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A WHOLLY OWNED SUBSIDIARY OF CANARA BANK

Bharti Hexacom Limited
IPO Note
Date: 02.04.2024

Bharti Hexacom Limited provides fixed-line telephone and
broadband services to customers in Rajasthan and North East
telecom circles in India. The company’s top line increased at a
CAGR of 19.5% from FY 21. The company’s ARPU for mobile
services have increased by 18% which is better than peers. The
company’s return ratios are also better. For FY23, ROE and
ROCE are 13.00% and 10.50%, respectively. For FY23, the
EBIDTA and PAT margins are to be 43.90% and 8.2%, respective-
ly which is in line with peers. The company’s P/E is valued at
51.91x for FY23 and annualized P/E for FY2024 stands at 75.80x
which is in line with peers. We recommend to subscribe for
listing gains.

Issue details

About Company

Bharti Hexacom Limited provides fixed-line telephone and
broadband services to customers in Rajasthan and North
East telecom circles in India. The company provides services
in states such as Rajasthan and Arunachal Pradesh, Manipur,
Meghalaya, Mizoram, Nagaland and Tripura. By December
31, 2023, the company has invested X206 billion in digital
infrastructure capital expenditures to be future-ready As of
December 31, 2023, the company has 27.1 million customers
across 486 census towns. As of December 31, 2023, there
were 616 distributors and 89,454 retail touchpoints in the
distribution network.As of December 31, 2023, the company
had 19,144 thousand data customers, out of which 18,839
thousand were 4G and 5G customers.

Promoters
e  BHARTI AIRTEL LIMITED

Objective of the Offer
e Offer for sale of 75000000 equity shares by the promoter

Price Band (in X per share) 542-570
Issue size (in X Crore) 4065-4275
Fresh Issue (in X Crore) NIL
OFS (in X Crore) 4065-4275
Issue open date 03-04-2024
Issue close date 05-04-2024
Tentative date of Allotment 08-04-2024
Tentative date of Listing 12-04-2024
Total number of shares (lakhs) 750.00
No. of shares for QIBs (75%) (lakhs) 562.50
No. of shares for NIl (15%) (lakhs) 112.50
No. of shares for S-HNI (1/3rd) 37.13
No. of shares for B-HNI (2/3rd) 75.38
:\llc;). ;)f(T::;j; for retail investors 75.00
Minimum order quantity 26 Lot
Face value (in X) 5.00

Amount for retail investors (1 lot)

14092-14820

Maximum number of shares for Re-
tail investors at lower Band

364 (14 Lots)

Maximum number of shares for Re-
tail investors at upper band

338 (13 Lots)

Maximum amount for retail inves-
tors at lower Band- upper band

197288-192660

Minimum number of shares for sHNI

(2 Lakhs) at upper band 364 (14 Lots)
st I SIE R
xi::)rszrbz::ber of shares for bHNI 1768 (68 Lots)
Shareholder Reservation (in lakhs) NIL
Exchanges to be listed on BSE, NSE

Sankita V

Sankita@canmoney.in | Tel 022-43603863

canm)ney.in

A route to making money online

e Achieve the benefits of listing the Equity Shares on the Stock Exchanges
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Brief Financials

PARTICULARS (Rs. Cr)* December 23 FY23 FY22 FY21
Share Capital 250.00 250.00 250.00 250.00
Net Worth 3978.80 3972.20 3573.20 1898.70
Revenue 5420.80 6719.20 5494.00 4704.30
Profit/(Loss) After Tax 281.80 549.2 1674.6 (1033.90)
EPS (in Rs) 7.52A 10.98 33.49 (20.68)
Net Asset Value (Rs) 88.32 84.19 73.21 39.72
P/E 75.80 51.91 NA NA
P/B 6.45 6.77 NA NA

Source: #calculated at upper price band * Restated consolidated financials *annualised EPS

Industry Review

An overview of global macroeconomic conditions

Review and outlook of economic and inflation trends in key countries

India’s economic growth is also being supported by investments in the telecommunications sector. Between Fiscals 2017 and 2024,
the government's budget allocation towards the Department of Telecommunications (DoT) logged a CAGR of 22.3%, led by higher
allocation towards the Universal Service Obligation Fund (USOF) and DoT projects, which include allocation towards domestic indus-
try incentivisation schemes (such as PLI) and wireless planning and coordination. For Fiscal 2024, X 975.8 billion was allocated to the
telecommunication ministry, which is approximately 2% of the overall budget and up 19% year-on-year. Of this, X 530.0 billion was
capital infusion in BSNL.

