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EXECUTIVE SUMMARY 

 
The objective of the project is to help the investor in decision making regarding the 

financial position of Idea Cellular. The motive is to find out whether Idea Cellular has 

the strength to fulfill its obligations or not. To analyze the performance from a creditors 

point of view for granting credit loan, to embark upon the growth rate, to know the 

liquidity position and long term solvency status; To analyze the operational efficiency 

and to know the overall profitability of the firm. 

The objective of this case study is to carry out the in-depth study and analysis of Idea 

Cellular in order to provide insights about the company, to help decide on whether to 

buy or sell the share of the company. It involves building a financial model of the 

company in order to derive the intrinsic share price for fair valuation of the firm. The 

process would involve constructing a financial representation of some aspects of the 

firm, projecting the financial numbers of the firm, characterizing and performing 

calculations for making recommendations. Fundamental Analysis is used to measure the 

intrinsic value of the stock involving the EIC analysis. 

Also, the research is performed to carry out the financial statement analysis, ratio 

analysis, multiples analysis etc to understand how Idea Cellular works to increases the 

shareholder’s wealth and help an investor decide on buying or selling decision.  

The important findings established from the report are that the intrinsic value of the 

share is much higher than its market value which indicates that the actual worth of the 

share is more than its current selling price so the stock is undervalued and a good 

investor decision would be to buy and hold the stock. 

Also, an increasing trend in EPS suggests that Idea Cellular will outperform the market 

and hence the best decision at the moment is to buy and hold the stock. 
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1. INTRODUCTION 
 

1.1 Introduction  

 
This case study is based on Telecom Sector with in-depth study of Idea Cellular. The 

objective of this case study on Idea Cellular is to help the investors earn profits in their 

investments. What's the cost of carrying business? What's the breakeven point? What if I 

invest in this company? What is the probability of success? 

All these questions are answered through a Financial Statement analysis of the company. 

Financial Statement analysis refers to the process of determining financial strength and 

weakness of the firm by properly establishing strategic relationship between the items of 

the balance sheet and profit and loss account. There are various methods and techniques 

used in analyzing financial statements, such as comparative statements, trend analysis 

cash flow analysis and ratio analysis of financial statement 

Financial Modeling is the task of building an abstract representation of a financial 

decision making situation. This is a mathematical model, such as a computer simulation, 

designed to represent the performance of a financial asset or a portfolio, of a business, a 

project, or any other form of financial investment. Theoretically speaking, a financial 

model is a set of assumptions about future business conditions that drive projections of a 

company's revenue, earnings, cash flows and balance sheet accounts. 

The objective of this case study is to carry out the in-depth study and analysis of Idea 

Cellular in order to provide insights about the company, to help decide on whether to 

buy or sell the share of the company. It involves building a financial model of the 

company in order to derive the intrinsic share price for fair valuation of the firm.  

Also, the research would be performed to carry out the financial statement analysis, ratio 

analysis, multiples analysis etc to understand how Idea Cellular works to increases the 

shareholder’s wealth and help an investor decide on buying or selling decision.  

 

 



Page | 8  
 

 

Industry Profile 
 

Telecom Sector 

 

The Indian telecommunications industry is one of the fastest growing in the world. 

Government policies and regulatory framework implemented by Telecom Regulatory 

Authority of India (TRAI) have provided a conducive environment for service providers. 

This has made the sector more competitive, while enhancing the accessibility of 

telecommunication services at affordable tariffs to the consumers. In the last two 

decades, the Indian Telecom Sector and mobile telephony in particular has caught the 

imagination of India by revolutionizing the way we communicate, share information; 

and through its staggering growth helped millions stay connected. This growth, however, 

has and continues to be at the cost of the Climate, powered by an unsustainable and 

inefficient model of energy generation and usage. Simultaneously, this growth has also 

come at significant and growing loss to the state exchequer, raising fundamental 

questions on the future business and operation model of the Telecom sector. 

Telecommunication services are globally recognized as one of the driving forces for 

overall economic development in a nation. They are also one of the prime support 

services needed for rapid growth and modernization of various sectors of the economy. 

The Government of India recognizes this fact and hence, has taken several major 

initiatives to provide a business friendly environment for companies in this sector. 

Driven by 3G and 4G services, it is expected that there will be huge machine-to-machine 

(M2M) growth in India in 2016-17, according to UST Global. There is also a lot of 

scope for growth of M2M services in the government's ambitious US$ 1.1 billion Smart 

City program. The rapid strides in the telecom sector have been facilitated by liberal 

policies of the Government of India that provide easy market access for telecom 

equipment and a fair regulatory framework for offering telecom services at affordable 

prices.  

According to a study by GSMA, it has been expected that smart phones will account for 

two out of every three mobile connections globally by 2020 and India is all set to 

become the fourth largest smart phone market.  
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Current Scenario 

 

In Indian telecom sector the number of telephone subscribers in India increased from 

957.61 million at the end of September, 2014 to 962.63 million at the end of October, 

2014, thereby showing a monthly growth rate of 0.52%. The urban subscription 

increased from 569.56 million at the end of September, 2014 to 570.58 million at the end 

of October, 2014 and the rural subscription increased from 388.05 million to 392.05 

million during the same period. The monthly growth rates of urban and rural 

subscription were 0.18% and 1.03% respectively. 

The overall Tele-density in India increased from 76.75 at the end of September, 2014 to 

77.07 at the end of February, 2015. The shares of urban subscribers and rural subscribers 

at the end of February, 2015 were 59.27% and 40.73% respectively. 

Total wireless subscriber base increased from 930.20 million at the end of September, 

2014 to 957.61 million at the end of February, 2015, thereby registering a monthly 

growth rate close to 0.59%. 

