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We have raised our price target for Bharti to Rs1000/sh (versus Rs850 earlier). Our
PO places Bharti at the upper end of its historical trading range at a PE of ~23.5x
Mar '09E & EV/EBITDA of ~13x FYO9E. On our PO, Bharti will rank broadly on par
with the current growth-adjusted valuations of GEM wireless majors, for significantly B Sstock Data
higher-than-average RoE. We think the wireless market in India is at least 6-12 Price Rs826.25
mths away from changes in competitive landscape; meanwhile, Bharti should reap Price Objective Rs850 to Rs1,000
strong gains thru scale management & deepening network reach. Date Established 27-Apr-2007
Investment Opinion C-1-9
Concerns on capex guidance & tariffs appear exaggerated Vg'a“"‘ykR'Sk 11020 85‘;%';
Investor concerns post results relate to 2 issues: 1) sharp increase in the Co’s ?Arxv\?:l /z‘;r;?zs out (mn) LTSS$318,I12(-)'751,89I5.7
capex guidance to ~US$3.3-3.5bn in FYO8E vs capex of ~US$2bn in FYO07; Average Daily Volume 229,032
2) media reports about the government wanting lower mobile tariffs. We think the ML Symbol / Exchange BHTIF / BSE
concerns are exaggerated. The capex guidance is ~10% higher than anticipated but Bloomberg / Reuters BHARTI IN/BRTI.BO
aggressive tower rollout & strengthening of optic backhaul should boost Bharti's ElStED(bztothEE;ty (Mar-2007A) 2?222
competitive lead, esp. as we move towards a 3G environment. Tariffs are already Est 5-Yr EPS / DPS Growth 24.0% /IN A
falling & gov't intervention seems unlikely, except on international roaming. Free Float 33.4%

4Q highlights - jump in wireless, fall in non-wireless
Headline PAT for 4Q stood at Rs13.5bn, up 98% YoY & 11% QoQ. Mobility
margins surprised with a 150bps QoQ rise to ~39.1% despite recent cuts in
roaming tariffs. Mgt. indicated that continued scale benefits should sustain
margins. Non-wireless margins fell 250bps QoQ to ~35.4% due to promotional
launch of Bharti's calling cards in the US; Co expects margins to recover.

500 4

Earnings tweaked up by 4-6% | | |
Factoring 4Q FYO07 trends, we have raised earnings by ~6% for FYOSE & 4% for 2°°4Bh s §°°5S ”2306 2007
FYO9E. Our numbers offer room for upside, esp. margins in the non-wireless biz. et mombay .= Telenaneex

. Estimates (Mar)

(Rs) 2006A  2007A 2008E 2009E 2010E
Net Income (Adjusted - mn) 22,567 42,571 64,690 80,735 94,465
EPS 11.92 22.47 34.12 42.59 49.83
EPS Change (YoY) 47.4% 88.6% 51.9% 24.8% 17.0%
Dividend / Share 0 0 0 10.65 12.46
Free Cash Flow / Share (5.72) (0.010) (0.865) 8.27 32.00

Valuation (Mar)

2006A  2007A  2008E  2009E  2010E

P/IE 69.34x 36.78x 24.21x 19.40x 16.58x
Dividend Yield 0% 0% 0% 1.29% 1.51%
EV / EBITDA* 37.20x 21.85x 14.16x 10.86x 9.11x
Free Cash Flow Yield* -0.691%  -0.001%  -0.105% 1.00% 3.87%

* For full definitions of iQmethod " measures, see page 10.

>> Employed by a non-US affiliate of MLPF&S and is not registered/qualified as a research analyst under the NYSE/NASD rules.
Refer to "Other Important Disclosures" for information on certain Merrill Lynch entities that take responsibility for this report in particular jurisdictions.

Merrill Lynch does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their
investment decision.

Refer to important disclosures on page 11 to 12. Analyst Certification on page 9. Price Objective Basis/Risk on page 9. 10610773
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Company Description

Bharti Airtel (Formerly Bharti Televentures) is India's
largest private sector provider of integrated telecom
services, especially wireless. The wireless business
accounts for nearly two-thirds of the company's total
revenue. The company is a market leader in wireless
services and its wireless operations extend across all 23
domestic circles.

