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CMP
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79.0%
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Recommendation
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Market Cap (INR Mn)
68859

Result highlights

Sterlite Tech reported strong numbers in Q1 FY18 driven by robust volume from the government-driven projects, deployment of 4G technology, and
traction in services and software business. Sterlite Tech reported revenues of INR 7,444 Mn, up by 23.4% YoY which is primarily driven by increase in
exports to international market from INR 1810 Mn in Q1 FY17 to INR 3200 Mn in Q1 FY18, an increase of 77% YoY. QiFY18 operating margins stood at
15.5% vs Q4FY17 margins of 16.7%, the margin has declined due to increase in Excise duty compared to the previous quarter. Order book remains
robust at INR 31,400 Mn, up 4% qoq. The order book consists of INR 14,990 Mn worth of orders for Services and Software whereas INR 16,410 Mn is

for Products.

MARKET DATA

KEY FINANCIALS

Shares outs (Mn) 400
Net Sales 21440 24489 29939 37297
EquityCap (INR Mn) 799
EBITDA 4592 5189 7302 9573
Mkt Cap (INR Mn 688
p( ) 59 PAT 2305 2602 4228 5856
52 Wk HIL (INR) 17574 EPS 3.8 5.0 7.7 10.9
Volume Avg (3m K) 9411 OPM 15.6% 14.7% 18.3% 19.9%
Face Value (INR) 2 NPM 7.2% 8.2% 10.2% 1.7%
Bloomberg Code SOTLIN Source: Company, KRChoksey Research
Domestic as well as the International market to boost demand for OF and OFC
SHARE PRICE PERFORMANCE SOTL reported revenue of INR 7,444 mn, which is largely driven by volume growth and solid
realization for OF and OFC. EBITDA margin was reported at 21% in QiFY18 compared to previous
200 quarter of 23% Q4FY17. The decline in margin came primarily due to significant increase in excise duty,
however the impact has got smoothened due to decline in cost of material coupled with
improvement in Work-in-Progress. We believe that several factors namely evolution from 4G to 5G
160 technology and increase in domestic consumption of data due to entrance of Rjio which will lead to
severe expansion of domestic demand for OF and OFC.
On the global front, the company has increased its revenue contribution from international market
120 from 30% in Q1FY17 to 43% in Q1FY18. We believe that the company would continue to penetrate
global market on the back of — China’s commitment to invest $400 Bn for upgrading its 5G network
and Fiber-to-the-Home (FTTH) technology between 2020 and 2030, and US region to make an
80 | ' ' ' ' ' i investment of $130-$150 Bn for Fiber as backhaul for 5G networks over the next 5-7 years..
2 2 ° &~ b & I
E &9\' 3 E g g 3 Key Concall Highlights: (i) The company has given a guidance for Net Profit to reach $100 Mn by
= 2020E (ii) Management expects to incur a Capex of INR 10-12 Bn between FY18E and FY20E for
Sensex Sterlite Tech. building additional capacity for OF and OFC (iii) Order book stood at INR 31.4 Bn that is largely being
dominated by government projects of 46% followed by International markets and Indian private
telcos of 32% and 22% respectively. (iv) Kakinada Smart City project’s worth is expected to be at INR
110-120 Cr, which requires a phase-wise execution to design, build and manage over the next six-year
period.
MARKET INFO
Valuation and view
SENSEX 31955 . .
We expect the company to deliver strong performance through FY18-19E on the back of exponential
NIFTY 9900 digitization growth, project wins from government, rapid execution of order book (12-18 Months),
and implementation of 5G network driven by optic fiber. We believe that Sterlite Tech augurs well to
