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In light of the fundamental changes that are likely to be introduced by
the impending New Telecom Policy (NTP) 2011, we reiterate our BUY
on Bharti (BHARTI IN, mcap US$30bn, TP: Rs425, 19% upside), SELL on
Idea (IDEA IN, mcap US$S4.8bn, TP Rs60, 10% downside) and HOLD on
RCom (RCOM IN, mcap USS$5.5, TP Rs120, 9% upside).

Over the next few months, the Telecom Ministry is expected to publish the NTP
2011, which is expected to give a new direction to the sector while
simultaneously removing the anomalies present in the current system. Whilst
most of the telcos agree on the key issues such as bringing IP (l) services
under the licencing regime, changes in rollout obligations and merger and
acquisition norms, issues on which the major telcos differ are spectrum
allocation and its pricing, renewal fees, licence fees and re-farming of
spectrum at the time of renewal of licences.

Our expectation of major policy changes

Relaxation in M&A norms

Current M&A guidelines which restricts subscriber and revenue market share
at 40% in each circle and maximum spectrum to be 15MHz does not facilitate
consolidation in the industry. The current guidelines allow entry to unlimited
number of players but the exit is restricted.

The highlight of the NTP 2011 would be relaxation of M&A norms. This will
(apart from providing an exit route to loss making/ unsuccessful operators)
reduce competition and release spectrum for other operators. The released
spectrum can then be distributed among the remaining players, which should
reduce scarcity of spectrum and also help operators utilize spectrum in more
efficient manner.

Due to stringent policy norms at present, in each circle India has 11-12
operators providing services. This is among the highest anywhere in the world.
Out of 12 operators, only two operators, namely Bharti and Vodafone are
generating positive free cash flows. And given the competitive scenario and
lower tariffs operators like Aircel, Uninor, Shyam Sistema will take a long time
to generate any kind of decent return on investment. Post relaxation in M&A
norms we expect players with strong balance sheets such Vodafone to lead
the consolidation. Also, once the Government decides to charge for excess
spectrum beyond 6.2MHz and re-price new licences it will put pressure on the
balance sheets of not only new entrants but also existing operators such as
Aircel and Idea.
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Charge for excess spectrum

TRAI has recommended pricing for excess spectrum beyond 6.2MHz at 136% of
the 3G spectrum price at a pan-India level. Based on this, BSNL/MTNL would be
the worst impacted, with the potential liability being Rs75bn (BSNL/MTNL holds
more than 6.2MHz spectrum in all circles except Punjab). In the listed space, the
liability would be as follows: Bharti - Rs33bn (Rs8.7/share, 6.7% of FY11E net
worth), Idea Cellular - Rs13.3bn (Rs4/share, 11% of FY11E net worth) and RCom -
Rs788mn (Rs0.38/share, 0.2% of FY11E net worth). The Government is expected to
get Rs145bn from this re-pricing exercise.

Apart from this, TRAI has also identified the value of contracted 2G spectrum (up
to 6.2MHz) at Rs17.7bn/MHz for the pan-India level. This implies that 2G
spectrum in being valued at 53% of 3G spectrum price. For new licencees,
spectrum beyond 4.4MHz would be charged at this rate.

Delinking of licence and spectrum and limiting spectrum to 4.4MHz for new
operators

As mentioned before, the Government has also proposed to charge a market
determined rate for spectrum beyond 4.4MHz for new operators. This will weaken
the business case of most of the new operators as the cost of spectrum would be
much higher. Operators who will be impacted due to this include RCom, Tata Tele,
Uninor, Etisalat etc

Based on TRAI recommendations, the amount that RCom might need to pay for
incremental 1.8MHz specrum stands at R27bn (Rs13.2/ share, 7.2% of FY11E net
worth). At a pan-India level, each operator would have to pay Rs31.8bn for the
incremental 1.8MHz spectrum.

Reduction in licence fees to a uniform 6%

In the case of unified access service (UAS) licences, the licence fee (LF) is 10/8/6%
of adjusted gross revenue (AGR) for Metro, Circle A/B/C areas respectively. For
national long distance (NLD) and international long distance (ILD) services the LF
stands at 6% of AGR. This creates incentives for telcos to misreport revenues to
save the LF paid to the Government. Industry participants have been demanding a
uniform LF at 6%. TRAI has also recommended that the LF to come down to 6%
over a period of next four years. We expect the Government to make LF at a 6%
uniform in NTP 2011. Bharti accounts for 32% of the total LF received by the
Government. During FY10, the company paid LF of Rs23.8bn. Hence for Bharti,
reduction in LF as a percentage of AGR to 6% would result in savings of Rs8.7bn in
FY12E (Rs2.3/share, 10% of FY12E EPS). In the case of Idea, the savings would be
Rs3.9bn (Rs1.2/ share, 85% of FY12E EPS) and for RCom, the savings are
estimated to be Rs2.3bn (Rs 1.1/ share, 15.5% of FY12E EPS).