Stock Data

Bharti Airtel
27 April 2007
- - SM - -
IQprofile” Bharti Airtel
Key Income Statement Data (Mar) 2006A 2007A 2008E 2009E 2010E
(Rs Millions)
Sales 116,215 185,196 275,132 355,510 420,785
Gross Profit 43,883 74,508 114,956 149,852 178,641
Sell General & Admin Expense NA NA NA NA NA
Operating Profit 27,934 49,299 77,933 101,437 122,776
Net Interest & Other Income (2,567) (439) (1,798) (2,942) (1,617)
Associates 0 0 0 0 0
Pretax Income 25,367 48,860 76,134 98,495 121,159
Tax (expense) / Benefit (2,540) (5,822) (10,659) (16,744) (25,443)
Net Income (Adjusted) 22,567 42,571 64,690 80,735 94,465
Average Fully Diluted Shares Outstanding 1,894 1,895 1,896 1,896 1,896
Key Cash Flow Statement Data
Net Income (Reported) 22,567 42,571 64,690 80,735 94,465
Depreciation & Amortization 15,829 25,209 37,023 48,415 55,865
Change in Working Capital 14,132 22,254 36,181 (19,593) 8,298
Deferred Taxation Charge 0 0 0 1,970 2,423
Other Adjustments, Net 902 1,856 2,631 2,666 2,590
Cash Flow from Operations 53,429 91,890 140,525 114,192 163,641
Capital Expenditure (64,257) (91,909)  (142,164) (98,518)  (102,976)
(Acquisition) / Disposal of Investments 481 8 0 0 0
Other Cash Inflow / (Outflow) 0 (368) 0 0 0
Cash Flow from Investing (63,776) (92,270)  (142,164) (98,518)  (102,976)
Shares Issue / (Repurchase) 8,243 1,106 0 0 0
Cost of Dividends Paid 0 0 0 (20,184) (23,616)
Cash Flow from Financing 7,456 4,660 1,639 (15,674) (60,665)
Free Cash Flow (10,828) (19) (1,639) 15,674 60,665
Net Debt 42,207 42,993 44,632 49,142 12,093
Change in Net Debt 1,246 786 1,639 4,510 (37,048)
Key Balance Sheet Data
Property, Plant & Equipment 142,397 210,604 316,365 367,088 414,820
Other Non-Current Assets 42,150 42,441 41,384 40,764 40,144
Trade Receivables 10,620 13,093 19,451 25,134 29,749
Cash & Equivalents 5,188 9,468 9,468 9,468 9,468
Other Current Assets 16,924 22,282 32,480 41,969 49,674
Total Assets 217,279 297,888 419,148 484,422 543,855
Long-Term Debt 34,502 41,536 43,175 47,685 10,636
Other Non-Current Liabilities 11,402 12,349 14,194 17,814 21,576
Short-Term Debt 12,893 10,925 10,925 10,925 10,925
Other Current Liabilities 65,639 95,724 148,461 144,039 164,658
Total Liabilities 124,436 160,534 216,755 220,462 207,795
Total Equity 92,843 137,354 202,393 263,960 336,060
Total Equity & Liabilities 217,279 297,888 419,148 484,422 543,855
iQmethod* - Bus Performance*
Return On Capital Employed 18.6% 24.5% 28.3% 27.6% 27.0%
Return On Equity 29.5% 37.4% 38.6% 35.1% 31.9%
Operating Margin 24.0% 26.6% 28.3% 28.5% 29.2%
EBITDA Margin 37.7% 40.2% 41.8% 42.2% 42.5%
iQmethod* - Quality of Earnings*
Cash Realization Ratio 2.4x 2.2% 2.2x 1.4x 1.7x
Asset Replacement Ratio 4.1x 3.6x 3.8x 2.0x 1.8x
Tax Rate (Reported) 10.0% 11.9% 14.0% 17.0% 21.0%
Net Debt-to-Equity Ratio 45.5% 31.3% 22.1% 18.6% 3.6%
Interest Cover 9.4x 34.3x 27.8x 25.7x 46.9x
Key Metrics

* For full definitions of iQmethod ™ measures, see page 10.

