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Stock Update
Resilient performance relative to modest expectations

(%) 1m 3m 6m 12m

Absolute -1.6 -11.0 -18.6 18.9

Relative to Sensex -7.3 -7.2 -23.5 0.6

Bharti Airtel

Reco: Buy  |  CMP: Rs420

Key points

 �   In line revenues performance, declining in 
ARPU trend continues: The consolidated 
revenue of Bharti Airtel (Airtel) declined by 3.3% 
on a sequential basis (down 10.3% y-o-y) to Rs. 
19,710 crores in Q4FY2018, broadly in-line with 
expectations. The decline in overall revenues 
was mainly due to the ongoing tariff war with 
RJio, 3.3% q-o-q/13.1% y-o-y drop in India 
business and disinvestment in some of assets 
in Africa and Bangladesh. Africa (14 countries) 
reported revenue growth of 1% q-o-q/10.7% 
y-o-y on constant currency terms, led by robust 
growth in data and Airtel money transaction 
value. During Q4FY18, revenue of the India 
wireless business declined by 3.7% q-o-q/20.2% 
y-o-y to Rs. 10,353 crores, owing to a cut in the 
International interconnect rate (revenue loss 
of Rs 124 crore owing to 43% cut in rates to 
30 paise a minute, effective February 1, 2018) 
and continued fierce price war with RJio. ARPU 
for the quarter declined by 5.9% q-o-q/26.7% 
y-o-y to Rs. 116, owing to competitive tariff to 
retain revenue market shares and international 
termination rates (ITR) rate cut. Total data 
customer increased 22% q-o-q/50% y-o-y to 86 
million during the quarter. India data usage on 
its network grew by 39% q-o-q/584% y-o-y in 
Q4FY2018, while usage per customer grew by 
23% q-o-q/395% y-o-y to 6.6 GB per customer.    

 �  Resilient operating performance, Africa 
continues to perform well: For Q4FY2018, 
operating profit margin (OPM) of the company 
contracted by 140BPS q-o-q to 35.5% despite 
continued healthy OPM performance in the 
African business, a tad ahead of our expectations, 
due to 420 bps drop in operating margin of 
India wireless business. Africa’s EBITDA margin 
expanded by 50 BPS q-o-q/1,050 BPS y-o-y 
to 36% (higher margin than India wireless 
business). India wireless EBITDA declined 
by 9.2% q-o-q/21.8% y-o-y, owing to lower 
revenue (taking aggressive tariff plan route) 
and reduction in 43% cut in ITR (impact of Rs. 82 
crore). India business recorded loss at PBT level 
for the first time in last 15 years. The net loss 
(before exceptional item) in India business stood 
at Rs. 652 crores in Q4FY18, while net profit 
from the African business increased by 43% 
q-o-q to Rs. 698.7 crore during Q4FY2018. The 
net profit in African business  largely offset the 
loss in India business, Airtel’s net profit during 
the quarter declined by 73%QoQ/78%YoY to  
Rs 83 crore. 
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Valuations Rs cr

Particulars FY17 FY18 FY19E FY20E

Revenue      95,468.3         83,687.9      91,402.6  1,04,247.5 

EBITDA margin (%)              37.1                 36.2              36.1              37.0 

Net profit         4,969.5           1,099.0        1,871.5        4,770.1 

EPS (Rs)              12.4                   2.7                4.7              11.9 

P/E              33.8              152.8              89.7              35.2 

EV/EBITDA (x)                 6.5                   7.6                7.0                6.0 

RoCE (%)              10.7                   6.8                7.6              10.0 

RoE (%)                 6.8                   1.9                2.8                6.6 

 �  Outlook: Relief on ARPU is still some time 
away, Africa business looks strong: Having 
similar network capabilities along with access to 
capital, the fierce competition in gaining market 
share among the three large telecom players 
is expected to continue in FY2019. Further, the 
pressure on ARPU will continue as adoption of 
bundle plans increases for Airtel. However, as 
most of 2G customers are with Airtel (being a 
leading player), upgrade to Airtel 4G platforms 
(offering 30GB free data plan) would help in 
improving ARPU. Given the lower ARPU as 
well as pricing, Airtel will focus on gaining 
market share by adding new customers through 
investment on its networks and value-added 
services (contents on its digital platforms). On 
the margin front, the operating performance in 
India could be sustainable in FY2019 despite 
the integration of Telenor and Tata Teleservices, 
led by reduction in SG&A expenses (owing to 
structural changes in India wireless industry) 
and ongoing re-engineering process (improve 
the cost efficiencies). In Africa, Airtel plans 
to strengthen its distribution network and 
introduce bundle packs aggressively to attract 
more customers as it sees more opportunities to 
grow.    

 �  Valuation – Maintain Buy, revised target price 
to Rs. 520: We have revised our estimates for 
FY2019/FY2020 on account of less visibility 
of significant ARPU improvement in the near-
to-medium term owing to continued pricing 
aggression from RJio (coming out aggressive 
plans in regular intervals), prioritizing to retain 
market share over profitability and anticipation 
of lower scope in improving further operating 
performance in African business. Nevertheless, 
with favourable earnings traction in the African 
market and more value-added services, Airtel 
will emerge stronger with its balance sheet 
strength coupled with industry consolidation 
(three-player market, with the exit of smaller 
players).  At current levels, the stock is largely 
factoring the visible negatives and any positive 
surprise on competitive pricing would act as 
re-rating trigger for the stock. We believe 
these consolidation events could help Airtel to 
maintain its revenue market share with improving 
profitability in long-term. Given the resilient 
performance in cashflow, margins and market 
share in a tough environment, we maintain our 
Buy rating on the stock with a revised price 
target of Rs. 520.

Results Rs cr

Particulars Q4FY18 Q4FY17 YoY (%) Q3FY17 QoQ (%)

Net sales 19,709.6 21,980.6 -10.3 20,388.2 -3.3

License fees & spectrum charges 1,747.6 2,085.0 -16.2 1,754.2 -0.4

Employee expenses 994.9 1,049.8 -5.2 958.6 3.8

Access & interconnection 
charges

2,028.8 2,276.1 -10.9 1,953.9 3.8

Network operating expenses 4,807.1 5,162.8 -6.9 4,736.5 1.5

Other expenses 1,714.2 1,807.5 -5.2 1,856.4 -7.7

Operating profit 7,005.2 7,906.0 -11.4 7,538.4 -7.1

Interest expenses 1,829.3 1,916.2 -4.5 2,088.2 -12.4

Depreciation 4,899.1 4,941.8 -0.9 4,837.5 1.3

Tax -302.1 175.3 -272.3 37.9 -897.1

Reported net income 82.9 373.4 -77.8 305.8 -72.9

EPS (Rs) 0.2 0.9 -77.8 0.8 -72.9

Margins (%) BPS BPS

OPM 35.5 36.0 -43 37.0 -143

NPM 0.4 1.7 -128 1.5 -108
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