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Company Report

Sterlite technologies Ltd

Demerger of Power business to unlock value!

CMP: Rs83  1-yr Target: Rs113  Upside: 36%

Sterlite Technologies Ltd (STL), founded by mining baron Mr Anil Agarwal
more than two decades ago, is part of the Vedanta Group and figures among
global leaders in optic fibre (OF), optic fibre cables (OFC), power conductors
and cables. We see two important triggers which makes us positive on the
stock - 1) Huge demand opportunity for cables business, and 2) Demerger of
its loss making power business.

Within OFC, STL is one of the few fully integrated players globally and has
been able to generate higher margins than peers. The demand for OFC is
expected to rise, backed by Government’s BharatNet program and roll out of
4G by telecom operators. To capitalize on this opportunity, STL is in advanced
stages of doubling its OFC capacity from 8 mn fiber km (fkm) to 15 mn fkm
and OF capacity from 20 mn fkm to 22 mn fkm. Driven by strong brand image
and being one of the largest players in India, STL is able to enjoy better
pricing power in telecom products. STL recently ventured into the telecom
services business and is executing a network for spectrum (NFS) order for
defence. It also acquired Elitecore Technologies to increase its presence in
telecom services further. The power transmission business (run through its
subsidiary Sterlite Grid), however, is generating lower profitability due to high
leverage and has been a drag on overall performance. Taking cognizance of
this fact, STL has decided to demerge its power business to a separate
unlisted entity by FY16 end. The demerger would leave STL as a pure telecom
player with high growth prospects, low leverage, and higher margins.

We believe the increasing demand for telecom products, rising penetration
into the telecom services segment, and demerger of the low-margin power
business would lead to PAT CAGR of ~22% during FY15-18E. As per the
demerger process, the shareholders will receive Rs.22.5 per share for the
power business. We have valued the telecom business separately and
added the power business value of Rs.22.5 per share to arrive at the SOTP
target. We initiate coverage on STL with BUY and a SOTP target of Rs.113,
which implies a potential upside of 36%. We have valued STL’s telecom
business at EV/EBITDA of 8x its FY18E EBITDA and added Rs.22.5, which the
shareholders would receive from the power business by end FY16.

Financial Highlights
Y/e 31 Mar (Rs cr) FY15 FY16E FY17E FY18E
Revenues 1,619 2,120 2,745 2,924
yoy growth (%) NA 31.0 29.5 6.5
Operating profit 345 433 504 533
OPM (%) 21.3 204 18.4 18.2
Reported PAT 118 160 199 216
yoy growth (%) NA 35.5 23.9 8.6
EPS (Rs) 29 4.1 5.0 5.5
P/E (x) 28.6 20.4 16.5 15.2
EV/EBITDA (x) 9.5 9.4 8.1 7.4
Debt/Equity (x) 1.1 1.1 0.9 0.7
RoE (%) 19.7 239 24.1 21.2
RoCE (%) 19.5 22.4 23.2 22.3

Source: Company, India Infoline Research; FY15 includes only telecom financials for comparison purpose

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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Demerger of power business to unlock value for shareholders

The power business has been a drag on the company’s performance during
the past few years, as weak topline growth and high leverage has impacted
the profitability. With a view to unlock value, STL has decided to transfer the
entire power to a separate unlisted company by the end of FY16. The telecom
business continues to do well with existing capacities running at maximum
utilization, premium pricing, and low leverage. The demerger would allow STL
to capitalize on the opportunities in telecom space.

Capacity expansion to drive next leg of growth for STL

The expansion of optic cable capacity from 8 mn fiber km (fkm) to 15 mn fkm
is in an advanced stage. The company is also enhancing the capacity of optic
fiber (OF) through the debottlenecking exercise. Post the debottlenecking,
the capacity of OF would increase from 20 mn fkm to 22 mn fkm. We believe
the incremental capacity would be a key driver of revenue growth and
profitability, as demand continues to be strong.

BharatNet and Network for Spectrum programs to provide strong
opportunities to OFC industry

The BharatNet programme, aimed at connecting 2.5 Lakh Gram Panchayats
through the use of high-speed broadband connectivity by using optic fibers
would fuel an increase in the demand for OFCs. Players such as STL stand to
benefit significantly from the same. Further, programs such as Network for
Spectrum (NFS) rolled out to provide network to the defence sector, have
triggered a sharp increase in OFC demand. We envisage more such programs
to come up in the future, leading to higher demand for optic cables.