Price to Book Value 7.8x
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Table 1: 4Q FYO7 results summary

Bharti Airtel

4Q highlights - mobility drives
surprise

Strong positive surprise in mobile biz: Margins in Bharti's dominant mobile
business rocketed up 150bps QoQ in 4Q FY07, despite sharp cuts in roaming
tariffs. This was the key positive surprise in Bharti's 4Q FYO07 results & points to
the company’s superb scale management despite stiff competitive pressures.

Headline PAT higher-than-expected, EBITDA in line: Headline PAT for 4Q
stood at Rs13.5bn, up 98% YoY & 11% QoQ. Headline results were above
expectations, primarily due to lower-than-expected taxes & forex gains. Overall
EBITDA was in line with expectations at Rs22.4bn, up 75% YoY & 12% QoQ. At
an overall level, the strong positive surprise in mobility margins was offset by
disappointment in non-wireless margins.

Mobility EBITDA margins up 150bps QoQ to 39%: Scale benefits boosted
Bharti's mobility EBITDA margin by 150bps QoQ to 39%. This was despite a
6.5% QoQ drop in revenue per minute (rpm) to Rs0.85/min & ~5% QoQ drop in
4Q ARPU. The company explained that the drop in rpm & ARPU was primarily
due to the impact of roaming rate-cuts by the regulator in mid-Feb ‘07. Mobile
MoU grew 2% QoQ to 475 mins/sub/month.

Non-wireless biz disappoints - margins down 250bps QoQ: In 4Q, EBITDA
margin for Bharti’'s non-wireless biz fell 250bps QoQ dragged by a 720bps
collapse in long-distance margins. The company explained that promotional
launch of international calling cards in the US during Dec 2006 impacted 4Q
results, but expects margins to recover going forward. The Co will launch calling
cards in some more markets but scale of promotions will likely be lower vs US.

Yr to March (Rs mn)
Gross revenues

Access& interconnect charges
% of gross revenues
Adjusted gross revenues
License fees

% of adjusted gross revenues
Revenues net of regulatory charges
Network Operating expenses
% of net revenues

Personnel expenses

% of net revenues

Other operating expenses

% of net revenues

Total Operating expenses
Opex/Net Revenue Ratio
EBITDA

EBITDA Margin

Depreciation

Other Income

Other costs

EBIT

Interest

PBT

Tax (Expense)/Income
Minority Interest

Net Profit

Source: Company, ML research

4Q FY06 3Q FY07 4Q FYO07 YoY Chng QoQ Chng
34113 49129 53932 58% 10%
6447 8242 9335 45% 13%
18.9% 16.8% 17.3%
27666 40887 44597
2969 4574 5098 72% 11%
10.7% 11.2% 11.4%
24697 36313 39499
3447 5328 5790 68% 9%
12.5% 14.7% 14.7%

2351 3769 3446 47% -9%

8.5% 10.4% 8.7%

6117 7161 7855 28% 10%

22.1% 19.7% 19.9%
11915 16258 17091 43% 5%
48.2% 44.8% 43.3%
12782 20055 22408 75% 12%
37.5% 40.8% 41.5%

4698 7072 7239 54% 2%
166 118 376 127% 219%
104 7 0

8146 13094 15545 91% 19%
733 -1318 477 -35% na

7413 14412 15068 103% 5%
549 2139 1353 146% -37%

0 121 184 349% 52%

6823 12151 13531 98% 11%
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Bharti Airtel

Opex/revenue improves, overall EBITDA margin up to 41.5%: On an
overall basis, Bharti’'s EBITDA margin was up 70bps QoQ to 41.5%, primarily due
to scale benefits. Opex/net revenue fell to 43.3% in 4Q FYQ7 led primarily by
lower employee costs.

