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CMP Target Potential Upside (%) Market Cap (INR Mn) Recommendation Sector
INR 156 INR 191 22% 61620 BUY IT/Telecom

Result highlights

* Overall performance improved on sequential basis.
* For Q2FY21, Sterlite Technologies reported total revenue from operations of INR 11595 Mn, degrowth of 14.72% YoY and (+32%

QoQ).

* Gross profit margin declined by 181bps YoY to 50.21%,
* For Q2FY21, EBITDA declined by 29.84% YoY to INR 2024 Mn while EBITDA margin declined by 376bps YoY and (+357bps QoQ) to

17.46%.

* Net profit after tax for the quarter declined by 65% to INR 552 Mn. Profit declined was on account of lower revenue, increase in
deprecation cost and decline in operating margins.

* Order Book remains robust at INR 107050 Mn. The order book consists of 43.9% Telecos, 36.9% Citizen Networks and Enterprises
18.8%. Cloud segment is less than 1% of overall order book.

* For H1FY21, Revenue from India 51% followed by Europe 30%, China 4% and ROW 15%.

* EPSfor the quarter stood at INR 1.46 (as against INR 3.96 in Q2FY20).
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Key Financials

Particulars (INR Min)

Net Sales 50,873 51,544 46,682 62,235
EBITDA 11,272 10,693 8,000 11,653
Profit after tax 5,779 4,244 2,423 5,131

EBITDA Margin % 22.16% 20.75% 17.14% 18.72%
PAT Margin % 11.36% 8.23% 5.19% 8.24%

Source: Company, KRChoksey Research

Utilisation have exceeded pre-covid levels and expected to improve further

STL’s capacity utilisation exceeded pre-covid levels; OF utilisation was 60% of the expanded
capacity of 50 mn fkm and OFC utilisation was more than 9o0% and further to see
improvement in coming quarters. The optical fibre cable capacity is at 18 mn fkm, STL has
initiated the expansion of its OFC capacity from 18 mn fkm to 33 mn fkm which is expected
to be complete by June 2021. The capacity expansion is on account of visibility of growth in
global optical fibre cable demand and STL’s strong customer engagement and solution
offerings demonstrated positive long term growth.

H2FY21 is expected to be better than H2FY20

Sterlite technologies (STL) Q2FY21 revenue came in at INR 11595 Mn down by 14.75% YoY
and (+32.34% QoQ), the segment share of product/services was broadly in 60%/ 40%. STL’s
offering are becoming more integrated which is shifting its business towards integrated
offerings. Gross margin contracted by 181bps YoY and (-205bps QoQ) ~50.21%, led by higher
cost of material and unfavourable product mix. EBITDA was at INR 2024 Mn, down ~30%
YoY while EBITDA margin (Ex Ol) fell 376bps and (-376bps QoQ) to 17.46% owing to lower
operating leverage and decline in gross profit margin. Net profit after tax for the quarter
declined 65% YoY to INR 552 Mn while net profit margin for the quarter was at 4.76%.
Management expects H2FY21 to be much better than H2FY20 on account of healthy order
book and visibility of demand and also expects margin to improve on back of increase in
overall utilization rate.

Order book improves; strong RFQ participation funnel

Order book stood at INR 107050 Mn compare to 103120 Mn in Q1FY20, order book is spread
across INR 25640 Mn in 6MFY21 and INR 81410 Mn in FY22 and beyond. STL is having
diversified order book and it comprises of 43.9% from Telcos, 36.9% Citizen, 18.8%
Enterprises and less than 1% from cloud. Strong open participation funnel of INR 120000 Mn
in Q2FY21 compare to 101000 Mn in Q1FY21 this was on account of quality interaction with
marquee global customers, multiple customer engagement across network use cases.

SHARE HOLDING PATTERN (%)

Particulars | 20-Aug | 20-Jun | 20-Mar _
Promoters 54.75 54.16 53.63 10%
Flls 3.92 3.76 4.22
Dlls 6.68 6.68 6.42
Others 34.66 | 35.42 | 3574 Revenue CAGR between FY 20 EBITDA margin FY22E
Total 100 100 100 and FY 22E
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Sterlite Technologies Limited

Valuations & Outlook

We continue to maintain our positive stance on STL, given the strong visibility of demand in products and services business. There is a
strong growth visibility on account of 5G investments, IOT, FTTH roll out and domestic led initiative like digital India and opportunities
arising from global demand. STL is set to capitalize on the demand as capacity of 50 Mn fkm in OF and 18 Mn fkm in OFC in place and
OFC capacity is expected to almost double by June 2021. We believe, China OF pricing to have limited impact on STL as business is
moving more towards integrated offerings and higher value added products. The company has indicated that H2FY21 will be better
than H2FY2o0. Furthermore, over the next 3 years, STL has guided to a) double the revenue to INR 100000 Mn b) reduce the net debt
to equity by half to 0.5 and c) deliver a return on capital employed above 20%. Given the current scenario, we have slightly revised our
estimates accordingly. We expect revenue to grow at 10% CAGR over FY20-22E. AT CMP of INR 156 the stock is trading at PE of 12.3x
on FY22E EPS. We maintain an “BUY” rating on the stock and value the stock at 15x FY22E EPS of INR 12.75 with a target price of
INR 191 (earlier 186).

