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KEY DATA  

Rating  BUY 
Sector relative Outperformer 
Price (INR) 249 
12 month price target (INR) 302 
Market cap (INR bn/USD bn) 99/1.3 
Free float/Foreign ownership (%) 45.8/5.1 
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 Execution challenges mar quarter 

Sterlite Technologies (Sterlite) reported weak Q3FY22 results due to 
execution challenges in the UK services business and a one-off 
provision in domestic services. Order book is strong, but a conducive 
external environment is necessary for its translation to revenue.  

We believe the products business will continue to see strong traction 

considering rising demand for digital connectivity. The company is also 
seeing good adoption of optical interconnect products. However, 
considering the execution challenges in the services business, we are 
slashing FY23 earnings estimate by 21% and cutting the target multiple 
from 20x to 18x. Retain ‘BUY’ with a revised TP of INR302 (INR386 
earlier). 

FINANCIALS (INR mn) 

Year to March        FY21A FY22E FY23E FY24E 

Revenue 48,252 59,084 71,997 84,658 

EBITDA 8,107 7,218 12,960 15,239 

Adjusted profit 2,712 1,642 6,144 7,976 

Diluted EPS (INR) 6.8 4.1 15.4 19.9 

EPS growth (%) (50.7) (38.9) 272.7 29.3 

RoAE (%) 14.6 9.3 26.8 29.6 

P/E (x) 36.9 60.4 16.2 12.5 

EV/EBITDA (x) 14.7 17.6 9.6 7.9 

Dividend yield (%) 1.0 0.8 2.2 2.8 

PRICE PERFORMANCE 

 
 

 
Weak results; strong order book drives confidence 

Sterlite’s revenues declined 10.1% QoQ, well below Street’s estimate of 4.2% 

growth. There was an overall provision impact of INR0.63bn on revenue and 

INR1.8bn on other costs (total impact of INR2bn on profitability). Apart from the 

provisions, margins were impacted by a change in system integration project mix 

and additional investment in growth areas. EBITDA margin slid by 2,110bp QoQ to     

-3.7%, again well below Street’s estimate of 16.4% (12% on like-to-like basis). Order 

book expanded again, to INR117bn, from INR115bn in Q2FY22, 52% of which is 

executable FY24 and beyond. In terms of revenue contribution, telcos contributed 

to 74% in 9MFY22 compared with 64% in 9MFY21. By geography, contributions from 

the US and EMEA increased substantially YoY. 

Some volatility expected; overall demand story intact 

While the overall demand story is intact, considering that the company is still 

ramping up project execution capabilities and the inherent lumpiness in the 

business, profitability might be a volatile affair for the company. This coupled with 

customer-specific issues, like the one in the current quarter, might further affect 

quarterly growth. While we do expect profitability to stabilize in the long run, such 

bouts of volatility cannot be ruled out in this kind of business. 

 Explore: 

    
 

    

 

Outlook and valuation: Blip in growth; retain ‘BUY’ 

We are reducing FY22/FY23 EPS estimate by 63%/21% to factor in execution 
challenges and heightened investments. The stock is trading at an attractive 16.2x 
FY23E EPS. Maintain ‘BUY/SO’ with a revised TP of INR302 (from INR386) while 
reducing our target to 18x and rolling forward the valuation to Q1FY24E. 

Financials 
Year to March Q3FY22 Q3FY21 % Change Q2FY22 % Change 

Net Revenue  13,555  13,144 3.1  15,075 (10.1) 

EBITDA ( 507)  2,301 (122.0)  2,628 (119.3) 

Adjusted Profit ( 1,371)  865 (258.4)  1,057 (229.7) 

Diluted EPS (INR) ( 3.5)  2.2 (264.3)  2.5 (240.1) 
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Financial model Podcast 

Video 

https://www.edelweissresearch.com/Research/Company?Id=3385
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Financial Statements    

