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Idea Cellular’'s Q3FYO08 results were in line with our estimates. The Net sales for the
quarter grew by 9.3% QoQ to Rs17.1bn. The EBITDA for the quarter grew by 11.1%
QoQ to Rs5.7bn. The EBIDTA margins expanded by 50bps QoQ to 33.2%. The
expansion in the margins was primarily due to lower subscriber acquisition &
servicing cost, which reduced by 330bps QoQ. The PAT growth at 7.5% QoQ to
Rs2.4bn was lower than the EBIDTA growth mainly on account of higher interest
costs, which grew 22% QoQ. Idea’s subscriber base during the quarter increased
by 13% QoQ to 21mn subscribers. The continuous and faster decline in the ARPU
(Rs279 in Q3FY08) and the RPM (Rs0.74 in Q3FYO08) remain a concern on the
financial performance of the company. Idea has recently been allotted the spectrum
in Mumbai & Bihar circles where it plans to rollout the services over 6 months from
the receipt of spectrum. The company has also received the Lols for the remaining
9 circles and has paid the license fees for the same. We await the spectrum
allotment in these 9 circles before factoring the upsides from the same in our
estimates. At current levels the stock trades at 10.3x EV/EBIDTA for FYO9E. We
maintain ACCUMULATE rating on the stock with price target of Rs153.

Results in line with expectations

The Net sales for the quarter grew by 9.3% QoQ to Rs17.1bn. The revenue growth was
led by a 13% QoQ growth in the subscriber base along with a 3% sequential decline in
the ARPUs. The EBITDA for the quarter grew by 11.1% QoQ to Rs5.7bn. The EBIDTA
margin expansion of 50bps QoQ to 33.2% was primarily due to lower subscriber
acquisition & servicing cost (decline of 300bps) while the network operating costs
increased by 180bps. The PAT for the quarter grew by 7.5% QoQ to Rs2.4bn.

ARPU, RPM decline faster

Idea’s subscriber base during the Q3FY08 increased by 13% QoQ to 21mn subscribers.
The ARPU for the quarter declined by 3% sequentially to Rs279. The MoU for the quarter
at 377 minutes increased by 4.7% QoQ. The RPM declined by 7.5% QoQ to Rs0.74. The
pace of decline in the ARPU and RPM has been faster than expected and thus remain a
concern on the financial performance of the company.

Assets & depreciation to be transferred to Indus towers

During the quarter, Idea Cellular, Vodafone and Bharti Airtel have pooled together their
passive infrastructure assets in the 16 circles and formed Indus Towers. Idea would
transfer ~9000 towers to Indus for a 16% stake. The book value of the passive infra
assets on the balance sheet of Idea is approximately Rs25bn and an estimated 85% of
the value of assets would be transferred to Indus Towers. We await more details on the
asset transfer to Indus before factoring the same in our estimates.

Spectrum & Lols to boost growth

Idea has recently been allotted the 2x4.4Mhz of start-up spectrum in the Mumbai & Bihar
circles, however the spectrum would be handed over once the defense vacates the same.
The company has also received the Lols for the remaining 9 circles and has paid the
license fees for the same. In our estimates, we have factored the upside from the
operations of Mumbai & Bihar circles from FY09 onwards and not the remaining 9 circles,
which we would include on receipt of spectrum in those 9 circles. The formation of Indus
Towers would enable Idea to rollout the services in the newer circles at a faster pace due
to the readily available passive infrastructure.

Valuation & Outlook

At current levels the stock trades at 10.3x EV/EBIDTA for FYO9E. We maintain our
ACCUMULATE rating on the stock with a price target of Rs153 per share based on DCF
value of telecom services business at Rs132 per share (WACC 12.2%) and value of
tower business at Rs21 per share.
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IDEA CELLULAR Result update

Quarterly result update

Quarterly result update Q3FY08 Q2FY08 QoQ Q2FY07 YoY
Net Sales 17,080.9  15,622.1 9.3%  11,482.0 48.8%
Personnel expenditure 954.4 878.0 8.7% 7614 25.3%
Network operating expenditure 2,915.1 2,379.9 22.5% 1,426.6 104.3%
License and WPC Charges 1,736.3 1,551.1 11.9% 1,172.5 48.1%
Roaming & Access Charges 2,930.1 2,550.2 14.9% 1,955.8 49.8%
Subscriber acgn & servicing exp 2,185.4 2,513.6 -13.1% 2,051.2 6.5%
Admin & other exp 687.8 642.9 7.0% 401.9 71.1%
Operating expenses 11,409.1 10,515.7 8.5% 7,769.4 46.8%
EBIDTA 5,671.8 5,106.4 11.1% 3,712.6 52.8%
EBIDTA % 33.2% 32.7% 32.3%

Depreciation 2,277.1 2,007.0 13.5% 1,800.5 26.5%
EBIT 3,394.7 3,099.4 9.5% 1,912.1 77.5%
Interest & fin charges 781.7 640.5 22.0% 789.8

Other income 22.2 21.4 46.0

PBT 2,635.2 2,480.3 6.2% 1,168.3 125.6%
Tax 267.5 277.0 30.6

PAT 2,367.7 2,203.3 7.5% 1,137.7 108.1%
PAT % 13.9% 14.1% 9.9%

% of sales Q3FY08 Q2FY08 Chg bps Q2FY07 Chg bps
Personnel expenditure 5.6% 5.6% 3) 6.6% (104)
Network operating expenditure 17.1% 15.2% 183 12.4% 464
License and WPC charges 10.2% 9.9% 24 10.2% (5)
Roaming & access charges 17.2% 16.3% 83 17.0% 12
Subscriber acgn & servicing exp 12.8% 16.1% (330) 17.9% (507)
Admin & other exp 4.0% 4.1% (9) 3.5% 53
Key performance indicators Q3FYO08 Q2FY08 QoQ Q2FYO07 YoY
Subscribers ('000) 21,054 18,672 12.8% 12,442 69.2%
ARPU (Rs) 279 288 -3.1% 322.0 -13.4%
MOU (mins) 377 360 4.7% 369.0 2.2%
RPM (Rs) 0.74 0.80 -7.5% 0.87 -15.2%

DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and may not be reproduced or redistributed to any other person. The
manner d circulation and distribution of this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document may
come are required to inform themselves of, and to observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action based
upon it. This report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. No person
associated with Emkay Share & Stock Brokers Ltd is obligated to call or initiate contact with you for the purposes of elaborating or following up on the information contained in this document. The
material is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon. Neither Emkay Share & Stock Brokers Ltd, nor
any person connected with it, accepts any liability arising from the use of this document. The recipient of this material should rely on their own investigations and take their own professional advice.
Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in this material, there
may be regulatory, compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be
subject to change without notice. We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation or issuance of this material may; (a) from time to
time, have long or short positions in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn
brokerage or other compensation or act as a market maker in the financial instruments of the company (ies) discussed herein or may perform or seek to perform investment banking services for
such company(ies)or act as advisor or lender / borrower to such company(ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions.
The same persons may have acted upon the information contained here. No part of this material may be duplicated in any form and/or redistributed without Emkay Share & Stock Brokers
Ltd'sprior written consent. No part & this document may be distributed in Canada or used by private customers in the United Kingdom. In so far as this report includes current or historical
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Emkay Share and Stock Brokers Ltd.,
Paragon Center, Ground Floor, C-6
Pandurang Budhkar Marg, Worli, Mumbai — 400 013. , Tel no. 66121212. Fax: 66121299

Emkay Research 22 January 2008 2



