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INDIA | TELECOM | Company Update

Reliance Communications (RCOM) is in exclusive discussions for a potential merger between
itself and Sistema Shyam TeleServices’ Indian telecom business through a stock swap. If the
deal goes through, it will mark the beginning of consolidation in the Indian telecom sector; it
is positive for both RCOM and the sector. Whilst Shyam Sistema has had limited impact on
the market, if the union materializes, it will clear the way for future mergers and set
precedence (positives and negatives). We view the deal as a minor positive for telecom
industry financials, but a major positive in terms of sentiment. Besides, RCOM is shoring up
its spectrum assets—clearly, it is positioning itself as an acquisition candidate. Our take on
the acquisition is as follows:

Pooling of spectrum assets: Shyam Sistema has a total of 35 MHz of spectrum in nine circles
of which eight circles have 3.75MHz each in the 800MHz spectrum band; these eight circles
are already liberalised and Sistema had paid Rs 37bn for the spectrum acquisition. After
recent auctions, RCOM has acquired significant 800MHz spectrum and it has pan-India
spectrum on this band; Sistema’s acquisition will give RCOM more strength in this band.
800MHz has similar propagation characteristics as 900MHz, but its GSM handset ecosystem
is not evolved (while 3G and 4G handset ecosystem is evolving). Pooling of spectrum assets
will help in catering to data subscribers and help in competing against the strengthened data
arsenal of Bharti, Vodafone, and Idea Cellular.

Merger and acquisition norms could be a hurdle: Sistema does not have significant revenue
or subscriber market share in any of the circles and the combined market share of the two
entities will not breach the 50% ceiling (of subscriber or revenue market share). However,
Sistema has significant spectrum in the 800MHz band in nine circles. Merging with RCOM is
most likely to hit the ceiling limit of 50% of the band spectrum, which in this case is 800MHz
in many circles (seven of the nine). New spectrum trading and sharing norms are yet to be
announced. If spectrum caps are raised then such mergers will be simplified. Otherwise,
sharing and trading structure at the circle level would be complicated.

RCOM positioning itself as the acquisition candidate for JIO: RCOM acquired spectrum in
11 circles to complete its pan-India footprint in the 800MHz band in the March 2015
spectrum auctions. Reliance Jio also acquired 800MHz spectrum in 10 circles. Jio plans to
launch services by December with 80% population. Achieving 80% on 2300MHz is an
arduous challenge, considering the availability of passive infrastructure, capex requirements,
and the state of current deployment. Jio will have to utilise 800MHz, which has superior
propagation characteristics, and it will provide the necessary reach for the company for
mega launch of data and voice services.

Industry entering consolidation mode: The possible merger clearly indicates that the
industry is now entering consolidation mode. Consolidation is a significant positive, as the
industry has fragmented voice and data markets. There is excess capacity on voice networks
while data networks have seen underinvestment because of limited spectrum availability.
The recent spectrum auction saw some degree of consolidation of spectrum assets. Further
merger of entities will streamline the system inefficiencies and help the market to grow.
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Pooling of spectrum

__ Liberalized____ __Non-Liberalised___ Exceeds M&A
Circle/Operator RCOM SSTL RCOM SSTL Combined Maximum Cap guidelines (Y/N)
Delhi 3.75 5.00 8.75 8.75 N
Mumbai 5.00 5.00 8.13 N
Kolkata 1.25 3.75 5.00 10.00 13.13 N
Andhra Pradesh 5.00 5.00 7.5 N
Gujarat 2.50 3.75 3.75 10.00 7.5 Y
Karnataka 3.75 5.00 8.75 8.13 Y
Maharastra 5.00 5.00 8.13 N
Tamil Nadu 3.75 5.00 8.75 7.5 Y
Haryana 1.25 3.75 5.00 8.13 N
Kerala 3.75 5.00 8.75 8.75 N
Madhya Pradesh 5.00 5.00 7.5 N
Punjab 2.5 3.75 6.25 7.5 N
Rajasthan 3.75 5.00 8.75 NA
Utterpradesh East 5.00 5.00 8.13 N
Utterpradesh West 1.25 3.75 5.00 10.00 8.13 Y
West Bengal 1.25 3.75 3.75 8.75 6.88 Y
Assam 5.00 2.50 7.50 6.25 Y
Bihar 5.00 5.00 8.13 N
Himachal Pradesh 2.50 2.50 5.00 6.25 N
Jammu & Kashmir 2.50 2.50 5.00 6.25 N
North East 5.00 2.50 7.50 6.25 Y
Orissa 1.25 3.75 5.00 6.88 N

Source: Company, PhillipCapital India Research
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives and Private Client Group. This report has been
prepared by Institutional Equities Group. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, estimates, rating,
target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd. which is regulated by SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd. References to "PCIPL" in
this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for information purposes only and neither the
information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering advice for the purposes of the purchase or sale
of any security, investment or derivatives. The information and opinions contained in the Report were considered by PCIPL to be valid when published. The report also contains
information provided to PCIPL by third parties. The source of such information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this
information is correct, PCIPL does not offer any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading
does so entirely at his or her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication to future performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment
strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or
considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from
trade and statistical services and other sources, which we believe are reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that
such information is accurate or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all
aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s
personal views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will
be, directly or indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members
does not own the stock(s) covered in this research report.

Independence/Conflict: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services
from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek compensation for investment banking
services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the securities mentioned in this research report, although it or its
employees, directors, or affiliates may hold either long or short positions in such securities. PhillipCapital (India) Pvt. Ltd may not hold more than 1% of the shares of the
company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of
any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to
the appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment
objectives or strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest
rates, as well as by other financial, economic or political factors. Past performance is not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be reliable, but neither
PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed
herein are current opinions as of the date appearing on this material and are subject to change without notice. Furthermore, PCIPL is under no obligation to update or keep the
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Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction,
in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources
and other relevant circumstances.

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd. which is the employer of the research analyst(s) who has prepared the research report. The
research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore
the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst
account.
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