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Stock Details 
Sector Telecom 

Bloomberg IDEA@IN 

Equity Capital (Rs mn) 33010 

Face Value(Rs) 10 

No of shares o/s (mn) 3301 

52 Week H/L 80/47 

Market Cap (Rs bn/USD mn)              230/5,176 

Daily Avg Volume (No of sh) 5887173 

Daily Avg Turnover (US$mn) 9.4 

Shareholding Pattern (%) 
  S’10 J’10 M’10 

Promoters 47.0 47.0 47.0 

FII/NRI 40.5 40.1 41.4 

Institutions 7.8 7.7 7.5 

Private Corp 2.0 1.9 0.8 

Public 2.8 3.3 3.2 

Source: Capitaline 
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¾ Q2FY11 PAT at Rs1.8bn (v/s our est. Rs22bn) and EBIDTA at 
Rs8.8bn (v/s our est. 9.2bn) misses our estimates due to 
absence of sequential revenue growth 

¾ ARPU falls by sharp 8.3% QoQ to Rs167 as MOUs drop by 
5.1% to 394 minutes. Traffic growth muted at just 3% QoQ  

¾ Net debt reduces on lower capex in 1H due to lack of 
equipment imports. But 2H capex to compensate 

¾ Valuations expensive at 9.4x & 7.8x EV/EBIDTA for FY11E & 
FY12E respectively. Prefer Bharti Airtel available at 6.9x 
FY12E EV/EBIDTA. Retain SELL rating with target Rs60 

Revenue growth absent, profits miss estimates 

Idea Q2FY11 cons. PAT of Rs1.8bn was lower than our and consensus estimate of 
Rs2bn. The revenues remained flat sequentially at Rs36.6bn due to sharp 8.3% fall in 
ARPU. EBIDTA declined by 1% QoQ to Rs8.8bn v/s estimate of Rs9.2bn. EBIDTA 
margins declined by 30bps QoQ due to higher employee costs. Cons. PAT declined by 
10.8% QoQ to Rs1.8bn. Poor revenue show which is partially explained by a weak 
quarter has been the key disappointment during the quarter.   

ARPU falls by sharp 8.3% on 5% fall in MOU 

Although the subscriber growth remained healthy at 8.7% QoQ, the ARPU fall of 8.3% 
resulted in flat revenues sequentially. ARPU fall was due to 5.1% fall in MOU and 3.3% 
decline in RPM to Re0.42/ minute. Overall traffic growth for the quarter was subdued at 
just 3% QoQ v/s that of 18-20% witnessed during the last two quarters.  

Established circles EBIDTA declines 3% QoQ 

Idea’s revenues in established circles have decreased by 1% QoQ while the EBIDTA in 
the same has witnessed 3% decline sequentially. The EBIDTA margins of the 
established circles have reduced by 60bps QoQ to 27%. Moreover, despite 10% QoQ 
revenue growth in new circles, the EBIDTA losses in new circles increased by 2%.  

H2 to see high capex of Rs32bn  

While Idea has kept its FY11E capex guidance at Rs40bn, it has spent just Rs8bn in H1 
due to issues pertaining to equipment imports. Hence Idea would witness capex of 
~Rs32bn in H2 which would increase its net-debt from current level of Rs93bn as it 
generates ~Rs7bn of cash profits every quarter. We estimate Idea’s net-debt to increase 
from Rs93bn in Q2FY11 to Rs115bn by Q4FY11, which implies net-debt/ EBIDTA of 
3.1x for FY11E.  

Valuations 7.8x FY12E EV/EBIDTA expensive v/s Bharti – Retain SELL  

Although we maintain our FY11E estimates factoring recovery in subsequent quarters, 
we await consensus downgrades to follow. At CMP of Rs72, Idea trades at 9.4x and 
7.8x EV/EBIDTA and 30.7x and 26.9x estimated EPS of Rs2.3 and Rs2.7 for FY11E 
and FY12E respectively. We maintain SELL rating on the stock with target price of 
Rs60, on expensive valuations and relatively higher balance sheet risks. We like Bharti 
Airtel as preferred play in India telecom sector given superior return profile and cheaper 
valuations of 6.9x EV/EBIDTA FY12E.  