India saw the fastest growth in new mobile-phone connections with 18 million net 

additions in the third quarter of 2014, according to a report by Swedish mobile network 

equipment maker Ericsson. The number of smart phones, which account for just 37 per 

cent of all mobile-phone subscriptions growing at 15 per cent compounded annual 

growth rate, will cross 6,100 by 2020. The falling cost of handsets, coupled with 

improved usability and increasing network coverage, are factors that are making mobile 

technology a popular phenomenon in the country. The broadband services user-base in 

India is expected to grow to 250 million connections by 2017, according to GSMA. It 

also expects to see increased mobile broadband penetration in India, with over 250 

million on either 3G /4G by 2017. 

Composition of telephone subscribers in India -The wireless segment (96.9 per cent of 

total telephone subscriptions) dominates the market, while the wire line segment 

accounts for the rest. 
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  Composition of telephone subscribers in India 

 

Figure 1.1 

 

Latest Developments 

With daily increasing subscriber base, there have been a lot of investments and 

developments in the sector. Some of the major developments in the recent past are: 

 FDI of 74% is allowed subject to license granted by Department Of 

Telecommunication. 

 FDI of 100% was allowed in telecom manufacturing. 

 Mobile Number Portability is the service which allows any subscriber to change 

his service provider without changing his mobile phone number. The 

announcement of the guidelines has made telecom service providers to improve 

the quality of service to avoid losing subscribers. 

 Japanese telecom company SoftBank has planned to invest around US$ 10 

billion in India’s IT sector over the next few years. 

 Increasing income has been a key determinant of demand growth in the 

telecommunication sector in India. The IMF forecasts income to expand at a 

CAGR of 5.7 per cent to US$ 1,869.3 during 2013-18.  
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Market Players 

The key players of the telecom market with their shareholdings are depicted below, with 

Bharti Airtel leading the sector, followed by BSNL, Vodafone and Idea. 

 

Service Provider-wise Market share of Broadband (wired+wireless) Services 

 

Figure 1.2 
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Organization Profile  

 
Overview of Company 
 

Idea Cellular is an Aditya Birla Group Company, India's first truly multinational 

corporation. Idea is a pan-India integrated GSM operator offering 2G and 3G services, 

and has its own NLD and ILD operations, and ISP license. With revenue in excess of $4 

billion; revenue market share of nearly 15%; and subscriber base of over 121 million in 

FY 2013, Idea is India’s 3rd largest mobile operator. Idea ranks among the Top 10 

country operators in the world with a traffic of over 1.5 billion minutes a day.  

Idea won the ‘Best Brand Campaign’ at the esteemed World Communication Awards in 

2012 & ‘11. It won the GSM Association Award for ‘Best Billing and Customer Care 

Solution’ for two consecutive years, and was awarded ‘Mobile Operator of the Year 

Award – India’ for 2007 and 2008 at the Annual Asian Mobile News Awards.  

Idea has been ranked #1 in the Telecom sector in “India’s Best Companies to Work for 

Study – 2013 and the "Best Place to Work" at the Asia Communication Awards 2013. 
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1.2 Objective of Study 

 

 The objective of this study is to carry out the in-depth study and analysis of Idea 

Cellular in order to provide insights about the company, to help decide on 

whether to buy or sell the share of the company. 

 It involves building a financial model of the company in order to derive the 

intrinsic share price for fair valuation of the firm.  

 The process would involve constructing a financial representation of the 

firm, projecting the financial numbers of the firm, characterizing and performing 

calculations for making recommendations. 

 The objective of the project is to help the investor in decision making regarding 

the financial position of Idea Cellular.  

 To analyze the performance from a creditors point of view for granting credit 

loan, to embark upon the growth rate, to know the liquidity position and long 

term solvency status; To analyze the operational efficiency and to know the 

overall profitability of the firm. 

 The motive is to find out whether Idea Cellular has the strength to fulfill its 

obligations or not. 

 The research is performed to carry out the financial statement analysis, ratio 

analysis, multiples analysis etc to understand how Idea Cellular works to 

increases the shareholder’s wealth and help an investor decide on buying or 

selling decision.  
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2. LITERATURE REVIEW 

 

 
Corporate finance requires complete understanding of the mechanisms of company and 

for that matter valuation is an important requisite. The process of valuing a company and 

its business units helps identifying the sources that can create economic value as well as 

those which can cause destruction of the company. Valuation is also indispensable from 

the perspective of mergers and acquisitions. A common criterion used for the assessment 

of the expected stock price is the Discounted Cash Flow (DCF) method.  

 

Pablo Fernández, Francis; Prestbo, John (2007), University of Navarra, For many plan 

sponsors, the greatest allocation to a single asset class is generally to domestic large-cap 

equities, so even a marginal difference in the performance of this asset class over a long 

period can result in significant differences in the value of overall plan.  

 

Jacobson, Brian J (2006), one of the challenges of using downside risk measures as an 

alternative constructor of portfolios and diagnostic device is in their computational 

complexity, intensity, and opaqueness. The question investors, especially high-net-worth 

investors who are concerned about tax efficiency, must ask is whether downside risk 

measures offer enough benefits to offset their implementation costs in use.  

 

Perez Gladish; M V Rodríguez (2006), Expert estimations that of future Betas of each 

financial asset have also been included in the portfolio selection model denoted simply 

as `Expert Betas' and modeled as strange fuzzy numbers. Value, ambiguity & fuzziness 

are 3 important basic concepts involved in the model which provide systematic 

information about fuzzy numbers that represent `Expert Betas' & that are simple to 

handle. Clarke, Roger (2002), The ex-ante relationship is a generalized version of a 

previously developed "fundamental law of active management" and provides an 

important strategic perspective on the potential for active management to add value.  
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Pablo Fernández, Francis; Prestbo, John (2007), The field of corporate finance requires 

complete understanding of the mechanisms of company and for that matter valuation is 

an indispensable requisite. The process of valuing a company and its business units helps 

identifying the sources that can create economic value as well as those which can cause 

destruction of the company. Valuation is also indispensable from the perspective of 

mergers and acquisitions. A common criterion used for the assessment of the expected 

stock price is the Discounted Cash Flow (DCF) method.  