Quarterly Profit & Loss Statement

Particulars (INR Mn) Q2FY21 QiFY21 Q2FY20 Q-0-Q Y-0-Y
Revenues (INR) 11,595 8,762 13,597 32.34% -14.72%
Raw Material Consumed 5848.4 3965 6226.70 47.50% -6.08%
Purchase of stock in trade 8 3 20.8 145.16% -63.46%
(Inc.)/ Dec in finished goods, stock-in-trade & WIP -82 215 277 -138.26% -129.68%
Employees Remuneration & Benefits 1,570 1,471 1,667 6.73% -5.83%
Other Expenses 2,228 1,891 2,520 17.79% -11.61%
Total Operating Expenditure 9571 7545.2 10711.8 26.85% -10.65%
EBITDA 2,024 1,217 2,885 66.36% -29.84%
Depreciation 816.4 741.9 750.4 10.04% 8.80%
EBIT 1,208 475 2,135 154.35% -43.42%
Interest 497.7 500.5 597.2 -0.56% -16.66%
Other Income 93 95 91 -1.99% 2.19%
Profit Before tax & exceptional items 803.6 70 1,629 1052.94% -50.67%
Profit Before tax 803.6 70 1629 1052.94% -50.67%
Tax Expenses 235.5 41 33 471.60% 607.21%
Profit after tax 568.1 28.50 1,596 1893.33% -64.40%
Loss from discontinued operation -16.1 -6 -18 0.00% (o}
Net profit for the period 552 22.6 1,578 2342.48% -65.01%
EPS (INR) 1.46 0.15 3.96 873.33% -63.13%
Particulars

EBITDA Margin (%) 17.46% 13.89% 21.22% 357bps (376bps)
PAT Margin % 4.76% 0.26% 11.60% 450bps (684bps)
RM/Sales 50.44% 45.25% 45.79% 518bps 464bps
Employee/Sales 13.54% 16.78% 12.26% (325bps) 128bps
Other Expenses/sales 19.21% 21.59% 18.54% (237bps) 68bps

Source: Company, KRChoksey Research
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Concall Highlights:-

* Unprecedented growth is happening in digital networks that data usage continues to grow, global IP traffic has grown 7x in last
8 years and is expected to grow at faster rate going forward.

* There s a high degree of urgency to build these networks and year 2020 triggered the digital infra investments.

* Telecom, Cloud Companies, Government as well as Private equity investors across are investing to create this new digital
infrastructure.

* Interms of scale these needs to have digital range to handle internet traffic and this has to be achieved by high capacity optical
fibre with next generation of wireless networks.

* Quality of networks has to be have much superior speeds as well as much faster in response time.
* Upcoming digital networks will be built in a very different way than old systems.
* Network requires higher degree of investments from private equity and network partners to create the same.

e STL future roadmap is built on these 5 strategic pillars I) Technology led E2E solutions 1) Key account management I1I) Large-
scale complex integration IV) Ecosystem alliances and investment V) Top talent and culture.

* Trying to increase orders funnel and order win conversion ratio.

* Despite pandemic execution phased increased in the current quarter — Project Varun 83%, Mahanet (A) almost complete,
Mahanet (B) 1%, T-fibre (A) & (B) 14% & 8% respectively, FTTH 2% and fibre roll out 5%.

» All network creators investing heavily in Digital infrastructure, notable announced are 1) Telefonica to invest $6 bn to build a
fibre network in Germany I1) Airtel targeting 40 mn homes for FTTH, expanding footprint through partnerships Il1) Etisalat, Du
increase capex by 50% to support increase in data traffic and many other announced on Cloud, Large Enterprises and Citizen

networks.

* Telecos 5G & FTTH roll out continue. China has deployed more than 560000 base stations for 5G. China tops 5G subscribers with
more than 110 mn. Subscribers as reported by ministry of industry and information technology.

* South Korea is most matured 5G market.

* FTTHrollouts - RJIO is planning 75 Mn home passes in next 3 years.

* Reinitiated the expansion of OFC to 33 Mn fkm from 18 Mn fkm, which expected to finish by June 2021.
* Open participation funnel has increased from 10100 Cr to 12000 Cr in Q2FY21.