FYO7 capex ~US$2bn, up 40% YoY: In 4Q FYQ7, Bharti capex was ~US$380mn,
down 17% QoQ primarily due to year-end adjustments (contract closures &
consequent discounts). Full year FYQ7 capex totaled ~US$2bn, up 40% YoY. In its
mobility business, Bharti added ~18,000 towers & population coverage increased to
59% in Mar '07 versus 42% in Mar '06. The company also enhanced its optic fiber
network from ~32,900kms in FY06 to ~40,484kms in FYOQ7.

Net debt flat, robust balance sheet: Bharti’'s net debt as of Mar '07 was
~Rs42bn, up 2% YoY despite the large capex that it incurred. At end-FY07, Net
debt/EBITDA was ~0.57x.

FYO8 capex guidance of US$3.3-3.5bn: Bharti expects to add ~30,000 towers
& ~25,000kms of optic fiber network in FYO8E. The Co expects its population
coverage to span 70-75% levels by Mar '08 & emphasized that its large capex
rollout will not compromise capital productivity.

Management reiterates plans for DTH launch & overseas expansion: Bharti
has budgeted capex for its DTH launch by end-FY08/early-FY09. The DTH
venture will be 40%-owned by Bharti Airtel owing to foreign ownership
restrictions; Bharti will hold an option to buy the remaining stake when possible
from its group Co. Bharti has also budgeted for launch of its mobile operations in
Sri Lanka in FY08; the Co continues to evaluate overseas opportunities.

Table 2: Key divisional trends in Revenue, EBITDA, EBITDA margin & Capex

(Rs mn)
Wireless subs (mn)
Fixed line subs (mn)

Mobility Revenues
Wireless EBITDA
Wireless EBITDA Margin
Wireless Capex

Non-wireless Revenues
Non-wireless EBITDA
Non-wireless EBITDA Margin
Non-wireless Capex

Fixed Line Revenues
Fixed Line EBITDA

Fixed Line EBITDA Margin
Fixed Line Capex

Long Distance Revenues
Long Distance EBITDA

Long Distance EBITDA Margin
Long Distance Capex

Enterprise Business Revenues

Enterprise Business EBITDA

Enterprise Business EBITDA Margin

Enterprise Business Capex

Source: Company, ML research

4Q FY06 3QFY07 4Q FY07 YoY chng QoQ chng
196 320 371 90% 16%
1.3 1.7 1.9 39% 8%
24,134 37,579 42,431 76% 13%
8,746 14,129 16,604 90% 18%
36.2% 37.6% 39.1%
17,674 15,597 10,706 -39% -31%
13,570 17,712 18,711 38% 6%
4,419 6,707 6,624 50% 1%
32.6% 37.9% 35.4%
6,531 4,631 6,194 -5% 34%
4,102 5,984 6,044 47% 1%
934 1,613 1,727 85% 7%
22.8% 27.0% 28.6%
4182 1644 1894 -55% 15%
4,368
7,463 9,306 10,156 36% 9%
2,771 4,002 3,640 31% -9%
37.1% 43.0% 35.8%
1,085 1,485 2,317 114% 56%
2,005 2,422 2,511 25% 4%
714 1,092 1,257 76% 15%
35.6% 45.1% 50.1%
1264 1502 1983 57% 32%
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Earnings tweaked up by 4-6%

Factoring 4Q FYQ7 trends, we have raised our profit forecasts for Bharti by ~6%
for FYO8E & 4% for FYO9E. We now expect 52% YoY growth in FYO8E to be
followed by ~25% YoY growth in FYO9E.

We think our numbers offer room for potential upside, especially in the non-
wireless biz, where we assume a relatively muted EBITDA margin recovery in the
long distance business versus 4Q FYQ7 levels. Also, across the non-wireless
business, we conservatively model flat-to-lower margins on a YoY basis.

In the mobile business, we expect FY08 EBITDA margin to sustain ~39.2%
versus 39.1% in 4Q FYO07. For FYO9E, we forecast a stronger 60bps YoY margin
improvement as coverage expansion should start to peak out thereby easing
network costs.