Investment in 4G network and strengthening of existing networks
to create strong demand for OFC

STL figures among the providers of fiber cables to Reliance Jio and Airtel
during the 4G rollout. It has participated in the laying of fiber networks that
can be used by service providers for last mile connectivity. Some companies,
for example, Bharti have announced significant capex toward 4G rollout and
strengthening of the existing networks, which is likely to create more demand
for OFCs.

Margin performance to remain strong for demerged entity

Margin performance of the consolidated entity was subdued during the past
few years, owing to feeble performance of the power business. The telecom
business, however, enjoyed stronger margins. STL has strong pricing power in
the telecom segment, as it is one of the largest players in the industry. Post
the demerger, the leverage of ongoing telecom business would reduce
considerably to settle at ~1.0x levels (5.0x earlier). This would significantly
improve margin performance. With anticipated capacity expansions in the
product business, increasing penetration in the services segment,
contribution from the recently acquired Elitecore business is likely to help STL
in generating strong margins.
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Acquisition of telecom solutions company Elitecore to drive
inorganic growth

STL recently acquired Ahmedabad-based Elitecore Technologies Ltd, a pure
play business support and operations support systems player in order to
foray into the telecom software services space. Elitecore generated revenue
of ~Rs.150 cr in FY15with EBITDA margins of ~11%. The acquisition helped
STL mark its foray into the telecom software services space and thus establish
a presence across the telecom supply chain. Post the acquisition, the diverse
product mix is likely to help STL leverage its expertise across segments.

Sharp decline in leverage post demerger to enhance return ratios
The company was not able to generate substantial profits in the past because
of high leverage in the power business. Consequently, return ratios have
weakened in the past few years. Following a sharp reduction in leverage post
the demerger coupled with expected improvement in operating performance
of telecom business, we expect the return ratios to improve considerably,
and thus create huge value for shareholders.

Outlook and Valuation

We value STL using sum-of-the-parts (SOTP) methodology. SEL’s ongoing
telecom business, post the demerger, has been valued using FY2018E
EV/EBITDA multiple. We have then added the value as per the demerger
scheme for the power business.

Value of telecom business

We have valued the telecom business with EV/EBITDA multiple of 8.0x its
FY2018E EBITDA, which results in an equity value of Rs.91 per share. Strong
growth prospects backed by capacity additions in the telecom product
business, rising penetration of the telecom services business, and
contribution from the recently acquired Elitecore business are the key factors
we have considered to arrive at the valuation.

Value of power business

The shareholders would be receiving Rs.22.5 as part of the demerger process
by the end of FY16. Therefore, we have added Rs.22.5 in our target price
today to arrive at the target of the consolidated entity.

On combining the value of telecom business and power business, we arrive
at a value of Rs.113/share, reflecting 36% upside in the stock price from

SOTP Assessment
FY18E Target
EBITDA Multiple

Value per
share

Particulars Segment

Target Equity Value

Telecom products Telecom EV/EBITDA Rs.533 cr 8x Rs.3,577 cr Rs.91

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

SOTP Target Rs.113
Cmp Rs.83
Upside/(Downside) 36%
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Scheme of Demerger

Sterlite Technologies is one of the leading manufacturers of optic fiber cables,
optical fibers, and power transmission conductors. It is India’s only fully
integrated optical fiber producer. The company also exports optical fibers to
China, Europe, and South East Asia. The company recently acquired Elitecore
Technologies, a telecom software company. It also has international JVs in
Brazil and China.

The management has plans to restructure and streamline the business,
wherein the power segment will be demerged from the company to an
unlisted entity under the company’s scheme of demerger.

Sterlite
technologies Ltd

\ | ]
\
|
1 |
Power transmission Power [ chl’zcui:; Elitecore
(73% stake) with 27% conductors | | anFZi T technologies
held by Standard I
1

Powerdivision to
be demerged

Chartered PE

7’

e e e e mm o o

Under the scheme of arrangement, the shareholders would have the
following options, depending on their investment profiles. While they would
continue to hold one share of the telecom entity (listed entity post
demerger), they could choose from the different combinations offered by

STL.
N
eHold 1 Equity share of telecom business (Listed entity) and hold 1
Equity share of power business (Delisted entity)
J
N\
eHold 1 Equity share of telecom business and get 1 Redeemable
preference share (RPS) to be redeemed after 18 months (Receive
Rs.22.46 plus interest @8 p.a for 18 months for RPS)
J
eHold 1 Equity share of telecom business and get 1 Redeemable
preference share to be redeemed within 30 days (Receive Rs.22.46 for
RPS after one month)
J
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Doubling of capacity in OFC business to drive growth for STL

Sterlite operated at close to its full capacity, backed by strong demand for its
products. Considering the huge demand, STL recently added capacities in the
OFC space to capitalize on the opportunity. It increased the capacity of
optical fiber cables from 8 mn fkm to 15 mn fkm through a capex of Rs.150 cr.

