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Still far from comfortable outlook!

In Q3FY21, Vodafone Idea’s (VIL) reported revenues were up 1% QoQ to
¥ 10,894 crore, with ARPU growth of ~1.7% QoQ to ¥ 121. The subscriber
base declined by ~2 million to 269.8 mn, with churn rate reducing to 2.3%.
Reported EBITDA margins were up 86 bps QoQ to 39.3%, on account of
change in accounting of subscriber acquisition costs that aided reported

SELL

EBITDA by ~X 330 crore. The EBITDA margin (ex-Ind-AS 116 impact), Particular Amount
adjusted for one-offs was at 16.3% vs. 15.5% in Q2. The loss was at ¥ 4532 Market Capitalization (Z Crore) 34,769.8
crore, aided by lower depreciation costs and one-off exceptional items of Total Debt (% Crore) -FY20 1,26,059.7
% 1696 crore (benefits of ¥ 2119 crore towards profit on sale of stake in Indus Cash & Investments (Z Crore)- FY20 13,553.1
Tower partly offset by charge towards integration related costs, provision EV (% Crore) 1,47,276.4
for additional depreciation and one-time spectrum charges). 52 week H/L 13.8/2.7
Overall churn rate moderates; post-paid base loss continues... EEEZVVEETT%R el 28'7?3:3

Some improvement was seen across KPIs. The subscriber base declined by
~2 million (mn) to 269.8 mn (much lower than last four quarter’s run rate of
~9.8 mn decline), with churn rate reducing to 2.3% (vs. 2.6% in Q2FY21),
which, we believe, is due to network integration completion. The 4G sub
base saw a modest addition of ~3 mn QoQ to 109.7 million, albeit better
than 1.5 mn addition in Q2. The post-paid sub base at 20.8 mn, however,
was down by 0.4 mn QoQ. Similarly, capex at % 970 crore (vs. ~X 1040 crore

in Q2) was underwhelming, given the balance sheet stress. The net debt at g
% 1.171 lakh crore was up by ~% 2570 crore QoQ, notwithstanding net receipt s
from Indus Tower sale of ¥ 1,360 crore (receipt of ¥ 3,760 crore from sale of 3
stake offset by ¥ 2,400 crore of prepayment). 60 - — 16000 00:-’
. . . . . 50 -

Accounting change/cost rationalisation aid EBITDA 0 *A’/N/V/ 12000 =y

i S
The reported EBITDA was aided by a change in accounting of subscriber 30 T 8000 i
acquisition costs that is now amortised over the average expected customer 20 - 1 4000 =
life (positive impact of ~%¥ 330 crore). Of the T 4,000 crore of further 10 - o
annualised cost savings over next 18 months, ~50% was realised by the 0 B — 0 oc
company by the end of this quarter (vs. 25% in Q2), thereby aided EBITDA. 2 2 2 g 8 & U')
VIL’s board has approved funding raising of up to ¥ 25,000 crore through a 2 5 2 5 2 5 3 D
mix of debt. The company is in active discussion with potential investors =
and expect the fund raise soon. Similarly, on the tariff correction front, VIL (LHS) —— Nifty Index =
without indicating exact timeline, it has indicated that tariff hike (likely in near c%
term) and/or floor tariff implementation will be key. &)
Valuation & Outlook o

VIL remains the weakest private telco. While AGR dues payment extension
was a short-term breather, its survival hinges on quick capital infusion and
tariff hike/floor tariff implementation. The need for capitalisation is of
paramount importance mainly due to its lagging spends on network and
relative market share loss. We maintain SELL with DCF based TP of % 6. We
will monitor triggers like fund raise, tariff hike, before changing our stance.

