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Good execution continues,; Order book traction solid

OUTPERFORMER

e Strong earnings momentum continues: Revenue of Rs13.5bn (IDFCe:
Rs11.4bn) was up 23% qoq and +60% yoy driven by strong mix in products
& services business. Revenues were 17% above our estimates due to strong
growth in international market in Q3FY19. EBITDA margins decreased by
318bps QoQ to 22.0% (IDFCe: 24.3%) this was mainly due to change in
product mix towards the service portfolio. Reported PAT came at
Rs.1460mn (IDFCe:Rs.1364mn) ahead than our estimates by 7%.

e Order book improves growth visibility: Q3 FY19 performance showed
sustained growth, backed by a strong open order book, which stands
at an all-time high of around INR 102bn bn. This includes the INR 35 bn
multi-year system integration contract to design Indian Navy’s digital
networks. SOTL expects majority revenue from Navy contract to be
recognized in FY20 and FY21.

e Highlights from Concall: SOTL management mentioned that optical
fiber pricing long term contract will be settled at $7.5 per km as
compared to higher end $8.0 per km in last quarters. EBITDA margin
will settle around 22%-23% due to higher product mix towards service
portfolio. The cost of goods sold is higher on the services, because
there is a component of high bought-out material as well as
compared to the products and manufacturing business. International
business accounts to 40% of the revenues. Current Debt is around
Rs.18bn and capex till Q3FY19 was Rs.7.5bn & for FY19E Rs.10bn.
China mobile postponement of the tender has created a pressure on
spot prices of optical fiber but they can announce tender in this
quarter.

Key positives: Strong order book
Key negatives: Margin Miss due to product mix.
Impact on financials: FY19/FY20 EPS changed by 10% & 0.7%.

SOTL reported a strong revenue performance but margin miss was
below our expectations. Margin miss was mainly due to change in
product mix towards the service portfolio and they management guided
range of 22%-23%. SOTL strong order book gives us confidence of
strong momentum going forward. Due to delay in China mobile tender
announcement, we expect the pressure to remain in spot pricing of OF
and expect long term contract of OF to be at $7.5 per km ($8.5 per km
last year). Strong growth visibility (27%/30% EBITDA/EPS CAGR over
FY18-20E) and healthy RoCE (27% in FY20E) should help SOTL sustain
premium valuations .We maintain Outperformer rating with unchanged
target price of Rs370 (25x FY20E EPS).

Key financials (quarterly)

Revenue 8,352 10,843 13,349 23% 60% 16.8%
EBITDA 2,017 2,733 2,939 8% 46% 5.7%
EBITDA margin (%) 2410%  25.20% 22.0% (318bp) (208bp) (228bp)
Reported PAT 944 1,313 1,456 1% 54% 6.7%
Reported FD EPS (Rs) 222 2.97 3.23 9% 45% 0.0%

Source: Company, IDFC Securities Research
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Exhibit 1: Snapshot of Q3FY19 results
Rs m 3Q18 4Q18 1Q19 plelfe) 3Q19

Revenue 8,352 8,466 8,769 10,843 13,349
Cost of materials (net) 3,351 3,259 3,339 4,337 6,300
Employee expense 908 946 925 1,343 1,493
Other expense 2,076 2,058 2,056 2,430 2,617
EBITDA 2,017 2,203 2,449 2,733 2,939
EBITDA margin(%) 24.1% 26.0% 27.9% 25.2% 22.0%
Depreciation 448 413 448 492 512
EBIT 1,569 1,791 2,001 2,241 2,427
EBIT margin (%) 18.8% 21.2% 22.8% 20.7% 18.2%
Interest Cost 257 285 231 244 274
Other income 67 68 73 60 104
Profit before tax 1,379 1,573 1,843 2,057 2,257
Provision for taxation 387 255 548 652 760
Net income 992 1,318 1,295 1,406 1,497
Minority interest 91 72 78 73 20
Profit from associates 43 =7 21 20 21
Reported profit 944 1,239 1,238 1,354 1,498
Reported EPS (Rs)