The ex post correlation relationship represents a practical decomposition of performance 

into the success of the return-prediction process and the "noise" associated with portfolio 

constraints. Rudin, Alexander M; Morgan, Jonathan S,(2006), Despite the importance of 

diversification in portfolio construction, our current methods of measuring it are 

inefficient. Implementation in hedge fund strategies reveals that various hedge funds 

offer less diversification than may have been thought and that there has been reduced 

diversification in the past several years, 

 

Kangari, R, Riggs, L S,(1988)Two major obstacles are risk evaluation associated with 

each project and the correlation coefficient between projects, which describes the 

efficiency of the diversification. The probabilistic approach that is suggested is a more 

realistic approach to the evaluation of correlation. It is not possible for a contractor to 

completely diversify a portfolio, so industry risk cannot be eliminated. Borkovec, Milan; 

Domowitz, Ian(2010)Accounting for trading costs ex ante delivers superior net returns, 

broader diversification, lower turnover, and a portfolio robust to noisy alpha signals, 

relative to standard mean-variance stock selection and portfolio construction. Mitigation 

of transaction costs, leading to improvement in realized returns and better alignment of 

return with risk, begins at the portfolio construction stage and therefore should not be 

controlled only at the level of trading desks.  

 

 

Assuming that the rational investor seeks to maximize the expected net return for a given 

level of volatility, or equivalently seeks to minimize portfolios ex- ante risk for any 

given expected return, Markowitz [1952, 1959] triggered the development of modern 
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portfolio theory with the introduction of the mean-variance framework. The concept of 

portfolio efficiency quantifies existing link between risk and return of a portfolio and the 

complete set of optimal (or efficient) portfolios consequently forms the mean-variance 

frontier. Built upon the mean-variance framework, the Capital Asset Pricing Model 

(CAPM) as developed by Sharpe [1964], Lintner [1965] and Mossin [1966] states that 

under some certain conditions and taking different levels of investors' risk tolerance into 

account, the portfolio that provides the highest reward per unit of risk, better known as 

Maximum Sharpe Ratio (MSR) portfolio should be held by all market participants. 

 

Although mean-variance analysis and the CAPM are two pillars of modern finance, 

these models have been scrutinized since their introduction. Especially simplified 

assumptions, namely the aim of rational and risk averse investors to maximize economic 

utilities without influencing prices, having homogeneous investment views based on all 

information to be available at the exact time to all investors, trading without any costs 

and holding a well-diversified portfolio, have been strongly criticized. While Roll [1977] 

passed criticism on the observability of the tangential portfolio, Merton [1980] found 

that already small changes in return estimates can lead to completely different optimal 

weights in a portfolio construction process. In a nutshell, due to the CAPM general 

assumptions and the question about availability of risk and return estimates, the mean-

variance framework is known to have difficulties in its practical implementation. 

Extending the work from Pablo Fernández, (2007), University of Navarra, found that the 

field of corporate finance requires complete understanding of the mechanisms of 

company and for that matter valuation is an indispensable requisite. The process of 

valuing a company and its business units helps identifying the sources that can create 

economic value as well as those which can cause destruction of the company. Valuation 

is also indispensable from the perspective of mergers and acquisitions. A common 

criterion used for the assessment of the expected stock price is the Discounted Cash 

Flow (DCF) method. This paper adopts the question of how to construct a valuation 

model for determining the intrinsic stock price and contributes to existing literature by 

examining using CAPM and DCF method. 
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DCF method as discussed below: 

The Discounted Cash Flow method is used to determine the company’s value by 

estimating the company’s potential cash flows in the future, and then discounting 

those cash flows using suitable discount rate. Now a day, the DCF method is widely 

used because it is one of the conceptually correct methods for valuation of a firm. In 

this method, the firm is viewed as a cash flow generator and the company’s intrinsic 

value is obtained by calculating the present value of these cash flows using an 

appropriate discount rate. 

 

DCF method is based on the detailed, careful forecast, for respective periods, of each of 

the financial items that pertain to the generation of the cash flows corresponding to the 

company’s operations. For example, sales collection, personnel, raw materials 

consumed, SGA (sales, general and administrative expenses), loan repayments. The 

DCF approach is somewhat similar to that of a cash budget. 

In DCF valuations, a suitable discount rate is determined for each type of cash flow. 

Determining the appropriate discount rate is one of the crucial tasks and takes into 

account the factors like, associated risk, the volatilities in the past, in practice, the 

minimum discount rate is often set by the interested parties as the buyers/sellers would 

not be interested to invest/sell for less than a certain expected return. 

 

Cash Flow Discounting 

 

The DCF method starts with the following expression: 
 
 
 V = CF1/(1+K) + CF2/ (1+K)^2 + (CFn +VRn)/ (1+K)^n 
 
  
Where: CFi=Cash Flow generated by the company in the period i. 
 

Vn=Residual Value of the company in they earn. 
 

k=Appropriate Discount rate. 
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Calculating the Value of the Company Using the Free Cash Flow 

 The free cash flows are discounted using the weighted average cost of capital (WACC) 

E + D = present value [FCF; WACC]     

where WACC = E Ke 
E 

D Kd (1 - T )  

D = market value of the debt. 

E = market value of the equity. 

Kd = cost of the debt before tax = required return to debt.     

T = tax rate. 

Ke = required return to equity, which reflects the equity’s risk. 

The WACC is calculated by weighting the cost of the debt (Kd) and the cost of the 

equity (Ke) with respect to the company’s financial structure.  

 

Calculating the Value of the Company’s Equity by Discounting the Equity Cash 

Flow 

The market value of the company’s equity is obtained by discounting the equity cash 

flow at the rate of required return to equity for the company (Ke). When this value is 

added to the market value of the debt, the company’s total value is determined. The 

required return to equity can be estimated using any of the following methods: 

1. Gordon and Shapiro’s constant growth valuation model: 

Ke = [Div1 / P0] + g.     

Div1 = dividends to be received in the following period = Div0 (1 + g). 

P0 = share’s current price. g = constant, sustainable dividend growth rate. 
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2. The capital asset pricing model (CAPM), which defines the required return to equity 

in the following terms: 

Ke = RF + ß (RM - RF) 

RF = rate of return for risk-free investments (Treasury bonds). 