PO raised to Rs1000/sh, 21% upside

We have raised our price target for Bharti to Rs1000 (versus Rs850 earlier). Our
PO places Bharti at the upper end of its trading range historically at a PE of
~23.5x Mar '09E & EV/EBITDA of ~13x FY0Q9E.

We recognize that the stock could witness intermittent volatility as investors weigh
the market's robust growth prospects versus possible increase in competitive
intensity. We think the market is at least 6-12 months away from any major
changes in the competitive landscape on account of factors like BSNL's mega
capacity expansion plan or the imminent entry of Vodafone. Meanwhile, we think
Bharti's strong scale management & deepening network reach will likely yield
strong upside for investors.

On our price target, Bharti would rank broadly on par with the current growth-
adjusted valuations of GEM wireless majors, averaging at ~0.8x on PE-to-2yr-
growth & ~0.4x on EV/E-to-2yr-growth, for significantly higher-than-average RoE.
Bharti closed FYQ7 with an RoE of 37%; we expect RoE to remain in the top
guartile across GEM wireless majors.

Table 3: Valuations of wireless majors across emerging markets

Company name Market Cap

US$ bn
ECMS MobiNil 2.8
Partner 2.3
MTN Group 24.1
MTS 225
Turkeell 111
Advanced Info 5.9
Bharti 34.8
RCom 20.9
VimpelCom 20.0
SK Telecom 16.6
FarEasTone 44
China Mobile 182.1
KTF 5.4
Indosat 37
LG TeleCom 32
Maxis Comm 8.6
Total Access 10.8
China Unicom 18.2
America Movil 83.8
SmarTone 0.7
AVERAGE

Source: ML research

Sh Price - Mar'07

(Local Curr)
1575
61.1
94.6
56.7
7.1
70.5
825
460
97.6
192000.0
375
711
26100.0
6300.0
10750.0
11.9
46
13
46.7
9.0

__PIE_ PEG(2006/2yry ROE _ EV/EBITDA  EV/E-to-2-Yr
ML Rating CYO7E CYOSE (x) 2007E CYO7E CYO8E  Growth

C-2-7 10.7 119 5.4 84.3 5.6 5.2 0.7
B-1-7 115 10.0 0.8 55.6 5.9 5.7 2.0
C-2-7 15.9 14.2 2.2 26.2 9.9 9.2 0.8
C-1-7 115 10.7 0.6 42.8 5.9 5.4 0.4
C-1-7 9.1 8.7 0.6 27.4 5.0 4.8 1.7
C-3-7 10.9 9.6 0.9 245 4.7 44 0.5
C-1-9 24.2 19.4 0.6 38.6 14.0 10.8 0.33
C-1-7 19.5 14.3 0.4 29.6 11.4 8.7 0.25
C-1-9 15.8 13.8 0.8 27.9 7.1 6.4 0.4
B-2-7 10.2 8.8 1.0 15.8 4.6 4.3 3.2
C-2-8 11.2 11.2 22.2 175 49 49 4.8
C-1-7 15.9 12.3 0.7 26.0 6.4 5.6 0.3
C-3-7 14.9 12.8 -23.7 1.7 3.6 35 25
C-1-7 16.8 14.2 0.8 13.6 5.1 4.3 0.3
C-1-9 8.4 1.4 0.4 21.2 4.8 4.4 0.9
A-1-7 14.8 135 2.6 27.1 8.0 71 0.7
C-1-7 45.0 34.3 NM 16.1 17.0 14.6 0.9
C-1-7 20.1 15.0 1.0 8.5 45 4.0 0.5
C-1-7 14.9 11.8 0.6 45.2 9.0 7.6 0.4
B-2-7 35.6 21.3 NM 4.3 49 44 0.5

16.8 13.4 0.7 29.8 79 6.7 0.4
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Chart 1: Bharti - 1 year forward EV/EBITDA bands