Digital payments growing at rapid pace:

Rapid digital transformation has been fundamentally reshaping the Indian economy. At the crux of this advancement is the Digital
India initiative launched by the government in July 2015 to transform the country into a knowledge-based economy and a digitally-
empowered society. Encapsulating the vision of digital infrastructure as a core utility for citizens, governance and services on de-
mand, and digital empowerment of citizens, the initiative has deepened digitalisation in rural areas, fuelling the digital economy.
Fast and dependable mobile communication networks are helping the government achieve Digital India'stargets.Technological up-
grades have facilitated essential digital services such as the Unified Payment Interface (UPI)/digital payments and incorporated sev-
eral e governance services in government-to-business (G2B) and government-to-citizen (G2C) applications, leading to citizen em-
powerment.
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Overview of the global telecom industry

A consolidated industry, driven by economies of scale

The telecom industry is capital intensive and highly competitive. Players undertake mergers and acquisitions (M&As) to not only
survive but also upgrade technologically, expand the customer base and widen product diversification. Acquisitions in the sector
primarily involve horizontal integration as the companies aim to gain competitive advantage by acquiring competitors. Fewer mar-
ket players lead to economies of scale and reduction in the overlapping infrastructure. This lowers operational expenses and allows
more efficient use of capital investments. In most key countries, 2-5 telecom companies dominate the sector.




@ Canara Bank Securities Ltd

Industry Review

Countries Top telecom companies

Brazil Claro, Telefonica, TIM

China China Mobile, China Telecom, China Unicom

France Orange, SFR, Bouygues Telecom, Free Mobile

Germany Deutsche Telekom, Vodafone, O2 Telefonica

Japan NTT DOCOMO, KDDI Corp, Softbank Corp, Rakuten Inc

Heug Kong China Mobile H_unp, Kong, Hong Kong Telecommunications, SmarTone Mobile, Hutchison
Telephone, 21 ViaNet

India Bharti Airtel, Reliance Jio, Vodafone Idea, BSNL, MTNL

Spain Vodafone Spain, Orange Spain, Movistar Telefonica, Yoiga

United States Verizon, AT&T, T-Mohbile

Middle East Emirates Telecommunications Corporation, Emirates Integrated Telecommunications Company

PISC, Saudi Telecommunication Company (STC), Etihad Etisalat (Mobily), Zain
Source: Secondary research, CRISIL MI&A

China and India are the top two telecom markets by customer base

China is the largest telecom market, with 1,781 million wireless customers as of 2022. India follows with 1,143 million wireless cus-
tomers as of 2022. India has emerged as one of the five fastest-growing wireless telecom markets, with its customer base clocking
2.9% CAGR between calendar years 2013 and 2022. However, at 82.6 as of 2022, India’s wireless customers per 100 people is the
lowest among the top five wireless markets as well as among emerging markets, indicating potential for further growth.

