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Research Update:

Bharti Airtel ‘BBB-’ Rating Affirmed On Equity
Infusion Plans; Outlook Remains Negative

Rating Action Overview

• Bharti Airtel Ltd.'s deleveraging through a proposed rights issuance of
Indian rupee (INR) 250 billion will restore its leverage to a level that
is consistent with our 'BBB-' rating, albeit with limited financial
headroom.

• We expect Bharti's reported debt to reduce by 20%-25%, strengthening its
leverage (funds from operations [FFO] to debt) above our downgrade
trigger of 20% over the next three to six months.

• We believe the emerging signs of stability in the company's India mobile
revenues and moderation in capital spending should support its leverage
over the next 12-24 months.

• On March 1, 2019, we affirmed both our 'BBB-' issuer credit rating on
Bharti and our 'BBB-' issue rating on the company's senior unsecured
notes.

• Our outlook remains negative to capture the risk of renewed competition
and elevated capital spending by Indian telecommunications companies
including Bharti, which may push its leverage higher.

Rating Action Rationale

Our affirmation follows Bharti's announcement of a deleveraging plan using an
INR250 billion rights issue. We believe the controlling shareholders will
support the rights issue. In our view, the rights issuance should help Bharti
reduce its debt of INR1.1 trillion by 20%-25% over the next three months. The
company also proposes to issue US$1.0 billion equity-like perpetual bonds to
refinance its existing debt.

We think the proposed issuance should strengthen Bharti's fiscal 2020 (year
ending March 31, 2020) leverage to around 21%-23%, slightly above our
downgrade trigger of 20%. We believe the company's financial headroom will
remain limited, despite the significant equity infusion. Further, we plan to
assess the impact of perpetual bonds on the company's capital structure and
its leverage at the time of its issuance, as the terms of indenture will
remain unknown until then. An intermediate or high equity content assessment
for the perpetual bonds would likely add to the rating headroom.

In our view, the improvement in Bharti's leverage will sustain only if
Bharti's India mobile business starts improving and the company's free
operating cash flows turn positive over the next 6-12 months. Bharti's
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performance in the fourth quarter of fiscal 2019 may provide an early
indication if the worst is over for Indian telecommunications players, as far
as revenue decline is concerned.

We expect Reliance Jio Infocomm Ltd. to continue growing faster, followed by
Bharti, and for Vodafone Idea Ltd. (VIL) to continue weakening for some time,
given that VIL's 82.8% 4G availability is the weakest among the three players.
Bharti's 4G availability was around 90%, while Jio reflected 98% availability
in a recent test by network research firm Ookla. All three players have very
good network availability across key Indian cities.

In our view, the top three India mobile players enjoyed almost equal revenue
market share as of Dec. 31, 2018, which could mean price-competition can no
longer serve any of them well. Therefore, we believe that any further
reduction in tariffs by Jio could be detrimental to its own revenues and would
restrain Jio from further drastic tariff cuts.

We expect Bharti's decline in revenue to reverse in the fourth quarter of
fiscal 2019. In our view, the recent minimum tariff actions and weeding out of
nonpaying customers could help Bharti shore up its revenues and decongest its
network. We estimate that on a full-year basis, the minimum tariffs could
provide about 5% additional revenues annually to Bharti. We also consider the
risk of Bharti's lower-end customers leaving for Jio as somewhat lower, given
the effective minimum pricing of Jio is much higher than Bharti and VIL's
minimum charge of INR35 monthly. We also believe the lower-end customers
subscribe to voice-only services and therefore, may not be enthused with Jio's
wider data offerings.

Furthermore, any increase in Bharti's revenue should majorly add to its
EBITDA, given the absence of significant costs. We expect the profitability of
Bharti's India mobile services to improve by 120-150 basis points to 22.5% in
fiscal 2020.

Bharti's management expects its India mobile services capital spending to
start shrinking from fiscal 2020, after two to three years of accelerated
network deployment. We expect the company to save US$700 million-US$900
million annually on capital spending over the next two years.

Bharti's Africa operations continue to do well, with strong revenue growth and
healthy profitability of around 37%.

Apart from the aforesaid factors, we believe annual interest cost savings of
INR15 billion–INR20 billion from debt repayment starting in the second half of
fiscal 2020 should help Bharti's free operating cash flows turn positive over
the next 12 months.

Nevertheless, we think that an improvement in leverage (FFO-to-debt ratio)
could still elude Bharti if it fails to arrest the revenue decline and contain
operating costs. A renewed focus on expanding its terrestrial fiber network
and back haul capabilities could keep its capital spending elevated,
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decreasing the possibility of meaningful improvement in its leverage. These
risks are reflected in our negative outlook.

