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Monthly subscriber additions in the telecom industry showed declining trend over March-
April 2017, after posting high growth during October 2016 to February 2017 on account of
Reliance Jio Infocomm Ltd's (RJio) free offerings. RJio posted slowest growth in its
subscriber base in April 2017 with 3.8 million net additions, although it continued to lead in
terms of subscriber additions. RJio started charging for its services in April 2017, however,
RJio’s pricing remains heavily discounted.

Bharti Airtel Limited (Bharti) reported addition of 2.85 million subscribers in April 2017.
Relatively low additions were recorded by Vodafone India Limited (Vodafone; 0.75 million)
and Idea Cellular Limited (Idea; 0.68 million) in April 2017. Reliance Communications
Limited (RCom), Tata Teleservices Limited, Aircel Limited, Sistema Shyam Teleservices
Limited, and Telenor India Communications Private Limited reported negative subscriber
additions over February-April 2017 as a result of competitive intensity and resultant market
consolidation.

RJio has continued to cause disruption with its low-price 4G bundled offerings, which are at
a significant discount to its competition. RJio’s initial tariff plans suggested possibility of an
uptick in the industry average revenue per user (ARPU), but its continued low pricing has
put the industry revenues at risk.

Telecom tariffs are migrating to simplified bundled plans that club free voice and SMS with
competitively priced data. Thus telcos are charging mainly for data leading to convergence
of voice and data ARPUs. RJio’s current tariff plan offers 1GB data per day for INR309 for
84 days, which translates to INR1.2/GB compared with pre-Rjio launch industry average of
about INR250/GB and Rjio’s indicated launch price of INR50/GB.

In response to the disruption, consolidation in the sector has accelerated with Vodafone
India (hitherto #2) and ldea (#3) announcing a merger in February 2017. Moreover, smaller
telecom companies are already exiting; Telenor India Communications sold operations to
Bharti, which has got approval from Competition Commission of India in June 2017. The
consolidation may help market dynamics to improve; however, revenue pressures remain in
the short-term on the back of aggressive RJio pricing to retain its rapidly built customer
base. Key challenge for telcos remains to retain their high-ARPU generating customers.

Industry revenue declined in the quarters ended December 2016 and March 2017 on
account of free services offered by RJio. Adjusted gross revenue declined 9.2% yoy to
INR373 billion in the quarter ended December 2016 and further declined 6.7% on a qoq
basis to INR348 billion in the quarter ended March 2017. Industry revenue would be at risk
as blended ARPU is expected to reduce unless compensated by high data usage. This,
coupled with a pressure on EBITDA margin will impact the sector’s debt servicing and
financial flexibility. Broadband penetration is currently moderate at 20%, but rapidly growing
data usage has a meaningful upside from the current levels (average < 1GB per capita). The
higher data usage will demand increasing investments in network opex and capex, thereby
resulting in negative free cash flows.
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The operational and strategic linkages between Vodafone Mobile Services Limited (VMSL; ‘IND
AAA'/RWE) and its parent - Vodafone Group Plc (Fitch Ratings Ltd; Issuer Default Rating:
‘BBB+’/Stable) may moderate post the merger of VMSL and Idea, says India Ratings and
Research (Ind-Ra). Last month, Idea and Vodafone Group announced the amalgamation of
Idea and Vodafone Group’s Indian operations, excluding its investment in Indus Tower.

Ind-Ra is in the process of assessing the benefits of the synergy and the revised business and
financial profile to arrive at the standalone assessment of the merged entity. While evaluating
the standalone profile of the merged entity, Ind-Ra will factor-in the inherent risk of the industry,
such as capital intensive, intense competition, technology and regulatory changes.

To read the full report, please click here.

Ind-Ra says RJio’s (IND AAA’/Stable) recently announced tariff plan for its first 100 million
subscribers, who also subscribe to its Prime Membership Programme, would help improve the
industry ARPU over the medium-to-long term. This is because the tariff plan under its Prime
Membership Programme of INR303/month/subscriber generates an ARPU of INR260 (net of
taxes), which is higher than the industry-blended ARPU (incumbents blended ARPU of INR190
and data ARPU of INR150).

To read the full report, please click here.

Ind-Ra has revised its outlook on the telecommunications services sector for FY18 to negative
from stable-to-negative. The negative outlook reflects Ind-Ra’s expectation of longer and
deeper than expected deterioration in the credit profile of telcos following the extended free
services by RJio.