Doubling of OFC capacity to drive topline Debottlenecking to enhance OF capacity
18 1 (mnfkm) 25 1 (mnfkm)
16 15 24
14 23 22
10 8 23 2
8 19 -
6 18 -
4 17 -
2 16 -
0 15
Current Post addition Current Post addition

Source: Company, India Infoline Research

STL has also initiated a debottlenecking exercise for its optical fiber capacity,
which increased its capacity from 20 mn fkm to 22 mn fkm.

It has focussed strategically on increasing capacity in the OFC space to
leverage the high demand for finished products and extract more benefits
from the relatively lower pay back period compared with the OF business.

Given that the capacity expansion programme of STL has been largely
completed, it envisages a significant ramp up in production from FY17
onwards, which would kickstart the next leg of growth for the company. The
company expects capacity utilization to increase quickly, as the demand for
products continues to be robust.

STL expects peak utilzation for its incremental capacity by FY18. Post this

expansion, STL is not looking at further capacity enhancement in the near to
medium term.
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End-to-end integration to enable strong margins

STL is one of the few companies in the world that has a fully integrated
optical fiber manufacturing technology. The company has complete control
from the raw material manufacturing stage to point when the final product is
ready. This allows realization of strong margins on a consistent basis.

/7~ \
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OF Cable
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While most global fiber manufacturers procure glass and process it into fiber,
STL procures silicon directly and converts it into glass and further into fiber.
Few players are involved in the activity, owing to the highly automated
nature of the conversion process.

The company has generated healthy operating margins within the optic fiber
space, owing to backward integration. Even within the optic fiber cables
business, the company has generated strong double-digit EBITDA margins,
owing to the presence of a backward integrated facility. Notably, the
company generates close to 50-60% of the consolidated topline from the
optical fiber business and is adding significant capacities in the same.

Backward integration enabling strong operating profitability
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Source: Company, India Infoline Research
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Telecom services to contribute significantly, though being small
for now

Under the telecom services division, Sterlite undertakes end-to-end creation
of telecom infrastructure and applications. The role includes network
engineering, integration, and operations and maintenance (O&M). The
services business could also be classified as EPC business and offers ample
growth opportunities for the company.

During 2014, STL received an order from BSNL to execute a Network for
Spectrum (NFS) order for Jammu and Kashmir to build a new communication
network for exclusive use by the armed forces. The order comprised cable
supply and EPC services, likely to be completed by the end of 2016. The order
essentially includes installation and maintenance of OFC. The cost of contract
also includes annual maintenance service for seven years relating to network
maintenance. The current order book of telecom business stands at nearly
Rs.1600 cr, of which, the services business constitute close to Rs.1200 cr. This
provides strong revenue visibility over the next couple of years from the
business.

The company expects similar business to flow in from other government
departments. It seeks to capitalize on the opportunities within the
government sector and securing more orders from the defence segment,
smart cities, and the government’s National Optic Fiber Network project.

Owing to the EPC nature of the business, the EBITDA margins are expected to
be close to 10%. The company expects to generate strong topline growth
from the business and is focused on generating higher absolute EBITDA
compared with margins.

Services business to emerge as strong contributor to STL

W Revenues W EBITDA
1000 7  (Rs.cr)

900 -
800 -
700 -
600 -
500 -
400 A
300 -
200 -
100 -
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Source: Company, India Infoline Research
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Acquisition of Elitecore, a telecom software solutions company to
drive inorganic growth

With a view to foray into telecom software services, STL recently acquired
Ahmedabad-based Elitecore Technologies Ltd, a pure play business support
and operations support systems player for an enterprise value of Rs.180 cr.
The acquisition has enabled STL to mark its foray into telecom software
services and established a presence across the entire telecom supply chain.
The product mix that would emerge post the acquisition is likely to help STL
capitalize on its expertise across segments.