We believe Bharti's management is committed to our ratings. The company will
continue to strengthen its financial position as it continues to monetize its
stake in Bharti Infratel Ltd. (Infratel)--following Infratel's merger with
Indus Towers Ltd.--and Airtel Africa Ltd. through a likely IPO. We do not
factor in these transactions in our base case, given the uncertainty of their
timing and extent.

Although the Infratel stake sale and IPO of Bharti's Africa business can
generate significant upfront cash to allow debt repayment, they can also
create significant minority rights on Bharti's operating cash flow, eventually
diminishing the company's debt-servicing capabilities. We also view the
potential divestment of operating assets to be somewhat credit negative from a
business position perspective.

Hypothetically, if Bharti sells its entire stake in Infratel post-merger and
raises about US$1.0 billion from its IPO in Africa, we believe the fiscal 2020
FFO-to-debt ratio could fall by 100-150 basis points before improving by a
similar quantum in fiscal 2021--driven by interest costs savings in the
future, from lower debt levels.

Outlook

Our negative outlook on Bharti reflects a one-in-three possibility that we may
downgrade the company over the next 6-12 months if its business performance
does not improve in line with our expectations and its FFO ratio remains below
20%, despite the significant equity infusion.

Downside scenario

We may lower the rating if the company is unable to complete the proposed
equity issuance over the next three to four months or if it fails to maintain
its FFO-to-debt ratio above the 20% threshold, post the equity infusion.
Indicators of such a situation would include EBITDA margin slipping below 30%
from further weakening of its India mobile business and elevated capital
spending of INR220 billion or higher.

We may also downgrade Bharti if the planned merger of Infratel with Indus
Towers or any unexpected new spectrum auction bids also results in FFO-to-debt
ratio remaining below 20%.

Upside scenario

We may revise the outlook to stable if Bharti arrests the decline in its India
mobile business. Improvement could be indicated by a moderating competitive
intensity, resulting in modest growth in revenue and margins and capital
spending below INR220 billion, such that the FFO-to-debt ratio strengthens to
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comfortably and sustainably above 20%.

Company Description

Bharti is the leading telecommunications services provider in India and has a
diversified presence in 16 countries across Asia and Africa. The promoter
group, India-based Mittal family and and Singapore Telecommunications Ltd.
(Singtel) (A+/Stable/A-1) jointly owns 67.1% of Bharti.

Our Base-Case Scenario

Our base case for the next two fiscal years assumes the following:

• India's economy will grow faster at 7.6% in fiscal 2019 and 7.8% in
fiscal 2020, while the African region growth could remain patchy between
3%-5%.

• Bharti's revenue growth should improve to 5%-7% in fiscal 2020 and 8%-10%
in fiscal 2021, from 0%-2% in fiscal 2019.

• The improvement will be primarily driven by India mobile services growth
of 6%-10% in fiscal 2020 and 2021 and continued growth in Bharti's Africa
business.

• Bharti's reported EBITDA margin should gradually improve to 32%-33% over
the next two years, supported by improving margins in its India wireless
business while the African business continues to remain stronger around
37%.

• Capital expenditure will taper to INR200 billion–INR220 billion over the
next two years, after two to three years of accelerated network
deployment in India.

• Proceeds from rights issue of about INR250 billion.

• The annual dividend payout will be around INR10 billion.

• We do not factor in the Infratel merger, Africa IPO, and any new spectrum
payments in our base case, given the timing and impact uncertainty of
these events.

• We also do not factor in the issuance of perpetual bonds.

Based on these assumptions, we arrive at the following credit measures for
fiscal 2020 and 2021:

• FFO to debt of 21%-23% and 25%-27%, respectively.

• Debt to EBITDA of 3.0x-3.2x and 2.6x-3.0x, respectively.

• Free operating cash flow of around INR50 billion and INR100 billion,
respectively.
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In a hypothetical scenario, if the company manages to issue perpetual bonds
with terms that could allow us to treat at least 50% of the perpetual bonds as
equity-like, we believe Bharti's fiscal 2020 FFO-to-debt ratio could
strengthen by 50 basis points to 23%. But if the perpetual bonds fail to
qualify for any equity content, we believe our estimates would remain
unchanged.

Liquidity

We consider Bharti to have adequate liquidity, as we expect its sources of
liquidity to be about 1.3x its uses over the next 12–18 months. We anticipate
that net sources of liquidity will remain positive even if EBITDA declines by
15%.

