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Statistical Abstract             
                

Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield

31 Mar (RsM) (Rs) (%) (x) (x) (%) (%)

2008A 55,097 26.69 70.8 7.2 1.4 22.3 0.4

2009A 61,477 29.79 11.6 6.5 0.9 17.2 0.5

2010E 38,699 18.75 -37.1 10.3 0.9 8.8 0.8

2011E 37,226 18.04 -3.8 10.7 0.8 7.8 1.0

2012E 43,224 20.94 16.1 9.2 0.8 8.5 1.0

Source: Powered by dataCentral          
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 Towerco Sale – Good for the Balance Sheet but Priced In 
  

 Tower sale…finally — RCOM announced plans to demerge its tower assets into 
GTL Infrastructure. The US$11bn deal value for the 80k towers imputes EV/Tower 
of US$138k. This is higher than recent deal benchmarks (~US$100k), but far 
lower than the market-peak PE round (US$229k/tower). The transaction involves a 
mix of cash infusion into RCOM and a share swap for RCOM and Reliance 
Infratel’s minority shareholders though exchange ratios and cash/share split have 
yet to be finalized. 

 Deal value higher than our gross towerco value — The deal values RCOM’s towers 
at US$6.9bn, higher than our gross tower value. We currently value Reliance 
Infratel at Rs40 per RCOM share based only on the incremental value accretion to 
RCOM after netting off the cash cost contribution from the captive RCOM tenancy.   

 Tower rental costs reduce RCOM consol EBITDA — The incremental tower rentals 
(net of pass thru) will likely result in a 30% reduction of wireless EBITDA and 20% 
at the consol level assuming ROAs similar to those currently being seen at 
Indus/Infratel. The incremental tower rental costs (post deal) are broadly equal to 
the pre-deal depreciation plus interest on the cash received, leaving the 
transaction earnings neutral year one.  

 Helps deleverage balance sheet though — We estimate a cash infusion of 
~Rs161bn (US$3.4bn) assuming a 50:50 cash/stock split for the deal, which will 
substantially reduce balance sheet gearing. Overall FY11E net debt (incl 3G) will 
fall from Rs320bn to a more manageable Rs158bn with post-deal net 
debt/EBITDA at 2.6x versus 4x pre-deal.   

 Maintain Sell —RCOM currently trades at a pre-deal FY11E EV/EBITDA of 9.0x 
(post deal too at 9x) i.e., at a premium to Bharti. The company further plans to 
sell a 26% stake in the core business, which carries upside risks.  
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Sell/Medium Risk 3M
Price (25 Jun 10) Rs192.50
Target price Rs160.00
Expected share price return -16.9%
Expected dividend yield 0.8%
Expected total return -16.1%
Market Cap Rs397,325M
  US$8,623M
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Figure 1. Wireless will have to pay lease rentals to the towerco  

 Rs m
Number of towers 50000
Internal tenancy 1.50
External tenancy 0.25
Towerco EBITDA (based on Indus’s rentals)  21,000
Capex recovery to be paid by the core business        18,000 
RoA/tower/tenant 8.6%

Source: Citi Investment Research and Analysis 

 

Figure 2. Consol EBITDA reduced by 20% after netting off tower hive-off  

Rs m FY10 FY11E 
RCOM's wireless revenues  169,156 168,265 
Wireless EBITDA 55,981 52,188 
Adj Wireless EBITDA  37,981 34,188 
Consol EBITDA 78,868 79,308 
Adj consol EBITDA 60,868 61,308 

Source: Citi Investment Research and Analysis 

 

Figure 3. Stock (pre-deal/post deal) trading at premium to larger GSM incumbents  

 FY10 FY11E 
Cash infusion (Rs m) 161,563 161,563 
Pre-deal EV/EBITDA (x) 8.1 9.0 
Post-deal EV/EBITDA (x) 7.8 9.0 
Net debt/EBITDA (x) 3.0 4.0 
Post-deal Net debt/EBITDA (x) 1.3 2.6 

Source: Citi Investment Research and Analysis estimates 

 
 

Reliance Communications 
 
Company description 

RCOM is an integrated player in the Indian telecoms sector. It was listed on the 
Indian stock exchanges following the de-merger of Reliance Industries. RCOM 
is the second-largest player in the mobile segment, has an 80,000km-long 
India-wide optic-fiber network and owns the FLAG submarine cable network. 
RCOM has three business units: 1) Wireless, which includes a nationwide 
wireless network on CDMA and GSM; 2) Global Business comprising wholesale 
voice and data; and 3) Broadband for both retail and enterprise. 
 
Investment strategy 

We rate RCOM Sell/Medium Risk. While RCOM was able to show early signs of 
success in its GSM foray in 1Q, traffic growth has slowed down post other new 
launches, esp. DoCoMo. Recent tariff cuts make it susceptible to EBITDA and 
earnings decline as incumbents have matched the tariffs and leave RCOM's BS 
exposed, especially given high leverage (Net Debt/EBITDA of 3.7x FY10E). 
Besides RCOM's sub base is more susceptible to churn/traffic migration given 
high proportion of "scheme-hunting subs" and new entrants focus on the same 
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set of subs. While Reliance Infratel has been signing up new tenants, its 
dependence on start-ups for tenancy raises question marks on their viability 
given the worsening competitive scenario. 
 