Mouobile telecom customers — India is among the largest telecom markets
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China India United Indonesia Russia | United Brazil Vietnam Mexico Thailand Egypl South
States Kingdom Alfrica
Top 5 UK and other emenging markets
m# of wireless customers m# of customers per 100 people

Sowrce: International Telecommunication Union (fTU), CRISIL MI& A

Mobile data traffic has increased exponentially in the last 10 years

Growth in the digital economy has encouraged people to rely more on digital applications for commonplace activities, leading to
rise in mobile users and data consumption. Overall mobile customers' growth has been in the range of 2-4% CAGR across regions
during the last ten years. However, growth was higher during the pandemic. Global mobile traffic per customer increased from 0.6
GB/customer/month in 2013 to 21.0 GB/customer/month in 2023, logging 35x growth in data consumption. The Ericsson Mobility
Report estimates an increase of 140x in mobile traffic over the past decade as global mobile data traffic increased from 1 exabyte
(EB)/month in 2013 to 140+ EB/month in 2023. Factors driving data traffic growth in mobile networks include ever-increasing de-
mand for online digital services, 4G/5G deployment across telecom markets, increased network capacity with new generation of
mobile technology, improved quality of experience and affordable plans. In 2023, approximately 73% of the downlink data was con-
sumed for digital video content across platforms. Global mobile data traffic is expected to cross 400 EB/month by 2029, as per the
Ericsson Mobility Report 2023. Long-term data traffic growth is driven by rise in smartphone customers and increasing average data
consumption per customer, which are fuelled by increased viewing of video and over-the-top (OTT) content, video calling, usage of
cloud storage, e-commerce shopping, social media and app consumption,digital financial transactions and e-learning
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Industry Review

(lobal mobile data consumption growth
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Source: Ericsson Mobility Report 2023, CRISIL Mi&A

Heading towards 5G

The digital world is moving towards 5G data. After the rollout of 4G services in 2010, many global markets have transitioned to 5G
services starting 2019, with the total number of operators with active commercial 5G services at 249 across 97 markets as of August
2023. For 5G services, telecom companies have two deployment options — non-standalone (NSA) and standalone (SA). NSA has
been the widely chosen network architecture, as approximately 85%, of telecom operators worldwide initiated 5G deployment
based on the NSA architecture. However, in select markets such as the US and China, operators are exploring and transitioning to
SA. As of June 2023, at least 57 operators in 33 markets worldwide have activated 5G SA networks according to S&P Global Market
Intelligence 5G tracker. Other markets, though, are yet to follow, as 5G adoption is limited to few applications. Nevertheless, 5G is
still in an infancy stage in terms of monetisation and maturity of use cases.

5G deployment — NSA and SA
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Source: News articles, company filings, CRISIL MI&A

Global telecom industry leveraging on 5G to carve out new revenue streams

The mobile telecom industry is now a key cog of businesses following the proliferation of internet of things (IoT) and smart devices.
In fact, advances in mobile technologies such as 5G and edge computing will only deepen this link, driving new applications in auto-
motive connectivity and solutions by enterprises, as well as in the consumer retail and financial sectors. Higher bandwidth and giga-
bit-speed networks have prompted significant changes and introduced opportunities for operators to effectively position their mo-
bile business, even though demand for 5G remains nascent. Operators are, in fact, leveraging 5G to

carve out new revenue streams. Private 5G networks, network slicing and edge computing are some of the new technologies ena-
bling this transition. On the demand front, realisation of 5G use cases is expected over time. Voice over long-term evolution, for
instance, took almost five years after the commercialisation of 4G — even 10 years in some international markets.
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Competitive Strengths

Established Leadership and Large Customer Base

They provide consumer mobile services, fixed-line telephone and broadband services to customers in Rajasthan and in the North
East telecommunication circles in India, which comprises the states of Arunachal Pradesh, Manipur, Meghalaya, Mizoram, Nagaland
and Tripura. As of September 30, 2023, they were present in 486 census towns and had an aggregate of 29.1 million customers.
(Source: CRISIL Report) As of the same date, their customer base included 18,592 thousand data customers, of which 18,270 thou-
sand were 4G and 5G customers, and their customers consumed approximately 22.8 GB of data per customer per month during the
six months ended September 30, 2023.