Financial Snapshot        Rs Mn 

Y/E- Net EBITDA PAT EPS EPS ROE EV/   

Mar Sales (Core) (%) (Rs) (Rs) %chg (%) EBITDA P/BV P/E 

FY09 101,313 28,134 27.8 8,816 2.7 (32.4) 10.5 10.5 1.8 27.0 

FY10 123,979 33,580 27.1 9,222 2.8 4.6 7.5 9.3 2.1 25.8 

FY11E 155,368 37,624 24.2 7,744 2.3 (16.0) 6.6 9.4 2.0 30.7 

FY12E 176,990 44,622 25.2 8,824 2.7 13.9 7.0 7.8 1.8 26.9 
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Quarterly financials 

 Q210 Q310 Q410 Q111 Q211 QoQ % YoY % YTD '10 YTD '11 YoY % 

Revenues           

Mobile 29,261.4 31,234.5 33,116.0 36,535.6 36,355.9 -0.5% 24.2% 59,358.2 72,891.5 22.8% 

NLD 2,690.3 3,638.1 4,151.3 4,403.3 4,765.3 8.2% 77.1% 4,846.0 9,168.6 89.2% 

(inter segment) (2,212.6) (3,377.9) (3,789.3) (4,401.9) (4,529.3)   (4,706.1) (8,931.2)  

Net sales 29,739.1 31,494.7 33,478.0 36,537.0 36,591.9 0.2% 23.0% 59,498.1 73,128.9 22.9% 

Cost of trading goods 74.3 74.5 82.9 86.2 97.5   147.4 183.7  

% of sales 0.2 0.2 0.2 0.2 0.3   0.2 0.3  

Personnel exp 1,662.6 1,784.3 1,736.9 1,714.7 2,155.1 25.7% 29.6% 3,108.5 3,869.8 24.5% 

% of sales 5.6 5.7 5.2 4.7 5.9   5.2 5.3  

Network optng exp 7,613.8 7,936.6 8,563.5 10,158.8 10,091.0 -0.7% 32.5% 15,119.6 20,249.8 33.9% 

% of sales 25.6 25.2 25.6 27.8 27.6   25.4 27.7  

License & WPC chgs 3,319.6 3,452.3 3,577.6 4,242.2 4,177.5 -1.5% 25.8% 6,688.2 8,419.7 25.9% 

% of sales 11.2 11.0 10.7 11.6 11.4   11.2 11.5  

Roaming & access chg 4,184.0 4,532.8 5,064.0 5,761.2 5,824.8 1.1% 39.2% 8,404.5 11,586.0 37.9% 

% of sales 14.1 14.4 15.1 15.8 15.9   14.1 15.8  

Subs acq & advt exp 3,567.4 4,241.1 4,677.0 4,224.0 4,014.7 -5.0% 12.5% 6,899.4 8,238.7 19.4% 

% of sales 12.0 13.5 14.0 11.6 11.0   11.6 11.3  

Other exp 1,222.0 1,331.7 1,319.5 1,466.1 1,443.0 -1.6% 18.1% 2,436.0 2,909.1 19.4% 

% of sales 4.1 4.2 3.9 4.0 3.9   4.1 4.0  

Total operating exp 21,712.4 23,423.2 25,092.2 27,724.9 27,875.6 0.5% 28.4% 42,939.3 55,600.5 29.5% 

EBIDTA 8,026.7 8,071.5 8,385.8 8,812.1 8,716.3 -1.1% 8.6% 16,558.8 17,528.4 5.9% 

Depreciation 4,796.5 5,130.5 5,666.7 5,655.8 5,820.1 2.9% 21.3% 9,351.9 11,475.9 22.7% 

EBIT 3,230.2 2,941.0 2,719.1 3,156.3 2,896.2 -8.2% -10.3% 7,206.9 6,052.5 -16.0% 

Interest & fin chg 1,057.2 937.9 1,140.9 1,141.5 1,027.9 -10.0% -2.8% 1,926.4 2,169.4 12.6% 

