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Strong performance; outlook bright

CMP: Rs89  1-yr Target: Rs116 Upside: 30%
BUY y g p
e <~ Sterlite Technologies Ltd (STL) delivered topline growth of 19% yoy (for
Sector View: Positive demerged telecom business) during Q4 FY16, marginally higher than our

estimate owing to higher than expected sales of Optic Fibre (OF).

<~ EBITDA Margins stood at 22% (decline by 90 bps yoy) in Q4 FY16 owing to
Analyst: increase in contribution of low margin OF segment in the overall

Alok Deora revenues. EBITDA margins were largely inline with our estimates.
research@indiainfoline.com

< During the quarter, the Company sold 5.5 mn fkm of OF and 1.5 mn fkm
of Optic fibre cables (OFC). STL has now achieved an annual run-rate of 22

Stock Data mn fkm production of OF and is operating at full capacity. The Company
Sensex: 26,367 has recommended a dividend of Rs.1 per share for FY16.

52 Week h/I (Rs): 110/ 64

Market cap (Rscr) : 3,507 < The overall performance was marginally above our estimates for the
6m Avg t/o (Rser): 10.3 demerged entity (telecom business). We have revised our forecasts
Bloomberg code: SOTL IN marginally higher inline with the strong performance. We believe STL
BSE code: 532374 would be huge beneficiary of BharatNet program as well as the 4G roll
NSE code: STRTECH out by the telcos. Also STL would be in a position to capitalize on the
FV (Rs): 2 opportunity emerging from developing smart cities. We remain bullish on
Div yield (%): 1.1

the stock and maintain our BUY rating.
Prices as on May 26, 2016

<~ The Company has completed the demerger process of power business

Shareholding Pattern which would be effective from mid June 2016 subject to certain pending
Sep-15 Dec-15 Mar-16 approvals. Post demerger, the current stock price and target price would
Promoters 54.8 54.8 54.8

reduce by Rs.22.5 per share. The shareholders would be paid Rs.22.5 for

FIF+DI 132 1 160 each share held as on the record date or they can choose other other
Others 32.0 30.1 31.2 . . .
available options like redeemable preference shares for the power
Share Price Trend business.
STL Sensex < The detailed financials for Q4 FY16 are not comparable on yoy basis
250 . . .
owing to the demerger of power business in current year. We have
provided below the consolidated proforma financials of telecom business
= for comparison purpose.
<~ Post the demerger of the power business, the Company is expected to
e Ads e Mo itness st th with ti ins of close of 20% level
Apr-15 Aug15 Jan-16 May-16 witness strong growth with operating margins of close o 6 levels.
Result table - Consolidated Proforma financials (Only telecom business)
(Rs cr) Q4 FY16 Q4 FY15 % yoy Q3 FY16 % qoq
Revenues 608 510 19.2 572 6.3
EBITDA 134 117 14.5 115 16.5
EBITDA (%) 22 23 -90 bps 20 193 bps
EBIT 95 93 2.2 77 23.4
EBIT (%) 16 18  -261bps 13 216 bps
Source: Company, India Infoline Research
May 27, 2016

Result Update

This report is published by IIFL ‘India Private Clients’ research desk. IIFL has other business units with independent research teams separated by 'Chinese walls' catering to different sets of
customers having varying objectives, risk profiles, investment horizon, etc. The views and opinions expressed in this document may at times be contrary in terms of rating, target prices,
estimates and views on sectors and markets... (Read the complete disclaimer at the back of this report)
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Concall Highlights

<~ STL currently has an order book of ~Rs.2,200 cr most of which is executable during FY17. The Company
has recently bagged two smart city development projects totaling ~Rs.50 cr each. The Company
expects to win more such projects in coming quarters.

<~ STL generated nearly ~Rs.470 cr from services business during FY16. The Company expects substantial
growth from this segment in coming years. Its at advanced stages of discussion with customers for
providing its service business offerings.

<~ W.ith the rising cash flows and no significant capex requirement, STL expects to reduce debt in next few
years. STL expects to incur capex of nearly Rs.120-130 cr during FY17 and dividend payout at 30%

< STLis in advanced talks with major telcos for deployment of fibre. It expects significant traction during
next few quarters which would help it to increase its capacity utilization significantly.