Key risks to our call

® Any large quantum of tariff hike/
floor price in near term

® Any substantial fund raise by

strategic investors in near term

Research Analyst

Bhupendra Tiwary, CFA
bhupendra.tiwary@icicisecurities.com

Key Financial Summary

(Year-end March) FY19 FY20 FY21E FY22E FY23E CAGR FY20-23E
Net Sales (3 crore) 37,093 44,958 42,240 43,850 48,991 2.9
EBITDA ( crore) 4,043 14,798 16,776 20,243 23,911 17.3
Adjusted PAT (% crore) (15,456) (21,560) (23,697) (23,044) (22,626) NA
Adjusted EPS (%) (17.7) (7.5) (8.2) (8.0) (7.9)
Adjusted P/E (x) (0.7) (1.6) (1.5) (1.5) (1.5)
Price / Book (x) 0.2 5.8 (0.9) (0.6) (0.4)
EV/EBITDA (x) 37.8 9.9 12.5 11.0 9.5
RoCE (%) (5.0) (5.7) (4.4) (2.6) (1.6)
RoE (%) (25.9) NM NM NM NM

Source: Company, ICICI Direct Research
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Exhibit 1: Variance Analysis

03FY21 Q3FY21E  Q3FY20  Q2FY21 YoY (%) QoQ (%)

Revenue 10,894.1 10,860.8 11,089.4  10,791.2 -1.8 1.0
Other Income 39.4 50.0 291.1 39.3 -86.5 0.3
Employee Expenses 507.0 521.3 611.1 510.4 -17.0 -0.7
Marketing Expenses 504.1 760.3  1,026.1 750.5 -50.9 -32.8
Network operating expenditure 2,998.6 29986 2998.6 2,998.6 0.0 0.0
License and WPC Charges 1,092.3 11,0644  1,203.7 994.8 -9.3 9.8
Roaming & Access Charges 1,605.9 1,466.2  1,640.2 1,534.7 -2.1 4.6
Total Operating Cost 6,7471.3  6,860.7 7,770.8 6,828.3 -13.2 -1.2

Higher EBITDA owing to ¥ 330 crore of benefits
EBITDA 4,286.2  3,998.8  3,420.5 4,152.4 25.3 3.2 due change in accounting for subscriber
acquisition costs

EBITDA Margin (%) 39.3 368" 308" 385" 85"  0.86

Depreciation 5824.1 16,0286 5877.4 6,028.6 0.9 -3.4

Interest 4,787.4 47604 3,722.2 4,700.2 28.6 1.9

Total Tax 0.3 0.0 17.4 0.3 NA NA
One-off exceptional items of ¥ 1696 crore
(benefits of ¥ 2119 crore towards profit on sale

PAT 45321 66546 64388  -7,218.2 NA NA of stake .in Indus' Tower partly offset bY t.:harge
towards integration related costs, provision for
additional depreciation and one-time spectrum
charges) aided in lower losses

Key Metrics

Subscribers (Million) 269.8 267.8 321.6 279.8 -16.1 -3.6

ARPU R) 121 123 107 114 13.1 6.1

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY21E FY22E FY23E Comments
[ Crore) old New % Change old New % Change Introduced
Revenue 43,476.0  42,239.9 -2.8 49,230.2 43,850.2 -10.9  48,990.7 Realign numbers post Q3 results
EBITDA 16,856.0  16,775.9 -0.5 20,765.3 20,243.4 -25 23,9108
EBITDA Margin (%) 38.8 39.7 94 bps 42.2 46.2 399 bps 48.8
PAT -45,231.8  -42,691.3 NM -24,436.8 -23,044.4 NM  -22,625.9
EPS R) -15.7 -14.9 NM -8.5 -8.0 NM -1.9

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

Network integration and coverage update: The 4G population
coverage is now around 1 billion. It has expanded LTE 900 in select
locations, including through dynamic spectrum refarming. VIL has
deployed ~12,000 FDD sites in Q3. Till date, VIL has deployed
~61,000 TDD sites in addition to the deployment of ~12,900
Massive MIMO sites and ~11,800 small cells. The overall broadband
site count was at 447,936 as of Q3FY21, lower compared to 457,386
in Q2FY21, as VIL has started to refarm its 3G sites to 4G. The
company has embarked on a cost optimisation exercise to achieve
¥ 4000 crore of annualised cost savings over 18 months (beginning
Q2FY21). As of Q3FY21, it has already achieved ~50% of the
targeted annualised cost savings (vs. ~25% in Q2), which added
EBITDA