deliver end-to-end services under one roof , right from manufacturing to integration of software and
service solution around optical fiber, which would be the key to the nation’s digitization. We have re-
rated the stock and upgraded the target price to INR 308 (upside of 79% from CMP) based on 28x
FY19e EPS of 11.
SHARE HOLDING PATTERN (%)
Particulars Jun17 Mar 17 Dec 16
Promoters 54.3 54.48 54.5
(o) (o)
Fils 7.95 7.04 5.92 2 3 (o) 4 7 (o)
Dlis 11.92 1.33 11.22
Others 25.83 27.15 28.36
Revenue CAGR betweenFY 17 PAT CAGR between FY 17 and
Total 100 100 100 and FY19E FY19E
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Exhibit 1: QIFY18
INR Mn Q1 FY17 Q4 FY17 Q1 FY18 Y-o0-Y Q-0-Q Q1E Deviation
Sales 6,034 7,072 7,444 23.37% 5.27% 7,023 5.99%
EBITDA 1,223 1,624 1,571 28.40% -3.32% 1,697 -7.4%
Net Profit 377.31 639.40 605.90 60.58% -5.24% 675.3 -10.3%
OPM (%) 14.29% 16.68% 15.55% 127 -112 17.7% -218
NPM (%) 6.25% 9.04% 8.14% 189 -90 9.6% -147
Source: Company, KRChoksey Research
Exhibit 2: Profit & Loss Statement
INR Mn FY16 FY17 FY18E FY19E
Net Sales 21440 24489 29939 37297
Other Operating Income 0 0 237 389
Total Revenue 21440 24489 30176 37686
Less:
Cost of raw material and components consumed 9389 10637 11336 14321
Purchase of traded goods 337 407 434 583
Work-in-progress, traded goods -118 -1061 -338 -1166
Employee Benefit Expenses 2051 2903 2907 3497
Other Expenses 5189 6413 8535 10878
Total Operating Expenditure 16848 19299 22874 28113
EBIDTA 4592 5189 7302 9573
Less: Depreciation & Amortization 1256 1592 1766 2060
EBIT 3336 3597 5536 7513
Interest Paid 1192 1229 1602 2203
Non-operating Income 162 235 204 546
Profit Before tax 2305 2602 4228 5856
Tax 652 397 1077 1464
Minority Interest 61 163 72 0
Share of JV -56 -28 -8 -2
Net Profit 1537 2014 3071 4391
Adjusted Profit 1593 2042 3079 4392
Source: Company, KRChoksey Research
Exhibit 3: Ratio Analysis
INR Mn FY16 FY17 FY18E FY19E
EBITDA Margin (%) 15.6% 14.7% 18.3% 19.9%
Tax/PBT (%) 28.3% 15.2% 25.5% 25.0%
Net Profit Margin (%) 7.2% 8.2% 10.2% 1.7%
RoE (%) 20.4% 22.9% 27.6% 28.3%
RoCE (%) 14.6% 15.7% 16.9% 17.5%
Current Ratio (x) 1.3X 1.5X 1.7X 2.3X
Dividend Payout (%) 47.6% 28.7% 24.0% 0.0%
Book Value Per Share (Rs.) 18.7 21.6 27.9 38.8
Financial Leverage Ratios
Debt/Equity(x) 11X 1.2X 11X 1.0X
Source: Company, KRChoksey Research
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Exhibit 4: Balance Sheet
INR MN FY16 FY17 FY18E FY19E
Liabilities
Equity Capital 790 797 797 797
Reserves & Surplus 6756 8004 10338 14729
Equity 7546 8801 11134 15525
Net Worth 7546 8801 11134 15525
Minority Interest 312 452 300 300
Net Deferred tax liability/(Asset) 281 -34 351 458
Total Loans 8220 10181 12573 15965
Capital Employed 16360 19399 24359 32249
Assets
Gross Block 18006 21128 24628 28378
Less: Depreciation 8158 9297 1767 13826
Net Block 9848 11831 12861 14551
Capital WIP 1723 659 985 1135
Investments 148 100 140 140
Intangible Assets (Net) 1522 1206 1910 1910
Others Assets 547 552 514 514
Current Assets
Inventories 2053 3335 2303 3719
Sundry Debtors 7084 6867 9359 9800
Cash and Bank Balance 605 1298 3163 6863
Loans and Advances 0 0 (o] 0
Other Current Assets 2615 3228 3734 4622
Total Current Assets 12357 14728 18560 25004
Less:Current Liabilities & Provisions
Sundry Creditors 3722 4486 5601 4804
Provisions 104 138 187 231
Other Current Liabilities 5959 5052 4824 5970
Total Current Liabilities & Provisions 9785 9676 10611 11006
Miscellaneous Assets
Capital Applied 16360 19399 24359 32249
Source: Company, KRChoksey Research