The Government has also mooted a move to levy licence fees and spectrum
charges as a percentage of adjusted gross revenue (AGR) subject to a minimum
presumptive AGR in light of the lost revenues from the failure to roll out operations
by some of the new operators. For example, Bharti pays 32% of the fees to the
Government for the 12% spectrum it owns whilst the new operators pay 1% of the
overall revenue to the Government despite owning 28% of the country's spectrum.
If the Government decides to implement this, it will have a negative impact on
most of the new entrants as the losses may go up further. This could lead to the
potential exit of unsuccessful operators.
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Threat of renewal charges for incumbent telcos overdone

Based on TRAl's recommendations dated 9 Feb 2011, the impact of licence
renewal is estimated to be as follows: Bharti - Rs80bn (Rs21/share, 19% of FYT1E
net worth), Idea - Rs72.8bn (Rs22/share, 64% of FY11E net worth) and RCom
Rs18bn (Rs8.7/ share, 4.6% of FY11E net worth). However, we believe that market
is over-reacting in terms of the potential liability on account of renewal of licences
as the TRAIl's recommendations on this front are unlikely to come through. First,
other than Bharti and Vodafone, the rest of the players in the system will not be
able to pay this liability. Second, between now and the renewal date (FY15) we
expect consolidation to take place in the Indian telecom sector. This will release
lots of spectrum for operators and hence the scarcity of spectrum will be taken
care of thereby reducing the excess demand for spectrum. Third, we expect
incremental spectrum to get released from the Government in bands such as
2,500MHz, 2,300MHz and 700MHz. This will reduce operators’ dependence on
2G spectrum to a certain extent.

Fourth, the Telecom Minister's comments in the roundtable conference dated
March 8, 2011 (that, if the Government charges for the renewal of licences, there
will be two sets of players operating in the system: Those who have paid higher
charges for renewal and the new entrants who have just entered the system two-
three years back at 2001 prices) suggest that the Government is reluctant to create
a two-tier sector.

Taking into consideration these factors we believe that the renewal charges will be
significantly below the TRAI recommendations published on 9 Feb 2011.

Re-pricing of new licences given in 2008 as well as licences given
post 2001

The entire premise of charging 2001 rates while giving licences in 2008 was to
maintain a level playing field among incumbent operators and new entrants.
Therefore, once the Government decides to charge renewal fees, it will also need
to re-price licences given not only in 2008 but all the licences allotted post 2001.
As indicated earlier, the same problem has also been raised by the Telecom
Minister during the roundtable conference.

Another reason we believe why the Government can go ahead and reprice these
licences is the ambiguous nature of first-come-first-serve policy (FCFS), as
indicated in the One Man Committee Report dated January 31, 2011. As per NTP
1999, it was decided that the entry of new players will be based on TRAl's
recommendations. TRAI in its recommendations dated October 27, 2003, which
were accepted by the Cabinet, had stated that allocation of incremental UAS
licence should be through multi-stage bidding as followed in the case of 4th
cellular operator. Despite this, the DoT adopted the FCFS process, which was
neither being vetted by the Cabinet, nor the Telecom Commission nor the Finance
Ministry. Therefore the FCFS policy lacks legitimacy and is likely to be ditched in
the NTP with the NTP 2011 then recommending a re-pricing of the new licences.

Based on TRAIl's recent recommendations, the re-pricing of UAS licences given
between 2005-2008 will have the following impact: (1) Bharti Airtel (nil), Idea
Cellular (Rs16bn, Rs4.9/sh, 13.3% of FY11 net worth) and RCom (Rs27.2bn,
Rs13.2/sh, 7.2% of FY11 net worth). Among unlisted players, Aircel would face the
maximum impact of Rs48.7bn as it received 14 licences in December 2006.

