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Y/E March 2010 2011E 2012E

Sales (Rs b) 418.5 599.4 720.3

EBITDA (Rs b) 167.6 206.0 264.0

NP (Rs b) 89.8 66.7 84.5

EPS (Rs) 23.7 17.6 22.3

EPS Gr. (%) 5.9 -25.7 26.8

BV/Share 117.9 139.0 159.3

P/E (x) 15.2 20.5 16.1

P/BV (x) 3.0 2.6 2.3

EV/EBITDA (x) 8.3 9.4 7.1

EV/Sales (x) 3.3 3.2 2.6

RoE (%) 23.6 13.7 14.9

RoCE (%) 18.9 9.5 8.9

Update

SECTOR: TELECOM

Bharti Airtel

Rs359 BuyBSE SENSEX S&P CNX

20,561 6,158

Operating environment in India continues to improve; Africa
business to be self-sustaining; maintain Buy

Interaction with senior management at Bharti reinforces our view that operating

environment in the India business continues to improve while Africa business is expected

to be self sustaining on cash flow basis. We continue to view Bharti as net beneficiary

of on-going regulatory upheaval and remain positive given improving operating and

regulatory environment in India and management confidence on Africa business. Bharti

trades at 7.5x FY12 proportionate EV/EBITDA. Maintain Buy with a target price of

Rs410/sh.

Key highlights

 Initial signs of elasticity in the Africa market are encouraging with significant
room for MOU expansion.

 Except for high tariffs there is no structural reason for MOU in Africa to be
significantly lower than India (112 min in Africa vs 454 min in India) implying
significant potential for MOU build-up going forward.

 Margin improvement in Africa business is likely only in FY12 due to expenses
being incurred on integration and restructuring.

 Bharti management remains confident that Africa business would be self-
sustaining on cash flow basis.

 Recent discussions with the communications ministry have been constructive
and Bharti expects to be a net beneficiary of the ongoing regulatory revamp.

 Operating environment in the India business continues to improve with lower
pressure on tariffs and strong traffic growth trends.

 The management believes that 3G presents a significant opportunity and has a
viable business case despite the high spectrum pay-outs.

Bloomberg BHARTI IN

Equity Shares (m) 3,793.9

52-Week Range (Rs) 377/254

1,6,12 Rel. Perf. (%) 1/18/-8

M.Cap. (Rs b) 1,363.3

M.Cap. (US$ b) 30.5

Africa margin improvement likely from FY12 (%)

Source: Company/MOSL
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Bharti Africa: Improving traction visible in KPIs; margin improvement likely
from FY12

 There has been pressure on the Africa margins since the company is still engaged in
integration and re-structuring activities.

 Bharti has already selected its outsourcing partners for Africa.
 The initial signs of elasticity have been encouraging.
 While RPM declined from 7.2 US cents in 1QFY11 to 6.6 US cents in 2QFY11, MOU

per subscriber increased to 112 minutes per month (vs 103 mins in 1QFY11).
 Bharti has been initially focusing on adding network capacity within the coverage area

before expanding the coverage footprint.
 Apart from MOU elasticity, data services is another critical growth driver for African

operations; Bharti already has 3G spectrum in 9/16 countries.

Africa business to be self-sustaining on cash flow basis

 Bharti management remains confident that Africa business would be self-sustaining
on cash flow basis.

 Bharti believes it has a superior capex and opex model which would drive significant
cost savings.

 Competitors to find it difficult to replicate Bharti given the scale differential and lack
of experience in using a managed services model.

Operating environment in the India business continues to improve

 There has been rationality and stability in the competitive intensity in the India business.
 Lower tariff pressure and strong operating environment should drive superior growth.
 Bharti remains confident of strong FCF in the India business that would be used to de-

leverage.

Management confident of a viable 3G business case despite high spectrum
payout

 Bharti believes that 3G presents a significant opportunity and has a viable business
case despite high spectrum payout given low broadband penetration (<1%) and data
revenue potential.

