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Figure 1. Statistical Abstract 

  EBITDA Net Profit FD EPS EPS 
Growth 

P/E EV/EBITDA Price/CEPS

  (Rs m) (Rs m) (Rs) (%) (x) (x) (x) 
2005P 8,210 760 0.1  1,503.3 46.1 66.8 
2006P 10,674 2,118 0.7 637% 204.1 35.1 46.1 
2007E 14,637 5,033 1.9 161% 78.3 28.3 33.5 
2008E 24,875 13,520 5.1 164% 29.6 17.6 17.3 
2009E 34,470 15,736 6.0 16% 25.5 13.1 13.4 

Source: Citi Investment Research 
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 2Q Below Par: Discontinuity in Costs, Lower ARPU Do the Damage 
  

 Operating profit disappoints — Idea Cellular's 2QFY08 EBITDA at Rs5,106m 

was below expectations and in fact declined sequentially due to 1) faster than 
expected decline in ARPU (Rs299) and 2) high network rollout cost with 
~3,900 cell sites added during the quarter (3,000 sites in previous quarter). 

 Faster decline in ARPU may have been due to lifetime rentals — Sharper 

decline in ARPU (6% sequentially) may have been the result of lower 
proportion of lifetime subs added during the quarter (33% in 1Q). Idea had 
launched lifetime validity scheme during 1QFY08 for which it books revenues 
(Rs499/sub) upfront rather than amortizing them over the life of the subscriber 
like Bharti/RCOM do. We, however, await further details on the earnings call 
tomorrow before revisiting estimates.  

 Discontinuity in costs — Function of lower scale: Idea's cell site count has 

gone up 70% in 1HFY08, which was reflected in the sharp 25%qoq jump in 
network opex. This we believe is typical of Idea and unlikely to be repeated for 
its larger peers (Bharti, RCOM), which report next week, since they have a 
smoother rollout profile. 

 Net interest higher + higher tax — Net interest charges increased during the 

quarter to Rs640m (Rs143m in 1Q) as IPO proceeds were utilized and lower 
forex gains sequentially. Idea also took deferred tax provision of Rs261m 
during the quarter on which we await further details. 
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Expected share price return 2.0%
Expected dividend yield 0.0%
Expected total return 2.0%
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Figure 2. Financial Statements (Rs m) 

 Sep-06 Dec-06 
(est.) 

Mar-07 Jun-07 Sep-07 

Service Revenue 10,013.0 11,463.3 13,084.2 14772.9 15622.1 
Sales of Trading Goods 83.0 18.4 - 0  
Total Income 10,096.0 11,481.6 13,084.2 14,772.9 15,622.1 
      
Cost of Trading Goods (28.0) (13.4)    
Personnel Expenditure (600.0) (759.0) (684.7) (708.0) (877.4) 
Network Operating Exp (1,144.0) (1,410.2) (1,680.0) (1,895.5) (2,379.9) 
License & WPC Charges (995.0) (1,172.1) (1,410.9) (1,598.6) (1,551.1) 
Access & Interconnect Charges (1,622.0) (1,949.6) (2,202.5) (2,396.1) (2,550.2) 
Subscriber Acquisition & Servicing Exp (1,341.0) (1,420.7)    
Advertisement & Business Promotion Exp (395.0) (565.9) (2,179.2) (2,283.4) (2,513.6) 
Administration & Other Exp (432.0) (486.5) (564.0) (763.7) (643.0) 
Total Opex (6,557.0) (7,777.2) (8,721.3) (9,645.3) (10,515.2)
Impact of Restatement (3.0)  0 0  
Restated Total Opex (6,554.0) (7,777.2) (8,721.3) (9,645.3) (10,515.2)
      
EBITDA 3,542.0 3,704.4 4,362.9 5,127.6 5,106.9 
Margin % 35.1% 32.3% 33.3% 34.7% 32.7% 
      