The acquisition will also help STL extract more benefits from synergies and
cross-selling of products. Elitecore is servicing 11 out of the top 30 telco
players and has a global presence in regards to provision of customer
experience solutions. It developed indigenous end-to-end business support
systems and packet core solutions and deployed 150+ networks in more than
40 countries.

Elitecore has a presence in the Middle East, Latin America, and Africa. The
company is expected to benefit from a strong balance sheet and brand image
of the Sterlite Group. Further, Elitecore would be able to expand its global
reach. The company expects revenues from Elitecore to double to Rs.300 cr
in the next three years.

20

Elitecore - Exhibits strong revenue growth Elitecore - Operating performance improving
s Revenues  —&— Growth (RHS) mmmw EBITDA —a&— EBITDA Margin
160 7 (Rs.cr) (%) 100 18 7 (Rs.cr) %) - 14
140 r 90 16 A L 12
- 80 _
120 14
- 70 1 4 - 10
100 - 60
10 - -8
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60 - 40 |
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- 20 1
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FY13
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Source: Company, India Infoline Research
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Successful execution of
BharatNet project to spur
demand for OFCs over the
near to long term

Government projects like BharatNet and Network for Spectrum
(NFS) to provide strong growth opportunities

Execution of BharatNet (Erstwhile National Optical Fiber Network) project
to boost demand for fiber cables

The Government of India (Gol) cleared the National Optical Fiber Network
(NOFN) project in 2011 to provide high-speed broadband connectivity to 2.5
lakh villages by using fiber optic cable connectivity. The estimated cost of the
project was nearly Rs.20,000 cr to be funded by the Universal Service
Obligation (USO) Fund. Under NOFN, a SPV, namely Bharat Broadband
Network Limited (BBNL) was formed and the optical fibers were to be
deployed by BSNL, MTNL, and RailTel.

Owing to dismal execution, the project was later revamped and renamed as
BharatNet and the government decided to involve state governments and the
private sector for participating in the project. The BharatNet also proposed to
use spectrum and satellites and the project cost is now estimated to be over
72,000 cr. Until December 2015, the government has managed to install
optical fibers in around 32,000 gram panchayats and has released about
Rs.3,000 cr for the programme until October 2015. STL enjoys a strong
market share in this segment and is all set to capitalize on the opportunity.
The incremental capacity addition by STL would also be a strong factor that
would enable the company to tap the rising demand.

Linking Gram Panchayats by broadband internet to drive demand for OFC

No of Gram Panchayats

300 4 ('000 Nos)
250
250 A
200 -
150
100
50 - 32
N
Completed Target

Source: Committee Report on NOFN, India Infoline Research

NFS project to provide strong push to OFC demand

Gol is setting up fiber optic cable networks for the defence forces. This entails
a total investment of ~Rs.7,000 cr. The NFS project comprises installing of
OFC totaling to ~57,000 kms divided into seven packages and to be
completed in a period spanning 18 months. The project includes
procurement, supply, installation, testing, and maintenance of OFC on an EPC
basis. The cost also includes an annual maintenance contract for seven years
for maintaining the network once it is laid. We envisage more such projects
to come up in the future, driving further demand for OFCs over the medium
to long term.
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Pose the demerger, Revenue growth to get stronger

Feeble growth in the power sector has had an impact on topline growth
Over FY11-15, STL clocked a CAGR of close to 8%, driven by strong growth in
the telecom segment. While the telecom segment had a strong 25% CAGR,
the power segment’s growth was flat during the period, dragging the overall
performance. Post the demerger of the power business, the listed entity will
likely see robust growth.

Strong capacity addition in the telecom segment, contribution from the
telecom services business, contribution from Elitecore provide significant
comfort on future topline growth

We expect STL to experience strong topline growth, backed by strong
capacity additions in the OFC segment, which is experiencing a high demand.
The incremental capacity will likely be absorbed easily by the market, owing
to the expectation of strong demand from the BharatNet project and heavy
capex investment by telecom operators toward rolling out 4G and
maintaining 2G and 3G networks. The company is positioning itself as a
services player, which has helped it bag big orders from NFS, thus showing
revenue visibility for the coming years. We expect the company to gradually
increase its penetration in the services segment over the medium term.

Revenues would also be bolstered by the recently acquisition of Elitecore.
Elitecore’s established presence coupled with STL’s brand image and product
profile shows significant growth potential in the software services business
over the near to long term.

