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5G Auction: Not “too” financially taxing... St T s

We expect the top two telecom operators to bid for spectrum worth ~% 37000-38000
crore each, assuming pan India 100 MHz for core 3300 MHz band (X 31700 crore),

500 MHz for 2600 MHz (X 3495 crore) and some 4G coverage/capacity spectrum. Top Picks in Telecom Space %
Most importantly, with removal of 3% floor on spectrum usage charges (SUC), the . Target . =
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top two telcos stand to have annualised savings of ~3¥ 2100-2300 crore, eventually price )
subsidising the 5G spectrurr) annl.JaI payo.uts.(of % 3374 crore, for 20 years’ equal Bharti Airtel BUY 681 860  26% =
payout), by ~63-68%. Top Pick: Airtel (maintain BUY, TP - ¥ 860). 5
- - - - m

5G Auction — Captive private network tussle remains w

The Department of Telecom (DoT) notified that the auction of 5G airwaves will begin
on July 26, 2022. The Cabinet has left the reserve price of 5G airwaves unchanged.
We highlight that the spectrum period has been kept at 20 years. On the payments
front, provision has been made for payments in 20 equal annual instalments, to be
paid in advance at the beginning of each year vs. mandatory 25-50% upfront
payments, required for specific spectrums, earlier. We expect bid amount for top two
operators to be ~% 37000-38000 crore each, assuming 100 MHz for core 3300 MHz
band (X 31700 crore), 500 MHz for 2600 MHz (X 3495 crore) and some 4G
coverage/capacity spectrum. On the private networks front, telcos have been
allowed to provide captive non-public network (CNPN) to an enterprise using its
network resources, while option has been provided for enterprises to obtain
spectrum directly from the DoT. Thus, there remains a tussle between telcos/tech

companies as telcos feel it would eat into enterprise segment opportunity. Key risks to our call

SUC charge clarification - big positive (i} Any subscriber churn;

In a relief for telecom operators, the Department of Telecommunications (DoT)
removed the 3% floor rate on spectrum usage charges (SUC), a move which would
in the long run make such payments zero on their entire spectrum holding as the
telcos add new spectrum, which incrementally has zero SUC. Currently, the three
private telcos pay 3.6-4.1% as SUC on AGR. Assuming 100 MHz for core 3300 MHz
band and 500 MHz for 2600 MHz pan-India bid, it will bring the weighted average
SUC on AGR drastically to 1-1.2%. Top two telcos stand to have annualised savings
of ~¥ 2100-2300 crore. Or to put in another way, it would subsidise the 5G spectrum
annual payouts (of ¥ 3374 crore, for 20 years equal payout), by ~63-68%, making it
a less financial taxing (read: less pressure on RoCE/cash flows).

(i) Increased competitive intensity

Bhupendra Tiwary, CFA
bhupendra.tiwary@icicisecurities.com

Airtel remains well placed

We highlight that Airtel remains in a sweet spot as it has consistently reported
resilient numbers, especially on the Indian wireless business front along with strong
customer stickiness. The non-wireless business momentum along with Africa
performance continue to be robust. Furthermore, while SUC benefits will accrue,
Airtel can also dig into residual rights funds (~% 15,740 crore) and possibly some
external borrowing (likely to be lower than instalment coupon rate of 7.2%) to fund
the 5G auction. Thus, we expect this auction to have only marginal impact of
leverage. Favourable industry structure of three players (two being strong),
government relief, tariff hike and fund raise puts Airtel in a sweet spot to maintain its
relative strength among peers with a formidable digital ecosystem offering.
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Top bets in Telecom Universe

Bharti Airtel (BHAAIR) 800 T 20000
Bharti Airtel (Airtel) is India’s second largest telecom operator with ~32.6 crore 600 15000
wireless customers in India and ~12.8 crore subscribers across 14 African countries 400 10000
as of FY22. It enjoys industry leading ARPU in the wireless business 200 ﬁ 5000
e The company has reiterated its ARPU target of ¥ 200 in the near term and 0 o o ‘8 ‘8 ‘8 ‘g ‘K ‘; ‘m‘ﬁ 0
ARPU of ¥ 300 over the medium-to-longer term. The management expects R R
3S€3SL833E3
one round of tariff increase for pre-paid customers (upgradation of - - - -
Airtel Ltd(LHS) —— Nifty

customers from prepaid to postpaid would be inadequate to reach ARPU to
¥ 200) in FY23. We do not build any further step up tariff hikes in our m
estimates given inflationary trends and thus can be upside if actually ;

Particulars Amount

undertaken

. . . . . Market Capitalisation (% Crore) ~3,80,651
e Airtel had also reiterated a robust opportunity on the enterprise side (total

market size of ~% 35,000 crore) and adjacent areas like CPaaS, Cloud Total Debt % Crore) - FY22 169,678

communication, cyber security, |IOT with similar market size Cash & lnv ¥ Crore) - FY22 9,221
EV % Crore) 5,41,108

Favourable industry structure of three players (two being strong), government relief, 52 week H/L 782/ 515
tariff hike and fund raise puts Airtel in a sweet spot to maintain its relative strength Equity capital 2,795.0
among peers with a formidable digital ecosystem offering. We maintain our BUY Face value 5.0
rating with unchanged target price of T 860.

Exhibit 1: Financial Summary

(Year-end March) FY20 FY21 FY22 5 yr CAGR (FY17-22) FY23E FY24E 2 yr CAGR (FY22-24E)

Net Sales (% crore) 87,539 1,00,616 1,16,830 4.1 1,35,061 1,49,722 13.2

EBITDA (% crore) 36,482 45,372 57,817 10.4 70,054 79,373 17.2

Net Profit (% crore) (32,183) (15,084) 4,538 3.6 15,243 21,623 118.3

Adjusted PAT (% crore) (4,075) (1,300) 2,840 15,243 21,623

EPS ) (59.0) (27.6) 8.1 25.2 35.7

P/E (x) NA NA 83.9 21.0 19.1

Price / Book (x) 4.8 6.3 5.7 47 3.8

EV/EBITDA (x) 13.7 11.6 9.3 1.2 59

RoCE (%) 41 6.4 9.1 13.4 16.3

RoE (%) (5.3) (2.2) 43 17.5 19.9

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorises them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined as
the analysts' valuation for a stock

Buy: >15%;
Hold: -5% to 15%;
Reduce: -56% to -15%;

Sell: <-15%
a 1 -
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ANALYST CERTIFICATION

|/\Ne, Bhupendra Tiwary, CFA, MBA (Finance), Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject
issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts
of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our i might have ir banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment busil may make ir decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any
recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no
liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand
the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have r d or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication
of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other material
conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale

in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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