+ Current order book stands at INR 10700 Cr (2500 Cr in next 6 month and balance is beyond).

e Order book is diversified across the customer segment. Order book is now getting good O&M flow which should start reflects
from FY23 onwards.

* Execution on the grounds for services also continues to improve on QoQ.
* Vision 2023 Revenue 10000 Cr, Net debt/equity <0.5 and ROCE >20%.
* Maintenance capex every year is around 40 to 50 Cr.

* Capacity utilisation exceeded pre-covid levels; fibre was running at 60% of expanded capacity and cable more than 90%
utilisation.

* Optical fibre prices realization for cables $14-15 and fibre $5-6.
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Robust Order Book (INR Mn) Order book customer segment wise
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Income Statement

Particulars (INR Mn) FY19 FY20 FY21E FY22E
Net Sales 50,873 51,544 46,682 62,235
Total Operating Expenditure 39,601 40,851 38,682 50,582
EBIDTA 11,272 10,693 8,000 11,653
Depreciation & Amortization 1,950 2,903 3,199 3,321
EBIT 9,322 7,791 4,801 8,332
Interest Paid 1,055 2,210 2,002 1,883
Other income 369 343 327 31
Profit Before tax 8,635 5,923 3,126 6,760
Tax 2,782 1,089 797 1,724
PAT 5,779 4,244 2,423 5,131
EPS 14.37 10.54 6.02 12.75

Source: Company, KRChoksey Research
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Balance Sheet

Particulars (INR Mn) FY19 FY20 FY21E FY22E
Cash & bank 2,337 2,445 1,900 2,402
Debtors 13,549 15,631 12,285 15,559
Inventory 5,897 4,518 4,469 5,958
other current asset 17,929 15,088 13,158 16,765
Total Current Assets 39,711 37,683 31,812 40,685
Net Block 23,174 28,403 29,714 29,892
Other non-current assets 7,237.2 6,001.8 5,987.8 6,031.4
Total non-current assets 30,411 34,405 35,701 35,924
Total Assets 70,123 72,090 67,514 76,608
Creditors 19,127.5 14,303.0 13,879.9 18,504.2
other current liabilities 22,274 25,481 20,823 22,575
Current Liabilities 41,401 39,784 34,703 41,079
Borrowings 9,348 9,700 9,148 8,148
Other non current Liabilities 1,226 2,376 1,774 1,954
Total non-current liabilities 10,575 12,076 10,922 10,103
Total Liabilities 51,975.8 51,860.4 45,625.4 51,181.5
Paid-up capital 805 808 808 808
Reserves & surplus 16,388 18,390 20,055 23,581
Shareholders' equity 17,193 19,198 20,863 24,389
Minority Interest 954.00 1,031.80 1,031.80 1,031.80
Total shareholders' equity 18,147 20,230 21,895 25,421
Total Equity & Liabilities 70,123 72,090 67,514 76,608

Source: Company, KRChoksey Research

Cashflow Statement

Particulars (INR Mn) FY19 FY20 FY21E FY22E
Net Cash Generated From Operations 6320 6964 7372 9426
Net Cash Flow from/(used in) Investing
Activities 173 6266 4500 3500
Net Cash Flow from Financing Activities 5702 -679 -3512 -5488
Net Inc./Dec in cash equivalents 201 19 -640 438
Source: Company, KRChoksey Research
Ratios
Particulars FY19 FY20 FY21E FY22E
EPS (INR.) 14.4 10.54 6.02 12.75
EBITDA Margin% 22.16% 20.75% 17.14% 18.72%
PAT Margin% 11.36% 8.23% 5.19% 8.24%
ROE% 33.61% 22.11% 11.62% 21.04%
ROCE% 25.63% 18.91% 11.40% 19.09%
Source: Company, KRChoksey Research
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Rating Legend (Expected over a 12-month period)

Our Rating
Buy More than 15%
Accumulate 5% —15%
Hold 0-5%
Reduce -5%—0
Sell Less than - 5%

ANALYST CERTIFICATION:

I, Praveen Motwani (MMS-Finance, BFM), research analyst, 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.

Term: nditions 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 and Bombay Stock Exchange Limited. KRCSSPL is a
registered Research Entity vides 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
isin 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, Praveen Motwani (MMS-Finance, BFM), research analyst, 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.

Itis confirmed that, Praveen Motwani (MMS-Finance, BFM), 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 them of
and to observe such restriction.

Please send your feedback to research.insti@krchoksey.com
Visit us at www.krchoksey.com

Registered Office:

1102, Stock Exchange Tower, Dalal Street, Fort, Mumbai - 400 001.
Phone: +91-22-6633 5000; Fax: +91-22-6633 8060.
Corporate Office:

ABHISHEK, 5th Floor, Link Road, Andheri (W), Mumbai - 400 053.
Phone: +91-22-6696 5555; Fax: +91-22-66919576.
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