 ß = share’s beta. 

 RM = expected market return.  

RM – RF = market risk premium or equity premium. 

Thus, given certain values for the equity’s beta, the risk-free rate and the market risk 

premium, it is possible to calculate the required return to equity. 
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3. RESEARCH METHODOLOGY 

 

3.1 Data Collection 

The paper describes a Research Methodology for constructing financial planning model 

using a computer inbuilt package- MS Excel. It is built in order to provide the general 

management and the investors with a flexible and easy-to-use out modeling facility 

capable of supporting the development of dynamic simulation models. 

This paper mainly comprises of Secondary Research. The analysis is done through MS 

Excel and the performance hypotheses are empirically confirmed through a variety of 

statistical tests. 

 

Secondary Data 

Secondary data for analysis was gathered through various internet sources available 

about the organization. These sources include Idea Cellular website, Idea Cellular 

Annual Reports, Expert’s Excerpts, AGM notes etc, Chairman’s Address. Sources 

include various analysts’ reviews about the company and Industry Experts at 

Corporate Bridge who guided me at every stage of analysis i.e. from deciding scope of 

assessment to developing insights upon data analysis. Secondary data included details 

about the financial position of the company, its future plans, and its past acquisitions. 

The reports from previous year's portfolio assessment were used for comparative 

analysis on performance.  
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3.2 Tools of Analysis 

 
The data collected was primarily analyzed in MS Excel. Reports were prepared in the 

form of presentations, prepared on Microsoft PowerPoint. Microsoft Excel Tools were 

used. 

 

EIC Analysis is used to measure the intrinsic value of the stock using DCF method.  

EIC analysis involves studying the Economy, Industry and Company in order understand 

the strengths, weaknesses, opportunities and threats from an Investor perspective.  

 

Data was collected from the Annual Reports for FY11, FY12, FY13 & FY14 and were 

used to record the actual financial figures which were then used for forecasting future 

data in MS Excel to extract useful information such as intrinsic share price, overall 

robustness, profitability, sales and delivery capabilities, assets and external positioning 

using various statistical tools. Post data extraction, the apt representation of data was 

accomplished. The extracted data for each parameter was then analyzed to be 

represented in decided formats such as tables and graphs. 

The financial model is constructed based on DCF model. DCF is a method of valuation 

that is used to determine and provide an estimate of quality of an investment 

opportunity.DCF uses the future free cash flow projections and then discounts them, 

using the WAAC.  This would then help in arriving at the present value, which is then 

used to evaluate the potential for investment. If the value arrived through DCF analysis 

is higher than the current value of the stock, a Buy decision is taken. However if the 

evaluated value is lower than the current stock price then a Sell decision is taken. 

The first order of business when doing discounted cash flow (DCF) analysis is to 

determine how far out into the future we should project cash flows. In this model the 

cash flows have been projected for the next 5 years. 
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4. DATA ANALYSIS 

 

4.1 Introduction to Case  

 
This case study carries out the in-depth study and analysis of Idea Cellular in order to 

provide insights about the company, to help decide on whether to buy or sell the share of 

the company. It involves building a financial structure of the company for deriving the 

intrinsic price of share for fair valuation of the firm. The process would involve 

constructing a financial representation of some aspects of the firm, projecting the 

financial numbers of the firm, characterizing and performing calculations for making 

recommendations. EIC Analysis is used to measure the intrinsic value of the stock using 

DCF method. 

The Annual Reports for FY11, FY12, FY13 and FY14 were used to record the actual 

financial figures which were then used for forecasting future data in MS Excel to extract 

useful information such as intrinsic share price, overall robustness, profitability, sales 

and delivery capabilities, assets and external positioning using various statistical tools. 

Post data extraction, the apt representation of data was accomplished. The extracted data 

for each parameter was then analyzed to be represented in decided formats such as tables 

and graphs. 

The financial model is constructed based on DCF model. DCF is a method of valuation 

that is used to determine and provide an estimate of quality of an investment 

opportunity.DCF uses the future free cash flow projections and then discounts them, 

using the WAAC.  This would then help in arriving at the present value, which is then 

used to evaluate the potential for investment. If the value arrived through DCF analysis 

is higher than the current value of the stock, a Buy decision is taken. However if the 

evaluated value is lower than the current stock price then a Sell decision is taken. 

The first order of business when doing discounted cash flow (DCF) analysis is to 

determine how far out into the future we should project cash flows. In this model the 

cash flows have been projected for the next 5 years. 
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A company’s value is different for different buyers and sellers. It should not be confused 

with the price agreed between the seller and the buyer during the sale of a company. It 

can be different for many reasons. Let’s say a MNC wants to buy a local national 

company for the purpose of gaining entry into the local market and for that matter it 

would only consider the value of the brand and not anything else. However from the 

sellers’ perspective the value of its assets would be much greater. Negotiations are 

carried upon these two prices until a price is decided that usually lies somewhere 

between the two extremes.  

A valuation is used for a variety of purposes like - 

 Buying and selling operations: 

 Buyer, valuation tells him the highest price he should pay. 

 Seller, valuation tells him the lowest price to sell. 

 Valuations of listed companies: 

 The valuation is used to compare the obtained value with the stock 

market and to decide whether to buy, sell or hold the shares. 

 The valuation of companies is used to decide on securities to keep 

in a portfolio, those that are undervalued in market. 

 Public offerings: 

 The valuation is used to ensure the price at which shares are 

offered to public. 

 Inheritances and wills: 

  The valuation is used to compare the other assets with the shares’ 

value. 

 Strategic decisions: 

 The valuation of a company is used to decide whether to continue 

in the business, sell, merge, or acquire other companies. 

 Strategic planning: 

 The valuation of the company is fundamental for deciding what 

products, business lines, countries to grow or quit. 
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4.2 Data Analysis 
 

Data Analysis begins with the study of the overall Economy, Industry and Company in 

order to understand the real scenario for preparing the financial model of the Idea 

Cellular. 

