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Bharti Airtel
Good days ahead
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Bharti Airtel (Bharti) has delivered better-than-expected revenue performance, 
while operating profitability remained largely in line with our estimates. The 
company changed its reporting structure for the India wireless, homes services 
and enterprise segments during this quarter because of transfer of optical fibre 
assets and liabilities from the wireless segment to a wholly-owned subsidiary. 
Bharti clocked revenue growth of 3.9%/8.5% q-o-q/y-o-y to Rs. 21,947 crore (in-
line with our estimates), driven by India wireless business (led by tariff hikes), 
home services business and strong performance in African business (up 5% 
q-o-q on constant currency basis). Excluding the effect of reorganisation, India 
wireless business revenue grew 5.1% q-o-q and 13.2% y-o-y to Rs. 11,536 crore. 
Average revenue per user (ARPU) increased 5.3% q-o-q to Rs. 135 on the back of 
increase in bundle net additions, 4G penetration and tariff hike. The company 
added 2.1 crore of 4G customers to its mobile network during the quarter on 
the back of introduction of IUC charges by Reliance Jio. EBITDA rose by 4.6% 
q-o-q, resulted in a 30 bps q-o-q margin improvement, largely in line with our 
estimates. ARPU is expected to improve in Q4FY2020E as the full impact of the 
recent tariff hike is yet to be seen. The management expects ARPU of ~Rs. 300 
for profitable future growth as well as RoCE of 15%. Given higher consumption 
of data and recent developments in the Indian wireless industry, we believe 
that the company would undertake another round of tariff hike in next 12-18 
months. Capital expenditure is expected to increase in near-term to maintain 
its market share of quality customers.

Key positives

 �  Strong addition of 4G customers, up 20.1% q-o-q and 60.6% y-o-y
 �  ARPU increased 5.3% q-o-q to Rs. 135 on the back of tariff increase; exit ARPU 

was at Rs. 140
 �  Cash balance increased to Rs. 31,869 crore in Q3FY2020 versus Rs. 18,812 

crore in Q2FY2020

Key negatives

 �  DTH business revenue growth remained muted, while EBITDA was down 3% 
q-o-q

Our Call
Valuation – Maintain Buy with a revised PT of Rs. 610: We have fine-tuned our 
earnings estimates for FY2020E/FY2021E as revenue beat estimates, addition 
of 4G customers stayed strong and on expectation of pricing sanity in the 
environment. We have introduced FY2022E numbers in this note. The budgetary 
estimates indicated that the government has not considered penalty, interest and 
interest on penalty in the revenues from the telecom operators for FY2021, which 
is a relief for the incumbents. Further, the recent fund-raising of $3 billion has 
alleviated the concerns over viability at certain extent as the company is now 
better positioned to pay AGR dues. We remain positive on Bharti, considering 
its steady EBITDA performance in a tough environment, scope for growth in 4G 
subscribers, and improving free cash flows. Hence, we maintain our Buy rating on 
the stock with a revised price target (PT) of Rs. 610.

Key Risks
Increasing competition could keep pressurising realisations. Any slowdown in 
data volume growth could affect revenue growth. AGR dues, if levied fully, could 
be a huge stress on the balance sheet.

Company details

Market cap: Rs. 291,054 cr

52-week high/low: Rs. 538/269

NSE volume: (No of 
shares)

150.1 lakh

BSE code: 532454

NSE code: BHARTIARTL

Sharekhan code: BHARTIARTL

Free float: (No of 
shares)

191.4 cr

Promoters 62.7

FII 21.3

DII 14.5

Others 1.6

Shareholding (%)