<~ STL expects topline growth at ~30% levels for the demerged telecom business with EBITDA margins at
close to 20% levels during FY17.

< The record date for the demerger of power business is expected to be around mid June.

Valuation and Recommendation
STL has delivered decent set of numbers for the ongoing telecom business and the outlook continues to
remain positive. The rising demand from end use segments and the incremental capacity of Optic fibre and
cables coming onstream would ensure strong topline and earnings performance in the coming years. Also
rising contribution from the recently acquired Elitecore business and rising penetration into the services
segment would further fuel growth.

We believe the demerger of asset heavy power business has set the stage for delivering strong growth in
telecom business. We maintain a BUY rating on the stock with a SOTP target of Rs.116, which implies a
potential upside of 30%. The target price includes the valuation of ongoing telecom business and Rs.22.5
for the power business which the shareholders would receive for the power business within a month.

(as on demerger date) and the target price would fall by Rs.22.5.

SOTP Assessment
FY18E Target Value per

Particulars Segment  Basis EBITDA Multiple Target Equity Value share

Telecom products Telecom EV/EBITDA Rs.575 cr 8x Rs.3,685 cr Rs.94

Power Conductor and

.. Power As per scheme of arrangement Rs.22.5
Power transmission

SOTP Target Rs.116
cmpP Rs.89

Upside/(Downside) 30%
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Financial summary (Demerged telecom entity — Consolidated)
(Rs cr) FY15 FY16 FY17E FY18E

Revenues 1,619 2,161 2,766 3,080
yoy growth (%) NA 335 28.0 11.3
Operating profit 345 452 530 575
OPM (%) 21.3 20.9 19.2 18.7
Reported PAT 118 151 186 218
yoy growth (%) NA 27.6 23.5 17.2
EPS (Rs) 2.9 3.8 4.7 5.5
P/E (x) 30.7 23.3 18.8 16.1
Price/Book (x) 4.4 4.3 3.7 3.0
EV/EBITDA (x) 10.2 9.1 7.7 6.9
Debt/Equity (x) 1.1 0.8 0.6 0.5
RoE (%) 19.7 21.3 21.1 20.5
RoCE (%) 19.5 24.2 25.6 259

Source: Company, India Infoline Research
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‘Best Broker of the Year’ — by Zee Business for contribution to broking

Nirmal Jain, Chairman, IIFL, received the award for The Best Broker of the Year (for contribution to broking in India) at India's Best Market
Analyst Awards 2014 organised by the Zee Business in Mumbai. The award was presented by the guest of Honour Amit Shah, president of
the Bharatiya Janata Party and Piyush Goel, Minister of state with independent charge for power, coal new and renewable energy.

Recommendation parameters for fundamental reports:

Buy — Absolute return of over +15%

Accumulate — Absolute return between 0% to +15%

Reduce - Absolute return between 0% to -10%

Sell — Absolute return below -10%

Call Failure - In case of a Buy report, if the stock falls 20% below the recommended price on a closing basis, unless otherwise

specified by the analyst; or, in case of a Sell report, if the stock rises 20% above the recommended price on a closing basis,
unless otherwise specified by the analyst

India Infoline Group (hereinafter referred as IIFL) is engaged in diversified financial services business including equity broking, DP services, merchant
banking, portfolio management services, distribution of Mutual Fund, insurance products and other investment products and also loans and finance
business. India Infoline Ltd (“hereinafter referred as IIL”) is a part of the IIFL and is a member of the National Stock Exchange of India Limited (“NSE”)
and the BSE Limited (“BSE”). IIL is also a Depository Participant registered with NSDL & CDSL, a SEBI registered merchant banker and a SEBI registered
portfolio manager. IIL is a large broking house catering to retail, HNI and institutional clients. It operates through its branches and authorised persons
and sub-brokers spread across the country and the clients are provided online trading through internet and offline trading through branches and
Customer Care.