 

Economy Analysis- 

The Indian Telecom Industry plays an important role in the  economy of the world with 

revenues approximating USD 33,350 Million. The sector is growing at a fast pace 

leaving behind various competitor emerging economies. The average growth rate is 

expected around 11% for the future years. 

 

Telecom contributes approximately 3% to India's GDP. It contributes around two-thirds 

of total exports of country. Telecommunication in India has a support of the Indian 

INSAT system, one of the largest domestic satellite systems in the world.  

 

Drivers responsible for growth of the Telecom Sector are Rising Disposable Incomes, 

Greater Networks Coverage, Falling Call Rates, Falling Mobile Prices, Better Facilities 

and many more. 

 

Telecommunication has supported the socioeconomic development of India and has 

played an exceptional role in curbing the digital divide at least to some extent. It also has 

helped to increase the transparency of governance with the introduction of ‘E-

governance’ in India.  

 

As of 2015, India had no laws governing net neutrality, which implies that all Internet 

users be treated equally. No user shall be charged differentially by usage of content, site, 

platform, and application, type of attached equipment & mode of communication.  
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Industry Analysis- 

In Indian telecom sector the number of telephone subscribers in India increased from 

957.61 million at the end of September, 2014 to 962.63 million at the end of October, 

2014, thereby showing a monthly growth rate of 0.52%. The urban subscription 

increased from 569.56 million at the end of September, 2014 to 570.58 million at the end 

of October, 2014 and the rural subscription increased from 388.05 million to 392.05 

million during the same period. The monthly growth rates of urban and rural 

subscription were 0.18% and 1.03% respectively. 

 

The overall Tele-density in India increased from 76.75 at the end of September, 2014 to 

77.07 at the end of February, 2015. The shares of urban subscribers and rural subscribers 

at the end of February, 2015 were 59.27% and 40.73% respectively. 

 

Total wireless subscriber base increased from 930.20 million at the end of September, 

2014 to 957.61 million at the end of February, 2015, thereby registering a monthly 

growth rate close to 0.59%. 

 

India saw the fastest growth in new mobile-phone connections with 18 million net 

additions in the third quarter of 2014, according to a report by Swedish mobile network 

equipment maker Ericsson. The number of smart phones, which account for just 37 per 

cent of all mobile-phone subscriptions growing at 15 per cent compounded annual 

growth rate, will cross 6,100 by 2020. The falling cost of handsets, coupled with 

improved usability and increasing network coverage, are factors that are making mobile 

technology a popular phenomenon in the country. The broadband services user-base in 

India is expected to grow to 250 million connections by 2017, according to GSMA. It 

also expects to see increased mobile broadband penetration in India, with over 250 

million on either 3G /4G by 2017. 
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Company Analysis- 

 

IDEA Cellular Ltd is a publicly listed company, having listed on the Bombay Stock 

Exchange (BSE) and the National Stock Exchange (NSE) in March 2007.  

Idea Cellular has a Top line of 264319.7 M INR for FY14 and has maintained its 

enviable track record of growing faster than the industry with a service Revenue growth 

of almost 18% pa. 

The Bottom Line of Idea Cellular is 19,678.2 M INR for FY14. 

 

Income Statement Analysis-  

 

Idea Cellular Income Statement 

Figure 4.1 

 

 Top line for FY14 is 264319.7 M INR and is estimated to be 468258M INR by 

FY20.  

 Gross Profit for Idea Cellular is reported as 106742M INR for FY14 which is 

estimated to grow to 187303M INR by FY20. 
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Idea Cellular Income Statement 

 
Figure 4.2  

 
 EBITDA for FY14 is reported to be 82467M INR which is estimated to reach 

144132M INR by FY20. Idea ranks second in Telecom sector on EBITDA 

figures indicating that it is earning good Operating Profits. 

 The profit after tax (PAT) is reported to be 19678M INR for F14 which is 

expected to grow at a rate of around 12% per annum and is estimated to stand at 

48454M INR by FY20 indicating that Idea Cellular is performing well in the 

market. 

 PAT for FY14 almost doubled from last year due to increase in Operating profits 

and lower finance and treasury charges partially offset by higher depreciation and 

amortization charge during the year. 

 A dividend of INR 0.40 per equity share of INR 10 each has been announced for 

FY14 year ending. 

 The total subscriber base for Idea Cellular for FY14 stands at 135.8 M, 

representing an increase of 11% over previous year. 

 The growth rate of company is fair and the overall profitability is expected to 

rise. 
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Balance Sheet Analysis-  

 

 Idea Cellular Balance Sheet reports 165250M INR as Shareholder’s Funds in 

FY14 which is estimated to grow to 368829M INR by FY20. 

 The Debt to Equity Ratio for Idea is around 0.8 for last 5 financial years but it is 

estimated to be around 1.1 for the future financial years which indicates that the 

company is very aggressive in financing its growth with debt and hence marks 

unstable earnings. 

 Total Long-Term Liabilities have been continuously increasing and it stands at 

213632M INR and is estimated to reach INR 462942M by FY20. Although it 

stands a big amount. 

 Deferred Tax Liability is expected to grow at 5% for future years. The increasing 

amount signals that Idea Cellular might end up paying more Income Tax for the 

transactions taking place in current financial year. 

 

Idea Cellular Balance Sheet-Equity & Liabilities 

 
Figure 4.3  

 



Page | 29  
 

Idea Cellular Balance Sheet-Current Liabilities 

 
Figure 4.4 

 
 

 The above figure depicts the Current Liabilities for Idea Cellular. 

 Short Term Borrowings have been grown as a percentage of Cost of Goods Sold 

which stands as a diverse figure for last 5 financial years. It is estimated to grow 

at 6% per annum as a function of COGS for next financial years. The short term 

debt figure for Idea Cellular is much higher than its Cash and Bank Balance 

figures for the corresponding periods signaling that Idea may not be in a very 

good position to pay-off the debts due in 1 year. 

 Trade Payables stand a big percentage of Cost of Goods Sold. For future 

financial years, it is estimated to be around 18 % per annum. It is a creditors 

figure and is much greater than Trade Receivables for Idea Cellular. 

