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Key financials
Year end 31 Mar (Rs m) Net sales (Rsm) % Change yoy Net profit (Rs m) EPS(Rs) % Change yoy PE (X)
2006 29,655 31.5 2,030 0.9 176.7 124.8
2007 43,664 47.2 5,033 1.9 107.1 60.3
2008E 67,117 53.7 8,006 3.0 56.5 38.5
2009E 89,964 34.0 9,311 3.5 16.3 33.1

Idea Cellular’s (Idea) results were better than expected mainly on account of lower salary costs, lower
depreciation and higher other income. The subscriber base grew by 15% goq on average basis for the quarter and
blended ARPU declined by 1.6% gog. Revenues at Rs13.1b were higher than our Rs12.8b forecast due to higher
level of ARPU. EBITDA margins expanded by 100bp qoq against our expectation of flat margins due to lower
salary cost (5.2% of revenues — 6.6% in the previous quarter). Lower depreciation and higher other income at
Rs326m (Rs109m in the previous quarter) boosted net profit to Rs1.9b (64% qoq). Though, the decline in salary
cost (goq) was explained due to certain one-time expenses in the previous quarter, there is lack of clarity on the
lower depreciation reported by the company. We are building in the restated higher ARPU and raising our
revenue forecast by 2% and 3.7% for FY08 and FYQ9 respectively, the lower depreciation has resulted in earnings
revision of 5.6% and 8% for the two years. Consequently, our DCF-based target price has risen by 9.5% to Rs102.
At 15.9x FY08 EBITDA and 12.8x FY09 EBITDA valuations remain expensive relative to Bharti and RCOM, we
maintain Neutral rating.

KEY HIGHLIGHTS

Q Subscriber base grows by 15% qog and ARPUs decline 1.6% qoq

Idea’s subscriber base grew from 12.4m to 14m during the quarter. The company reported ARPU of Rs317 compared
to Rs322 in the previous quarter, a decline of 1.6% gog. The subscriber base grew 90% and ARPU declined 15%
during FYO7. During the year, Idea expanded its coverage to 4,432 population centers from 1,944 centers in FYO06. It
stated that by rolling out networks in all the circles, where it currently has license to operate, it would be able to cover
58% of the population.

Some Key metrics

«Subscriber base at 14m, prepaid subscriber base — 88.9%
Postpaid churn - 4.2% (4.4% previous quarter) and prepaid churn — 4.2% (3.6% previous quarter)
Blended APRU — Rs317 (Rs322 per quarter)
Blended MOU - 387 minutes
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Revenue per minute — Rs0.82 (Rs0.87)

Value-added services — 9% of revenues (9.2%)

Employees — 5,532 (4,647)

Cash and bank balances — Rs18b

Total debt — Rs42.5b

Capital expenditure — Rs28.9b in FY07 (US$2b guided over the next two years)

QO EBITDA margins increase by 100bp to 33.3%.

Idea is rolling out its service in the ‘new’ circles of Himachal Pradesh, Uttar Pradesh (E) and Rajasthan. Hence, its
network operating rose by 19% qoq to 12.8% of revenues. The EBITDA margins in its ‘established’ circles including
Delhi, Maharashtra, Gujarat, Andhra Pradesh, Madhya Pradesh, Haryana, Kerala and Uttar Pradesh (W) stood at
38.7% and showed an increase of just 70bp over the same quarter last year. Idea’s salary costs declined by 9.8% goq as
there were one-time expenses including leave encashment and additional flexible pay incurred in the previous quarter.
Thus, salary costs declined from 6.6% of revenues to 5.2%. This aided EBITDA margin expansion of 100bp. Idea
incurred losses of Rs330m at the operating level in its ‘new’ circle operations.

Q PAT rises 64% qoqg due to margin expansion, lower depreciation and higher other income

Idea’s EBITDA margins expanded by 100bp due to lower salary costs, thus EBITDA grew by 17.8% qoq but net profit
grew by 64% qog. Idea’s depreciation and amortization charge decreased by 2.1% goq and other income jumped to
Rs326m compared to Rs109m in the previous quarter due to higher yield on the IPO money collected.

