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August 10, 2020

Capitalisation, tariff hike needed for survival!

Vodafone ldea’s (VIL) Q1FY21 performance was a reflection of its continued
weakness in terms of sub-par subscriber quality, lag in 4G network, balance
sheet stress. Revenues at ¥ 10,659 crore fell 9.3% QoQ, with ARPU at3 114
(down ~5.8% QoQ, largely due to weak underlying sub base, Covid-19 led
validity extension), coupled with net loss of 11.1 million (mn) customers.
EBITDA (excluding Ind-AS 116 impact), adjusted for one-offs was at ¥ 1540
crore, down ~10% QoQ and adjusted margin of 14.4%, down 20 bps QoQ.

Weak KPI across the board...

Weakness was seen across KPIs. ARPU decline of ~6% QoQ, vis-a-vis peers
who reported ARPU growth, was owing to extension of validity of low cost
customers during lockdown, SIM consolidation by its customers and post-
paid sub base decline. The subscriber base fell by 11.3 million to 279.8 mn.
The 4G sub base saw a modest decline of ~1 mn QoQ to 104.6 mn, clearly
reflecting pressure on its high paying customers. Even the post-paid sub
base at 21.5 mn was down by 1.5 mn QoQ, owing to fall in POS connections
where SIM was requested to be put in safe custody by customers.

Cost rationalisation plan of ¥ 4000 crore in next 18 months

The company has launched another opex synergy plan wherein it is
targeting ¥ 4000 crore of annualised cost savings over the next 18 months.
The rationalisation will done across cost items as it is shifting to cluster (10
cluster) approach from traditional 22 circle approach & focus on 16 key
circles (which contributes 94%, 87% of company, industry revenues,
respectively), resulting in lower administrative, network, IT and other costs.

Future growth, capex plans post AGR verdict

VIL indicated that ARPU level of ¥ 230-250 is required for a decent cost of
capital recovery. During the quarter, the company provided for ¥ 19440 crore
towards total estimated AGR liability, taking total provisions to ¥ 58250 crore,
accounting for interests till June, 2020. We expect Supreme Court to allow
staggered payment over 15 years, where annual payout for VIL will be
~¥ 6000 crore. Itindicated that further capex plan as well as well fund raising
initiative decision will be taken post the AGR verdict, which we believe will
hold the key for survival.

Valuation & Outlook

VIL is the weakest private telco. The company continues to face losses (now
slipping into negative networth) and risk of eventual bankruptcy. While AGR
extension could be a short term breather, its survival hinging on decent sized
capital infusion and industry reforms such as floor tariff and other reliefs. We
reinstate our ratings and assign SELL with DCF based target price of
% 6/share. Any plans of fund infusion (~% 10000+ crore) along with sharp
tariff hike/floor tariff decision will be a key risk to our call.

Key Financial Summary

(Year-end March) FY18 FY19 FY20 FY21E
Net Sales (Zcrore) 28,279 37,093 44,958 44,370
EBITDA (Zcrore) 6,048 4,043 14,798 17,381
Adjusted PAT (Zcrore) (4,168) (15,456) (21,560) (21,769)
Adjusted EPS (3 (9.6) (17.7) (7.5) (7.6)
Adjusted P/E (x) (0.9) (0.5) (1.2) (1.2)
Price /Book (x) 0.1 0.1 4.2 (0.7)
EV/EBITDA (x) 12.8 35.5 9.3 11.3
RoCE (%) (2.3) (5.0) (5.7) (4.4)
RoE (%) (15.3) (25.9) NM NM
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Particular Amount
Market Capitalization (XCrore) 25,430.8
Total Debt (ICrore) 126,059.7
Cash & Investments (ICrore) 13,553.1
EV (XCrore) 137,937.4
52 week H/L 13/2.4
Equity capital (Zcrore) 28,735.4
Face value (3 10.0
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ﬂ Result Update | Vodafone Idea ICICI Direct Research
Exhibit 1: Variance Analysis

01FY21 Q1FY21E Q1FY20 (Q4FY20 YoY (%) QoQ (%)