 Other Current Liabilities account for the capex creditors, unearned incomes, 

dividend payables and bank overdrafts for Idea Cellular. It is estimated to be 

almost 32% of Cost of Goods Sold for future financial years. 

 Thus, Total Liabilities for Idea Cellular stand at 465574M INR in FY14 and is 

estimated to grow to 994015M INR by FY20. 
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Idea Cellular Balance Sheet-Fixed Assets 

Figure 4.5 

 
 

 Capital expenditure for FY14 stands at 148657M INR as it is more than 50% of 

Revenue and is estimated to be 140477M INR by FY20. It is estimated to be 30% 

of Revenue for future financial years. 

 Purchase of 2G & 3G sites and fiber cable transmission networks accounted for 

INR 46049M of Capital expenditure in FY14. 

 Idea Cellular participated in global spectrum auction conducted by Government 

and incurred a capital expenditure of INR 104242M in FY14. 

 Idea extended a lesser amount as long term loan for FY14 as compared to 

previous year but is expected to maintain a rate of 6% of Total Assets as a loan 

figure for future years. 

 Other Non Current Assets for FY14 comprise of Revenue equalization reserve. 
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Idea Cellular Balance Sheet-Current Assets 

 
Figure 4.6 

 
 Current Investments are a percentage of Revenue. It mainly comprises of 

investments in units of mutual funds. It stands at INR 2153M for FY14. 

 Idea Cellular may not be one of the cash rich companies but it still manages to 

invest an average 5% in short term investments with the motive to earn higher 

interests. 

 Inventories for FY14 stand at INR 683.1M and is estimated to grow to INR 

1404M by FY20.Inventory Turnover ratio for Idea Cellular is 387 for FY14 

which is quite low as compared to industry norms indicating low sales. 

 Trade Receivables for FY14 stand at INR 8006M and is estimated to grow to 

INR 15608M by FY20. Debtors Turnover Ratio for Idea Cellular is 33 with an 

average collection period of 11 days. It is better than the industry norms. 

 Cash and Bank Balances for FY14 stand at INR 1881M which is quite low in 

comparison to competitor Bharti Airtel. 

 Total Assets for Idea Cellular for FY14 stand at INR 465574M and is estimated 

to grow to INR 994015M by FY20. 

 The overall financial position of the company is satisfactory. 
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Cash Flow Statement Analysis-  

 

Idea Cellular Cash Flow – Operating Activities 

 

Figure 4.7 

 
 

 Cash Flows from Operating Activities stand at INR 92843M for FY14 and is 

estimated to be INR 1333219M by FY20 for Idea Cellular signaling strong 

growth. 

 The cash generated comes from sales of company’s good and services less the 

cost of those goods. 

 Idea produces a positive cash flow from Operating activities which is a positive 

sign for the investor. Differential between PAT and cash flow from Operating 

Activities is quite an amount signaling growth of Idea Cellular. 

 Change in cash flow from Operations offer a preview of changes in net future 

Income. 
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Idea Cellular Cash Flow – Investing & Financing Activities 

 

Figure 4.8 

 

 Cash Flows from Investing Activities  reflect a negative INR 152352M for FY14 

which means that Idea Cellular has invested a lot capital expenditure, plant & 

equipment and other acquisitions. 

 Cash Flows from Financing Activities stand at INR 59961M for FY14 

comprising of mainly long term and short term borrowings. 

 The issuance of stock has been estimated to be much less frequent and is kept at 

3319M for all future year prediction.  

 Net Cash Flows for Idea tend to stand at INR 9001M for FY20. 
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Free Cash Flow Statement-  

Idea Cellular Free Cash Flow Statement 

 
Figure 4.9 

 Free Cash flow statement reflects Idea Cellular’s ability to pay its debts, pay 

dividends, and buy back stock and all important undertakings from an investor’s 

point of view. 

 Free cash flows stand at INR 221230M for FY14 and has been grown constantly 

to be INR 259922M by FY20 which signals increased earnings.  

 Net Present Value of future cash flows has been calculated based on the 

Weighted Average Cost of Capital using Discounted Cash Flow Model. 

 
Figure 4.10 
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Share Price Calculations- By DCF 

 

 Intrinsic Value of Free Cash Flows =  INR 882923M 

 Total No of Outstanding shares = 3319M 

 Intrinsic Share Price = INR 266 

 Tax Rate for Idea Cellular = 35% 

 Risk Free Rate (Govt. 5 yr Bond) = 7.78% 

 Market Rate of Return = 15% 

 Beta = 0.46 

 

CAPM Model Cost of Equity, Ke = Rf + B(Rm – Rf) 

 

 Cost of Equity, Ke = 11.08% 

 Cost of Debt, Kd = 12% 

 After Tax Cost of Debt = Kd(1-t) = 7.80% 

 Debt Ratio, d = 0.2 

 WACC = Ke*d + Kd*(1-d) 

 WACC = 10.35% 

The Intrinsic Price of a share of Idea Cellular comes out to be INR 266. 

The Market Price of a share is INR 190. 

 

The intrinsic value of the share is much higher than its market value which indicates 

that the actual worth of the share is more than its current selling price so the stock is 

undervalued and a good investor decision would be to buy and hold the stock. 
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Ratio Analysis-  

 

Idea Cellular Liquidity Ratios 

 

Figure 4.11 

 

 Current Ratio for Idea Cellular for FY14 is 0.29 and is expected to remain around 

an average 0.40 and stand at 0.52 by FY20. 

 This ratio reflects the number of times short-term assets cover short-term 

liabilities and is a fairly accurate indication of a company's ability to service its 

current obligations. 

 Current Ratio is less than 1 which is not a very good sign and it indicates that 

Idea may not be in a position to pay off its short term obligations if they fall due 

in time. 

 Also, Current Ratio of Idea is falling short of Industry norms which are an 

average of 0.90, again not a good signal. 