Chart 2: Bharti - 1 year forward EV/EBITDA bands
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Table 4: Key assumptions for our forecasts
Yr to March FY06 FYO07 FYOSE FYO9E
Mobility Division:
India - wireless subs ('000) 96739 162200 252543 324807
% wireless penetration 9% 14% 22% 28%
Bharti - wireless subs ('000) 19,579 37,198 60,181 77,878
% market share 20% 23% 24% 24%
Prepaid as % of Total Subs 83% 88.5% 91% 92%
Blended ARPU (Rs/month) 449 415 382 360
% change in ARPU -13% -8% -8% -6%
Fixed-line Division:
Total fixed-line subs ('000) 1,347 1,871 2,396 2,860
ARPL (Rs/month) 1,135 1,163 1,039 950
% change in ARPL -10% 2% -11% -9%
Source: ML research
Table 5: Cash flow summary
Yr to March (Rs mn) FY06 FYO7E FYO8E FY09E
Net Profit (incl exceptionals) 22,567 42,571 64,690 80,735
Deferred taxes - - - 1,970
Depreciation and amortization 15,829 25,209 37,023 48,415
Change in working capital 14,132 22,254 36,181 (19,593)
Change in other operating items 700 1,006 1,845 1,649
Operating cashflows 53,227 91,040 139,739 113,175
Capex (64,257) (91,909) (142,164) (98,518)
Goodwill acquisition - - - -
Investing cashflows (63,776) (92,270) (142,164) (98,518)
Issue/ (repayment) of Debts (1,645) 5,066 1,639 4,510
Shares issuance 8,243 1,106 - -
Change in minorities interest 202 850 786 1,017
Dividend - - - (20,184)
Other Items 858 (1,512) - -
Financing cashflows 7,658 5,510 2,425 (14,657)
Net cashflows (2,891) 4,280 - -
Beginning cash and equivalent 8,079 5,188 9,468 9,468
Ending cash and equivalent 5,188 9,468 9,468 9,468
Net Debt 42,207 42,993 44,632 49,142

Source: ML research
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Table 6: Detailed profit/loss statement

Yr to March (Rs mn) FY06 FY07 FYO8E FYO9E
Revenues:

Wireless - Total 82,391 141,445 222,859 297,357
% chg y-0-y 53% 2% 58% 33%
Infotel - Total 46,613 66,390 85,907 101,613
% chg y-0-y 32% 42% 29% 18%
Wireline & Broadband 15,015 22,453 26,610 29,955
% chg y-0-y 34% 50% 19% 13%
Long Distance Services 24,522 34,889 47,985 58,085
% chg y-0-y 32% 42% 38% 21%
Enterprise Services 7,076 9,049 11,311 13,574
% chg y-0-y 30% 28% 25% 20%
Inter segment elimination (12,789) (22,639) (33,634) (43,459)
Consolidated Revenue 116,215 185,196 275,132 355,510
% chg y-0-y 45% 59% 49% 29%
EBITDA :

Wireless - Total 29,636 53,279 87,334 118,321
% chg y-0-y 60% 80% 64% 35%
% margin 36.0% 37.7% 39.2% 39.8%
Infotel - Total 14,931 23,553 30,116 34,299
% chg y-0-y 26% 58% 28% 14%
% margin 32.0% 35.5% 35.1% 33.8%
Wireline & Broadband 3,595 5,602 7,200 8,131
% chg y-0-y 26% 56% 29% 13%
% margin 23.9% 25.0% 27.1% 27.1%
Long Distance Services 8,761 13,758 17,903 20,423
% chg y-0-y 39% 57% 30% 14%
% margin 35.7% 39.4% 37.3% 35.2%
Enterprise Services 2,575 4,192 5,014 5,745
% chg y-0-y -4% 63% 20% 15%
% margin 36.4% 46.3% 44.3% 42.3%
Corporate expenses (1,272) (2,719) (1,885) (2,074)
Inter segment elimination 587 (609) (609) (694)
Consolidated EBITDA 43,883 74,508 114,956 149,852
% chg y-0-y 46% 70% 54% 30%
Con. EBITDA margin 37.8% 40.2% 41.8% 42.2%
Depreciation and Amortization 15,829 25,209 37,023 48,415
Pre-operating costs 120 - - -
Operating Profit 27,934 49,299 77,933 101,437
Operating margin 24% 27% 28% 29%
Interest (Expenses) (2,958) (1,439) (2,798) (3,942)
Non-operating income/(exp) 391 1,000 1,000 1,000
Profit before tax 25,367 48,860 76,134 98,495
Taxes 2,540 5,822 10,659 16,744
(Profit)/losses to Minorities (260) (467) (786) (1,017)
Net Profit 22,567 42,571 64,690 80,735
% chg y-0-y 51% 89% 52% 25%