Revenue 10,659.3 10,819.3 11,269.9 11,754.2 -5.4 -9.3

Other Income 55.3 150.0 279.6 166.2 -80.2 -66.7

Employee Expenses 571.8 584.2 584.3 321.0 -2.1 78.1

Marketing Expenses 647.5 919.6 961.3 996.5 -32.6 -35.0

Netw ork operating expenditure 2,998.6 2,998.6 2,998.6 2,587.2 0.0 15.9

License and WPC Charges 1,001.7 1,114.4 1,191.0 11,3394 -15.9 -25.2

Roaming & Access Charges 1,502.6 1,514.7 1,319.8 1,610.0 13.9 -6.7

Total Operating Cost 6,777.5 17,2816 17,3346 7,020.3 -1.6 -3.5
Higher EBITDA owing to 3300 crore of

EBITDA 4,098.4 3,649.4 3,650.0 4,380.1 NA _g.g Positve effect led by T100 crore in
license fee related and 200 crore in
network and IT costrelated

EBITDA Margin (%) 38.4 33.7 32.4 37.3 NA " 1.2

Depreciation 5,975.7 6,038.8 6,130.8 6,038.8 NA -1.0

Interest 3,803.9 4,168.8 3,723.7 4,177.0 NA -8.9

Total Tax -0.2 0.0 -1,799.9 -99.1 NA NA

Higher losses on account of one-off
exceptional items of ¥ 19923 crore (of
which ¥19440 crore towards the total

PAT -25,460.1 -6,340.3 -4,873.9 -11,643.5 NA NA estimated AGR liability and remaining
towards integration related and one time
spectrum charges. Adjusted for one-
offs, loss at5537 crore.

Key Metrics
Subscribers (Million) 279.8 281.1 320.0 2911 -12.6 -3.9
ARPU (3 114 115 108 121 5.6 -5.8

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY21E FY22E Comments
(XCrore) 0ld New % Change New
Revenue 52,471.8 44,370.1 -15.4 51,520.4
EBITDA 20,920.3 17,381.0 -16.9  22,303.5
EBITDA Margin (% ) 39.9 39.2 -70 bps i 43.3
PAT -15,206.5 -41,692.5 NM -19,614.3
EPS (3 -5.3 -14.5 NM -6.8

Source: Company, ICICI Direct Research
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Conference Call and other Highlights

Network integration and coverage update: The management
indicated that network integration is complete except for
Maharashtra and Tamil Nadu circles, wherein delay was owing to
Covid-19 led lockdown restrictions. The 4G population coverage is
now around 1 billion compared to 916 million a year ago. It has made
progress in implementing LTE 900 in select locations, including
through dynamic spectrum refarming. VIL has deployed ~59,800
TDD sites in addition to deployment of ~12,100 Massive MIMO sites
and ~11,700 small cells till date. It has added ~13,000 4G FDD sites
primarily through refarming of 2G/3G spectrum to expand 4G
capacity. The overall broadband site count stood at 446,131 as of
Q1FY21 compared to 436,006 in Q4FY20. The company attained its
targeted ¥ 8400 crore of annualised opex savings in Q4FY20 itself.

One-off in EBITDA: One-off in EBITDA included ¥ 300 crore of
positive effect owing to ¥ 100 crore in license fee related and T 200
crore in network and IT cost related

Others:
e Churn reduced to 2% compared to 3.3% in Q4FY20

e Capex spend in Q1FY21 of ¥ 600 crore was lower compared to
¥ 1820 crore in Q4FY20, as the rollout in Q1 was impacted by
Covid-19 with disruptions to equipment supply and the
nationwide lockdown

e The net debt at ¥ 1.16 lakh crore was up by ~% 3030 crore QoQ

¢ Interms of total debt repayment of ¥ 3660 crore in FY21, ¥ 2940
crore was paid till July 2020. Remaining ¥ 720 crore is yet to be
paid

e The company received dividends worth ¥ 110 crore from Indus
Towers. It also received ¥ 1530 crore from Vodafone Group (as
a part of contingent liability mechanism wherein Vodafone
group has to pay up to ¥ 8400 crore for pre-merger liabilities that
would crystallise in future)

ICICI Securities | Retail Research
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Financial summary