PBT (core) 2,173.0 2,003.1 1,578.2 2,014.8 1,868.3 -7.3% -14.0% 5,280.5 3,883.1 -26.5% 

Other income 373.6 136.5 519.4 0.0 0.0   384.3 0.0  

PBT 2,546.6 2,139.6 2,097.6 2,014.8 1,868.3 -7.3% -26.6% 5,664.8 3,883.1 -31.5% 

Tax provision 357.1 371.9 281.3 72.5 142.9 97.1% -60.0% 561.0 215.4 -61.6% 

PAT 2,189.5 1,767.7 1,816.3 1,942.3 1,725.4 -11.2% -21.2% 5,103.8 3,667.7 -28.1% 

           

Margin analysis Q210 Q310 Q410 Q111 Q211 bps bps YTD '10 YTD '11 bps 

EBIDTA % 27.0 25.6 25.0 24.1 23.8 -29.8 -317.0 27.8 24.0 -386.2 

EBIT % 10.9 9.3 8.1 8.6 7.9 -72.4 -294.7 12.1 8.3 -383.6 

PAT % 7.4 5.6 5.4 5.3 4.7 -60.1 -264.7 8.6 5.0 -356.3 

ETR % 14.0 17.4 13.4 3.6 7.6 405.1 -637.4 9.9 5.5 -435.6 

 
KPI’s 

KPIs Q209 Q309 Q409 Q110 Q210 Q310 Q410 Q111 Q211 

Subscribers ('000) 30,380 34,211 38,889 42,769 46,758 52,264 63,800 68,300 74,214 

QoQ % 11.7 12.6 13.7 10.0 9.3 11.8 22.1 7.1 8.7 

ARPU (Rs) 261 266 255 232 209 200 185 182 167 

(% QoQ) -6.1 1.9 -4.1 -9.0 -9.9 -4.3 -7.5 -1.6 -8.2 

MOU (mins) 421 416 402 399 375 389 398 415 394 

(% QoQ) -2.3 -1.2 -3.4 -0.7 -6.0 3.7 2.3 4.3 -5.1 

RPM (Rs) 0.62 0.64 0.63 0.58 0.56 0.51 0.46 0.44 0.42 

(% QoQ) -3.9 3.1 -0.8 -8.3 -4.1 -7.8 -9.6 -5.7 -3.3 

Total traffic (mn) 36,315 40,254 44,224 48,729 50,339 57,841 68,275 82,274 84,828 

(% QoQ) 9.8 10.8 9.9 10.2 3.3 14.9 18.0 20.5 3.1 
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Financials  

Profit & Loss      Balance Sheet     

Y/E, Mar (Rs m) FY09 FY10 FY11E FY12E  Y/E, Mar (Rs m) FY09 FY10 FY11E FY12E 

Net Sales 101,313 123,979 155,368 176,990  Equity Capital 31,183 33,443 33,443 33,443 

Growth (%) 50.8 22.4 25.3 13.9  Reserves & surplus 106,714 85,299 85,299 85,299 

Personnel exp 5,245 6,451 7,147 7,788  P&L a/c (5,263) (5,038) 2,706 11,531 

Network optg exp 21,078 31,270 43,192 48,849  Net worth 132,634 113,704 121,448 130,272 

License & WPC charges 11,239 13,468 18,023 20,531  Total Debt 89,122 78,593 118,593 117,593 

Roaming & Access chg 18,442 18,001 24,393 26,725  Deferred tax 1,149 2,161 2,161 2,161 

Subs acq & advt exp 12,843 15,818 18,597 21,182  Capital Employed 222,905 194,459 242,203 250,027 

Admin & other exp 4,183 5,087 6,215 7,080  Gross Block 205,234 270,585 314,585 395,585 

EBITDA 28,134 33,580 37,624 44,622  Less Depreciation 59,971 88,907 113,191 142,663 