- basic 2.25 1.52 3.01 3.27 3.62
- diluted 2.22 1.49 2.97 3.23 3.23

Source: Company, IDFC Securities Research

Maintain Outperformer with target price of Rs370

Sterlite Technologies reported in line operating performance with continued traction in product business
order book. Management commentary remained optimistic with increasing demand for fiber across
domestic and international markets. Strong growth visibility (27%/33% EBITDA/EPS CAGR over FY18-
20E) and healthy RoCE (27% in FY20E) should help SOTL sustain premium valuations (24x one-year
forward PE). We maintain with an Outperformer rating and target price of Rs370 (25x FY20E EPS).

Exhibit 2: Change in estimates
YE March FY19E FY20E

Revenue (Rs m)

- New 44,587 50,564
- Old 43,561 53,968
Change (%) 2.4 (6.3)
EPS (Rs)

- New 13.25 14.50
- Old 12.05 14.40
Change (%) 9.9 0.7

Source: Company, IDFC Securities Research
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Other key result tables

Exhibit 3: Strong growth in order book (Rs.bn)

u Sterlite’s order book (Rs bn)
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Exhibit 4: Revenue contribution HIFY19
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Source: Company, IDFC Securities Research
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Income statement
Year to 31 Mar (Rs

) FY16 FY17 FY18 FY19E FY20E
Net sales 22,749 25936 32,055 44,587 50,564
% growth (26.5) 14.0 23.6 391 13.4
Operating expenses 18,157 20,747 24,561 33,802 38,849
EBITDA 4,592 5,189 7,494 10,785 1,715
% change (0.3) 13.0 44.4 439 8.6
Other income 162 235 393 317 173
Net interest cost 1,192 1,229 1,038 1,018 1,080
Depreciation 1,256 1,592 1,822 2,056 2,256
Pre-tax profit 2,250 2,574 4,962 8,085 8,522
Deferred tax ] 6] ] 6] 6]
Current tax 652 397 1,332 2,465 2,519
Profit after tax 1,598 2,177 3,631 5,620 6,002
Preference dividend ] 6] ] 6] 6]
Minorities ©n (163) (298) (189) (205)
Adjusted net profit 1,537 2,014 3,333 5,431 5,797
Non-recurring items (¢} 0} (¢} “n 0}
Reported net profit 1,537 2,014 3,333 5,390 5,797
% change NM 31.0 65.5 61.7 7.5
Balance sheet
‘:‘15) Al LGS FYI6  FY17  FY18 FYI9E FY20E
Paid-up capital 790 797 802 802 802
Preference capital 0} [0} (¢} (¢}
Reserves & surplus 6,756 8,004 10,951 14,398 1913
Shareholders’
equity 7,859 9,253 12,573 16,215 21,134
Total current
liabilities 8,486 8,181 12,412 14,714 16,541
Total debt 8,220 10,181 10,933 13,750 15,000
Deferred tax
liabilities 382 397 222 222 222
Other non-current
liabilities 1,299 1,495 980 2,229 2,406
Total liabilities 18,387 20,254 24,547 30,915 34,168
Total equity &
liabilities 26,245 29,507 37.119 47,130 55,303
Net fixed assets n,571 12,490 14,921 17,093 19,141
Investments 64 232 89 421 421
Cash 777 1,374 1,385 2,453 5519
Other current assets 1,580 13,354 18,416 23,195 26,009
Deferred tax assets 0 0] 0] 0] ]
Other non-current
assets 2153 2,057 2,309 3,969 4,213
Net working capital 3,871 6,547 7,389 10,934 14,988
Total assets 26,245 29,507 37,119 47,130 55,303
Cash flow
:1‘“3"’" LG AGE FYI6  FY17  FY18 FYI9E FY20E
Pre-tax profit 2,250 2,574 4,962 8,085 8,522
Depreciation 1,256 1,592 1,822 2,056 2,256
Chg in Working
capital (2,986) (1,949) 10 (3,610) (90N
Total tax paid (652) (397) (1,332) (2,465) (2,519)
Net Interest 1192 1,229 1,038 1,018 1,080
Others (25) 197 (515) 1,209 177
Operating cash 1,036 3246 5986 6294 8613
Capital expenditure 48,129 (2195) (3949 (5334) (4,304)
Fre cash flow 47,973 (179) 1000  (59) 3,229
Chg in investments 64) 67) 143 (332) (¢}
Debt raised/(repaid)  (42,357) 1,960 752 2,817 1,250
Net interest (1,192) (1,229) (1,038) (1,018) (1,080)
Capital
raised/(repaid) 2 6 5 o Q
Dividend (incl. tax) (462) (597) (962) (1,083) (1,083)
Other items (8,490) (169) 401 (861 0]
Net chg in cash (2,982) 597 10 1,145 3,077