ICICI Direct Research

Exhibit 3: Profit and loss statement Z crore Exhibit 4: Cash flow statement g crore

(Year-end March) FY19 FY20E FY21E FY22E
Total operating Income 37093 44958 44370 51520
Growth (%) NA NA -1.3 16.1

Employee Expenses 2,294 2,164 2,190 2,318
Roaming & Access Charges 4,169 5,998 5,995 6,698
Netw ork operating expenditt 17,005 10,992 9,708 9,473
License and WPC Charges 3,933 4,848 4,474 5,307
SG&A Expenses 3,845 4,098 2,839 3,349
Other Costs 1,803 2,060 1,784 2,073
Total Operating Expenditure 33,0560 30,160 26,989 29,217
EBITDA 4,043 14,798 17,381 22,303
Growth (%) NA NA 17.5 28.3
Depreciation 14536 24356 24192 27123
Interest 9463 152717 15820 15750
Other Income 731 1039 505 600
Exceptional tem -852 38356 19923 0
PBT -18372  -62152  -42048 -19970
MV/ Profit from associates -197 -355 -356 -356
Total Tax -3572 12081 0 0
PAT -14604 -73878 -41692 -19614
Adjusted PAT -15456 -21560 -21769 -19614
Growth (%) NM NM NM NM
EPS (3 -16.7 -25.7 -14.5 -6.8

(Year-end March) FY19 FY20E FY21E FY22E
Profit after Tax -14,603.8 -73,878.1 -41,692.5 -19,614.3
Add: Depreciation 14,535.6 24,356.4 24,191.7 27,1234
Add: Interest paid 9,462.8 15,277.2 15,819.5 15,750.0
(Inc)/dec in Current Asset (6,880.1) (2,886.1) (5,805.4) (8,155.2)
Inc/(dec) in CL and Provisi  23,929.3 44,238.1 -1,172.7 12,351.7

Others 0.0 0.0 0.0 0.0

CF from op.activities 26,443.8 7,107.5 -8,659.3 27,455.6
(Inc)/dec in Investments -948.1 6,259.4 454.8 0.0
(Inc)/dec in Fixed Assets -114,157.9 -28,431.5 -12,000.0 -12,000.0
Others -15,844.1 22,730.7 -22,868.4 2,000.0
CF from inv. activities -130,950.1 558.6 -34,413.6 -10,000.0
Issue/(Buy back) of Eq. 4,376.3 19,999.8 0.0 0.0
Inc/(dec) in loan funds 67,954.7 -10,939.9 60,000.0 0.0
Dividend 0.0 0.0 0.0 0.0
Interest Paid -9,462.8 -15,277.2 -15,819.5 -15,750.0
Others 42,487.6 335.8 0.0 0.0
CF from fin. activities 105,355.8 -5,881.5 44,180.5 -15,750.0
Net Cash flow 849.5 1,784.6 1,107.6 1,705.6
Opening Cash 29.0 878.5 2,663.0 3,770.6
Closing Cash 878.5 2,663.0 3,770.6 5,476.1

Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 5: Balance sheet g crore Exhibit 6: Key ratios g crore

(Year-end March) FY19 FY20E FY21E FY22E
Liabilities

Equity Capital 8,735.6 28,7354 28,735.4 28,735.4
Reserve and Surplus 50,899.2 -22,755.5 -64,448.0 -84,062.3
Others 0.0 0.0 0.0 0.0
Total Shareholders fund 59,634.8 5,979.9 -35,712.6 -55,326.9
Total Debt 125,939.9 115,000.0 175,000.0 175,000.0
Deferred Tax Liability 471 3.8 3.8 3.8
Others 10,248.3 27,868.4 3,000.0 3,000.0
Total Liabilities 195,870.1 148,852.1 142,291.2 122,676.9
Assets