A redistribution of market share among the existing telcos is underway as RJio gained a quick
subscriber base of 72 million by January 2017 which could cross 100 million by March 2017.
RJio’s ability to retain market share would be driven by both pricing as well as user experience
given the choice of complete reliance on voice over LTE (VOLTE) technology. The industry
could witness the increase in the dual-sim phenomena in the interim. Thus, the data and voice
usage pattern for each telco could remain inconsistent and unpredictable. Retaining customer
base will necessitate the telcos to continue to augment their capacity and coverage for superior
speed and virtual network platforms.

To read the full report, please click here.
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Viewpoint

4.4 million GSM subscribers
were added during April 2017,
slowing from 8.3 million in
March 2017. This was led by
lower additions by RJio,
although it added the highest
number of subscribers among
telcos. Cumulative subscriber
additions for the industry
spiked between September
2016 and March 2017, mainly
driven by the dual sim
phenomenon post the launch
of RJio. These numbers are
also unadjusted for visitor
location register (VLR) and
appear high to that extent.

Viewpoint

The proportion of active
wireless subscribers was
approximately 86.4% of the
total wireless subscriber base
in April 2017 (April 2016:
90.3%). The lower industry
VLR reflects the dual-sim
phenomenon and an increase
in dormant subscribers.

Bharti and Idea have higher a
VLR than others.
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Viewpoint

RJio gained 9.6% market
share between September
2016 and April 2017. Weaker
players are losing market
share with the competitive play
shifting to data from voice.

Viewpoint

RJio garnered a quick
subscriber base of 112.5
million by April 2017 due to its
free offerings. Although it has
begun to price from April 2017,
the tariffs are deeply
discounted.
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Viewpoint N m Subscriber additions
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Bharti’s subscriber additions
were healthy in Uttar Pradesh
(UP) East, Maharashtra and
Andhra Pradesh but were tepid
in Delhi, Gujarat, Karnataka
and Tamil Nadu in April 2017
on a month-on-month basis.
Vodafone lost subscribers in
Rajasthan, Karnataka and
Tamil Nadu. Idea reported
healthy subscriber additions in
UP East, Maharashtra and
Andhra Pradesh but reported
negative additions in Gujarat,
Rajasthan, Karnataka and
Tamil Nadu.
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Viewpoint

The pace of addition to internet
subscribers has increased
since RJio launched its
services in September 2016. In
India, the growth in internet
subscribers is driven by
wireless. Total internet
subscribers were 391.5 million
in December 2016 out of which
94.5% were wireless.

Viewpoint

RJio topped the broadband
subscriber market share at
42% as all its subscribers are
broadband subscribers,
followed by Bharti at 20%.

Viewpoint

With RJio’s free services and
the sequential fall in the overall
industry RPMs, data usage per
subscriber per month (GSM)
increased multifold to 884MB
in December 2016 from 236MB
in September 2016.

Viewpoint

Data consumption per user
has strong growth potential led
by price elasticity of demand,
and ecosystem advancement.
RJio’s free offerings over
September 2016 to March
2017 tested the price elasticity
of data consumption in India,
leading to 3x-4x increase in
data usage during the quarter
ended December 2016.
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Viewpoint

All India blended ARPU
declined 14.5% to INR112 for
the quarter ended December
2016 from INR131 for the
guarter ended September
2016.

ARPUs were hit by discounts
given by existing telcos in
response to the free offer
extension of RJio to retain their
customers.

Industry ARPU would correct
once RJio starts full pricing of
its services.
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Consultation Paper on Regulatory Principles of Tariff Assessment
Telecom Regulatory Authority of India (TRAI) released Consultation Paper on Regulatory
Principles of Tariff Assessment on 17 February 2017. Key highlights include:

e Limits on Tariff: Provision of ceiling and floor on certain telecommunication services.

¢ Reporting Requirement: TSPs have to report to TRAI any new tariff and the subsequent
changes.

e Transparency and Consumer Protection: Tariff charged along with the terms and
conditions attached to it by the TSPs should be published in a manner as prescribed by
TRAI from time to time

Withdrawal of RJio’s Summer Surprise Offer

In early April 2017, TRAI asked RJio to withdraw its Summer Surprise offer for its prime
customers as these promotional offers were not in line with the regulatory framework. RJio has
agreed to withdraw the offer as soon as possible. Summer Surprise offer comprised three-
month complimentary offer of unlimited data usage and free calls on payment of a minimum
INR303.
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Issuer

Reliance Jio Infocomm Limited
Vodafone Mobile Services Limited
Tata Teleservices (Maharashtra)
Limited

Source: Ind-Ra

Long-term Issuer
Rating/Outlook (Current)
IND AAA/Stable

IND AAA/RWE

IND A/Negative

Long-term Issuer Rating/Outlook
(End-FY16)

IND A+/Stable
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