Key ratios
Year to 31 Mar FY16 FY17 FY18 FY19E FY20E
EBITDA margin (%) 202 20.0 23.4 242 232
EBIT margin (%) 14.7 13.9 17.7 19.6 18.7
PAT margin (%) 6.8 78 10.4 122 15
ROE (%) 13.7 246 324 403 330
RoCE (%) 78 18.4 246 306 26.6
Gearing (x) 0.9 0.9 0.6 0.6 0.4
(Nxe)t debt/ EBITDA 16 16 10 0.9 07
FCF yield (%) 219 0.2) 09 0.1 28
Dividend yield (%) 03 0.4 0.7 08 08
Valuations
Year to 31 Mar FY16 FY17 FY18 FY19E FY20E
Reported EPS (Rs) 3.9 5.1 83 13.4 14.5
Adj. EPS (Rs) 39 5.1 83 13.5 14.5
PE (x) 745 57.1 347 214 201
Price/ Book (x) 15.2 131 9.8 7.7 58
EV/ Net sales (x) 54 4.8 39 29 25
EV/ EBITDA (x) 26.6 239 16.6 1.8 10.7
EV/ CE (x) 6.9 58 50 39 32
Shareholding pattern
Foreign
Public & [ 7.4%
gg_‘g‘?;: Institutions
12.9%
Non-
\_ promoter
corporate
holding
2.9%
Promoters
53.9%

As of Sep 18
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Disclaimer

This document has been prepared by IDFC Securities Ltd (IDFC SEC). IDFC SEC is a full-service, integrated investment banking, and institutional broking
group. There are no material disciplinary actions taken against IDFC SEC.

This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction.

The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavour to update the
information herein on reasonable basis, the opinions and information in this report are subject to change without notice and IDFC SEC, its subsidiaries
and associated companies, their directors and employees (“IDFC SEC and associates”) are under no obligation to update or keep the information current.
Also, there may be regulatory, compliance, or other reasons that may prevent IDFC SEC and its associates from doing so. Thus, the opinions expressed /
information provided herein should be considered those of IDFC SEC as of the date on this document only. We do not make any representation either
express or implied that information contained herein is accurate or complete and it should not be relied upon as such.

The information contained in this document has no regard to the specific investment objectives, financial situation or particular needs of any specific
recipient. This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision.
The investment discussed or views expressed in the document may not be suitable for all investors. Investors should make their own investigations as
they deem necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the
merits and risks involved) and investment decisions based upon their own financial objectives and financial resources. Investors assume the entire risk of
any use made of the information contained in the document. Investments in general involve some degree of risk, including the risk of capital loss. Past
performance is not necessarily a guide to future performance and an investor may not get back the amount originally invested.

Foreign currency-denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or the price of, or income
derived from, the investment. In addition, investors in securities, the values of which are influenced by foreign currencies, effectively assume currency risk.

Associates of IDFC SEC may have issued other reports that are inconsistent with and reach different conclusions from, the information presented in this report.

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 law, regulation or which would subject IDFC
SEC and its associates 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 a certain category of investors. Persons in whose possession this document may come are required to inform themselves of,
and to observe, such applicable restrictions.

Reports based on technical analysis centers on studying charts of a stock’s price movement and trading volume, as opposed to focusing on a company's
fundamentals and, as such, may not match with a report on a company'’s fundamentals.