Gross Block 291,961.1 324,357.5 336,357.5 348,357.5
Less: Acc Depreciation 114,164.6 138,521.0 156,712.7 177,836.1
Net Block 177,796.5 185,836.5 179,644.8 170,521.4
Capital WIP 5,103.0 1,138.1 1,138.1 1,138.1
Total Fixed Assets 182,899.5 186,974.6 180,782.9 171,659.5
Investments 1,633.4 1,524.4 1,524.4 1,524.4
Inventory 4.2 2.5 0.0 0.0
Debtors 3,300.0 3,094.3 3,039.0 3,528.8
Loans and Advances 2.7 1.1 1.1 1.3
Other Current Assets 7,194.0 10,470.6 10,333.8 11,999.1
Cash 990.8 2,663.0 3,770.6 5,476.1
Total Current Assets 11,491.7 16,2315 17,1445 21,005.3
Creditors 13,516.6 12,4294 12,156.2 14,115.2
Provisions 384.6 391.4 344.5 360.0
Total Current Liabilities 13,901.2 12,820.8 12,500.7 14,475.2
Net Current Assets -2,409.5 3,410.7 4,643.8 6,530.1
Other Non Current Asse 16,546.1 21,732.3 19,732.3 17,732.3
Application of Funds 195,870.1 148,852.1 142,291.2 122,676.9

(Year-end March) FY19 FY20E FY21E FY22E
Per share data (3

EPS -16.7 -25.7 -14.5 -6.8
Cash EPS -0.1 -17.2 -6.1 2.6
BV 68.3 2.1 -12.4 -19.3
DPS 0.0 0.0 0.0 0.0
Cash Per Share 1.1 0.9 1.3 1.9
Operating Ratios

EBITDA Margin (% ) 10.9 32.9 39.2 43.3
EBIT Margin (%) -28.3 -21.3 -15.3 -9.4
PAT Margin (%) -41.7 -48.0 -49.1 -38.1
Inventory days 0.0 0.0 0.0 0.0
Debtor days 325 25.1 25.0 25.0
Creditor days 133.0 100.9 100.0 100.0
Return Ratios (%)

RoE -25.9 -360.5 61.0 35.5
RoCE -5.0 -5.7 -4.4 -3.4
RolC -6.7 -1.8 -5.8 -4.9
Valuation Ratios (x)

P/E NA NA NA NA
EV /EBITDA 35.5 9.3 11.3 8.7
EV /Net Sales 3.9 3.1 4.4 3.8
Market Cap / Sales 0.7 0.6 0.6 0.5
Price to Book Value 0.1 4.2 -0.7 -0.5
Solvency Ratios

Debt/EBITDA 31.2 7.8 10.1 1.8
Debt/Equity 2.1 19.2 -4.9 -3.2
Current Ratio 0.3 0.2 0.2 0.2
Quick Ratio 0.3 0.2 0.2 0.2

Source: Company, ICICI Direct Research
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Exhibit 7: ICICI Direct Coverage Universe (Telecom)

Sector / CMP TP [ Rating M Cap EPS (3 P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)

Company R (XCr) FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20FY21E FY22E FY20 FY21E FY22E
Bharti Airtel 561 700  Buy 305,950 -59.0 -247 112 NM NM 50.1 116 9.9 19 35 6.9 92 47 42 13
BhartiInfratel 193 180  Hold 35,623 178 16.7 17.4 108 116 11.1 57 5.6 53 181 198 217 244 237 255
Vodafone Ide: 9 6 Sell 25431 -257 -145 -68 NM NM NM 93 113 87 57 -44 34 NM NM NM
Sterlite Tech 125 125 Reduce 5,016 108 81 114 116 153 109 65 7.8 6.0 278 209 158 33.0 25.1 158
Tata Comm 814 880  Buy 23,205 -3.0 278 353 NM 293 231 98 738 68 7.8 127 157 -222 NM NM

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors 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 categorizes 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: -15% to -5%;

Sell: <-15%
‘ﬂICICI(m,m; com| 1 1 g
I»vnlnnhu'o':::u'!mluhps | BHOI{ER \ :
ICICI Securities Ltd. 5 sTARMINE | |
@a;ﬁmwaru 2012 A;L
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Bhupendra Tiwary, MBA, Sameer Pardikar, MBA, 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 Limited is a SEBI registered
Research Analyst with 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 associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives 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

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr jati p | 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, 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 managed 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 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 are engaged in various financial service businesses, they might have financial interests or beneficial ownership in 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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