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Indian Telecom Wireless Industry — Can the glory ring back?

Telecom wireless sector in India is going through a turbulent phase after a fast track performance over
almost a decade. The industry has become a victim of policy paralysis and intense competition. Today
the sector is over-crowded with number of players in each circle being 3-4 times the global average.
The sector has become an epicentre of uncertainty as some of the policy decisions kept on bleeding
the players profusely. The new entrants were hit hard by the Supreme Court judgment in February
2012, cancelling 122 licenses issued in 2008, calling the licensing process as arbitrary and capricious.

The new entrants and their foreign partners, millions of customers and other stakeholders are left
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clueless, probably in the most, uncertain times in the Indian Telecom industry.

In its earlier phase, Indian telecom wireless industry was one of the greatest success stories of post-
liberalized India. Within less than two decades after inception, India has become home to second
largest subscriber base in the world after China. Overall subscriber base grew at a CAGR of 50% in the

last five years taking the teledensity in India from 18% in FY 2007 to 68% in FY 2011.

India telecom sector witnessed both GSM and CDMA technologies thriving together. After a glorious
performance in the initial years, COMA growth started tapering after 2008, taking CDMA subscriber

base as a % of total from 30% in December 2006 to 12% in December 2011. It can be attributed partly

~
i
o
~
1_7
o
=
O

|
©
=

to relatively expensive CDMA handsets with limited variety, cheaper tariff plans on GSM services due
to increased competition etc. Going ahead most of the subscriber growth will come from GSM

whereas CDMA's share in total subscriber will keep on reducing.

In spite of the grand success, Indian telecom story has its own anomalies. Though more than 2/3rd of
Indian population resides in rural areas, in terms of subscribers, it contributes just 1/3rd of the total
subscriber base, leading to a teledensity of 34% in rural areas. Urban areas are highly saturated with a
teledensity of 157% on account of multiple connections and rising number of inactive subscribers. In
the last few years, subscribers in rural areas have grown faster (CAGR of 70% over last 5 years) as
compared to the urban areas (CAGR of 42%). According to Ms. Revati Kasture, Head - CARE Research,
CARE Ltd, “In the next 2-3 years, rural areas will grow faster than the urban areas and will contribute

~60% of the net subscriber addition.”

An unending price war in order to acquire new customers led to one of the lowest tariffs in the world.
Average Revenue per User (ARPU) have declined at a CAGR of more than 20% over the last five years

pulling down the revenue growth to single digits. CARE Research estimates that with the uncertainty
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surrounding the cancellation of 122 licenses by the Supreme Court, the tariffs are expected to rise.

This will result in ARPUs inching up marginally.

Telecom wireless sector in India has few bright spots in terms of Value Added Services (VAS) and 3G.
With rock-bottom call rates in voice category, next round of growth is expected to come from data.
Non-voice revenue as a proportion of total revenue, with a paltry share of 11% in India, as compared
to 20%-30% in major Asian countries, is expected to double over next couple of years. Indian telecom
players rolled out 3G services in the beginning of 2011 after spending Rs. 677 billion on the 3G
auctions. Rising penetration of smartphones and India’s demographic advantage with 65% population
below the age of 35 years, CARE Research expects that growth in 3G (after a sluggish start) and VAS

will significantly help in boosting topline and operating profitability for the sector.

Reduced competition post the Supreme Court verdict, increased tariffs, higher contribution from 3G
and VAS will accelerate the revenue growth in the telecom wireless sector in the near future and

enhance the operating profitability of the sector.

Mr. D. R. Dogra, MD and CEO — CARE Ltd. says, “The biggest concern for telecom sector in the near
future arises out of regulatory risks. Though recently government has clarified some of the policy
measures on M&A, spectrum sharing, licenses fees etc, there are lot of unanswered questions on

spectrum refarming, 3G roaming issue, spectrum trading, tax issues related to international M&As
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etc.
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Disclaimer

This report is prepared by CARE Research, a division of Credit Analysis & REsearch Limited [CARE]. CARE Research has taken utmost care to ensure accuracy and
objectivity while developing this report based on information available in public domain. However, neither the accuracy nor completeness of information contained in
this report is guaranteed. CARE Research operates independently of ratings division and this report does not contain any confidential information obtained by ratings
division, which they may have obtained in the regular course of operations. The opinion expressed in this report cannot be compared to the rating assigned to the
company within this industry by the ratings division. The opinion expressed is also not a recommendation to buy, sell or hold an instrument.

CARE Research is not responsible for any errors or omissions in analysis/inferences/views or for results obtained from the use of information contained in this report and
especially states that CARE (including all divisions) has no financial liability whatsoever to the user of this report. This report is for the information of the intended
recipients only and no part of this report may be published or reproduced in any form without prior written permission of CARE Research.

Credit Analysis and Research Limited proposes, subject to receipt of requisite approvals, market conditions and other considerations, to make an initial public offer of its
equity shares and has filed a draft red herring prospectus (“DRHP”) with the Securities and Exchange Board of India (“SEBI”). The DRHP is available on the website of
SEBI at www.sebi.gov.in as well as on the websites of the Book Running Lead Managers at www.investmentbank.kotak.com, www.dspml.com, www.edelcap.com,
www.icicisecurities.com, www.idbicapital.com, and www.sbicaps.com. Investors should note that investment in equity shares involves a high degree of risk and for
details relating to the same, see the section titled “Risk Factors” of the DRHP.

This press release is not for publication or distribution to persons in the United States, and is not an offer for sale within the United States of any equity shares or any
other security of Credit Analysis & Research Ltd. Securities of Credit Analysis & Research Ltd., including its equity shares, may not be offered or sold in the United States
absent registration under U.S. securities laws or unless exempt from registration under such laws.
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