Income Statement (INR mn) 
Year to March             FY21A FY22E FY23E FY24E 

Total operating income 48,252 59,084 71,997 84,658 

Gross profit 24,303 30,188 37,439 44,022 

Employee costs 6,474 8,942 10,080 11,852 

Other expenses 9,722 14,027 14,399 16,932 

EBITDA 8,107 7,218 12,960 15,239 

Depreciation 2,853 3,089 2,845 2,886 

Less: Interest expense 2,030 2,095 2,002 1,762 

Add: Other income 430 334 216 254 

Profit before tax 3,909 2,369 8,328 10,845 

Prov for tax 1,113 682 2,249 2,928 

Less: Other adjustment (36) 75 0 0 

Reported profit 2,861 1,897 6,144 7,976 

Less: Excp.item (net) (149) (256) 0 0 

Adjusted profit 2,712 1,642 6,144 7,976 

Diluted shares o/s 401 398 399 401 

Adjusted diluted  EPS 7 4 15 20 

DPS (INR) 2.4 1.9 5.4 7.0 

Tax rate (%) 28.5 28.8 27.0 27.0 

Important Ratios (%) 
Year to March             FY21A FY22E FY23E FY24E 

Direct cost as % of rev 49.6 48.9 48.0 48.0 

Staff cost as % of rev 13.4 15.1 14.0 14.0 

Other exp as % of rev 20.1 23.7 20.0 20.0 

EBITDA margin (%) 16.8 12.2 18.0 18.0 

Net profit margin (%) 5.6 2.8 8.5 9.4 

Revenue Growth (%) (6.4) 22.4 21.9 17.6 

EBITDA  growth (% YoY) (24.2) (11.0) 79.5 17.6 

Adj. profit growth (%) (51.5) (39.5) 274.2 29.8 

Assumptions (%) 
Year to March                  FY21A FY22E FY23E FY24E 

GDP (YoY %)  (8.0) 9.5 7.0 6.5 

Repo rate (%) 4.0 4.0 4.3 5.3 

USD/INR (average) 75.0 74.5 76.0 75.0 

Tax rate  28.5 28.8 27.0 27.0 

Capex (INR mn) 4,571.1 4,611.3 3,500.0 3,500.0 

Inventory days 82.2 85.3 84.1 85.3 

Receivable days 114.0 90.2 82.8 85.0 

Payable days 153.4 109.1 78.8 79.9 

Cash conversion cycle 42.8 66.4 88.1 90.4 

Valuation Metrics 
Year to March            FY21A FY22E FY23E FY24E 

Diluted P/E (x) 36.9 60.4 16.2 12.5 

Price/BV (x) 5.0 4.7 4.0 3.4 

EV/EBITDA (x) 14.7 17.6 9.6 7.9 

Dividend yield (%) 1.0 0.8 2.2 2.8 

Source: Company and Edelweiss estimates 

Balance Sheet (INR mn) 
Year to March              FY21A FY22E FY23E FY24E 

Share capital 793 796 799 802 

Reserves 19,081 20,327 23,883 28,499 

Shareholders funds 19,874 21,122 24,681 29,301 

Minority interest 981 902 864 830 

Borrowings 24,897 31,111 29,701 29,055 

Trade payables 19,437 11,583 13,908 16,481 

Other liabs & prov 13,245 15,293 17,750 20,698 

Total liabilities 80,726 82,515 89,654 99,395 

Net block 27,828 29,742 30,749 31,680 

Intangible assets 3,912 3,521 3,169 2,852 

Capital WIP 2,272 2,272 2,272 2,272 

Total fixed assets 34,012 35,535 36,189 36,804 

Non current inv 1,223 1,223 1,223 1,223 

Cash/cash equivalent 4,293 2,963 4,267 7,761 

Sundry debtors 14,514 14,703 17,956 21,460 

Loans & advances 172 172 172 172 

Other assets 13,298 14,705 16,632 18,762 

Total assets 80,726 82,515 89,654 99,395 

Free Cash Flow (INR mn) 
Year to March                FY21A FY22E FY23E FY24E 

Reported profit 2,861 1,897 6,144 7,976 

Add: Depreciation 2,853 3,089 2,845 2,886 

Interest (net of tax) 1,452 1,491 1,461 1,286 

Others   838 467 476 417 

Less: Changes in WC (1,619) (7,189) (154) 169 

Operating cash flow 6,385 (245) 10,773 12,734 

Less: Capex (4,571) (4,611) (3,500) (3,500) 