Exhibit 5: Free Cash Flow Analysis

INR Mn FY16 FY17 FY18E FY19E
Net Cash Generated From Operations 2,146.7 4,885 4,961 5,757
Net Cash Flow from/(used in) Investing Activities (1,555) (2,322) (3,535) (3,354)
Net Cash Flow from Financing Activities (809) (1,869) 439 1,296
Net Inc/Dec in cash equivalents (217) 693 1,865 3,700
Opening Balance 548 605 1,298 3,163
Adjusted due to demerger 274 0 o] o]
Closing Balance Cash and Cash Equivalents 605 1,298 3,163 6,863
Source: Company, KRChoksey Research
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20-Jul-17 172 308 BUY Buy More than 15%
27-Apr-17 150 227 BUY Accumulate 5% —15%
19-Jan-17 109 142 BUY Hold 0-5%
28-Oct-16 106 133 BUY Reduce -5%—10

Sell Less than - 5%

ANALYST CERTIFICATION:

We, Mayank Babla (MCom & BSc Economics & Management), research analyst and Pritesh Thakkar (MBA, Bcom) , research associate, author and the name subscribed to this report, hereby certify
that all of the views expressed in this research report accurately reflect my views about the subject issuer(s) or securities. | also certify that no part of our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report.

Terms & Conditions and other disclosures:

KRChoksey Shares and Securities Pvt. Ltd (hereinafter referred to as KRCSSPL) is a registered member of National Stock Exchange of India Limited, Bombay Stock Exchange Limited and MCX Stock
Exchange Limited. KRCSSPL is a registered Research Entity vide SEBI Registration No. INH000001295 under SEBI (Research Analyst) Regulations, 2014.

We submit that no material disciplinary action has been taken on KRCSSPL and its associates (Group Companies) by any Regulatory Authority impacting Equity Research Analysis activities.
KRCSSPL prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analyst covers.

The information and opinions in this report have been prepared by KRCSSPL and are subject to change without any notice. The report and information contained herein is strictly confidential and
meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form,
without prior written consent of KRCSSPL. While we would endeavor to update the information herein on a reasonable basis, KRCSSPL is not under any obligation to update the information. Also,
there may be regulatory, compliance or other reasons that may prevent KRCSSPL from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and
such suspension is in compliance with applicable regulations and/or KRCSSPL policies, in circumstances where KRCSSPL might be acting in an advisory capacity to this company, or in certain other
circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed.
This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other
financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. KRCSSPL will not treat recipients as customers by virtue of
their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently
evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. KRCSSPL accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure
Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not
predictions and may be subject to change without notice. Our employees in sales and marketing team, dealers and other professionals may provide oral or written market commentary or trading
strategies that reflect opinions that are contrary to the opinions expressed herein, .In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give
rise to real or potential conflicts of interest.

Associates (Group Companies) of KRCSSPL might have received any commission/compensation from the companies mentioned in the report during the period preceding twelve months from the date
of this report for services in respect of brokerage services or specific transaction or for products and services other than brokerage services.

KRCSSPL or its Associates (Group Companies) have not managed or co-managed public offering of securities for the subject company in the past twelve months

KRCSSPL encourages the practice of giving independent opinion in research report preparation by the analyst and thus strives to minimize the conflict in preparation of research report. KRCSSPL or
its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither
KRCSSPL nor Research Analysts have any material conflict of interest at the time of publication of this report.

It is confirmed that, Mayank Babla (MCom & BSc Economics & Management), research analyst and Pritesh Thakkar (MBA, Bcom) , research associate of this report have not received any
compensation from the companies mentioned in the report in the preceding twelve months. Compensation of our Research Analysts is not based on any specific brokerage service transactions.

KRCSSPL or its associates (Group Companies) collectively or its research analyst do not hold any financial interest/beneficial ownership of more than 1% (at the end of the month immediately
preceding the date of publication of the research report) in the company covered by Analyst, and has not been engaged in market making activity of the company covered by research analyst.

Since associates (Group Companies) of KRCSSPL are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the
subject company/companies mentioned in this report.

It is confirmed that, Mayank Babla (MCom & BSc Economics & Management) and Pritesh Thakkar (MBA, Bcom), research associate research analyst, do not serve as an officer, director or employee
of the companies mentioned in the 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 KRCSSPL and 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 document may come are required to inform
themselves of and to observe such restriction.
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