We envisage strong revenue growth at 22% CAGR during FY15-18, backed by

a strong order book, penetration into newer segments, and expected
contribution from Elitecore.

Revenues to get stronger post the demerger
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Source: Company, India Infoline Research, Note - FY15* contains Proforma financials excluding power
business revenues for comparison purpose.
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Earnings to be strong over FY15-18E led by strong operating
performance and lower interest costs

The performance at the operating level has taken a hit during the past few
years, owing to weak performance of the power business. EBITDA margins
have hovered around single digits or lower double digits during the past five
years. However, with the demerger, we expect the company’s performance
to show improve considerably in FY16, with EBITDA margins breaching the
15% mark.

As most of the major capex is already incurred, most of the future capex will
be directed toward maintenance. Therefore, depreciation costs are likely to
see slower growth than operating profitability. With D/E reducing
considerably post the demerger to 1.0x levels as against 5.0x previously,
interest costs would decline significantly. Debt is expected to decline further
over the next few years, as the company generates strong free cash flows and
pays off certain portions of debt. At the net level, we expect the company to
see a sharp increase in profitability during the next few years.

While operating profits will likely register ~16% CAGR during FY15-18 (FY15
only telecom business considered), net profit will clock a CAGR of 22% during
the same period. Following capacity additions by the company in the
relatively low-margin OFC segment, overall operating profits would have to
counter marginal pressure. However, slower growth in depreciation expenses
and the expected decline in interest costs would lead to sharp improvement
in net profits during the forecast period.

Operating performance to improve post de- Net performance to witness substantial growth
merger
mmmm Consolidated EBITDA —a— EBITDA Margins B Consolidated Net Profit ~ —a— PAT Margins
800 1 (rs.cr) (%) [ 23 300 1 (Rs.cr) %) [ 15
————— ~
700 250 - e vy 13
11
600 200 : -
500
150 - I L,
400 1
100 T
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50 A [ 3
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Source: Company, India Infoline Research, Data from FY11to FY15 is pre-demerger which includes Power as well as Telecom business. FY16-18 is
post de-merger numbers which includes telecom business
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Significant decline in D/E post the demerger; Return ratios to
improve drastically over long term

The company operated with a D/E of close to 5x in FY15, but now would
operate with a D/E of nearly 1.0x, as the asset heavy power business gets
demerged. Low debt-to-equity would lower interest expenses and trigger a
sharp increase in return ratios. The company expects strong free cash flows in
the future, which will help it clear more debt and reduce its leverage.

The company has already incurred the required capex toward enhancing its
capacity for OF and OFC. As per our interaction with the management, they
are unlikely to add significant capacity during next few years and would only
be incurring a maintenance capex. With no major capex in the near to
medium term, return ratios are likely to increase considerably.

With a strong order book, new capacity coming on-stream leading to higher
revenues, and marginal capex requirement, return ratios will see a marked
improvement in the next few years. This would be in stark contrast to what
has panned out during the past few years, when the asset heavy power
business significantly negated returns generated by the telecom business.
With the demerger, the outlook for the listed telecom business is highly

promising.
Return ratios to improve drastically post D/E to decline sharply and remain low
demerger
06) ——ROE  —#— ROCE )
35 91 7.0 7 Post demerger D/E
30 - 6.0 - declines sharply
’ from 5x to 1x
25
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20 \
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10 3.0 -
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Source: Company, India Infoline Research, Data from FY11to FY15 is pre-demerger which includes Power as well as Telecom business. FY16-18
is post de-merger numbers which includes telecom business
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Strong earnings growth post the demerger available at attractive
valuation

We envisage strong earnings growth for the company during the next few
years, owing to various government initiatives such as BharatNet and NFS,
doubling of capacity of OFC by Sterlite, demerger of the low-margin power
business. Robust earnings growth and strong return ratios seem sustainable
over the next few years.

Sterlite is trading at EV/EBITDA of 7.2x its FY18E EBITDA. Backed by a strong
growth outlook, we believe the company is currently trading at attractive

valuations. We have valued the telecom business at target EV/EBITDA of 8x
over and above the power business value of Rs.22.5.