Presence in Markets with High Growth Potential

They operate in the Rajasthan and North East telecommunication circles in India. According to the CRISIL Report, Rajasthan had 66.4
million telecom customers contributing 5.6% to overall India telecom customers, while the North East had 12.6 million customers,
contributing 1.1% to overall India telecom customers in the first half of Fiscal 2024. The industry ARPU for wireless services in the
Rajasthan circle grew from 68 to X145 at a CAGR of 20.8%, while in the North East circle it grew from 74 to X170 at a CAGR of
23.1%, outperforming the national ARPU growth from X71 to X142 at a CAGR of 19.0%, between Fiscals 2019 and 2023. These two
regions are expected to see improvement in teledensity and adoption of smartphones in rural areas through investments in net-
work infrastructure along with factors including the growth of digital payments indicating strong growth potential for telecom and
data services, rise in data consumption and growth in demand for e-education. (Source: CRISIL Report) They believe that their estab-
lished leadership position in these circles may place them well to capitalize on growth opportunities.

Strong Parentage and Established Brand

Airtel owns 70% of their outstanding equity share capital. Airtel is a global communications solutions provider with over 500 million
customers in 17 countries across South Asia and Africa. During the six months ended September 30, 2023 and Fiscal 2023, Airtel had
a revenue market share in India of 37.1% and 36.1%, respectively, and as of September 30, 2023, it had 377.8 million mobile cus-
tomers representing a customer market share of 32.8%. Airtel has a net debt to EBITDA of 2.6 on a consolidated basis, as of Septem-
ber 30, 2023. It has a strong financial risk profile aided by strong debt protection metrics and financial flexibilities as per CRISIL’'s
rating rationale and is rated AA+ by CRISIL Ratings as of July 2023. Airtel is a blue chip company listed on the Indian stock exchanges
and had a market capitalization of 6.4 trillion (including its partly paid shares), as of January 15, 2024. service center’s, and pre-
owned vehicles showrooms and sales outlets as of December 31, 2023

Building a Future Ready Network

They rely on a robust network infrastructure through owned and leased assets. They benefit from the telecommunication infrastruc-
ture and other digital assets of their Promoter, Airtel and its investment in Indus Towers. Over the years, they have increased use of
digital tools, data science and technology to enhance the network efficiency, optimise costs and make their networks more environ-
ment friendly. As of September 30, 2023, they were present in 486 census towns in the two circles in which They operate with
owned and leased 23,748 network towers. During the six months ended September 30, 2023, their customers spent 173,994 million
minutes and consumed 2,415 million gigabytes on their network. They have a spectrum portfolio with varied pool of mid band spec-
trum (1800/2100/2300 MHz bands) along with spectrum holding in 900 Mhz, 3500 MHz and 26 Ghz bands.

Over the years, they have followed prudent capital allocation and spectrum acquisition and They chose not to acquire the expensive
700 Mhz band for their 5G network. None of their existing spectrum expires before the year 2030, the validity of their spectrum
pool ranges between the years 2030 and 2042 and They do not expect to incur any significant capital expenditure towards spectrum
acquisition until the specific spectrum band expires.

Extensive Distribution and Service Network

They have an extensive sales and distribution network across the rural and urban areas of the Rajasthan and North East circles ser-
viced by 617 distributors and 59 stores operated by them, as of September 30, 2023. Their distribution partners are digitally em-
powered to sell Airtel services through the ‘Mitra’ app, which has been licensed to them by one of Airtel’s affiliates, and which facili-
tates mobile recharge transactions between distributors and retailers and supports onboarding of new customers. They believe that
their exclusive retail footprint comprising 88,586 retail touchpoints, as of September 30, 2023, is one of the key differentiators, in-
cluding for supporting high value customers and providing them superior experience. their exclusive retail footprint is an integral
part of their customer acquisition and engagement strategy, designed to bring the Airtel brand closer to customers. As of Septem-
ber 30, 2023, they had setup 8 small format low-cost stores, in addition to the 51 large format stores in their two circles to deepen
their retail presence andprimarily drive the sale of their post-paid, homes broadband and international roaming services.
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Risk Factors
Geographical concentration risk

Any adverse developments in the circles They operate in may impact them disproportionately compared to competitors with pan-
India operations, owing to their revenue concentration in these regions. The North East circle, in particular, requires extensive net-
work infrastructure to access remote areas. Operations in the North East also require them to set up network infrastructure in diffi-
cult terrains and harsh weather conditions may affect their operations. They may also need to incur additional capital expenditure
to set up and replace their infrastructure in remote regions, in addition to higher logistics costs.