Free cash flow 1,814 (4,856) 7,273 9,234 

Key Ratios 
Year to March         FY21A FY22E FY23E FY24E 

RoE (%) 14.6 9.3 26.8 29.6 

RoCE (%) 12.9 9.0 19.1 22.0 

Inventory days  82 85 84 85 

Receivable days 114 90 83 85 

Payable days 257 196 135 136 

Working cap (% sales) (8.0) 6.0 5.5 4.8 

Gross debt/equity (x) 1.2 1.4 1.2 1.0 

Net debt/equity (x) 1.0 1.3 1.0 0.7 

Interest coverage (x) 2.6 2.0 5.1 7.0 

Valuation Drivers 
Year to March              FY21A FY22E FY23E FY24E 

EPS growth (%) (50.7) (38.9) 272.7 29.3 

RoE (%) 14.6 9.3 26.8 29.6 

EBITDA growth (%) (24.2) (11.0) 79.5 17.6 

Payout ratio (%) 33.7 39.7 35.0 35.0 
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 Quarterly financial snapshot (INR mn) 

Year to December   Q3FY22   Q2FY22   QoQ   Q3FY21   YoY   FY22E   FY23E   FY24E  

Total revenues 13,555 15,075 (10.1) 13,144 3.1  59,084 71,997 84,658 

Direct costs 7,207 7,284 (1.1) 6,630 8.7  28,896 34,559 40,636 

Gross profit 6,348 7,791 (18.5) 6,515 (2.6) 30,188 37,439 44,022 

SG&A expenses 6,855 5,163 32.8  4,214 62.7  22,969 24,479 28,784 

EBITDA -507 2,628 (119.3) 2,301 (122.0) 7,218 12,960 15,239 

Depreciation 901 745 20.9  682 32.1  3,089 2,845 2,886 

EBIT -1,408 1,884 (174.7) 1,619 (187.0) 4,129 10,114 12,353 

Less: Interest expense 661 569 16.2  498 32.7  2,095 2,002 1,762 

Other Income              154                 62                147                 77               102             334             216             254  

Add: Share of net profits/(loss) from JV -2 -10 (77.7) -5 (53.1) 75 0 0 

Less: Minority Interest -32 -1 4,428.6  -6 456.1  -136 -65 -59 

PBT -1,914 1,377 (239.0) 1,197 (259.9) 2,369 8,328 10,845 

Provision for taxation -481 358 (234.4) 333 (244.7) 682 2,249 2,928 

Reported profit -1,433 1,019 (240.6) 865 (265.7) 1,687 6,080 7,917 

Adjusted profit -1,371 1,057 (229.7) 865 (258.4) 2,078 6,144 7,976 

Diluted EPS (INR)              -3.5                2.6            (230.7)                2.2           (260.5)               4.8            15.4            19.9  

                  

as % of net revenues               

Direct costs 53.2  48.3    50.4    48.9  48.0  48.0  

Gross margin 46.8  51.7    49.6    51.1  52.0  52.0  

SG&A costs 50.6  34.2    32.1    38.9  34.0  34.0  

EBITDA margin (3.7) 17.4    17.5    12.2  18.0  18.0  

EBIT margin (10.4) 12.5    12.3    7.0  14.0  14.6  

Adjusted profit (10.6) 6.8    6.6    2.9  8.4  9.4  

Tax rate 25.1  26.0    27.8    28.8  27.0  27.0  

Source: Company, Edelweiss Research 
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Company Description  

Sterlite Technologies (Sterlite) is a global technology player engaged in designing, 

building and managing telecom broadband networks. Its offerings include optical 

products, system and network integration services and telecom software. Sterlite is 

India’s largest and only fully integrated optical fibre cable manufacturer with OF and 

OFC capacity of 50mn and 33mn FKM, respectively. It has manufacturing plants in 

Aurangabad, Silvasa, China (through joint venture (JV) with Tongguang) and Brazil 

(through JV with Conduspar). In services business, Sterlite is developing several 

network projects, such as, secure network for the armed forces, rural broadband 

through BharatNet, Smart Cities, and high-speed Fiber-to-the-Home (FTTH). The 

company has seen its TAM grow 5x over the last five years.  

 

Investment Theme  

We believe that Sterlite will be the key beneficiary of strong demand for fiber optic 

cables, leveraging its capacity expansion; It’s superior cost structure due to 

integrated operations will lead to high EBITDA margins improving return ratios, 

despite planned capex. The company is strategically expanding its portfolio of 

services leveraging its knowhow of complex network and relationships from the 

fiber business.  