 Quick Ratio, also known as Acid-Test Ratio reflects upon the Idea Cellular’s 

ability to assess the short term solvency. It measures the immediate liquidity - the 

number of times cash, accounts receivable, and marketable securities cover short-

term obligations. 

 This ratio is a more reliable variation of the Current ratio because inventory, 

prepaid expenses, and other less liquid current assets are removed from the 

calculations. 

 Quick Ratio for FY14 stands at 0.28, close to the Current Ratio, indicating that 

the Inventory balance is just fine. 

 For future estimations also, quick ratio is expected to grow in-line with current 

ratio. Telecom Industry norms for Quick Ratio are an average of 1. 
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 Idea lies significantly below of industry norms, and thus can lead an investor to 

re-think on its decision if he wants to hold the stock for a short period because 

the company doesn’t seem to be in a position to liquidate its assets at a speed 

greater than the obligations fall due. 

 

Liquidity Ratios 

 

Figure 4.12 

 

Solvency Ratios 

 

Figure 4.13 
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Idea Cellular Solvency Ratios 

Figure 4.14 

 

 Debt to Equity Ratio of Idea Cellular stands at 1.1 for FY14 and is expected to be 

maintained till FY20, much higher than the Industry norms. 

 A high debt/equity ratio indicates that Idea Cellular has been aggressive in 

financing its growth with debt. It can result in volatile earnings as a result of the 

additional interest expense.  

 Idea is leveraged and thus faces a greater financial risk. 

 Proprietary Ratio is important from a creditor’s point of view as it helps to 

ascertain the shareholder’s wealth in total assets employed in the company. Idea 

Cellular has a bit low proprietary ratio indicating improper mix of loans and 

proprietors’ funds resulting in a lower return on Investment. 

 Interest Coverage Ratio is important from the perspective of debenture holders 

and lenders of long term funds to the company.  

 It ascertains the amount of profit to cover the Interest expense. Idea has a ratio of 

0.48 for FY14, which is in-line with the industry norms. 
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Idea Cellular Profitability & Valuation Ratios 

 Figure 4.15 

 

 Gross Profit Margin Ratio measures the gross profit earned on sales and reports 

how much of each rupee sales is available to cover operating expenses and 

contribute to profits. 

 Gross Profit Margin Ratio for Idea Cellular stands at 40% annually for FY14 and 

has been maintained for future estimations. 

 It is in-line with the Industry norms. This ratio is high for Idea Cellular throwing 

up light on higher growth. 

 Net Profit Margin Ratio for Idea Cellular stands at 7% annually for FY14 and has 

been estimated to grow to 10% for future years. 

 It tells the overall efficiency of the business in terms of operations, thus an 

increase from FY13 indicates that Idea’s operational efficiency has been 

improved. 

 It is estimated to improve for all future years. 

 Valuation Ratios are important from an investor’s point of view.  

 Earnings per Share serve as an indicator of company’s profitability. It tells the 

portion of company’s profits allocated to each outstanding share. 

 The total outstanding shares of Idea Cellular are 3319M. 

 The intrinsic value of a share of Idea is INR 266. 

 Idea Cellular has reported an EPS of INR 5.93 in FY14 and is expected to earn 

INR 14.60 per share by FY20. 

 An increasing trend in EPS suggests a buy and hold decision to an investor. 
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Competitor Analysis-  

 
 

Idea Cellular Competitor Analysis (INR Crores) 

 
Figure 4.16 

 
 

 Idea Cellular ranks third in term of its Market Price and second in terms of 

Market Capitalization as compared to competitors. 

 Market capitalization is the product of company's total outstanding shares and the 

current market price of one share. It is used to determine the size of the company. 

 Idea Cellular has a Market cap of INR 62962Cr. 

 Idea Cellular has a good annual Turnover as compared to Industry average with a 

figure of INR 312279Cr for FY14. 

 Net Profit After Tax figures for Idea Cellular have shown continuous 

improvements for the last 5 years with an increase of almost 100% in FY14 from 

FY13, thereby holding its base strong in the market and securing a third rank 

after Bharti Airtel and MTNL. 
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 In-line with the PAT figures, EBITDA for Idea Cellular also ranks third in 

competitors. It indicates that the operating profits for Idea are satisfactory. 

 Enterprise Value, EV, is a measure of a company's total value, often used as a 

more comprehensive alternative to equity market capitalization.  

 Enterprise value is calculated as the market capitalization plus debt, minority 

interest and preferred shares, minus total cash and cash equivalents. 

 EV of Idea Cellular is INR 80715Cr and ranks second in industry after Bharti 

Airtel. 

 EPS for Idea Cellular is bit low as compared to rivals that sometimes create 

negative sentiments about the company leading to further decline in share price. 

 Book Value of Idea Cellular is reported to be the lowest amongst the industry 

participants, INR 46 per share for FY14. 

 The most important multiple PE- Price to Earnings ratio is the highest for Idea 

Cellular amongst industry competition at 34.6. 

 A high PE ratio for Idea Cellular indicates that the investors are expecting higher 

earnings growth in the future.  It shows how much investors are willing to pay 

per rupee of earnings. 

 It is not advisable for an investor to base its sole decision on the PE ratio as it is 

only as good as the quality of the underlying earnings number and earnings are 

susceptible to forms of manipulation. 

 Price to Book ratio is again the highest for Idea Cellular compared to Industry 

norms which indicates that stocks are fairly valued. 

 The EV/EBIT ratio provides a better comparison than a more conventional net 

Income/Equity ratio. Idea Cellular is in-line with the market norms. 

 EBIT as a measure of profitability eliminates the potential distorting effects of 

differences in tax rates.  

 Also, EV/EBIT normalizes the effects of different capital structures. 

 Lastly, EV/EBITDA multiple is used to determine the value of the company. The 

enterprise multiple looks at a firm as a potential acquirer would as it takes debt 

into account, which other multiples like the P/E ratio do not include.  

 EV/EBITDA is 11 for Idea Cellular FY14, satisfactory as per market analysis. 
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 Thus, after Competitor Analysis, it can be affirmed that Idea Cellular holds a 

strong position in the market and the investors expect the company’s earnings to 

grow, citing from a high PE ratio, thus it is recommended to buy and hold the 

stock. 