Stronger operating performance than most peers

Comparative analysis

Mkt Cap EBITDA Margin (%) PAT (Rs. Cr)
Company Name
(RsCr)| FY12 FY13 FY14 FY15 FY12 FY13 FY14 FY15

Sterlite Technologies 3,271 7.2 7.2 10.7 21.3 40 25 -36 118
Aksh Optifibre Ltd 217 11.5 15.4 15.2 14.8 19.6 25.8 21.7 25.3
Birla Ericsson Optical 93 5.0 11.2 12.6 12.2 -4.8 5.7 19.2 12.5
Vindhya Telelinks 747 7.0 12.0 14.3 18.2 1.9 21.2 34.8 74.6
HFCL 1,983 14.9 23.4 12.2 14.0 -63.2 55.1 473.3 311.6

Source: Bloomberg, India Infoline Research, Price as on 21 March 2016

Promoter
Company Name P/E (x) EV/EBITDA (x) ROE % D/E (x) Holding (%)

FY14 FY15 FY14 FY15 FY12 FY13 FY14 FY15 FY15 | Ason Dec31

Sterlite Technologies NA 27.3 28.6 13.0 -3.1 13.8 54.8
Aksh Optifibre Ltd 10.2 8.8 9.8 6.7 6.2 7.5 6.1 6.9 0.35 30.0
Birla Ericsson Optical 5.3 8.1 33 6.3 -8.2 9.6 27.4 15.2 0.67 66.4
Vindhya Telelinks 22.2 10.3 5.0 6.8 0.7 7.3 11.0 20.3 0.77 43.5
HFCL 43 6.6 4.9 4.9 0.0 78.1 145.0 43.6 0.33 39.0

Source: Bloomberg, India Infoline Research, Price as on 21 March 2016

Page 13 of 19



&
2 1KLL Sterlite technologies Ltd

India Private Clients

STL is one of the largest optic cable manufacturers in India and worldwide.
With an increased capacity, it is all set to kick start the next leg of its growth.
This provides significant comfort on business prospects. The company’s entry
into the services segment would also provide STL diversification and allow it
to leverage its product manufacturing expertise. Sharp decline in debt post
the demerger and no major capex are significant benefits from the company’s
perspective in the near to long term.

EV/EBITDA trend
——— EV/EBITDA Average
30 7 (x)
25 A
20
15 A
10 A
5
o+——TTTTTTTTT T T T T T T T T T T T T T T T 7
888388933335y yagnyIyngny
$2 5 5EEEREFREEEEEREIEELES

Source: Bloomberg, India Infoline Research

STL’s valuations have been affected in the past because of poor performance
in the power business and piling up of debt leading to significant pressure on
profitability. With the demerger of the power business, the valuations are
poised for improvement.

Taking into consideration the strong outlook, we value STL’s telecom
business with a target EV/EBITDA of 8x FY18E EBITDA. On combining the
value of Rs.22.5 for the power business, which the shareholders would
receive at the end of FY16, we arrive at a SOTP target value of Rs.113/share,
reflecting 36% upside in the stock price from current levels. Thus, we
recommend BUY rating on the stock.
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Key Risks

<>

Slow recovery in demand for optical fibers globally

While demand is expected to pick up, owing to 4G rollout in India as well
as some other countries, any delays could have an adverse impact on
demand for the company’s products and realizations.

Lower-than-expected penetration in telecom services business

Sterlite is a relatively new player in the telecom services business and is
aiming to achieve strong growth from that business. If it is unable to
penetrate into the market significantly, this would leave the company
solely dependent on the product business, thus affecting the overall
performance.

High dependence on Government projects

STL is focusing on projects, including BharatNet and NFS, which are from
Government agencies. Any delays on releasing the orders as seen in the
past NOFN projects can lead to significant underutilization of capacities
for the company.

Risk on maintaining profitability

The company has increased its capacity significantly in the OFC space,
which has enabled to lower margins considerably compared with OF.
While the blended margins would feel the effect as and when incremental
capacity comes on-stream, the company expects this to be partially offset
by increase in realizations and synergies because of the scale of
operations. If the company is unable to increase realizations, profitability
might suffer.
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Company Background

Sterlite Technologies delivers products and solutions in the telecom cables
and power space globally and enjoys a strong market share across product
categories. STL is among the leading players within the optical fiber and optic
fiber cables space and has operations spread across India, China, and Brazil. It
is one of the few integrated OFC players in the world, which hands it a clear
edge over competition. It is working on government initiatives in regards to
providing broadband internet across villages. Apart from telecom, STL is also
developing transmission lines spread across India. With the recent capacity
expansion in the OFC space, it has further increased its dominance in the
telecom space.