Price performance

Price chart

Sector: Telecom

Results Update

(%) 1m 3m 6m 12m

Absolute 12.1 36.7 48.5 78.1

Relative to 
Sensex

16.5 37.7 37.9 61.1

Sharekhan Research, Bloomberg

Change

Reco: Buy 
CMP: Rs. 534

Price Target: Rs. 610 á

á Upgrade  No change â Downgrade

Valuation Rs cr
Particulars FY18 FY19 FY20E FY21E FY22E
Revenue 82,638.8 80,780.2 86,614.1 99,465.0 1,10,307.3
OPM (%) 36.4 32.0 41.6 46.5 48.8
Adjusted PAT 1,099.0 -3,977.8 -4,975.6 1,712.0 1,107.7
% YoY growth -78.4 NM NM NM NM
Adjusted EPS (Rs.) 2.7 -10.0 -9.5 3.3 9.5
P/E (x) 194.2 NM NM 159.9 56.3
P/B (x) 4.2 4.1 6.9 6.6 6.0
EV/EBITDA (x) 12.9 15.6 12.1 9.8 8.6
RoNW (%) 1.4 -4.9 -8.5 3.7 10.0
RoCE (%) 6.1 2.4 4.2 7.5 9.2
Source: Company, Sharekhan Research 
*FY20E/FY21E/FY22E numbers are based on IndAs-116
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Revenue beat, margins in-line: Bharti Airtel (Bharti) delivered better-than-expected revenue performance of 
Rs. 21,947 crore during Q3FY2020, registering a revenue growth of 3.9%/8.5% q-o-q/y-o-y. Revenue growth 
was primarily led by India wireless business (driven by tariff hike), home services business (up 1.3% q-o-q) 
and strong performance of the African business (up 5% q-o-q on constant currency basis). The India wireless 
business grew 1.9/9.6% q-o-q/y-o-y (5.1/13.2% q-o-q/y-o-y on a reported basis) to Rs. 11,165 crore, led by 1.3% 
q-o-q growth in subscribers in India wireless business and 5.3% q-o-q growth in ARPU. Africa revenue grew 
4.6% q-o-q at $883 million, led by broad based growth across all services. EBITDA was up by 4.6% q-o-q, 
resulted in 30 bps q-o-q margin improvement, largely in line with our estimates. However, reported net loss 
stood at Rs. 1,035 crore (versus our net loss estimates of Rs. 726.5 crore), affected by charge of Rs. 1,048.1 
crore on account of interest accrued on AGR-related dues, provision of Rs. 1,905 crore on account of full and 
final settlement of customary indemnities to investors in Airtel Africa Plc and other exceptional items. There 
was a deferred tax credit of Rs. 1,127 crore pertaining to one of the subsidiaries. 

ARPU to improve in Q4FY2020E; mgmt. expects capex to increase in the near-term: ARPU is expected to 
improve in Q4FY2020E from current levels as the full effect of the recent tariff hike (December 2, 2019) is yet 
to be seen. The management highlighted that the exit ARPU for the last quarter was Rs. 140, higher than the 
ARPU of Rs. 135 in Q3FY2020. Further, the company has added 2.1 crore 4G customers to its network because 
of higher off-net traffic swing owing to the start of interconnect usage charge (IUC) charges by Reliance Jio. 
The management highlighted that ARPU should move to Rs. 300 level for an expectation of 15% return on 
capital employed (RoCE). This level of ARPU can be achievable in the long-term through (a) an increase in 
bundle net addition, (b) upgrade from 2G to 4G, (c) higher addition of post-paid customers and (d) hike in tariffs. 
Given the higher consumption of data and continued growth in voice traffic, we believe that the company 
would take another round of tariff hikes in next 12-18 months. The company has invested aggressively on 4G 
to improve its market share of quality customers despite predatory pricing by Reliance Jio. The management 
indicated that capex (up 36% q-o-q in Q3FY2020) would increase in near-term to maintain its market share. 
However, the capex intensity would be lower from the peaked level during FY2019.

Key result highlights

 �  Change in reporting structure: Bharti Airtel transferred its operations pertaining to optical fibre from the 
wireless segment to a wholly owned subsidiary. As a result, the company changed its reporting structure 
for India wireless, homes services and enterprise segments in Q3. 

 �  Healthy growth in India wireless without reorganisation: India wireless business revenue grew 5.1% 
q-o-q and 13.2% y-o-y to Rs. 11,536 crore. We believe that there could be higher off-net traffic swing in 
Q3FY2020, which would have resulted in lower termination revenue for Bharti Airtel.  