 

Key Risks 

Downturn in global economy  

Alternate connectivity technology  

Telecom capex dip  

Currency risk   
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Additional Data    
Management 

MD Ankit Agarwal 

CFO Mihir Modi 

Chairman  Anil Agarwal 

Vice Chairman  Pravin Agarwal 

Auditor E&Y 
 

Holdings – Top 10* 
% Holding  % Holding 

Twin Star int. 52.68     

Nippon Fund 3.29     

DSP AMC 2.56     

Vedanta  1.20     

Ankit Agarwal 0.21     

*Latest public data 

 

Recent Company Research 
Date Title Price Reco 

26-Nov-21 
Growth prospects lighting up; 
Company Update 

276 Buy 

21-Oct-21 
Strong demand driving growth; 
Result Update 

276 Buy 

08-Oct-21 New MD at the helm; Edel Flash 303 Buy 

 

 

Recent Sector Research 
Date Name of Co./Sector Title 

11-Jan-22 Vodafone Idea  Government on the line;  Edel Flash 

22-Nov-21 Telecom  
Finally tariff hike in key segments;  
Sector Update 

15-Nov-21 Vodafone Idea  
Good results; tariff hike awaited;  
Result Update 

 

 

Rating Interpretation 

   
Source: Bloomberg, Edelweiss research 

Daily Volume 

   
Source: Bloomberg 

 

 

Rating Distribution: Edelweiss Research Coverage 

 Buy Hold Reduce Total 

Rating Distribution* 189 53 18 261 

 >50bn >10bn and <50bn <10bn Total 

Market Cap (INR)      236 38 4 278 

*1 stocks under review 

Rating Rationale 

Rating Expected absolute returns over 12 months 

Buy: >15% 

Hold: >15% and <-5% 

Reduce: <-5% 
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DISCLAIMER    
  
Edelweiss Securities Limited (“ESL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”)  and is licensed to carry on the business of broking, Investment 
Adviser, Research Analyst and related activities.  

This Report has been prepared by Edelweiss Securities Limited in the capacity of a Research Analyst having SEBI Registration No.INH200000121 and distributed as per SEBI (Research Analysts) 
Regulations 2014. This report does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. Securities as 
defined in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 includes Financial Instruments and Currency Derivatives. The information contained herein is from publicly 
available data or other sources believed to be reliable. This report is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment 
decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it deems necessary to arrive at an independent 
evaluation of an investment in Securities referred to in this document (including the merits and risks involved), and should consult his own advisors to determine the merits and risks of such 
investment. The investment discussed or views expressed may not be suitable for all investors.  

This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or redistributed or passed on directly or indirectly 
in any form to any other person or published, copied, in whole or in part, for any purpose. 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 ESL and associates / group companies to any registration or licensing requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be 
restricted by law, and persons in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date of this report and there can 
be no assurance that future results or events will be consistent with this information. This information is subject to change without any prior notice. ESL reserves the right to make 
modifications and alterations to this statement as may be required from time to time. ESL or any of its associates / group companies 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 in this report. ESL is committed to providing independent and transparent recommendation 
to its clients. Neither ESL nor any of its associates, group companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or 
consequential including loss of revenue or lost profits that may arise from or in connection with the use of the information.  Our proprietary trading and investment businesses may make 
investment decisions that are inconsistent with the recommendations expressed herein. Past performance is not necessarily a guide to future performance .The disclosures of interest 
statements incorporated in this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. The information 
provided in these reports remains, unless otherwise stated, the copyright of ESL. All layout, design, original artwork, concepts and other Intellectual Properties, remains the property and 
copyright of ESL and may not be used in any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.  

ESL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Internet) reasons or snags in the system, break 
down of the system or any other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of the ESL to present the data. In no event shall 
ESL be liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented 
by the ESL through this report. 

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers simultaneously, not all customers may receive this report at the 
same time. We will not treat recipients as customers by virtue of their receiving this report.  