IDFC SEC and its associates, their directors, officers, and employees may from time to time have positions in, purchase or sell, or be materially interested
in any of the securities mentioned or related securities. IDFC SEC and associates may from time to time solicit from, or perform investment banking, or
other services for, any company mentioned herein. Without limiting any of the foregoing, in no event shall IDFC SEC, any of its associates or any third
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind including but not limited to any
direct or consequential loss or damage, however arising, from the use of this document. Any comments or statements made herein are those of the
analyst and do not necessarily reflect those of IDFC SEC and associates.

This document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed and may contain
confidential and/or privileged material and is not for any type of circulation. Any review, retransmission, or any other use is prohibited.

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. IDFC SEC will not treat recipients
as customers by virtue of their receiving this report.

The analyst certifies that all of the views expressed in this research report accurately reflect his/her personal views about any and all of the subject
issuer(s) or securities. The analyst certifies that no part of his / her compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) and/or views expressed in this report.

Additional Disclosures of interest:

1. The Research Analyst(s), IDFC Sec, does not have any financial interest in the company(ies)/ entities covered in this report. The associate of Research
Analyst or his relative, might have financial interest (e.g. as investor, etc.) in the company(ies)/ entities covered in this report. Please read this in
conjunction with other disclosures herein.

2. The Research Analyst, IDFC SEC or relatives of the Research Analyst collectively do not hold more than 1% of the securities of the company (ies)
covered in this report as of the end of the month immediately preceding the date of distribution of the research report.

3. Associates of IDFC SEC are engaged in different businesses and may collectively hold more than 1% of the securities of the company (ies) covered in
this report as of the end of the month immediately preceding the date or distribution of the research report.

4. The Research Analyst, his associate, his relative and IDFC SEC do not have any material conflict of interest at the time of publication of this research report.

5. IDFC SEC and its associates might have received compensation including for investment banking or merchant banking or brokerage services or
banking services or for any other products or services from the company(ies) covered in this report, in the past twelve months. IDFC SEC and its
Research Analysts did not receive any compensation or other benefits from the companies/entities mentioned in the report or third party in
connection with preparation of the research report.

6. IDFC SEC or its associates might have managed or co-managed in the previous twelve months, a private or public offering of securities for the
company (ies)/ entities covered in this report or might have been mandated by the company (ies)/ entities covered in this report for any other
assignment in the previous twelve months.

7. The Research Analyst might have served as an Officer, Director or employee of the company (ies) covered in the Research report.
8. The Research Analyst and IDFC SEC has not been engaged in market making activity for the company(ies) covered in the Research report.
Explanation of Ratings:

1. Outperformer : More than 5% to Index
2. Neutral : Within 0-5% (upside or downside) to Index
3. Underperformer : Less than 5% to Index

Copyright in this document vests exclusively with IDFC Securities Ltd.

SEBI Registration Nos. of IDFC Securities Limited

Research Analyst INH 000000 131

Stock Broker
NSE Capital Markets
NSE Futures & Options

BSE Capital Markets INZ000207137
BSE Futures & Options
Merchant Banker INMO00011336

US Disclaimer:

This report is distributed in the US, by IDFC Securities (Parent of IDFC Capital (USA) Inc.) only to major U.S institutional investors (as defined in Rule
15a-6 under the U.S Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption (a)(2) of the Rule and any transaction effected
by a U.S customer in the securities described in this report must be effected through IDFC USA as defined in the Rule.

Neither the report nor any analyst who prepared or approved the report is subject to U.S legal requirements or Financial Industry Regulatory
Authority, Inc. (“FINRA™) or other regulatory requirements pertaining to research reports or research analysts.
This communication is produced by an analyst/strategist of IDFC Securities Ltd.

This material was produced by IDFC Securities solely for information purposes and for the use of the recipient, It is not to be reproduced under any
circumstances and is not be copied or made available to any person other that the recipient, it is distributed in the United States of America by IDFC
Securities under 15a-6(a)(2). And elsewhere in the world by IDFC Securities or any authorised associate of IDFC Securities.
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