O Valuations and view

Idea Cellular’s (Idea) results were better than expected. While we expect the losses in its ‘new’ circle operations to
increase as it expands coverage, the margin expansion in its ‘established’ circles has been lower than expected at just
20bp in FYO7 over FY06 despite no tariff wars. Bharti’'s EBITDA margins for its mobile services have expanded by
100bp in 9MFYO7. We expect margins to remain stable for the next couple of years due to continued roll out in new
circles. Idea expects to launch services in Mumbai and Bihar circles by the end of 2007. It has applied for licenses in 12
other circles. We expect Idea’s subscriber base to reach 30.5m by FY09 from the current 14m. We are raising our
revenue forecast by 2% and 3.7% for FY08 and FY09 respectively, but the lower depreciation has resulted in earnings
revision of 5.6% and 8% for the two years. Consequently, our DCF-based target price has risen by 9.5% to Rs102. At
15.9x FY08 EBITDA and 12.8x FY09 EBITDA valuations remain expensive relative to Bharti and RCOM, we
maintain Neutral rating.
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Quarterly results

Year to 31 March (Rs m)
Income
Personnel expenses
Network operating expenses
License fees and WPC charges
Interconnect cost
SG&A
EBITDA
Depreciation and amortization
Net finance cost
Other income
PBT
Tax
PAT
Operating ratios (%)
EBITDA margin
PAT margin
yoy growth (%)
Income
EBITDA
PAT

Q4FY06
8,557
489
813
842
1,355
1,850
3,193
1,310
790
102
1,194
26
1,168

37.3
13.6

Q4FY07
13,084
685
1,680
1,411
2,203
2,743
4,363
1,761
975
326
1,953
19
1,934

33.3
14.8

52.9
36.7
65.6

FY07
43,664
2,598
5,279
4,487
7,287
9,325
14,637
6,718
3,291
465
5,093
60
5,033

335
11.5

47.2
37.1
137.7

FYOSE
67,117
3,557
8,741
7,249
11,074
14,095
22,401
10,222
4,160
150
8,169
163
8,006

33.4
11.9

53.7
53.0
59.1
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Disclaimer

This document has been prepared by S S Kantilal Ishwarlal Securities Private Limited (SSKI). SSKI and its subsidiaries and associated companies are full-service, integrated
investment banking, investment management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities.
This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction.

The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on
reasonable basis, SSKI, its subsidiaries and associated companies, their directors and employees (“SSKI and affiliates”) are under no obligation to update or keep the
information current. Also, there may be regulatory, compliance, or other reasons that may prevent SSKI and affiliates from doing so.

We do not represent that information contained herein is accurate or complete and it should not be relied upon as such. This document is prepared for assistance only and is
not intended to be and must not alone betaken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of
this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this
document (including the merits and risks involved). The investment discussed or views expressed may not be suitable for all investors.

Affiliates of SSKI may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject SSKI and affiliates to any registration or
licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors.
Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as
such, may not match with a report on a company's fundamentals.

SSKI & affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell or may be materially
interested in any of the securities mentioned or related securities. SSKI and affiliates may from time to time solicit from, or perform investment banking, or other services for,
any company mentioned herein. Without limiting any of the foregoing, in no event shall SSKI, 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. Any comments or statements made herein are those of the analyst and do not necessarily reflect
those of SSK1 and affiliates.

This Document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed to and may contain confidential and/or
privileged material and is not for any type of circulation. Any review, retransmission, or any other use is prohibited.

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. SSKI will not treat recipients as customers by virtue of
their receiving this report.

Explanation of Ratings:

1. Outperformer: More than 10% to Index
2. Neutral: Within 0-10% to Index
3. Underperformer:  Less than 10% to Index
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