 Bharti has ‘semi-closed wallet’ license from the RBI which would be used to rollout
m-commerce services.

 The company believes that other similar utility services like m-banking, m-education,
m-health will strongly pick up given strong demand and lower cost of the mobile
platform v/s other mediums.

Valuation and view

 We believe that a potential policy revamp would be positive for Bharti.
 We expect India business revenue and EBITDA growth to rebound driven by: (1)

normalization of traffic growth, (2) abating tariff pressure, and (3) launch of 3G services.
 Bharti trades at proportionate EV/EBITDA of 9.7x FY11E and 7.5x FY12E.
 Reiterate Buy with a price target of Rs410 (8.5x EV/EBITDA for India business and

7x EV/EBITDA for Africa business).
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Bharti Africa: Proforma EBITDA and Capex trends (US$m)

Africa business to be

self-sustaining on a cash

flow basis

Bharti India: Tariff pressure abating

Receding tariff pressure

resulting in a flattening

RPM trajectory in India

Bharti India: Incremental 3G revenue (% of wireless revenue)

3G presents a significant

opportunity and has a

viable business case in India

Source: Company/MOSL
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Bharti: SOTP valuation
FY12 Owner Propor EV/EBITDA Fair Value/sh

EBITDA ship tionate Value

(Rs b) (%) EBITDA (Rs b) (x) (Rs) (Rs)

India business (incl. towers) 207 100 207 8.5 1,759 464

Africa business 57 80 46 7.0 319 84

FY12 net debt 520 137

Total Value 1,558 410

Shares o/s (b) 3.79

CMP 359

Upside (%) 14.0

Source: Company/MOSL

Comparative valuations
CMP Rating Mcap EV P/E (x) EV/EBITDA (x) EV/Sales (x)
(Rs) (US$b) (US$b) FY10 FY11E FY12E FY10 FY11E FY12E FY10 FY11E FY12E

Bharti * 359 Buy 30.2 43.0 15.2 20.5 16.1 8.3 9.7 7.5 3.3 3.4 2.8

Idea 71 Buy 5.2 7.9 23.0 39.2 26.5 8.3 9.6 7.0 2.3 2.3 1.9

RCom 148 Under Review 6.8 13.4 6.3 21.5 17.5 6.4 9.0 7.2 2.3 2.9 2.4

RoIC (%) RoE (%)    EBITDA Margin (%)   Net Debt/EBITDA (x)    Net Debt/Equity (x)

FY10 FY11E FY12E FY10 FY11E FY12E FY10 FY11E FY12E FY10 FY11E FY12E FY10 FY11E FY12E

Bharti* 22.0 10.9 10.0 23.6 13.7 14.9 40.1 34.4 36.6 0.1 2.8 2.0 0.1 1.1 0.9

Idea 7.0 5.6 6.9 7.6 5.1 7.1 27.4 24.4 27.1 1.9 3.3 2.2 0.6 1.0 0.9

RCom 6.3 4.5 4.3 12.6 3.6 4.3 35.5 32.5 33.8 2.5 4.4 3.4 0.5 0.8 0.7

Capex/Sales (%) Sales Growth (%) EBITDA Growth (%) EPS (Rs) EPS Growth (%)

FY10 FY11E FY12E FY10 FY11E FY12E FY10 FY11E FY12E FY10 FY11E FY12E FY10 FY11E FY12E

Bharti* 19.9 49.2 16.3 13.2 43.2 20.2 10.5 22.9 28.2 23.7 17.6 22.3 5.9 -25.7 26.8

Idea 26.5 64.5 15.8 22.7 22.2 18.3 20.2 8.7 31.7 3.1 1.8 2.7 2.0 -41.4 48.3

RCom 18.7 59.7 13.6 -3.0 -6.4 13.6 -15.1 -14.2 18.1 23.7 6.9 8.5 -20.7 -70.9 22.8

* Proportionate EV/EBITDA and EV/sales
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Financials and Valuation
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report 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 such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Bharti Airtel
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock Yes
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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