EBITDA % 27.8 27.1 24.2 25.2  Net Fixed Assets 145,263 181,679 201,394 252,922 

Depreciation 14,028 20,149 24,285 29,472  Goodwill 22,457 61 61 61 

EBIT 14,106 13,430 13,340 15,150  CWIP 21,409 5,465 61,465 21,465 

EBIT % 13.9 10.8 10.8 12.2  Current assets     

Interest 4,945 4,005 4,835 4,869  Inventory 521 536 426 485 

Other Income 231 1,011 100 100  Debtors 3,618 4,656 4,257 4,849 

PBT 9,391 10,437 8,604 10,381  Cash and Bank 30,864 2,900 3,814 8,364 

Taxes 576 1,214 860 1,557  Other CA 1,861 2,979 637 725 

PAT 8,816 9,222 7,744 8,824  Loans & Adv 16,821 25,559 21,229 19,344 

E/O items 0 0 0 0  Total Cur. Assets 53,685 36,630 30,363 33,767 

Net profit 8,816 9,222 7,744 8,824  Current Liabilities 40,361 40,680 51,080 58,188 

Growth (%) -15.4 4.6 -16.0 13.9  Net Current Assets 13,324 (4,050) (20,717) (24,421) 

      Capital Deployed 202,453 183,155 242,203 250,027 

           

Cash Flow Statement    Ratios     

Y/E, Mar (Rs m) FY09 FY10 FY11E FY12E  Y/E, Mar  FY09 FY10 FY11E FY12E 

EBT 14,106 13,747 13,340 15,150  Profitability (%)     

Depreciation 14,028 20,149 24,285 29,472  EBITDA % 27.8 27.1 24.2 25.2 

Interest (Net) (666) (324) (4,835) (4,869)  NPM % 8.7 7.4 5.0 5.0 

Tax Paid (1,463) (1,214) (860) (1,557)  ROCE % 8.7 6.4 6.1 6.2 

Change in WC (4,133) (7,504) 17,582 8,253  ROE % 10.5 7.5 6.6 7.0 

Others 770 567 100 100  ROIC % 10.0 7.0 6.2 6.3 

Operating cash flow 22,642 25,421 49,611 46,550  Per Share Data (Rs)     

Net Capex (62,157) (41,580) (100,000) (41,000)  EPS 2.7 2.8 2.3 2.7 

Free cash flow (39,515) (16,159) (50,389) 5,550  Cash EPS 6.9 8.9 9.7 11.6 

Invst & Others (38,078) 12,049 11,304 0  Book Value 40 34 37 39 

Investing cash flow (100,235) (29,532) (88,696) (41,000)  Valuations (x)     

Equity Issue 72,945 23 0 0  PE (x) 27.0 25.8 30.7 26.9 

Net Borrowings 15,974 (24,034) 40,000 (1,000)  Cash PE (x) 10.4 8.1 7.4 6.2 

Others 13,109 157 0 0  P/BV (x) 1.8 2.1 2.0 1.8 

Financing cash flow 102,027 (23,854) 40,000 (1,000)  EV/Sales (x) 2.9 2.5 2.3 2.0 

Incr/(decr) in cash 24,434 (27,964) 914 4,550  EV/EBITDA 10.5 9.3 9.4 7.77 

Opening Cash 6,429 30,864 2,900 3,814  Gearing Ratio (x)     

Closing Cash 30,864 2,900 3,814 8,364  Net Debt/ Equity 0.4 0.7 0.9 0.8 

      Net Debt/ EBIDTA 2.1 2.3 3.1 2.4 
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Recommendation History: Idea Cellular – IDEA IN 

Date Reports Reco CMP Target  

26/07/2010 Idea Q1FY11 Result Update Sell 69 60 

24/04/2009 Idea Cellular Q4FY09 Update Sell 57 53 

23/01/2009 Idea Cellular Q3FY09 Update UR 42 UR 

07/11/2008 Idea Cellular Q2FY09 Update Hold 48 57 

Recent Research Reports  

Date Reports Reco CMP Target  

26/10/2010 LMW Q2FY11 Result Update Hold 2,766 2,660 

21/10/2010 Sterlite Tech Q2FY11 Result Update Hold 92 100 

27/08/2010 Bharti Airtel Company Update Hold 316 346 

16/08/2010 Reliance Communication Q1FY11 Result Update Hold 168 180 
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