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Sterlite Technologies reported standalone sales of INR6,635mn (~14.6% 
y-y growth), which was in line with our expectation and ~6% below 
consensus. The company reported an EBITDA margin of 7.9%, an 
improvement of ~50bps y-y and ~80bps q-q, against our expectation of 
~7.7%. Higher depreciation and interest expense (~INR650mn) on 
account of the merger of Sterlite Infra-Tech Limited (100% subsidiary of 
the company) resulted in PAT of INR95mn, which was 22% below our 
and 33% below consensus expectations. Sterlite Infra was EBITDA 
neutral YTD, and its merger was approved by the Supreme Court in Oct-
11. YTD depreciation & interest of Sterlite Infra was adjusted on the Q3 
P&L. So adjusting for Sterlite Infra’s Q1 +Q2 loss, Sterlite Tech’s net 
profit of ~INR128mn is in line with our expectation. Our target price and 
estimates are under review.  

Power conductor business – margin improving but still very low 
The power conductor business recorded sales growth of ~13% y-y while 
volume declined by ~ 3% y-y in Q3. On the positive side, EBITDA margin 
in this business improved ~250bps y-y and ~90bps q-q to 5.4%. 
However margins still haven’t recovered to the 12-15% range before 
Q3FY11, when they touched a trough of 2.9%. The drastic drop in 
Q3FY11 was on account of the company bidding & executing very low-
margin orders as orders from PGCIL dried up. The power conductor 
business order book stands at INR22bn, which represents 1.37x FY11 
sales. PGCIL contributes ~ 55% of the total order book and the company 
is making conscious efforts to diversify its client base.   

Optical fibre business – struggling with stabilization issue 
The telecom business reported sales growth of ~19.4% with 2.9mn km 
volume in optical fibre (~32% volume growth) and 0.9mn km in the 
optical fibre business (18% volume decline) in Q3. EBITDA margin at 
15.9% implied a ~30bp improvement q-q but remained short of margins 
in excess of 20% that the company has achieved in this business over 
the past 8-9 quarters. The margin dropped to 15.6% in Q2FY12 on 
account of stabilization issues post capacity expansion.   

Optical fibre & power conductor - industry outlook remains positive   
 Global demand for optical fibre reached 215mn fibre km (8% y-y 

growth) with Europe, the US, China and Brazil being biggest 
contributors to growth.  

 Post 2010, there was speculation of a fall in China demand which 
resulted in pressure on fibre realization. With a demand increase in 
China in 2011, the price has remained stable. As per the company, 
fibre realization also remained stable at USD7.5–8 per km, thereby 
sustaining margins.  

 The government approved an investment of ~ INR200bn towards 
broadband connectivity to panchayats, e-governance, online banking 
and health service indicatives. The central government also formed an 
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SPV for setting up national fibre optic network. Similarly investment by 
private players like BSNL is also increasing.  

 In the power business, orders from PGCIL also increased by 113% 
YTD in FY12. For details, please refer to Nomura’s report “PGCIL Jul-
Oct FY12 orders highest in four years” dated 22 Nov 2011. As per the 
company, PGCIL’s order release momentum should continue in FYQ4.  

 The central government also plans to provide financial assistance to 
state governments (such as Rajasthan, Gujarat etc) to set up a 
transmission network for evacuation of energy. 

Company-specific issues– low-margin orders in power & 
stabilization issue in optical fibre remain a short-term concern 
 The company continues to execute its low-margin orders booked in 

Q3FY11. According to management, most of the orders should get 
executed by FYQ4 and part might slip to Q1FY13. 

 In the optical fibre business, the company continues to struggle with 
stabilization (integration of new capacity with old), thus yield has 
declined. Management has indicated that it takes around 6-9 months 
for stabilization, and new capacity should stabilize by the end of FYQ4. 
As per management, m-m yield and thus margin are improving 

 On the positive side, the company is expanding capacity in power 
conductors from 160,000 MT to 200,000 MT, which is expected to 
become operational by Q4FY13. Similarly in the optical fibre business, 
the company is expanding capacity from 12mn km to 20mn km.  