 �  Healthy India wireless operating metrics: Subscribers grew by 3.6 million to 283 million, an increase 
of 1.3% q-o-q. Data subscribers increased by 14.2 million at 138.4 million, an increase of 11.4% q-o-q and 
28.8% y-o-y. 4G subscribers increased by around 20.7 million to 123.8 million, a growth of 20.1% q-o-q 
and 60.6% y-o-y. Overall data was up 14.9/72.4% q-o-q/y-o-y, while usage per customer increased 
by 6.2/32.3% q-o-q/y-o-y to 13.9 GB per subscriber. The churn rate has increased to 2.6% from 2.1% in 
Q2FY2020. Strong growth (up 5.9% q-o-q) in voice traffic to 759 billion minutes as MOU touched a new 
high of 898 minutes per subscriber per month.

 �  Addition of 4G customers: Bharti Airtel has added 2.1 crore 4G customers to its mobile network during the 
quarter. Data traffic grew of 14.9/72.4% q-o-q/y-o-y. The company is on track to shut down its 3G networks 
across India and re-farm the 900 and 2100 band spectrums to further boost its 4G footprint to serve the 
surging demand for high speed data. 

 �  ARPU would be better in Q4FY2020: Management indicated that the exit ARPU for the quarter was 
Rs. 140. ARPU for Q4FY2020E would be higher compared to the ARPU level of Rs. 135 in Q3FY2020. 
Management expects ARPU will be benefit on account of 1) upgrades to bundled plans (4G has better 
ARPU), 2) increase in postpaid customers and 3) tariff hikes.
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Results Rs cr

Particulars Q3FY20 Q3FY19* y-o-y (%) Q2FY20 q-o-q (%)

Net sales 21,947.1 20,231.3 8.5 21,131.3 3.9

License fees and spectrum charges 1,766.6 1,746.9 1.1 1,676.4 5.4

Employee expenses 965.1 953.0 1.3 946.4 2.0

Access and interconnection charges 2,710.9 2,446.2 10.8 2,638.9 2.7

Network operating expenses 4,934.5 5,818.3 -15.2 4,968.9 -0.7

Other expenses 1,402.8 2,002.3 -29.9 1,282.3 9.4

Operating profit 9,266.9 6,202.5 49.4 8,860.3 4.6

Interest expenses 2,984.6 1,944.8 53.5 2,908.3 2.6

Depreciation 6,940.8 5,472.3 26.8 6,935.1 0.1

Tax -1,037.9 -182.4 - -8,503.9 -

Reported net income -1,035.3 86.3 - -23,044.9 -

Adjusted net income -2,073.2 -1,327.5 - -1,122.9 -

EPS (Rs.) -4.0 -3.3 - -2.2 -

Margins (%) BPS BPS

OPM 42.2 30.7 1,157 41.9 29

NPM (adjusted) -9.4 -6.6 -288 -5.3 -413
Source: Sharekhan Research
*reported financials are not comparable on account of IndAS 116 implementation from April 1, 2019; The result for Q2FY20/Q3FY20 includes the 
impact of IndAS116 and the same is not comparable with the prior period results (Q3FY19).

 �  Decent performance in home broadband: Home broadband revenue grew 1.3% q-o-q during the quarter. 
The growth was driven by 1.3% q-o-q growth in the ARPU. However, we believe that the broadband 
segment would remain under pressure owing to tough competition from Reliance Jio.

 �  Flat growth in DTH business: DTH business revenue remained flattish on a sequential basis. Customer 
additions increased 0.6% q-o-q during the quarter, while APRU remained muted during the quarter. EBITDA 
of the DTH business was down 3% during the quarter.  

 �  Enterprise segment growth remained muted: Enterprise business delivered -0.4% q-o-q revenue growth, 
while EBITDA remained flat at Rs. 9,401 crore. 

 �  Network capacity utilisation: Management highlighted that its network utilisation stands at ~70-75%. 

 �  The management indicated that it won’t pick spectrum at high prices. 