Depreciation (1,432.0) (1,523.9) (1,761.3) (1,886.8) (2,007.0) 
Amortisation of Intangible Assets (268.0) (276.6)    
      
EBIT 1,842.0 1,903.9 2,601.60 3,240.80 3,099.90 
      
Interest & Financing Charges (774.0) (805.4) (974.7) (143.4) (640.5) 
Other Income 11 108.9 326.4 3.5 21.4 
      
PBT 1,079.0 1,207.4 1,953.3 3,100.9 2,480.8 
Tax (6.0) (30.7) (19.1) (15.7) (277.0) 
PAT 1,073.0 1,176.7 1,934.2 3,085.2 2,203.8 
      
PAT Margin 10.6 10.2 14.8 20.9 14.1 

Source: Company reports 

 

Figure 3. Operating results below expectations 

 Estimates Actual Difference Comments
Sales 16,579.2 15,622.1 -5.8% Sharper decline in ARPUs
EBITDA 6,001.7 5,106.9 -14.9% High network deployment cost
PAT 3,569.1 2,203.8 -38.3% Lower forex income and higher taxation

Source: Citi Investment Research 

  
 

IDEA Cellular 

Company description 

Idea Cellular, a pure-play wireless provider, is the fifth-largest cellular operator 
in India. It has licenses to provide cellular-phone services in 13 of the 23 
telecom circles in India and an active presence in 11 of them. The company 
listed on the Indian bourse in March 2007 and is part of the Aditya Birla 
Group. 
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Investment strategy 

We rate Idea Buy/Low Risk. Continued robust wireless market expansion and 
Idea's ability to regain its growth potential following its restructuring and full 
control by Aditya Birla Group are key factors in our investment argument. The 
company's IPO provided sufficient funding flexibility to pursue its growth plans. 
Idea's strong competitive position in its existing circles and comparable 
operational parameters provide us sufficient comfort in management's ability to 
execute its plans. Given the spectrum issues facing potential new entrants, 
Idea should remain relatively unconstrained for the next 12-18 months. As a 
result, we estimate an earnings CAGR of 50% over FY07-10E, ahead of peers 
and more than double that of the broader market. In addition, we believe that 
Idea's GSM footprint in a spectrum-scarce market with 6-7 players offers M&A 
potential in the long run. From an industry perspective, we believe that low 
revenue yields and moderate EBITDA margins leave little room for disruptive 
pricing. Additionally, most regulatory concerns are now addressed and 
potentially costly 3G auctions cannot derail it from its growth path, in our view. 

Valuation 

We have set our 12-month target price at Rs155 based on Sep-08E DCF of 
Rs140 and an M&A premium of 10%. Though the Aditya Birla Group has ruled 
out any potential M&A transaction soon, we believe that M&A potential exists in 
the long run, especially as spectrum constraints hinder new GSM entrants. We 
prefer DCF as our primary valuation methodology due to the back-ended nature 
of free cash flows given the new circle roll-outs. Our DCF assumes a WACC of 
10.8% at a target debt to capital of 50.0% and terminal growth rate of 4.0% 
(similar to Bharti). Our DCF is based on explicit forecasts for FY07-16E with a 
terminal year EBITDA margin at 41.5% (~500bps below Bharti) and 
capex/sales of ~8% (in line with Bharti). The DCF value implies an EV/EBITDA 
of 12.2x, broadly in line with Bharti's target multiples (for the ex-towerco 
portion of Rs1,010), which is supported by Idea's higher growth rates 
notwithstanding Idea's smaller size and relatively less established track record. 