ESL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to time, have long or short positions in, and buy or sell the 

Securities, mentioned herein or (b) be engaged in any other transaction involving such Securities and earn brokerage or other compensation or act as a market maker in the financial 

instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other potential/material conflict of interest with 

respect to any recommendation and related information and opinions at the time of publication of research report or at the time of public appearance. ESL may have proprietary long/short 

position in the above mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not consider risk appetite or investment 

objective of any particular investor; readers are requested to take independent professional advice before investing. This should not be construed as invitation or solicitation to do business 

with ESL. 

ESL or its associates may have received compensation from the subject company in the past 12 months. ESL or its associates may have managed or co-managed public offering of securities 
for the subject company in the past 12 months. ESL or its associates may have received compensation for investment banking or merchant banking or brokerage services from the subject 
company in the past 12 months. ESL or its associates may have received any compensation for products or services other than investment banking or merchant banking or brokerage services 
from the subject company in the past 12 months. ESL or its associates have not received any compensation or other benefits from the Subject Company or third party in connection with the 
research report. Research analyst or his/her relative or ESL’s associates may have financial interest in the subject company. ESL and/or its Group Companies, their Directors, affiliates and/or 
employees may have interests/ positions, financial or otherwise in the Securities/Currencies and other investment products mentioned in this report. ESL, its associates, research analyst 
and his/her relative may have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of publication of research 
report or at the time of public appearance.  

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange rates can be volatile and are subject to large fluctuations; ( ii) 
the value of currencies may be affected by numerous market factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes 
in interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the value of the currency. Investors in securities such as 
ADRs and Currency Derivatives, whose values are affected by the currency of an underlying security, effectively assume currency risk. 

Research analyst has served as an officer, director or employee of subject Company: No 

ESL has financial interest in the subject companies: No 

ESL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research 
report. 

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication 
of research report: No 

ESL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research report: No 

Subject company may have been client during twelve months preceding the date of distribution of the research report. 

There were no instances of non-compliance by ESL on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three years except 
that ESL had submitted an offer of settlement with Securities and Exchange commission, USA (SEC) and the same has been accepted by SEC without admitting or denying the findings in 
relation to their charges of non registration as a broker dealer. 

A graph of daily closing prices of the securities is also available at www.nseindia.com 

Analyst Certification: 

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities, 
and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.  

http://www.nseindia.com/
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Additional Disclaimers 

Disclaimer for U.S. Persons 

This research report is a product of Edelweiss Securities Limited, which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing 
the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to 
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, 
among other things, communications with a subject company, public appearances and trading securities held by a research analyst account. 

This report is intended for distribution by Edelweiss Securities Limited only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 
(the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional 
Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any 
U.S. person, which is not the Major Institutional Investor. 

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional 
Investors, Edelweiss Securities Limited has entered into an agreement with a U.S. registered broker-dealer, Edelweiss Financial Services Inc. ("EFSI"). Transactions in securities discussed in 
this research report should be effected through Edelweiss Financial Services Inc. 
 

Disclaimer for U.K. Persons 

The contents of this research report have not been approved by an authorised person within the meaning of the Financial Services and Markets Act 2000 ("FSMA").  
 
In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional experience in matters relating to investments falling within 
Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the “Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated 
associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). 
 
This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this research report relates is available only 
to relevant persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents. This 
research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other person.  
 
Disclaimer for Canadian Persons 

This research report is a product of Edelweiss Securities Limited ("ESL"), which is the employer of the research analysts who have prepared the research report.  The research analysts 
preparing the research report are resident outside the Canada and are not associated persons of any Canadian registered adviser and/or dealer and, therefore, the analysts are not subject 
to supervision by a Canadian registered adviser and/or dealer, and are not required to satisfy the regulatory licensing requirements of the Ontario Securities Commission, other Canadian 
provincial securities regulators, the Investment Industry Regulatory Organization of Canada and are not required to otherwise comply with Canadian rules or regulations regarding, among 
other things, the research analysts' business or relationship with a subject company or trading of securities by a research analyst. 

This report is intended for distribution by ESL only to "Permitted Clients" (as defined in National Instrument 31-103 ("NI 31-103")) who are resident in the Province of Ontario, Canada (an 
"Ontario Permitted Client").  If the recipient of this report is not an Ontario Permitted Client, as specified above, then the recipient should not act upon this report and should return the 
report to the sender.  Further, this report may not be copied, duplicated and/or transmitted onward to any Canadian person. 
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