 
 
 
 

Competitor Analysis 

 
 

Figure 4.17 
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4.3 Findings and Recommendations 

 
 Idea Cellular has a Top line of 264319.7 M INR for FY14 and has maintained its 

enviable track record of growing faster than the industry with a service Revenue 

growth of almost 18% on consolidated basis. 

 The Bottom Line of Idea Cellular is 19,678.2 M INR for FY14. 

 EBITDA for FY14 is reported to be 82467M INR which is estimated to reach 

144132M INR by FY20. Idea ranks second in Telecom sector on EBITDA 

figures indicating that it is earning good Operating Profits. 

 The profit after tax (PAT) is reported to be 19678M INR for F14 which is 

expected to grow at a rate of around 12% per annum and is estimated to stand at 

48454M INR by FY20 indicating that Idea Cellular is performing well in the 

market. 

 PAT for FY14 almost doubled from last year due to increase in Operating profits 

and lower finance and treasury charges partially offset by higher depreciation and 

amortization charge during the year. 

 A dividend of INR 0.40 per equity share of INR 10 each has been announced for 

FY14 year ending. 

 The issued, subscribed and paid up equity share capital of Idea Cellular for FY14 

stands at INR 33,196,317,610 comprising of 33,196,317,61 equity shares of  INR 

10 each. 

 The total subscriber base for Idea Cellular for FY14 stands at 135.8 M, 

representing an increase of 11% over previous year. 

 The growth rate of company is fair and the overall profitability is expected to 

rise. 

 The Compulsorily Convertible Preference Shares (issued by Subsidiary 

Company) stands at 19.3M constant throughout the future estimations.  

 Total Long-Term Liabilities have been continuously increasing and it stands at 

213632M INR and is estimated to reach INR 462942M by FY20. Although it 

stands a big amount. 
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 Short Term Borrowings have been grown as a percentage of Cost of Goods Sold 

which stands as a diverse figure for last 5 financial years.  

 It is estimated to grow at 6% per annum as a function of Cost of Goods Sold for 

next financial years.  

 The short term debt figure for Idea Cellular is much higher than its Cash and 

Bank Balance figures for the corresponding periods signaling that Idea may not 

be in a very good position to pay-off the debts due in 1 year. 

 Capital expenditure for FY14 stands at 148657M INR as it is more than 50% of 

Revenue and is estimated to be 140477M INR by FY20. It is estimated to be 30% 

of Revenue for future financial years. 

 Purchase of 2G & 3G sites and fiber cable transmission networks accounted for 

INR 46049M of Capital expenditure in FY14. 

 Idea Cellular participated in global spectrum auction conducted by Government 

and incurred a capital expenditure of INR 104242M in FY14. 

 Current Ratio is less than 1 which is not a very good sign and it indicates that 

Idea may not be in a position to pay off its short term obligations if they fall due 

in time. 

 Idea lies significantly below of industry norms, and thus can lead an investor to 

re-think on its decision if he wants to hold the stock for a short period because 

the company doesn’t seem to be in a position to liquidate its assets at a speed 

greater than the obligations fall due. 

 A high debt/equity ratio indicates that Idea Cellular has been aggressive in 

financing its growth with debt. 

  It can result in volatile earnings as a result of the additional interest expense. 

 Idea Cellular has a good annual Turnover as compared to Industry average with a 

figure of INR 312279Cr for FY14. 

 EV of Idea Cellular is INR 80715Cr and ranks second in industry after Bharti 

Airtel. 

 A high PE ratio for Idea Cellular indicates that the investors are expecting higher 

earnings growth in the future.  It shows how much investors are willing to pay 

per rupee of earnings. 
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Recommendations- 

 

 The overall financial position of the company is satisfactory. 

 The Intrinsic Price of a share of Idea Cellular comes out to be INR 266. 

 The Market Price of a share is INR 185. 

 The intrinsic value of the share is much higher than its market value which 

indicates that the actual worth of the share is more than its current selling 

price so the stock is undervalued and a good investor decision would be to 

buy and hold the stock. 

 Year on year, both dividends per share and earnings per share excluding 

extraordinary items growth increased 50.00% and 51.86%, respectively. 

The positive trend in dividend payments is noteworthy as very few 

companies in the Communications Services industry pay a dividend. 

Additionally, five year annualized earnings per share growth ranks above 

the industry average relative to its peers. 

 An increasing trend in EPS suggests a buy and hold decision to an 

investor.  

 Thus, it can be affirmed that Idea Cellular holds a strong position in the 

market and the investors expect the company’s earnings to grow, citing 

from a high PE ratio, thus it is recommended to buy and hold the stock. 
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4.4 Limitations of the Study 

 
 Financial analysis is a powerful mechanism of determining financial strengths 

and weaknesses of a firm. This analysis is based on inputs availed from the 

financial statements. Hence, the analysis method carries serious inherent 

limitations of financial statements. 

  The financial analyst has also be careful about the impact of price level changes, 

windows dressing of financial statements, changes in the  policies of a firm, 

accounting concepts and conventions etc. 

  It is only a study of interim reports. 

 Financial analysis is based upon only monetary information. 

 It does not consider changes in price levels. 

 As the financial statements are prepared on the basis of a going concern, it does 

not give actual position. Thus accounting concepts and conventions are a serious 

limitation of financial analysis. 

 Changes in accounting procedure by a firm may often make financial analysis 

misleading. 

 Analysis is only a means and not an end in itself. It is completely based on the 

analyst’s discretion and may vary from person to person. 

 DCF analysis certainly has its merits, but it also has its share of shortcomings. 

DCF model totally depends upon the input assumptions. DCF valuations may 

vary wildly.  
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6. ANNEXURES 

 
Below is attached the Financial Model - 

IdeaCellular.xlsx

 

 

Idea Cellular 5 Year Stock Prices 

 

 

Idea Cellular 5-Day Moving Average Stock Prices
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