Overall investment implications

Bharti Airtel: Bharti in our view is the best placed telco not just in terms of
monetization of 3G services but also in terms of financial exposure to re-pricing of
licences and charges for excess spectrum. The stock is currently trading at 7.2x
FY12E EV/EBITDA. We reiterate our BUY stance with a target price of Rs425
(implied FY12E EV/EBITDA at 8.2x). This indicates an upside of 19% from current
levels.
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Idea Cellular: The launch of 3G services would result in higher network operating
costs for the company. Apart from this, spectrum amortisation (Rs2,884mn/annum)
and interest expense related to the 3G spectrum acquisition are expected to
impact profitability significantly. On the regulatory front, the potential liability on
account of excess spectrum and re-pricing of new licences will further increase the
risks faced by the company. The stock is currently trading at 8x FY12E EV/EBITDA.
Our DCF-based March 2012 target price stands at Rs60 (implied FY12E EV/EBITDA
at 7.5x). We reiterate our SELL stance on the stock.

RCom: RCom’s current market price factors in poor operational and financial
performance. Going forward, we believe that if the company manages to relieve
pressure on its balance sheet, it could provide upside to the stock. The stock is
currently trading at 7.4x FY12E EV/EBITDA. Our DCF-based March 2012 target
price stands at Rs120 (implied FY12E EV/EBITDA at 7.7x). We reiterate our HOLD
stance on the stock.

Other stocks which may get impacted due to 2G regulations (from our Real
Estate analyst, Parikshit Kandpal, parikshitkandpal@ambitcapital.com,
Tel: +91 22 3043 3201)

Unitech: (UT IN, mkt cap $2.3bn, UNDER REVIEW) may be impacted negatively by
the spectrum re-pricing via its 32.75% holding in Uninor. The liability for Uninor
from the pan-India Telecom licence re-pricing could be Rs62bn and for Unitech’s
stake, this may amount to a Rs20bn incremental credit guarantee. The current D/E
of 0.4x for Unitech may therefore go up to 0.6x on account of this contingent
liability. Whilst credit lines appearto be tied up, Uninor is looking at funding its
telecom expansion through a rights issue citing the reason of debt being costlier
than equity. With Unitech pushing for Uninor to raise debt (as opposed to equity),
an equity raise will obviously impact the valuation of its stake in Uninor (currently
worth Rs7-8/share at book value). Further, the events surrounding 2G scam has
already resulted in a 56% stock correction in Unitech's share price since November
8, 2010 (the date of the CAG report), with the company now trading below its
land cost of ~Rs51/share (current stock price Rs40).
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Investment Rating Expected return
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Buy >15%

Hold 5% to 15%

Sell <5%

Disclaimer

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent ot Ambit Capital. AMBIT Capital Research is disseminated and available primarily
electronically, and, in some cases, in printed form.

Additional information on recommended securities is available on request.

DISCLAIMER

1. AMBIT Capital Private Limited (“AMBIT Capital”) and its affiliates are a full service, integrated investment banking, investment advisory and brokerage group. AMBIT
Capital is a Stock Broker, Portfolio Manager and Depository Participant registered with Securities and Exchange Board of India Limited (SEBI) and is regulated by SEBI

2. The recommendations, opinions and views contained in this Research Report reflect the views of the research analyst named on the Research Report and are based
upon publicly available information and rates of taxation at the time of publication, which are subject to change from time to time without any prior notice.

3. AMBIT Capital makes best endeavours to ensure that the research analyst(s) use current, reliable, comprehensive information and obtain such information from

sources which the analyst(s) believes to be reliable. However, such information has not been independently verified by AMBIT Capital and/or the analyst(s) and no
representation or warranty, express or implied, is made as to the accuracy or completeness of any information obtained from third parties. The information or
opinions are provided as at the date of this Research Report and are subject to change without notice.

4. If you are dissatisfied with the contents of this complimentary Research Report or with the terms of this Disclaimer, your sole and exclusive remedy is to stop using
this Research Report and AMBIT Capital shall not be responsible and/ or liable in any manner.

5. If this Research Report is received by any client of AMBIT Capital or its affiliate, the relationship of AMBIT Capital/its affiliate with such client will continue to be
governed by the terms and conditions in place between AMBIT Capital/ such affiliate and the client.

6. This Research Report is issued for information only and should not be construed as an investment advice to any recipient to acquire, subscribe, purchase, sell,

dispose of, retain any securities. Recipients should consider this Research Report as only a single factor in making any investment decisions. This Research Report is
not an offer to sell or the solicitation of an offer to purchase or subscribe for any investment or as an official endorsement of any investment.