STL was founded by Mr. Anil Agarwal in 1976 who has been engaged in the
operations of the company since its inception. He is the Executive Chairman
of Vedanta Resources Plc and also the Chairman Emeritus of Sesa Sterlite
Limited. He has over three decades of experience in business strategy,
general management, and commercial matters. STL is run by an experienced
management team headed by Mr. Pravin Agarwal, who is the Vice Chairman
of the board. The day-to-day operations are managed by Dr Anand Agarwal,
the CEO of the Company.

Over the years, the company has added capacities in the telecom space and
the recent capacity expansion is likely to catapult it to the next level in terms
of its growth. The company also acquired Elitecore Technologies. This will
enhance its offerings in the telecom services space.

Sterlite technologies
Ltd

' Telecom |

Telecom
productsand
Services

Elitecore
technologies

Power transmission

(73% stake) with 27% Power

held by Standard conductors
Chartered PE
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Sterlite technologies Ltd

Financials

Income statement

Y/e 31 Mar (Rs cr) FY15 FY16E FY17E FY18E
Revenue 1,619 2,120 2,745 2,924
Operating profit 345 433 504 533
Depreciation (96) (116) (122) (129)
Interest expense (75) (82) (92) (88)
Other income 0 0 0 0
Profit before tax 174 235 292 317
Taxes (55) (75) (93) (101)
Adj. profit 118 160 199 216
Exceptional items 0 0 0 0
Net profit 118 160 199 216

Balance sheet

Y/e 31 Mar (Rs cr) FY15 FY16E FY17E FY18E
Equity capital 79 79 79 79
Reserves 521 660 831 1,047
Net worth 600 739 910 1,125
Debt 674 824 824 774
Total liabilities 1,274 1,563 1,734 1,899
Fixed assets 984 1,155 1,223 1,290
Fund Involvement 290 382 494 527
Total Assets 1,274 1,563 1,734 1,899

Cash flow

Y/e 31 Mar (Rs cr) FY16E FY17E FY18E
Profit before tax 235 292 317
Depreciation 116 122 129
Tax paid (75) (93) (101)
Operating cashflow 276 321 345
Capital expenditure (287) (190) (197)
Free cash flow (11) 131 148
Equity raised - - 30
Investments (92) (113) (32)
Debt financing/disposal 150 - (50)
Net A in cash 26 (9) 66

Key ratios
Y/e 31 Mar FY15 FY16E FY17E FY18E
Growth matrix (%)
Revenue growth NA 31.0 29.5 6.5
Op profit growth NA 25.7 16.5 5.8
EBIT growth NA 27.8 20.3 5.8
Net profit growth NA 355 239 8.6

Profitability ratios (%)

OPM 21.3 20.4 18.4 18.2
EBIT margin 15.4 15.0 13.9 13.8
Net profit margin 7.3 7.6 7.2 7.4
RoCE 7.5 22.4 23.2 22.3
RoNW 13.8 23.9 24.1 21.2
RoA 2.9 11.3 12.0 11.9

Per share ratios

EPS 3.0 4.1 5.0 5.5
Dividend per share 0.3 0.5 0.6 0.7
Book value per share 15.2 18.8 23.1 28.6

Valuation ratios (x)

P/E 27.7 20.4 16.5 15.2
P/CEPS 10.6 11.4 9.8 9.1
P/B 5.5 4.4 3.6 2.9
EV/EBIDTA 11.4 9.4 8.1 7.4
Payout (%)

Dividend Payout 11.6 13.0 14.0 14.0
Tax payout 31.9 31.9 31.9 31.9

Leverage ratios

Interest coverage 3.3 3.9 4.2 4.6
Net debt / equity 1.1 1.1 0.9 0.6
Net debt / op. profit 2.0 1.8 1.6 1.3

Note - FY15* contains Proforma financials post demerger of power
business for comparison purpose.

Du-Pont Analysis

Y/e 31 Mar (Rs cr) FY15 FY16E FY17E FY18E
Tax burden (x) 0.68 0.68 0.68 0.68
Interest burden (x) 0.70 0.74 0.76 0.78
EBIT margin (x) 0.15 0.15 0.14 0.14
Asset turnover (x) 0.39 1.49 1.67 1.61
Financial leverage (x) 4.80 2.12 2.00 1.79
RoE (%) 13.8 23.9 24.1 21.2
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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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