Indus merger: On November 19, 2020, the Indus merger scheme
became effective and the merger of Indus and Infratel was
completed. VIL sold its 11.15% stake in Indus on completion of the
merger for a cash consideration of ~%¥ 37600 crore in accordance
with the terms of the agreement. Out of the considerations received
from Infratel, VIL has made a prepayment of ~X 2400 crore to the
merged tower entity, which will be adjusted in line with the terms of
the agreement

Spectrum Auction: VIL will participate in the upcoming spectrum
auction and has deposited earnest money to the Department of
Telecommunications. However, the management did not share its
auction strategy and acquisition plans given competitive reasons

5G: The management indicated that the company is deploying
equipment, which is G ready, both on radio or core. However, it
reiterated that the country’s 5G ecosystem is still nascent given the
device eco system, use cases, lack of clarity on technology as well
as the high prices of spectrum

IUC impact: The company informed that IUC formed ~10% of the
revenues, which shall be knocked off as it is now zero from January,
2021. On EBITDA front, the net negative impact will be ~% 80 crore
on quarterly basis

Total mobile minutes was down 1.56% QoQ to 547 billion (bn).
Minutes per user was flattish QoQ to 673

Data usage was down 3.4% QoQ to 4,489 bn MB, while data usage
per mobile broadband sub was up 2.6% QoQ at 12.3 GB data per
month

ICICI Securities | Retail Research
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Financial summary

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

(Year-end March) FY20 FY21E FY22E FY23E (Year-end March) FY20 FY21E FY22E FY23E
Total operating Income 44958 42240 43850 48991 Profit after Tax -73,878.1  -42,691.3  -23,044.4  -22,625.9
Growth (%) NA -6.0 3.8 1.7 Add: Depreciation 24,356.4  23,318.4 23,978.6 26,086.2
Employee Expenses 2,164 2,094 2,193 2,450 Add: Interest paid 15,277.2  17,591.3 19,709.3 20,850.5
Roaming & Access Charges 5,998 5,336 3,070 3,478  (Inc)/dec in Current Assets (2,886.1)  (3,773.7)  (6,432.4)  (7,380.3)
Network operating expenditure 10,992 9,994 9,957 9,709 Inc/(dec) in CL and Provisions 44,238.1 -4,864.2 2,756.5 8,870.6
License and WPC Charges 4,848 4,108 4,429 5,022  Others 0.0 0.0 0.0 0.0
SG&A Expenses 4,098 2,446 2'41 2 2,694 CF from op.activities 7,1075 -10,4195 16,9676 25,8010
Other Costs 2,060 1,486 1,547 1,727 (Inc)/dec in Investments 6,259.4 454.8 0.0 0.0
Total Operating Expenditure 30,160 25,464 23,607 25,080 (Inc)/dec in Fixed Assets -28,431.5 -12,000.0 -12,000.0 -12,000.0
EBITDA 14,798 16,776 20,243 23,911 Others 22,730.7 -22,868.4 1,500.0 2,000.0
Growth (%) NA 13.4 20.7 18.1 CF from inv. activities 558.6 -34,413.6 -10,500.0 -10,000.0

L Issue/(Buy back) of Eq. 19,999.8 0.0 0.0 0.0
Depreciation 24356 23318 23979 26086 .

Inc/(dec) in loan funds -10,939.9  62,800.0 11,000.0 6,000.0

Interest 15277 17591 19709 20851 Dividend 0.0 0.0 0.0 0.0
Other Income 1033 174 280 280 | ierest Paid 452772 175913  -19,709.3  -20,850.5
Exceptional ltem 38356 18994 0 0 Others 335.8 0.0 0.0 0.0
PBT 62152 42954 23164 22746 G from fin, activities 58815 452088  -8,700.2 -14,850.5
MV Profit from associates -355 -262 -120 -120 Net Cash flow 1,784.6 375.6 22417 950.5
Total Tax 12081 -1 0 0 Opening Cash 8785  2,663.0  3,038.6 796.9
PAT -13878  -42691  -23044  -22626  (josing Cash 2,663.0  3,038.6 7969  1,747.4
Adjusted PAT -21560 -23697 -23044 NA Source: Company, ICICI Direct Research
Growth (%) NM NM NM NM
EPS () -25.7 -14.9 -8.0 -1.9