7. If '‘Buy’, 'Sell', or 'Hold' recommendation is made in this Research Report such recommendation or view or opinion expressed on investments in this Research Report is
not intended to constitute investment advice and should not be intended or treated as a substitute for necessary review or validation or any professional advice. The
views expressed in this Research Report are those of the research analyst which are subject to change and do not represent to be an authority on the subject. AMBIT
Capital may or may not subscribe to any and/ or all the views expressed herein.

8. AMBIT Capital makes no guarantee, representation or warranty, express or implied; and accepts no responsibility or liability as to the accuracy or completeness or
currentess of the information in this Research Report. AMBIT Capital or its affiliates do not accept any liability whatsoever for any direct or consequential loss
howsoever arising, directly or indirectly, from any use of this Research Report.

. Past performance is not necessarily a guide to evaluate future performance.

10. AMBIT Capital and/or its affiliates (as principal or on behalf of its/their clients) and their respective officers directors and employees may hold positions in any
securities mentioned in this Research Report (or in any related investment) and may from time to time add to or dispose of any such securities (or investment). Such
positions in securities may be contrary to or inconsistent with this Research Report.

11. This Research Report should be read and relied upon at the sole discretion and risk of the recipient.

12. The value of any investment made at your discretion based on this Research Report or income therefrom may be affected by changes in economic, financial and/ or
political factors and may go down as well as up and you may not get back the full or the expected amount invested. Some securities and/ or investments involve
substantial risk and are not suitable for all investors.

13. This Research Report is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other
person or published, copied in whole or in part, for any purpose. Neither this Research Report nor any copy of it may be taken or transmitted or distributed, directly
or indirectly within India or into any other country including United States (to US Persons), Canada or Japan or to any resident thereof. The distribution of this
Research Report in other jurisdictions may be strictly restricted and/ or prohibited by law or contract, and persons into whose possession this Research Report comes
should inform themselves about such restriction and/ or prohibition, and observe any such restrictions and/ or prohibition.

14. Neither AMBIT Capital nor its affiliates or their respective directors, employees, agents or representatives, shall be responsible or liable in any manner, directly or
indirectly, for views or opinions expressed in this Report or the contents or any errors or discrepancies herein or for any decisions or actions taken in reliance on the
Report or inability to use or access our service or this Research Report or for any loss or damages whether direct or indirect, incidental, special or consequential
including without limitation loss of revenue or profits that may arise from or in connection with the use of or reliance on this Research Report or inability to use or
access our service or this Research Report.

Conflict of Interests

15. In the normal course of AMBIT Capital’s business circumstances may arise that could result in the interests of AMBIT Capital conflicting with the interests of clients or
one client’s interests conflicting with the interest of another client. AMBIT Capital makes best efforts to ensure that conflicts are identified and managed and that
clients’ interests are protected. AMBIT Capital has policies and procedures in place to control the flow and use of non-public, price sensitive information and
employees’ personal account trading. Where appropriate and reasonably achievable, AMBIT Capital segregates the activities of staff working in areas where conflicts
of interest may arise. However, clients/potential clients of AMBIT Capital should be aware of these possible conflicts of interests and should make informed decisions
in relation to AMBIT Capital’s services.

16. AMBIT Capital and/or its affiliates may from time to time have investment banking, investment advisory and other business relationships with companies covered in
this Research Report and may receive compensation for the same. Research analysts provide important inputs into AMBIT Capital’s investment banking and other
business selection processes.

17. AMBIT Capital and/or its affiliates may seek investment banking or other businesses from the companies covered in this Research Report and research analysts
involved in preparing this Research Report may participate in the solicitation of such business.
18. In addition to the foregoing, the companies covered in this Research Report may be clients of AMBIT Capital where AMBIT Capital may be required, inter alia, to

prepare and publish research reports covering such companies and AMBIT Capital may receive compensation from such companies in relation to such services.
However, the views reflected in this Research Report are objective views, independent of AMBIT Capital’s relationship with such company.

19. In addition, AMBIT Capital may also act as a market maker or risk arbitrator or liquidity provider or may have assumed an underwriting commitment in the securities
of companies covered in this Research Report (or in related investments) and may also be represented in the supervisory board or on any other committee of those
companies.

© Copyright 2006 AMBIT Capital Private Limited. All rights reserved. Ambit Capital Pvt. Ltd.

Ambit House, 3rd Floor

449, Senapati Bapat Marg, Lower
Parel, Mumbai 400 013, India.
Phone : +91-22-3043 3000
Fax : +91-22-3043 3100

—~ AMBIT

Acumen at work