 �  Fund-raising: Bharti Airtel has successfully raised Rs. 21,502 crore of funding through a combination of 
Rs. 14,400 crore in the form of qualified institutional placement (QIP) of equity shares (~32.36 crore equity 
shares were issued at Rs. 445 per equity share) and Rs. 7101.7 crore in the form of 1.50% foreign currency 
convertible bond offerings (FCCBs) (issued at par and repayable in 2025 at 102.66% of their outstanding 
principal amount). This fund raising through equity would have a 6.3% dilution impact.
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Outlook

Though Bharti Airtel will be able to withstand current competition, we believe that the company’s capex 
intensity will remain high for its wireless business and investments in contents. Note that the capex intensity 
has increased during this quarter. We believe that the industry could further consolidate to 2+1 players given 
uncertainties around relief towards AGR liabilities from the government, recurring high spectrum payments 
and continued predatory pricing environment. With a comparatively a strong balance sheet and adequate 
network investments, Bharti is well-placed to capitalise on opportunities on a recovery in the industry.

Valuation

We have fine-tuned our earnings estimates for FY2020E/FY2021E as revenue beat estimates, addition of 
4G customers stayed strong and on expectation of pricing sanity in the environment. We have introduced 
FY2022E numbers in this note. Though there are uncertainties whether Supreme Court will allow telecom 
players to negotiate the terms of payment of adjusted gross revenue (AGR) dues with the Department of 
Telecom, the recent fund-raising of $3 billion has eliminated concerns over viability at certain extent as the 
company is now better equipped to pay statutory dues. We remain positive on Bharti, considering its steady 
EBITDA performance in a tough environment, scope for growth in 4G subscribers, and improving free cash 
flows. Hence, we maintain our Buy rating on the stock with a revised price target (PT) of Rs. 610.

One-year forward EV/EBITDA (x) band

Source: Sharekhan Research 
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About company

Established in 1995, Bharti Airtel is one of the leaders in the Indian mobile telephony space with operations in 
18 countries across Asia and Africa. The company ranks among the top three mobile service providers globally 
in terms of subscribers. Airtel is a diversified telecom service provider offering wireless, mobile commerce, 
fixed line, home broadband, enterprise and DTH services. It expanded into Africa by acquiring Zain’s Africa 
operations in 2010 and is present in 14 African markets. Bharti Airtel had over 403 million customers across its 
operations at the end of March 2019. It owns a 53.51% stake in Bharti Infratel, which in turn owns a 42% stake 
in Indus Towers.

Investment theme

Revenue accretion from the 4G upgrade, minimum-ARPU plans (rolled out across India) and recent tariff hike 
helps the company to report improvement in ARPU. Further, the government’s data localisation policies with 
increasing penetration of smartphones are likely to boost strong demand for data over medium-to-long term. 
Despite a predatory pricing strategy from new entrants since its commercial launch in September 2016, Bharti 
Airtel has been resilient in sustaining its revenue market share (RMS) as it has been drastically standardising 
its plans to retain customers and acquiring subscribers through M&A activities. In DTH, Bharti expects to 
maintain steady growth by adding new subscribers in rural areas by launching USB-enabled STBs, increasing 
reach in cities taking advantage of flat-screen TV upgrades and driving up ARPUs by selling OTT boxes and 
hybrid HD STBs. We believe the company is well-poised to deliver strong multi-year EBITDA growth phase 
given recent developments in the Indian wireless industry.

 
Key Risks

1) Increasing competition could continue to pressurise realisations; and 2) Slower growth in data volumes 
could affect data revenue growth.

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

Additional Data

Key management personnel 

Sunil Mittal Chairman

Gopal Vittal MD & CEO (India and South Asia)

Raghunath Mandava CEO (Africa)

Badal Bagri Chief Financial Officer

Pankaj Tewari Company Secretary
Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)

1 GIC Pte Limited 3.55

2 ICICI Prudential Asset Management 2.75

3 Franklin Resources Inc 1.87

4 BlackRock Inc 1.85

5 SBI Funds Management Pvt Ltd 1.78

6 Vanguard Group Inc/The 1.11

7 Franklin India Equity 1.05

8 ICICI Prudential Life Insurance Co 0.72

9 Reliance Capital Trustee Co Ltd 0.65

10 UTI Asset Management Co Ltd 0.51
Source: Bloomberg
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