Source: ML research
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Table 7: Balance sheet

Yr ended 31 Mar (Rs mn)
Net Current Assets

Net Fixed-assets

Goodwill

License Entry fees

Other non-current assets
Total Assets

Total borrowings

Other non-current liabilities, incl minority interest
Shareholder's equity

Total liabilities and shareholder's equity

Source: ML research

FY06
(32,907)
142,397
23,327
14,873
3,950
151,640

47,395
12,353
91,892
151,640

FYO7
(50,881)
210,604
23,684
14,116
4,641
202,164

52,461
14,150
135,553
202,164

FYOSE
(87,062)
316,365
23,247
13,496
4,641
270,687

54,100
16,781
199,806
270,687

FYO9E
(67,468)
367,088
23,247
12,876
4641
340,383

58,610
21,417
260,357
340,384



gg Merrill Lynch
27 April 2007

Bharti Airtel

Price Objective Basis & Risk

Our price target of Rs1000/sh places Bharti at the upper-end of its historical
trading range. Our PO pegs Bharti at a PE of 24x Mar '09E and EV/EBITDA of
13x Mar '09E versus its historical trading range of 18-24x on PE basis and 10-13x
on EV/EBITDA basis. We think the stock will continue to trade close to its upper
range pending any major changes in the competitive landscape.

Key risks stem from 1) unexpected growth slowdown in the Indian market, 2)
unforeseen financial burden from likely 3G auctions, and 3) unexpected pressure
on RoE due to overseas expansion plans.

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. | 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.
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
amended, and may only be transacted by persons in the United States who are
Qualified Institutional Buyers (QIBs) within the meaning of Rule 144A under the
Securities Act. Accordingly, no copy of any research report on Indian companies'
GDRs will be made available to persons who are not QIBs.
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iQmethod*" Measures Definitions

Business Performance

Return On Capital Employed

Return On Equity
Operating Margin
Earnings Growth
Free Cash Flow

Quality of Earnings
Cash Realization Ratio
Asset Replacement Ratio
Tax Rate

Net Debt-To-Equity Ratio
Interest Cover

Valuation Toolkit
Price / Earnings Ratio
Price / Book Value
Dividend Yield

Free Cash Flow Yield
Enterprise Value / Sales

EV/EBITDA

Numerator

NOPAT = (EBIT + Interest Income) * (1 - Tax Rate) + Goodwill
Amortization

Net Income

Operating Profit

Expected 5-Year CAGR From Latest Actual

Cash Flow From Operations - Total Capex

Cash Flow From Operations

Capex

Tax Charge

Net Debt = Total Debt, Less Cash & Equivalents
EBIT

Current Share Price

Current Share Price

Annualised Declared Cash Dividend

Cash Flow From Operations — Total Capex

Denominator

Total Assets — Current Liabilities + ST Debt + Accumulated Goodwill
Amortization

Shareholders’ Equity

Sales

N/A

N/A

Net Income
Depreciation
Pre-Tax Income
Total Equity
Interest Expense

Diluted Earnings Per Share (Basis As Specified)
Shareholders’ Equity / Current Basic Shares

