.12
BVPS 80.06 108.94 127.51 147.01 167.08
DPS 1.00 2.45 3.40 5.10 7.15
Profit & Loss (RsM)
Net sales 369,616 389,489 424,048 463,172 497,186
Operating expenses -265,518 -288,915 -324,726 -350,321 -372,670
EBIT 104,098 100,574 99,321 112,851 124,516
Net interest expense -11,613 5,184 523 938 71,387
Non-operating/exceptionals 589 1,386 2,517 4,395 6,682
Pre-tax profit 93,074 107,744 102,361 118,184 138,586
Tax -6,615 -13,959 -16,378 21,273 -30,489
Extraord./Min.Int./Pref.div. -1,759 -1,994 -910 -1,102 -1,325
Reported net income 84,700 91,791 85,073 95,808 106,711
Adjusted earnings 84,700 91,791 85,073 95,808 106,771
Adjusted EBITDA 150,086 161,031 172,796 192,285 208,643
Growth Rates (%)
Sales 36.8 5.4 8.9 9.2 7.3
EBIT adjusted 36.2 -3.4 -1.2 13.6 10.3
EBITDA adjusted 32.6 73 73 11.3 8.5
EPS adjusted 26.4 8.3 -1.3 12.6 114
Cash Flow (RsM)
Operating cash flow 140,432 153,423 176,786 160,280 168,488
Depreciation/amortization 45,988 60,457 73,474 79,435 84,127
Net working capital 1,404 379 10,588 -10,732 -9,667
Investing cash flow -143,340 -15,325 -228,048 -53,938 -35,841
Capital expenditure -146,406 -79,909 -231,163 -57,369 -45519
Acquisitions/disposals 2,066 0 0 0 0
Financing cash flow 1,230 -45,154 -17,118 -29,281 -37,838
Borrowings 3,795 -54,181 0 -5,000 -5,000
Dividends paid 0 -10,464 -14,526 -21,789 -30,547
Change in cash 4,321 32,945 -68,380 117,061 94,808
Balance Sheet (RsM)
Total assets 596,391 646,409 747,204 807,314 871,226
Cash & cash equivalent 49,070 77,034 8,654 85,715 180,524
Accounts receivable 28,528 24,335 39,547 38,508 35,018
Net fixed assets 449,499 496,483 644,391 622,325 583,717
Total liabilities 281,742 204,220 233,557 218,545 204,908
For further data queries on Citi's full coverage universe Accounts payable 0 0 0 0 0
please contact CIRA Data Services Asia Pacific at Total Debt 118,800 64,619 64,619 59,619 54,619
CIRADataServicesAsiaPaciic@cit.com or +852-2301- Shareholders' funds 314649 442,189 513647 588,768 666,318
Profitability/Solvency Ratios (%)
EBITDA margin adjusted 40.6 413 40.7 41.5 42.0
ROE adjusted 32.2 25.6 18.9 18.4 17.9
(apowered by: ROIC adjusted 28.9 20.8 16.4 16.1 17.1
dataCentral Net debt to equity 222 2.8 10.9 4.4 -189
Total debt to capital 27.4 12.8 11.2 9.2 7.6
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Safaricom’s share price has taken a hit . S .
) ~ Figure 1. Safaricom’s share price movement
after Bharti announced 50% tariff cut -
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Source: Citi Investment Research and Analysis

80% revenue share, EBITDA margins are

. > Figure 2. Safaricom financials
far higher compared to the next biggest

operator (Zain) US$ m Mar-08 Mar-09 Mar-10
Revenues 127 832 992
YoY growth 14.5% 19.1%
Opex 308 387 432
Interconnect 32 49 53
% of sales 4.4% 5.9% 5.4%
Airtime 93 125 154
% of sales 12.8% 15.0% 15.5%
Network 68 89 94
% of sales 9.4% 10.7% 9.5%
Acquisition and retention 80 84 78
% of sales 11.0% 10.1% 7.8%
Other 35 40 53
SG&A 86 107 128
Payroll 37 51 66
Marketing 21 27 31
General 21 29 32
% of sales 11.8% 12.9% 12.9%
Total opex 394 494 559
EBITDA 333 330 432
Margins 45.8% 39.7% 43.6%
YoY growth -0.9% 31.0%
PBT 181 248
Tax 56 69
Effective tax rate 31.1% 27.7%
Net income 124 179
FCF (12) 72

