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COMPANY UPDATE



18 FEB 2014



Bharti Airtel INDUSTRY TELECOM CMP (as on 17 Feb 2014) Rs 305 Target Price Rs 370 Nifty



6,073



Sensex



20,464



KEY STOCK DATA Bloomberg/Reuters BHARTI IN/BRTI.BO No. of Shares (mn) MCap (Rs bn) / ($ mn)



3,997 1,218/19,627



6m avg traded value (Rs mn)



1,693



STOCK PERFORMANCE (%) 52 Week high / low Absolute (%) Relative (%)



Rs 374 / 267



3M 6M (10.4) (9.2) (10.7) (19.3)



12M (3.8) (8.9)



Acquisition of Loop - positive Bharti Airtel has acquired the Mumbai operations of Loop Mobile for ~Rs 7bn (as per media reports). This would involve acquisition of both the assets (tower, equipment's, fiber optic network etc) and customers of Loop. We view the acquisition as positive for Bharti from both strategic and financial perspective. Recent auctions have given strategic advantage to Bharti. Upcoming renewals in CY15 would further fortify it. For further details read our note “Telecom Auction : Advantage Bharti”. Reiterate BUY on Bharti (SoTP Rs 374). Tariff increase is a potential catalyst in the near term.



FIs & Local MFs







65.23 8.61



FIIs



15.92



Public & Others



10.24



Financial standpoint : Our analysis indicates Bharti’s acquisition of Loop at ~1.1x EV/Sales, ~3.7x EV/EBITDA and ~Rs 5k EV/Subscriber (Refer table 2). This is lucrative as the valuation multiple is lower than Bharti’s 6.4/5.3x FY15/16E EV/EBITDA. Valuation would look more attractive considering revenue/cost synergies.







On EPS basis, we estimate earnings accretion of ~ Rs 0.15p/sh for Bharti. With synergies, earnings accretion could move upto Rs 0.4/sh. (refer table 3 & 4).







Strategic advantage : Bharti has been struggling to



Source : BSE
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Key highlights of the deal



SHAREHOLDING PATTERN (%) Promoters



BUY



gain market share in Mumbai. Acquisition of Loop Mobile will give it additional advantage of high-ARPU customers, time-to-market and cost synergies. This is besides additional network and distribution footprint. Bharti has ~21% gross revenue market share and Loop has ~6% in Mumbai (vs. leader Vodafone’s 35%).







Bharti’s spectrum portfolio (3G+4G and the recent acquisition of 5MHz spectrum in 900MHz band and 6MHz in 1800MHz for a whopping Rs 45bn) should enable it to significantly improve the customer experience viz. compete effectively with Vodafone. This should help it accelerate revenue growth and faster recovery of spectrum payouts. Bharti’s payback period could shorten from ~7 to 5 years (Ref table 5). We believe, Loop has entered into Intra-circle roaming arrangement with certain operators. Rollback of this arrangement by Bharti may enable it to grab additional market share and marginalize smaller operators. With consolidation beginning in the telecom industry, probability of positive surprise on tariffs increases. Large telcos may actively scout to consolidate market by acquiring smaller operators. Eventually, leading telcos may prefer to compete on quality of services and data supremacy over tariffs. Cost synergies : Bharti has ~4k sites in Mumbai (~1k subs/site) and Loop has 2500 sites (~565 subs/site). Airtel could benefit in costs as it scales down overlapping sites or ramp up the usage on Loop's sites.



CONSOLIDATED FINANCIAL SUMMARY (Rs mn) Net Sales EBITDA APAT Diluted EPS (Rs) P/E (x) EV / EBITDA (x) RoE (%)



FY12 FY13* FY14E FY15E FY16E 715,058 769,470 862,888 953,886 1,044,593 237,123 232,579 275,778 314,931 356,493 42,593 22,756 33,159 41,364 60,092 11.2 6.0 8.3 10.3 15.0 26.9 50.4 36.9 29.6 20.3 7.6 7.4 7.2 6.4 5.3 9.1 4.8 6.5 6.6 8.9



Source: Company, HDFC sec Inst Research * FY13 financials not comparable YoY led by change in accounting of Indus to equity basis



HDFC securities Institutional Research is also available on Bloomberg HSLB  & Thomson Reuters
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Table 1 : Mumbai Circle - Competitive landscape



Bharti lacks leader Vodafone by ~9% in active subscribers market share, 13% in gross revenue market share and is almost half in terms of net revenue Acquisition of Loop mobile would help Bharti bridge this gap with market leader



Operator



Gross Subs (in mn)*



Active Subs (in mn)



Active Subs %



Gross Revenue (Rs bn)



AGR** (Net) (Rs bn)



AGR/ GR %



4.27 2.98 7.02 3.31 3.47 6.06 1.97 1.03 30.11



3.95 1.41 6.30 3.08 2.43 5.90 1.09 0.84 25.00



92.6% 47.4% 89.8% 93.1% 70.1% 97.3% 55.6% 81.1% 83.1%



22.2 6.3 36.1 9.9 14.2 10.8 2.4 2.9 104.7



10.8 5.0 21.2 3.9 11.9 7.3 1.4 2.3 63.8



48.8% 79.3% 58.7% 39.0% 84.0% 68.2% 58.2% 80.0% 61.0%



14.2% 9.9% 23.3% 11.0% 11.5% 20.1% 6.5% 3.4% 100.0%



15.8% 5.6% 25.2% 12.3% 9.7% 23.6% 4.4% 3.4% 100.0%



21.2% 6.0% 34.5% 9.4% 13.5% 10.3% 2.3% 2.8% 100.0%



17.0% 7.9% 33.2% 6.0% 18.7% 11.5% 2.2% 3.6% 100.0%



Bharti Loop Voda Idea Tata Rcom Aircel MTNL Industry Market share % Bharti Loop Voda Idea Tata Rcom Aircel MTNL Industry