Terms & Conditions and Other Disclosures:-

a) This research report (“Report”) is for the personal information of the authorised recipient(s) and is not for public distribution and should not be
reproduced or redistributed to any other person or in any form without IIL’s prior permission. The information provided in the Report is from
publicly available data, which we believe, are reliable. While reasonable endeavors have been made to present reliable data in the Report so far
as it relates to current and historical information, but IIL does not guarantee the accuracy or completeness of the data in the Report. Accordingly,
IIL or any of its connected persons including its directors or subsidiaries or associates or employees shall not be in any way responsible for any loss
or damage that may arise to any person from any inadvertent error in the information contained, views and opinions expressed in this
publication.

b) Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or
implied, is made regarding future performance. Information, opinions and estimates contained in this report reflect a judgment of its original date
of publication by IIFL and are subject to change without notice. The price, value of and income from any of the securities or financial instruments
mentioned in this report can fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may
have a positive or adverse effect on the price or income of such securities or financial instruments.

c) The Report also includes analysis and views of our research team. The Report is purely for information purposes and does not construe to be
investment recommendation/advice or an offer or solicitation of an offer to buy/sell any securities. The opinions expressed in the Report are our
current opinions as of the date of the Report and may be subject to change from time to time without notice. IIL or any persons connected with it
do not accept any liability arising from the use of this document.

d) Investors should not solely rely on the information contained in this Report and must make investment decisions based on their own investment
objectives, judgment, risk profile and financial position. The recipients of this Report may take professional advice before acting on this
information.

e) IIL has other business segments / divisions with independent research teams separated by 'chinese walls' catering to different sets of customers
having varying objectives, risk profiles, investment horizon, etc and therefore, may at times have, different and contrary views on stocks, sectors
and markets.

f)  This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to local law, regulation or which
would subject IIL and its affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may
not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this Report may come are required to
inform themselves of and to observe such restrictions.

g) As lIL along with its associates, are engaged in various financial services business and so might have financial, business or other interests in other
entities including the subject company/ies mentioned in this Report. However, lIL encourages independence in preparation of research report and
strives to minimize conflict in preparation of research report. IIL and its associates did not receive any compensation or other benefits from the
subject company/ies mentioned in the Report or from a third party in connection with preparation of the Report. Accordingly, IIL and its
associates do not have any material conflict of interest at the time of publication of this Report.
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h) AslIL and its associates are engaged in various financial services business, it might have:-

(a) received any compensation (except in connection with the preparation of this Report) from the subject company in the past twelve months;
(b) managed or co-managed public offering of securities for the subject company in the past twelve months; (c) received any compensation for
investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (d) received any
compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company in
the past twelve months; (e) engaged in market making activity for the subject company.

i) IIL and its associates collectively do not own (in their proprietary position) 1% or more of the equity securities of the subject company/ies
mentioned in the report as of the last day of the month preceding the publication of the research report.

j)  The Research Analyst/s engaged in preparation of this Report or his/her relative

(a) does not have any financial interests in the subject company/ies mentioned in this report; (b) does not own 1% or more of the equity securities
of the subject company mentioned in the report as of the last day of the month preceding the publication of the research report; (c) does not
have any other material conflict of interest at the time of publication of the research report.

k)  The Research Analyst/s engaged in preparation of this Report:-

(a) has not received any compensation from the subject company in the past twelve months; (b) has not managed or co-managed public offering
of securities for the subject company in the past twelve months; (c) has not received any compensation for investment banking or merchant
banking or brokerage services from the subject company in the past twelve months; (d) has not received any compensation for products or
services other than investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (e) has
not received any compensation or other benefits from the subject company or third party in connection with the research report; (f) has not
served as an officer, director or employee of the subject company; (g) is not engaged in market making activity for the subject company.

We submit that no material disciplinary action has been taken on IIL by any regulatory authority impacting Equity Research Analysis.

A graph of daily closing prices of securities is available at http://www.nseindia.com/ChartApp/install/charts/mainpage.jsp, www.bseindia.com and
http://economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose a company from the list on the browser and select the “three years”
period in the price chart).
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For Research related queries, write to: Amar Ambani, Head of Research at research@indiainfoline.com
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