Source: Citi Investment Research and Analysis




Bharti Airtel (BRTI.BO)
2 September 2010

Multi-SIM usage similar to India but more
on account of the past differential
between on-net and off-net tariffs (now
50% higher). Physical penetration is 30%
lower

Safaricom has 2300 cell sites compared
to ~800 cell sites of Zain. While Bharti
will take 18-24 months to match the
coverage, the 70/30 urban/rural sub split
means that initial focus on the higher
revenue generating sites should help it
effectively compete with Safaricom

Zain’s reported ARPU is higher than
Safaricom given its early focus on high
ARPU post-paid subscribers and is part of
the reason for Bharti’s early focus on

Kenya despite it contributing only 1% to
EBITDA (MNP has been introduced)

Figure 3. Operational KPIs

Mar-08 Mar-09 Mar-10
Subscribers (m) 10.23 13.36 15.79
Net adds 261 203
Sub mkt share 79.1% 78.3%
Revenue mkt share 83.0% 84.3%
ARPU (US$) 5.6 5.4
Churn (%) 22.4% 24.3% 27.2%
Source: Citi Investment Research and Analysis
Figure 4. Coverage details
Mar-08 Mar-09 Mar-10

Total BTS 1,558 1,899 2,302
YoY increase 341 403

3G 116 301 607

WiMax 140
US$ m
Capex 293 282 206
3G 11 43 31
WiMax 17
2G 125 100 90
Transmission 25 21 10
Core network 40 35 12
Other 92 77 47
% of sales 40.3% 33.9% 20.8%
Source: Citi Investment Research and Analysis
Figure 5. Zain historical financials
US$ m CY2007 CY2008 CY2009
Revenues 194 162 154
Growth % -16% -5%
EBITDA 32 -25 7
EBITDA margins (%) 16.4% -15.2% 4.4%
ARPU(USS) 7 6 4

Source: Citi Investment Research and Analysis
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Bharti Airtel

Company description

Bharti Airtel, through its group companies, provides cellular-phone services in
all of India's 23 telecom circles. The group also provides fixed-line phone
services, broadband, long-distance and enterprise services. It is listed on The
Stock Exchange, Mumbai (BSE) and The National Stock Exchange of India
Limited (NSE). Major shareholders are Bharti Telecom, SingTel and Vodafone.

Investment strategy

We rate Bharti shares Hold/Low Risk (2L). Bharti is in our view best positioned
to capture Indian wireless growth profitably. However, the recently released
TRAI recommendations on spectrum policy and M&A (if accepted by the DoT)
have once again exposed the sector to pricing competition and pressure on the
B/S from cash outgo related to one-time spectrum charges and renewals. The
fragmented 3G spectrum has also increased risks of a sharp tariff cut in the as
yet untouched post-paid segment (tariffs are 30% higher than pre-paid),
especially with RCOM’s win in Mumbai/Delhi.

Zain remains the key swing factor for Bharti’'s earnings. While it can potentially
do much more with Zain, which has been losing ground (Africa EBITDA down
16% in 2009) due to funding constraints, our MTN analyst believes that the
physical limitations of rolling-out network in Africa may pose challenges in
replicating Bharti’s “minutes factories” model. A full debt funding of Zain
however has reduced the overhang of a potential rights issue.

Valuation

Our target price of Rs350 comprises (i) core business value of Rs359 based on
Sepl0 DCF. We estimate value depletion from Zain at Rs18/share. We add the
Indus stake value (Rs27/share) but also reduce the potential cash outgo

(Rs18) related to one-time excess spectrum charges and license renewal fees.

Risks

Our quantitative risk-rating system, which tracks 260-day share price volatility,
rates Bharti shares as Low Risk. We are comfortable with this for the following
reasons: 1) Bharti has a track record of profitability and execution and 2)
strong FCF generation.

