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SUSTAINING MARGINS AMID STIFF RIVALRY

Idea Cellular Limited is ¥ 12398 crore (March 2010) company. It
is a leading mobile service operator in India with about 68.9
million subscribers as on June’10. Idea Cellular along with Spice
Communications and ABTL, is currently operating in all 22
service areas. India’s total telecom subscriber base scaled to
635.5 million with tele-density touching 57%. Currently, the
stock is quoting at 26.4x on TTM EPS of ¥ 2.6. We recommend
ACCUMULATE at current levels for FY11 price target of ¥ 78,
an upside of 14%.

HIGH CASH AVAILABILITY — PLANNED CAPEX — LOW DEBT

Conference Call Highlights

¢ Strong net subscriber additions mainly in its established
circles boosted topline with consolidated revenues for 1Q
FY11 at ¥ 3653.7 crore increase of 9% (Q-0-Q).

¢ Minutes of usage (MoU) on the network during 1Q FY11
showed 13% growth (Q-0-Q) while average revenue per
minute had seen 5.4% fall to ¥ 0.44 per minute.

¢ The OPM for 1Q FY11 was down by 1.5% Q-0-Q to 24.3%.
The drop in OPM was affected due to Spice amalgamation
and a provision for higher spectrum charges.

# Operating profit was 3.8% down at ¥ 888.4 crore, however
lower spending on promotions (2.4% lower Q-0-Q)
prevented more steep decline.

¢ Interest & depreciation for 1Q FY11 were flat at ¥ 114.2
crore and ¥ 565.6 crore respectively, while extraordinary
income was nil against ¥ 111 .9 crore (Q-0-Q).

¢ Tax expense during 1Q FY11 showed 74% decline (Q-0-Q)
at ¥ 7.3 crore but the resultant PAT was 24.5% down (Q-o-
Q) at ¥ 201.4 crore, but the PAT for 4Q FY10 was higher
due to ¥ 111.9 crore of extraordinary income.

¢ Idea Cellular has highest revenue market share in four
circles in India viz. Madhya Pradesh (29.1%), Kerala (29%),
Maharashtra (28.4%) and Uttar Pradesh (W) (27.7%)

¢ In recent 3G spectrum auction, Idea won spectrum in 11
out of 22 service areas, covering around 80% of its existing
revenue.

¢ Indus shows stable performance with revenues in 1Q FY11
at ¥ 255.4 crore (9% up Q-0-Q) and EBITDA X 94.7 crore
(13% up Q-0-Q) as all three operators improved its
coverage.
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Key Risks to our target:

L2

L2

L2

Rising spectrum usage charges with the increase of subscribers

More reduction in tariff’s in GSM space with increasing competition

New circle launches in six new circles to pressurise margins in the medium term.

Ide

a to raise further debt as the existing cash in hand and operating cash flows would not be

sufficient to meet capex.

Intensifying competition coupled with MNP implementation likely in next 6 months would make it
difficult for Idea to increase its market share.

Signaling Stable Growth:

During last five quarters, the Average Realised Rate per Minute has declined from 58 paise to 44
paise. However, in the same period of time, the Cost per Minute has reduced from 44 paise to 35
paise, and this is after absorbing the start-up costs of 9 newly launched service areas.

Exhibit 1: Operational Highlights
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I Cr Standalone Operational Indicators I Cr

Segmental Details 1Q FY11 4Q FY10 Particulars
Net Sales
Mobility 3653.56 2997.78 Average Revenue per User e 182 185
Long Distance 440.33 225.13 Average Minutes of Used per User | Minutes 415 398
Passive Infrastructure 278.98 220.00 Average Realized Rate 3 0.44 0.47
Total 4372.87 3442.91 Prepaid Subscribers % 95.9% | 95.7%
Less: Inter Segment Eliminations -722.42 -468.08 Owned Towers Number 8719 | 8672
Net Sales / Income from Operations 3650.45 2974.83
PBIT
Mobility 94.81 282.50
Long Distance 187.68 79.63
Passive Infrastructure 40.31 42.24
Capital Employed
Mobility 17574.19 14513.07
Long Distance 906.55 277.76
Passive Infrastructure 3223.79 2859.98
Unallocated 1293.36 3623.16
Total 22997.89 21273.97
Consolidated Balance Sheet - Quarterly ICr Consolidated Revenue Statement — Quarterly ZCr
Particulars 1QFY11 4Q FY10 Particulars 1Q FY11 4Q FY10 % Q-0-Q
SOURCES OF FUNDS Gross reveneus 3653.7 3347.7 9.1%
Equity Share Capital 3300.2 3299.8 Opex 2765.3 2424.2 14.1%
Preference Share Capital 1.9 1.9 EBITDA 888.4 923.5 -3.8%
Outstanding ESOS 47.3 444 EBITDA Margin 0.2 0.3 -12.0%
Reserve & Surplus 8532.5 8529.9 Depreciation 565.6 566.7 -0.2%
Loan Funds 11196.8 7859.4 Other Income 0.0 -52.0
Deferred Tax Liability (net) 221.5 214.2 EBIT 322.8 408.8 -21.0%
Total 23300.2 19949.6 Interest 114.2 114.1 0.1%
APPLICATION OF FUNDS PBT 208.7 294.7 -29.2%
Gross Block 27631.0 27058.5 Tax 7.3 28.1 -74.0%
Less: Depreciation 9450.4 8890.6 PAT 201.4 266.6 -24.5%
Net Block 18180.6 18167.9
Capital WIP 6175.6 546.5
Goodwill 6.1 6.1
Cash & Cash Equivalent 150.4 1420.2
Net Current Assets -1514.9 -694.9
Profit & Loss A/c 302.4 503.8
Total 23300.2 19949.6
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Key to NETWORTH Investment Rankings
Buy: Upside by>15, Accumulate: Upside by +5 to 15, Hold: Upside/Downside by -5 to +5, Reduce: Downside by 5 to 15, Sell: Downside by>15

Disclaimer: This document has been prepared by Networth Stock Broking Ltd. (NSBL). NSBL is a full service, integrated investment banking, portfolio management and brokerage group.
Our research analysts and sales persons provide important input into our investment banking activities. This document does not constitute an offer or solicitation for the purchase or
sale of any financial instrument or as an official confirmation of any transaction. The information contained herein is from publicly available data or other sources believed to be
reliable, but we do not represent that it is accurate or complete and it should not be relied on as such. NSBL or any of its affiliates 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. This document is provided for assistance only and is not intended to be and
must not alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this document should make
such investigation as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and
risks involved), and should consult his own advisors to determine the merits and risks of such investment. The investment discussed or views expressed may not be suitable for all
investors. We and our affiliates, officers, directors, and employees 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 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. This information is strictly confidential and is being
furnished to you solely for your information. This information should not be reproduced or redistributed or passed on directly or indirectly in any form to any other person or published,
copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject NSBL and affiliates to
any registration or licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose possession
this document comes, should inform themselves about and observe, any such restrictions. The information given in this document is as of the date of this report and there can be no
assurance that future results or events will be consistent with this information. This information is subject to change without any prior notice. NSBL reserves the right to make
modifications and alterations to this statement as may be required from time to time. However, NSBL is under no obligation to update or keep the information current. Nevertheless,
NSBL is committed to providing independent and transparent recommendation to its client and would be happy to provide any information in response to specific client queries.
Neither NSBL nor any of its affiliates, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost
revenue or lost profits that may arise from or in connection with the use of the information. The analyst for this report certifies that all of the views expressed in this report accurately
reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly
related to specific recommendations or views expressed in this report. Analyst holding in stock: no.
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