Valuation 

Our target price of Rs160 comprises (i) core business value of Rs120 based on 
6.0x FY11E EV/EBITDA, at 10% discount to Bharti's implied target multiple 
(ex- towerco) plus (ii) Infratel value accretion of Rs40 based on long-term 
tenancy of 2.3. We believe some discount to Bharti is justified on account of 
the inherent risks of dual network, higher leverage, stretched FCF breakeven, 
and lack of clarity and consistency on accounting policies (especially related to 
finance income). Our towerco net value accretion of Rs40 is based on the 
following assumptions: 1) Long-term tenancy of 2.3 with captive tenancy of 
1.6; 2) Capex recovery of 13%, 3) WACC of 11.3% and terminal growth rate of 
3%; 4) Please note that the incremental value accretion to RCOM is calculated 
after netting off the contribution from the captive tenancy. Thus, it only reflects 
the value of the external revenues. 
 
Risks 

Our risk-rating system, which tracks 260-day share price volatility, assigns a 
High Risk rating to RCOM. We however assign Medium Risk rating given the 
improvement in the B/S and the credit markets. Upside risks to our target price 
include higher-than-expected market share gains in GSM and visibility on 
tenancy of RTIL with possible move towards value monetization. Easing of the 
macro credit environment and slower conversion of current liabilities to real 
debt would positively impact the earnings and sentiment on the stock. 
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Appendix A-1 
Analyst Certification 

The research analyst(s) primarily responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with 
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research 
report, all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities. The research analyst(s) also 
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research 
analyst in this research report. 

IMPORTANT DISCLOSURES 

0

200

400

600

800

J A S O N D J
2008

F M A M J J A S O N D J
2009

F M A M J J A S O N D J
2010

F M A M J

1
2

3

4 5

6
7

8

9
10 11

12

Date Rating Target Price Closing Price
1 20-Jun-07 1M *600.00 505.90
2 8-Oct-07 *1L *750.00 640.90
3 6-Nov-07 *2L *835.00 745.40
4 12-Feb-08 *1L *760.00 575.70

Date Rating Target Price Closing Price
5 31-Jul-08 *2L *530.00 500.05
6 2-Nov-08 *2H *270.00 220.70
7 26-Jan-09 *3H *150.00 160.15
8 30-Apr-09 3H *190.00 214.95

Date Rating Target Price Closing Price
9 28-May-09 3H *270.00 297.35

10 2-Aug-09 *2M *310.00 275.65
11 8-Oct-09 *3M *210.00 246.30
12 12-Dec-09 3M *160.00 183.65

Date Rating Target Price Closing Price
1 20-Jun-07 1M *600.00 505.90
2 8-Oct-07 *1L *750.00 640.90
3 6-Nov-07 *2L *835.00 745.40
4 12-Feb-08 *1L *760.00 575.70

Date Rating Target Price Closing Price
5 31-Jul-08 *2L *530.00 500.05
6 2-Nov-08 *2H *270.00 220.70
7 26-Jan-09 *3H *150.00 160.15
8 30-Apr-09 3H *190.00 214.95

Date Rating Target Price Closing Price
9 28-May-09 3H *270.00 297.35

10 2-Aug-09 *2M *310.00 275.65
11 8-Oct-09 *3M *210.00 246.30
12 12-Dec-09 3M *160.00 183.65

Reliance Communications
(RLCM.BO)
Ratings and Target Price History
Fundamental Research
Analyst: Gaurav Malhotra, CFA
Covered since June 18 2010

INR

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered Chart current as of 19 June 2010

 
 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Reliance Communications in the 
past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, securities-
related: Reliance Communications. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, non-
securities-related: Reliance Communications. 

Rohini Malkani has in the past worked with the India government or its divisions in her personal capacity. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product 
("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the 
same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at 
www.citigroupgeo.com.   Valuation and Risk assessments can be found in the text of the most recent research note/report regarding the subject company. Historical 
disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research & Analysis Ratings Distribution    
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Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings: 
CIRA's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. 
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performance and risk. 
Guide to Citi Investment Research & Analysis (CIRA) Corporate Bond Research Credit Opinions and Investment Ratings: CIRA's corporate bond research issuer publications 
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products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties.  The Product is made available in 
United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  This material may relate to investments or services 
of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to where this may be the case are available upon request in 
respect of this material.  Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB.  The Product is made available in United States by Citigroup Global Markets 
Inc, which is regulated by FINRA and the US Securities and Exchange Commission.  388 Greenwich Street, New York, NY 10013.  Unless specified to the contrary, within EU 
Member States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  Many European regulators require 
that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of publication or distribution of investment 
research. The policy applicable to CIRA's Products can be found at www.citigroupgeo.com.  Compensation of equity research analysts is determined by equity research 
management and Citigroup's senior management and is not linked to specific transactions or recommendations.  The Product may have been distributed simultaneously, in 
multiple formats, to the Firm's worldwide institutional and retail customers.  The Product is not to be construed as providing investment services in any jurisdiction where 
the provision of such services would not be permitted. Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in 
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price and/or value and investors may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could 
equal or exceed the amount invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation 
may be subject to change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific market or other 
risks associated with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared without taking 
account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of 
the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to obtain the relevant 
offer document for the product and consider it before making a decision as to whether to purchase the product. 

© 2010 Citigroup Global Markets Inc.  Citi Investment Research & Analysis is a division and service mark of Citigroup Global Markets Inc. and its affiliates and is used and 
registered throughout the world. Citi and Citi with Arc Design are trademarks and service marks of Citigroup Inc and its affiliates and are used and registered throughout 
the world.  All rights reserved. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prosecution. Where included in this 
report, MSCI sourced information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information 
and any other MSCI intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is 
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, 
computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose 
with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, 
computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services 
marks of MSCI and its affiliates. The information contained in the Product is intended solely for the recipient and may not be further distributed by the recipient. The Firm 
accepts no liability whatsoever for the actions of third parties. The Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which 
the Product refers to website material of the Firm, the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of 
the Firm, the Firm takes no responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or 
hyperlink (including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site does 
not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your own risk and the 
Firm shall have no liability arising out of, or in connection with, any such referenced website. 

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 
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