Risks 

Our quantitative risk-rating system assigns a default Speculative Risk rating to 
Idea due its trading history of less than 12 months. We see a Low Risk rating as 
more appropriate due to the higher visibility of Indian wireless growth, Idea's 
reasonably competitive position, strong parentage and lower financial leverage 
post-IPO. Operationally, the risks facing Idea are slightly higher than its more 
established peers given the roll-out in new circles. Project cost over-runs, 
delays in spectrum allocation and hence commercial launches could affect the 
value accretion opportunity in new circles. Idea will also face competition from 
established players in new circles and market share gains may be lower than 
expected. Idea will incur higher capex requirements in the new circles due to 
the coverage compulsions, which may depress return parameters in the initial 
years. Any rollout plans beyond 13 circles may also require a fresh equity 
infusion. These risk factors could impede the stock from reaching our target 
price. 
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Analyst Certification 

Each research analyst(s), strategist(s) or research associate(s) responsible for the preparation and content of this research report hereby certifies that, with 
respect to each issuer or security that the research analyst, strategist or research associate covers in this research report, all of the views expressed in this 
research report accurately reflect their personal views about those issuer(s) or securities.  Each research analyst(s) strategist(s) or research associate(s) also 
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research 
analyst, strategist or research associate in this research report. 
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Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of IDEA Cellular. This position reflects information 
available as of the prior business day. 

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of IDEA Cellular. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from IDEA Cellular. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from IDEA Cellular in the past 12 
months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): IDEA Cellular. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: IDEA Cellular. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, non-securities-related: IDEA Cellular. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research product ("the Product"), 
please contact Citi Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same important disclosures, 
with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at www.citigroupgeo.com. Private 
Client Division clients should refer to www.smithbarney.com/research.  Valuation and Risk assessments can be found in the text of the most recent research note/report 
regarding the subject company.  Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research Ratings Distribution    
Data current as of 30 September 2007 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage (3358) 50% 38% 12%

% of companies in each rating category that are investment banking clients 53% 55% 42%
Guide to Fundamental Research Investment Ratings: 
Citi Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
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Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and 
risk rating. 
For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 
10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
 

Guide to Corporate Bond Research Credit Opinions and Investment Ratings: 

Citi Investment Research's corporate bond research issuer publications include a fundamental credit opinion of Improving, Stable or Deteriorating and a complementary 
risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the company featured in the report.  The fundamental credit opinion reflects the 
CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to securities market vagaries.  The fundamental credit opinion is not geared to, 
but should be viewed in the context of debt ratings issued by major public debt ratings companies such as Moody's Investors Service, Standard and Poor's, and Fitch 
Ratings.  CBR risk ratings are approximately equivalent to the following matrix: Low Risk    Triple A to Low Double A; Low to Medium Risk    High Single A through High Triple 
B; Medium to High Risk    Mid Triple B through High Double B; High to Speculative Risk    Mid Double B and Below.  The risk rating element illustrates the analyst's opinion 
of the relative likelihood of loss of principal when a fixed income security issued by a company is held to maturity, based upon both fundamental and market risk factors. 
Certain reports published by Citi Investment Research will also include investment ratings on specific issues of companies under coverage which have been assigned 
fundamental credit opinions and risk ratings. Investment ratings are a function of Citi Investment Research's expectations for total return, relative return (to publicly 
available Citigroup bond indices performance), and risk rating. These investment ratings are: Buy/Overweight    the bond is expected to outperform the relevant Citigroup 
bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), performances of which are updated monthly and can be viewed at 
http://sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight    the bond is expected to perform in line with the relevant Citigroup bond market sector index; or 
Sell/Underweight    the bond is expected to underperform the relevant sector of the Citigroup indexes. 

OTHER DISCLOSURES 
The subject company's share price set out on the front page of this Product is quoted as at 25 October 2007 03:59 PM on the issuer's primary market. 

Citigroup Global Markets Inc. or its affiliates beneficially owns 5% or more of any class of common equity securities of IDEA Cellular. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner 
inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies.  However, it should 
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice.  Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product.  Although Citi Investment Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Investment Research to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.  
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through Citi 
Smith Barney Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments Commission.  
Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 
004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and 
relationship managers.  If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private 
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