Outstanding legal proceedings against company

There are outstanding legal and regulatory proceedings involving their Company and Promoter which are pending at different levels
of adjudication before various courts, tribunals and other authorities. Such proceedings could divert the management’s time and
attention and consume financial resources in their defence or prosecution. The amounts claimed in these proceedings have been
disclosed to the extent that such amounts are ascertainable and quantifiable and include amounts claimed jointly and severally, as
applicable. Any unfavourable decision in connection with such proceedings, individually or in the aggregate, could adversely affect
their reputation, business, financial condition and results of operations

Risk of highly regulated market

The telecommunications business in India is subject to governmental regulation regarding licensing, competition, frequency alloca-
tion, costs and arrangements pertaining to interconnection and leased lines. Changes in laws, regulations or governmental policy, or
failure to comply therewith, could result in penalties or sanctions, affecting their business activities, which could adversely affect
their business, financial condition and results of operations.

Dependence on limited number of vendor to supply critical network and equipment

Their principal vendors and suppliers provide network equipment and related services and site infrastructure for their operations.
While They have supply and services agreements with key suppliers and vendors, they cannot assure you that They will be able to
obtain satisfactory equipment and services as per their expectations. If their contractual arrangements with such vendors expire or
terminate, or if They fail to receive the quality of equipment and maintenance services that They require, or if their key suppliers
discontinue the supply of such equipment and services due to withdrawal from the Indian mobile telecommunications market or
otherwise, they may find it difficult to replace a vendor on a timely basis. Certain contracts may also contain caps on the liability/
indemnification obligations and They may be unable to recover sufficient amounts from such suppliers for any breach or noncompli-
ance under the agreements.
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Peer Comparison

Total Revenue (in i Return on Net | NAV(Per

Name of the company Rs Cr) Worth (%) share Rs)

Bharti Hexacom Limited 6579.0

Bharti Airtel
Limited
Vodafone
Idea Limited
Reliance Jio
Infocomm 90786.0

Limited

139144.8

42177.2

*P/E Ratio and P/B has been computed based on the closing market price of equity shares on the website of NSE as of March 28,
2024
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Bharti Hexacom Limited provides fixed-line telephone and broadband services to customers in Rajasthan and North East telecom
circles in India. The company’s top line increased at a CAGR of 19.5% from FY 21. The company’s ARPU for mobile services have in-
creased by 18% which is better than peers. The company’s return ratios are also better. For FY23, ROE and ROCE are 13.00% and
10.50%, respectively. For FY23, the EBIDTA and PAT margins are to be 43.90% and 8.2%, respectively which is in line with peers. The
company’s P/E is valued at 51.91x for FY23 and annualized P/E for FY2024 stands at 75.80x which is in line with peers. We recom-
mend to subscribe for listing gains.

Canara Bank Securities Ltd
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Analyst Certification
Well, Sankita V/, MBA, Mcom Research Analyst authors and the names subscribed to this report, hereby certify that all of the views expressed in this research re-
port 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 compen-
sation 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.

Disclosures and Disclaimers

CANARA BANK SECURITIES LTD (CBSL), a wholly owned subsidiary of CANARA BANK; is a SEBI registered intermediary offering broking services to its institu-
tional and retail clients; we also run a proprietary trading desk. CBSL is member of BSE & NSE. We are registered as RESEARCH ANALYST under SEBI
(INH000001253). CBSL or its associates do not have an investment banking business. Hence, they do not manage or co mange any public issue. Neither CBSL nor
its associates, neither the research analysts nor their associates nor his/her relatives (i) have any financial interest in the company which is the subject matter of this
research report (i) holds ownership of one percent or more in the securities of subject company (iii) have any material conflict of interest at the end of the month
immediately preceding the date of publication of the research report OR date of the public appearance (iv) have received any compensation from the subject compa-
ny in the past twelve months (v) have received any compensation for investment banking merchant banking or brokerage services from the subject company in the
past twelve months (vi) have received any compensation for any other product or services from the subject company in the past twelve months (vii) have received
any compensation or other benefits from the subject company or third party in connection with the research report. (viii) Research Analyst involved in the preparation
of Research report discloses that he /she has not served as an officer, director, or employee of subject company (ix) is involved in market making activity of the
company.