Current Share Price

Market Cap. = Current Share Price * Current Basic Shares

EV = Current Share Price * Current Shares + Minority Equity + Net Debt + Sales

Other LT Liabilities
Enterprise Value

Basic EBIT + Depreciation + Amortization

iQmethod Mis the set of Merrill Lynch standard measures that serve to maintain global consistency under three broad headings: Business Performance, Quality of Earnings, and validations. The key features of iQmethod are: A consistently
structured, detailed, and transparent methodology. Guidelines to maximize the effectiveness of the comparative valuation process, and to identify some common pitfalls.
iQdatabase ® is our real-time global research database that is sourced directly from our equity analysts’ earnings models and includes forecasted as well as historical data for income statements, balance sheets, and cash flow statements for

companies covered by Merrill Lynch.

iQprofile ¥, iQmethod ™ are service marks of Merrill Lynch & Co., Inc.iQdatabase ®is a registered service mark of Merrill Lynch & Co., Inc.
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Important Disclosures

BHTIF Price Chart
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BHTIF Review Restricted NGz

B:Buy, N:Neutral, S:Sell, PO : Price objective, NA : No longer valid
The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark Grey shading indicates the security is restricted with the opinion suspended. Light Grey shading indicates the security
is under review with the opinion withdrawn. Chart current as of March 31, 2007 or such later date as indicated.

Investment Rating Distribution: Telecommunications Group (as of 31 Mar 2007)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 89 44.50% Buy 18 24.32%
Neutral 85 42.50% Neutral 16 22.22%
Sell 26 13.00% Sell 8 40.00%
Investment Rating Distribution: Global Group (as of 31 Mar 2007)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 1562 45.16% Buy 415 30.09%
Neutral 1615 46.69% Neutral 446 30.65%
Sell 282 8.15% Sell 49 19.76%

* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months.

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium, and C - High. INVESTMENT RATINGS, indicators of expected total return
(price appreciation plus yield) within the 12-month period from the date of the initial rating, are: 1 - Buy (10% or more for Low and Medium Volatility Risk
Securities - 20% or more for High Volatility Risk securities); 2 - Neutral (0-10% for Low and Medium Volatility Risk securities - 0-20% for High Volatility
Risk securities); 3 - Sell (negative return); and 6 - No Rating. INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend
considered to be secure); 8 - same/lower (dividend not considered to be secure); and 9 - pays no cash dividend.

In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for
Sale'M.BLhF';JlIEt{;;S or an affiliate expects to receive or intends to seek compensation for investment banking services from this company within the next three months:
BharT“F]e country in which this company is organized has certain laws or regulations that limit or restrict ownership of the company's shares by nationals of other
Coun'misz:ir?zg;gtl('s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill
Lynch, including profits derived from investment banking revenues.
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Other Important Disclosures

UK readers: MLPF&S or an affiliate is a liquidity provider for the securities discussed in this report.

Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S):

MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets
(France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill Lynch
Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill
Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch
Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch International Incorporated (Seoul Branch); Merrill
Lynch (Taiwan): Merrill Lynch Global (Taiwan) Limited; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch
Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited,
Moscow.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates.

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer
under the Securities and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC; is
issued and distributed in Taiwan by Merrill Lynch Global (Taiwan) Ltd or Merrill Lynch, Pierce, Fenner & Smith Limited (Taiwan Branch); is issued and distributed in
Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed investment adviser regulated by the Malaysian Securities Commission; and is issued and distributed in
Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd (Company Registration No.'s F 06872E and
198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. are regulated by the Monetary Authority
of Singapore. Merrill Lynch Equities (Australia) Limited, (ABN 65 006 276 795), AFS License 235132, provides this report in Australia. No approval is required for
publication or distribution of this report in Brazil.

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin.

Copyright, User Agreement and other general information related to this report:

Copyright 2007 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of 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 Merrill Lynch. Merrill Lynch
research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of
the research report or information or opinion contained therein. 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) prior to Merrill Lynch's public disclosure of such information. The information herein (other than
disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. Merrill Lynch makes no
representations or warranties whatsoever as to the data and information provided in any third party referenced website and shall have no liability or responsibility
arising out of or in connection with any such referenced website.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer,
to buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may
receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. Investors should note that income
from such securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors may
receive back less than originally invested. Past performance is not necessarily a guide to future performance. 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.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In addition,
investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk.

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf.

Fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.

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.
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