Source: Company, ICICI Direct Research

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

(Year-end March) FY20 FY21E FY22E FY23E (Year-end March) FY20 FY21E FY22E FY23E
Liabilities Per share data (3)
Equity Capital 28,735.4 28,735.4 28,735.4 28,735.4 EPS -25.7 -14.9 -8.0 -1.9
Reserve and Surplus -22,755.5  -65,446.8  -88,491.1 -1,11,117.1 Cash EPS -17.2 6.7 0.3 1.2
Others 0.0 0.0 0.0 0.0 BV 2.1 -12.8 -20.8 -28.7
Total Shareholders funds 5979.9 -36,711.4  -59,755.7  -82,381.7 DPS 0.0 0.0 0.0 0.0
Total Debt 1,15,000.0 1,77,800.0 1,88,800.0 1,94,800.0  Cash Per Share 0.9 11 0.3 0.6
Deferred Tax Liability 3.8 3.8 3.8 3.8 Operating Ratios
Others 27,868.4 3,000.0 2,500.0 2,500.0 EBITDA Margin (%) 32.9 39.7 46.2 48.8
Total Liabilities 1,48,852.1 1,44,092.4 1,31,548.1 1,14,922.1 EBIT Margin (%) 21.3 -15.5 85 4.4
PAT Margin (%) -48.0 -56.1 -52.6 -46.2
Assets Inventory days 0.0 0.0 0.0 0.0
Gross Block 3,24,357.5 3,36,357.5 3,48,357.5 3,60,357.5 Debtor days 25.1 25.0 25.0 25.0
Less: Acc Depreciation 1,38,521.0 1,55,839.3 1,73,817.9 1,93,904.1 Creditor days 100.9 100.0 100.0 100.0
Net Block 1,85,836.5 1,80,518.1 1,74,539.6 1,66,453.4 Return Ratios (%)
Capital WIP 1,138.1 1,138.1 1,138.1 1,138.1 RoE NM NM NM NM
Total Fixed Assets 1,86,974.6 1,81,656.2 1,75,677.7 1,67,591.5 RoCE 5.7 4.4 26 16
Investments 1544 1544 15244 15244 oo =g 54 o 53
Inventory 25 0.0 0.0 0.0 Valuation Ratios (x)
Debtors 3,094.3 2,893.1 3,003.4 3,355.5 PJE NA NA NA NA
Loans and Advances 1.1 1.0 1.1 1.2
Other Current Assets 10,470.6 8,448.0 8,770.0 9,798.1 EV / EBITDA 9.9 125 1.0 85
EV / Net Sales 3.3 5.0 5.1 4.7
Cash 2,663.0 3,038.6 796.9 1,747.4 Market Cap / Sales 0.8 0.8 0.8 0.7
Total Current Assets 16,231.5 14,380.8 12,571.5 14,902.3 . : : : :
Creditors 12,4294 115726 12,0137 13,4221  /ce toBook Value 58 09 08 04
Provisions 391.4 328.0 306.4 3081  Solvency Ratios
Total Current Liabilities 12,820.8 11,900.6 12,320.2 13,730.2 Debt/EBITD_A 7.8 10.6 9.3 8.1
Net Current Assets 34107 2,480.2 2513 11721  Debt/Equity 19.2 4.8 3.2 24
Other Non Current Assets 21,7323 19,7323 17,7323 15,7323  CcurmentRatio 02 02 02 02
Application of Funds 1488521 1,44,002.4 1315081 1149221 _uick Ratio 02 02 02 02

Source: Company, ICICI Direct Research

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%

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, CFA 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 associates might have investment 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

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr i p d 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 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 and ICICI Securities as a entity 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.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial i or beneficial ¢ hip 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.
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