We shall adhere to SEBI guidelines from time to time.

We may have earlier issued or may issue in future reports on the companies covered herein with recommendations/ information inconsistent or different those made
in this report. We may rely on information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other are-
as, units, groups or affiliates of CBSL. The Research Desk does not solicit any action based on the material contained herein. It is for the general information of the
clients / prospective clients of CBSL. CBSL will not treat recipients as clients by virtue of their receiving the research report. It does not constitute a personal recom-
mendation or take into account the particular investment objectives, financial situations, or needs of clients / prospective clients. Similarly, the Research Desk does
not have regard to the specific investment objectives, financial situation/circumstances and the particular needs of any specific person who may receive it. The secu-
rities discussed in the report may not be suitable for all investors. The appropriateness of a particular investment or strategy will depend on an investor's individual
circumstances and objectives. Persons who may receive the research report should consider and independently evaluate whether it is suitable for his/ her/their par-
ticular circumstances and, if necessary, seek professional/financial advice. And such person shall be responsible for conducting his/her/their own investigation and
analysis of the information contained or referred to in the research report and of evaluating the merits and risks involved in the securities forming the subject matter
of the reports. All projections and forecasts in research reports have been prepared by our research team.

The client should not regard the inclusion of the projections and forecasts described herein as a representation or warranty by CBSL For these reasons; The client
should only consider the projections and forecasts described in the research reports after carefully evaluating all of the information in the report, including the as-
sumptions underlying such projections and forecasts. Past performance is not a guide for future performance. Future returns are not guaranteed and a loss of origi-
nal capital may occur. 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. We do not provide tax advice to our clients, and all investors are strongly advised to consult regarding any potential investment. CBSL or its
research team involved in the preparation of the research reports, accept no liabilities for any loss or damage of any kind arising out of the use of these reports. The
technical levels and trend etc mentioned in our reports are purely based on some technical charts/levels plotted by software used by us and these charts/levels are
believed to be reliable. No representation or warranty, express or implied is made that it is accurate or complete. The recommendation expressed in the reports may
be subject to change. The recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible
media and should not be reproduced, transmitted or published by the recipient. This research reports are for the use and consumption of the recipient only. This
publication may not be distributed to the public used by the public media without the express written consent of CBSL. The Research reports or any portion hereof
may not be printed, sold or distributed without the written consent of CBSL. The research report is strictly confidential and is being furnished to client solely for cli-
ent’s information, may not be distributed to the press or other media and may not be reproduced or redistributed to any other person. The opinions and projections
expressed herein are entirely based on certain assumptions & calculations and are given as part of the normal research activity of CBSL and are given as of this
date and may be subject to change. Any opinion estimate or projection herein constitutes a view as of the date of this report and there can be no assurance that
future results or events will be consistent with any such opinions, estimate or projection. The report has not been prepared by or in conjunction with or on behalf of or
at the instigation of, or by arrangement with the company or any of its directors or any other person. Any opinions and projections contained herein are entirely
based on certain assumptions and calculations. None of the directors of the company or any other persons in the research team accepts any liability whatsoever for
any loss arising from any use of the research report or its contents or otherwise arising in connection therewith. The information contained herein is not intended for
publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is
prohibited unless otherwise expressly authorized. Please ensure that the client has read “Risk Disclosure Document for Capital Market and Derivatives Segments”
as prescribed by Securities and Exchange Board of India (SEBI) before investing in Securities Market. Please remember that investment in stock market is subject to
market risk and investors/traders need to do study before taking any position in the market.
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