Downside risks include competition-led tariff pressures. Upside risk could
emerge from faster than expected consolidation, sharper than expected
pullback in MOUs and an earlier-than-expected turnaround of Zain.
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The research analyst(s) primarily responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research
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Shin-Marunouchi Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by Nikko Cordial Securities Inc. it is being so distributed
under license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Global Equities Online (GEO) website. If you
have questions regarding GEO, please call (81 3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea Securities Ltd., which is
regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association (KOFIA). Citibank Building, 39 Da-dong,
Jung-gu, Seoul 110-180, Korea. KOFIA makes available registration information of research analysts on its website. Please visit the following website if you wish to find
KOFIA registration information on research analysts of Citigroup Global Markets Korea Securities Ltd.
http.//dis.kofia.or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The Product is made available in Malaysia by Citigroup Global
Markets Malaysia Sdn Bhd, which is regulated by Malaysia Securities Commission. Menara Citibank, 165 Jalan Ampang, Kuala Lumpur, 50450. The Product is made
available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly owned subsidiary of
Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available
through Citigroup Global Markets New Zealand Ltd. (Company Number 604457), a Participant of the New Zealand Exchange Limited and regulated by the New Zealand
Securities Commission. Level 19, Mobile on the Park, 157 Lambton Quay, Wellington. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is
regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.0. Box 4889, Karachi-74200. The Product is
made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego. Dom
Maklerski Banku Handlowego S.A. ul. Chalubinskiego 8, 00-630 Warszawa. The Product is made available in the Russian Federation through ZAO Citibank, which is
licensed to carry out banking activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian Federation and
brokerage activities in accordance with the license issued by the Federal Service for Financial Markets. Neither the Product nor any information contained in the Product
shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation or outside the Russian Federation. The Product does
not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the
Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a Capital
Markets Services Licence holder, and regulated by Monetary Authority of Singapore. 1 Temasek Avenue, #39-02 Millenia Tower, Singapore 039192. The Product is made
available by The Citigroup Private Bank in Singapore through Citibank, N.A., Singapore branch, a licensed bank in Singapore that is regulated by Monetary Authority of
Singapore. Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office is at
145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the
Financial Services Board. The investments and services contained herein are not available to private customers in South Africa. The Product is made available in Spain by
Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. 29 Jose Ortega Y Gassef, 4th Floor, Madrid, 28006, Spain. The Product
is made available in Taiwan through Citigroup Global Markets Taiwan Securities Company Ltd., which is regulated by Securities & Futures Bureau. No portion of the report
may be reproduced or quoted in Taiwan by the press or any other person. No. 1, Songzhi Road, Taipei 110, Taiwan. The Product is made available in Thailand through
Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 18/F, 22/F and 29/F, 82 North Sathorn Road, Silom,
Bangrak, Bangkok 10500, Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board. Tekfen Tower, Eski
Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global Markets Limited,
DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai Financial Services Authority
("DFSA" to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A distribution of the different CIRA

ratings distribution, in percentage terms for Investments in each sector covered is made available on request. Financial products and/or services to which the Materials
relate will only be made available to Professional Clients and Market Counterparties. The Product is made available in United Kingdom by Citigroup Global Markets
Limited, which is authorised and regulated by Financial Services Authority. This material may relate to investments or services of a person outside of the UK or to other
matters which are not regulated by the FSA and further details as to where this may be the case are available upon request in respect of this material. Citigroup Centre,
Canada Square, Canary Wharf, London, E14 5LB. The Product is made available in United States by Citigroup Global Markets Inc, which is regulated by FINRA and the US
Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU Member States, the Product is made
available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority. Many European regulators require that a firm must establish, implement
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and make available a policy for managing conflicts of interest arising as a result of publication or distribution of investment research. The policy applicable to CIRA's
Products can be found at www.citigroupgeo.com. Compensation of equity research analysts is determined by equity research management and Citigroup's senior
management and is not linked to specific transactions or reccommendations. The Product may have been distributed simultaneously, in multiple formats, to the Firm's
worldwide institutional and retail customers. The Product is not to be construed as providing investment services in any jurisdiction where the provision of such services
would not be permitted. Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors
may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject to change. If
in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other risks associated with a
particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared without taking account of the
objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of the advice,
having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to obtain the relevant offer
document for the product and consider it before making a decision as to whether to purchase the product.

© 2010 Citigroup Global Markets Inc. Citi Investment Research & Analysis is a division and service mark of Citigroup Global Markets Inc. and its affiliates and is used and
registered throughout the world. Citi and Citi with Arc Design are trademarks and service marks of Citigroup Inc and its affiliates and are used and registered throughout
the world. All rights reserved. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prosecution. Where included in this
report, MSCI sourced information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information
and any other MSCI intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to,
computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose
with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to,
computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services
marks of MSCI and its affiliates. The information contained in the Product is intended solely for the recipient and may not be further distributed by the recipient. The Firm
accepts no liability whatsoever for the actions of third parties. The Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which
the Product refers to website material of the Firm, the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of
the Firm, the Firm takes no responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or
hyperlink (including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site does
not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your own risk and the
Firm shall have no liability arising out of, or in connection with, any such referenced website.
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