Implied ARPU/Month per Active Sub No of sites Gross Net ARPU ARPU 468 228 4,000 373 296 2,500 477 280 267 104 486 408 152 104 182 106 288 231 349 213



Active Subs/Site 987 565



Source : TRAI, Company, HDFC sec Inst Research * as of Dec-13 ** AGR is adjusted gross revenue (net of interconnect cost)



Table 2: Valuation multiple by Bharti for Loop



Valuation paid by Bharti for Loop is lucrative and lower than its own current valuation



Enterprise Value (Rs mn)



7,000



Annual Sales (Rs mn)



6,320



EBITDA (30% margin)*



1,896



Active Subs (mn) EV/Sales (x) EV/EBITDA (x) EV/Active Sub (Rs)



1.41 1.1 3.7 4,958



Source : Media reports, HDFC sec Inst Research * assumed 30% margin. Cost structure : 15% access charges, 15% license fee, 5% employee cost, 25% network cost, 10% SG&A cost
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BHARTI AIRTEL : COMPANY UPDATE Table 3: Earning accretion for Bharti from Loop's acquisition Annual Sales (Rs mn)



6,320



EBITDA*



1,896



(-) D&A



500



(-) Int cost on acqn @ 8%



560



EBIT



836



Tax @ 30%



251



PAT



585



Incremental EPS



0.15



Assumed 30% margin as above (2500 sites * Rs 2mn investment/site depreciated over 10 years)



Source : HDFC sec Inst Research



We foresee the acquisition to be earnings accretive for Bharti



Table 4: Earning accretion for Bharti from Loop's acquisition (assuming revenue and cost synergies) Annual Sales (Rs mn)



7,900



25% higher sales due to better customer service, 3G and 4G service offerings



EBITDA



3,160



Assumed 40% margin due to higher sales and as Bharti let go-off some overlapping sites



(-) D&A



300



(-) Int cost on acqn @ 8%



Lower depreciation charge as Co let go-off some sites (say ~1000 of 2500)



560



EBIT



2,300



Tax @ 30%



690



PAT



1,610



Incremental EPS Source : HDFC sec Inst Research



0.40



Table 5 : Payback period of spectrum payouts and Loop’s acquisition of Bharti in Mumbai circle



Acquisition should enable Bharti to shorten its payback period on Spectrum payouts



Rs mn



Airtel Airtel + Loop* Airtel + Loop**



Revenue



22,198



28,518



31,370



EBITDA



6,659



8,555



10,979



30%



30%



35%



44,475



44,475



44,475



7,000



7,000



44,475



51,475



51,475



6.68



6.02



4.69



Margin % (assumed)



Remarks * assuming no improvement in revenues and margin; ** assuming 10% higher revenues, 5% margin improvement



Investments by Airtel Spectrum cost Pay-out to Loop Total Investments No of years to recover



Rs 28bn for 5MHz in 900 and Rs 16bn for 6MHz in 1800 band



Source : Media reports, HDFC sec Inst Research assumed 30% margin. Cost structure : 15% access charges, 15% license fee, 5% employee cost, 25% network cost, 10% SG&A cost
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BHARTI AIRTEL : COMPANY UPDATE Table 6 : Valuation Summary EV/EBITDA



FY16E EBITDA (Rs bn) 197



Telemedia



"



18



4



5



89



22



Enterprise



"



14



4



5



72



18



Segments



Methodology



Wireless



EBITDA/share (Rs) 49



EV/EBITDA multiple (x) 7



Value (Rs bn) 1,378



Value / Share (Rs) 345



DTH



"



7



2



8



59



15



International



"



86



22



5



430



108



EV/Tower



87,415*



Infratel Enterprise Value (-) Net debt Equity Value (-) One time spectrum charge Value per share



3.5**



306



77



2,334



584



785



196



1,549



387



52



13



1,497



374



Source: HDFC sec Inst Research * No of towers ** EV/tower (Rs mn)
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RECOMMENDATION HISTORY Bharti Airtel



450



TP



400 350 300



Feb-14



Jan-14



Dec-13



Nov-13



Oct-13



Sep-13



Aug-13



Jul-13



Jun-13



May-13



Apr-13



Mar-13



Feb-13



250



Rating Definitions BUY : Where the stock is expected to deliver more than 10% returns over the next 12 month period NEUTRAL : Where the stock is expected to deliver (-)10% to 10% returns over the next 12 month period SELL : Where the stock is expected to deliver less than (-)10% returns over the next 12 month period



Date 4-Feb-13 19-Mar-13 3-May-13 5-Jul-13



CMP 331 293 318 296



Reco BUY BUY BUY BUY



Target 347 380 375 363



11-Jul-13 1-Aug-13 31-Oct-13 16-Dec-13 29-Jan-14 18-Feb-14



300 343 360 321 302 305



BUY BUY BUY BUY BUY BUY



363 390 400 400 370 370



Disclaimer: This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HDFC Securities Ltd or its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published for any purposes without prior written approval of HDFC Securities Ltd . Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HDFC Securities Ltd may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its attachments. HDFC Securities and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions. HDFC Securities Ltd, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc. HDFC Securities Ltd and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organisations described in this report.
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