Bharti has good access to banks and capital markets in India and abroad, in
our opinion. We also believe that the company has greater financial
flexibility because of its strategic relationship and significant ownership by
Singtel.
Our liquidity estimates for the 12 months ending Dec. 31, 2019, are as
follows:

Principal Liquidity Sources:
• Cash and short-term investments of INR102.8 billion as of Dec. 31, 2018.

• Undrawn lines of INR173.1 billion.

• Estimated cash FFO of INR190 billion–INR210 billion.

• Working capital inflows of INR10 billion-INR20 billion.

Principal Liquidity Uses:
•Debt maturities of INR308.9 billion.
•Minimum capital spending of about INR100 billion.

Covenants

In our view, an insignificant portion (less than 5%) of Bharti's debt is
subject to incurrence covenants, which remain suspended, as Bharti's senior
secured notes continue to be rated 'BBB-' or equivalent by at least two
ratings agencies.

Bharti's 2023 senior secured notes are subject to financial incurrence
covenants if the rating is lowered below 'BBB-' or equivalent by two or more
rating agencies.
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Issue Ratings - Subordination Risk Analysis

Capital structure

Most of Bharti's reported borrowings of INR1.2 trillion (US$17.3 billion), as
of Dec. 31, 2018, are unsecured and include deferred payment liabilities of
INR445.9 billion, finance lease obligations of INR50.0 billion, US$1.0 billion
senior unsecured notes due 2025 issued by Bharti as well as about US$4.2
billion senior secured notes issued by Bharti International (Netherlands) B.V.
and guaranteed by the company. We rate multiple senior unsecured notes issued
by Bharti and its subsidiary Bharti Airtel International (Netherlands) B.V.

Analytical conclusions

Our issue rating on the senior unsecured notes is equalized with our 'BBB-'
issuer credit rating on Bharti. Bharti's substantial assets and operations are
based in India. Therefore we believe India to be the relevant jurisdiction for
our issuance analysis.
In our view, the priority of claims in a theoretical Indian bankruptcy
scenario remains highly uncertain for issuances out of India. Therefore we
equalize our issue rating with the issuer credit rating on Bharti.

Ratings Score Snapshot

Issuer Credit Rating: BBB-/Negative/--

Business risk: Satisfactory
•Country risk: Moderately High
•Industry risk: Intermediate
•Competitive position: Satisfactory

Financial risk: Significant
•Cash flow/Leverage: Significant

Anchor: bbb-

Modifiers
• Diversification/Portfolio effect: Neutral/Undiversified (no impact)

• Capital structure: Neutral (no impact)

• Liquidity: Adequate (no impact)

• Financial policy: Neutral (no impact)

• Management and governance: Satisfactory (no impact)

• Comparable rating analysis: Neutral (no impact)

Stand-alone credit profile: bbb-

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 1, 2019   8

Research Update: Bharti Airtel ‘BBB-’ Rating Affirmed On Equity Infusion Plans; Outlook Remains Negative



Related Criteria

• Criteria - Corporates - General: Reflecting Subordination Risk In
Corporate Issue Ratings, March 28, 2018

• General Criteria: Guarantee Criteria, Oct. 21, 2016

• Criteria - Corporates - Recovery: Methodology: Jurisdiction Ranking
Assessments, Jan. 20, 2016

• Criteria | Corporates | General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers, Dec. 16, 2014

• Criteria - Corporates - Industrials: Key Credit Factors For The
Telecommunications And Cable Industry, June 22, 2014

• Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013

• Criteria | Corporates | General: Corporate Methodology: Ratios And
Adjustments, Nov. 19, 2013

• General Criteria: Country Risk Assessment Methodology And Assumptions,
Nov. 19, 2013

• General Criteria: Group Rating Methodology, Nov. 19, 2013

• General Criteria: Methodology: Industry Risk, Nov. 19, 2013

• General Criteria: Methodology: Timeliness Of Payments: Grace Periods,
Guarantees, And Use Of 'D' And 'SD' Ratings, Oct. 24, 2013

• General Criteria: Methodology: Management And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Ratings List

Ratings Affirmed

Bharti Airtel Ltd.
Issuer Credit Rating BBB-/Negative/--

Bharti Airtel Ltd.
Senior Unsecured BBB-

Bharti Airtel International (Netherlands) B.V.
Senior Unsecured BBB-

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 1, 2019   9

Research Update: Bharti Airtel ‘BBB-’ Rating Affirmed On Equity Infusion Plans; Outlook Remains Negative



RatingsDirect at www.capitaliq.com. All ratings affected by this rating action
can be found on S&P Global Ratings' public website at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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