Debt to increase in FY13 – interest to be capitalized 
As per management, the company will have to increase debt by 
~INR1.5bn in FY13 in order to finance its BOM (built, operate & 
maintain) projects. On a consolidated basis, total gross debt stands at 
~INR9.3bn. Debt will be raise at the project level, which will lead to 
interest being capitalized, according to management.  

 

Fig. 1:  Q3FY12 performance – higher depreciation & interest expense impacts profit 
INR mn 

Source: Company data, Bloomberg, Nomura estimates 

 

 

Fig. 2:  Segmental Performance – margin improving in power business 
 

Source: Company data, Bloomberg, Nomura research 

 

INR mn Q3FY11 Q2FY12
Actual Nomura Difference(%) Consensus Difference(%)

Sales 5,791 7,073 6,635 6,538 1% 7024 -6%
   - growth -33.2% 38.8% 14.6% 12.9% 21.3%

EBITDA 431 504 522 501 4% 553.5 -6%
   - Margin 7.4% 7.1% 7.9% 7.7% 7.9%

PAT 171 127 95 122 -22% 142 -33%
Adj EPS 0.48 0.32 0.24 0.31 -22% 0.3 -20%

Q3FY12

Power Transmission business Q3FY11 Q2FY12 Q3FY12
Sales 4,219 5,147 4,757
   - growth 0.7% 55.8% 12.8%

EBITDA 122 236 257
   - Margin 2.9% 4.6% 5.4%

Telecom products & solutions
Sales 1,573 1,926 1,878
   - growth -64.9% 7.6% 19.4%

EBITDA 380 300 298
   - Margin 24.2% 15.6% 15.9%
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Fig. 3:  Ordering activity by PGCIL has picked up since Aug-2011 
 

Source: PGCIL, Nomura research 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Month FY09 FY10 FY11 FY12
Apr 4 0 5 0
May 9 11 -- 1
Jun 1 1 5 2
Jul 8 9 11 7
Aug 8 6 5 12
Sep 11 3 2 17
Oct 25 6 0 41
Nov 2 5 6 10
Dec 9 13 19 23
Jan 7 8 13 NA
Feb 11 25 17 NA
Mar 49 34 100 NA
Total 144 120 183 112
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Appendix A-1 

Analyst Certification 

I, Ankur Agarwal, hereby certify (1) that the views expressed in this Research report accurately reflect my personal views about 
any or all of the subject securities or issuers referred to in this Research report, (2) no part of my compensation was, is or will be 
directly or indirectly related to the specific recommendations or views expressed in this Research report and (3) no part of my 
compensation is tied to any specific investment banking transactions performed by Nomura Securities International, Inc., 
Nomura International plc or any other Nomura Group company. 

 

Issuer Specific Regulatory Disclosures 
Mentioned companies 
  
Issuer name Ticker Price Price date Stock rating Sector rating Disclosures 
Sterlite Technologies  SOTL IN  INR 37  24-Jan-2012  Buy  Not rated    
 

Previous Rating 
  
Issuer name Previous Rating Date of change 
Sterlite Technologies  Not Rated  20-Sep-2010  
 

 

Sterlite Technologies (SOTL IN) INR 37 (24-Jan-2012)  
Rating and target price chart (three year history) 
 

Buy (Sector rating: Not rated) 

Date  Rating  Target price  Closing price  
28-Apr-11 98.00 63.50 
31-Jan-11 97.50 53.85 
05-Jan-11 110.10 77.60 
22-Oct-10 129.30 85.85 
20-Sep-10 Buy 95.35 
20-Sep-10 143.00 95.35 

 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology We like the company’s business model and strong competitive positioning. Our target price of INR98 is 
based on 12x one-year forward EPS (FY13 EPS of INR8.2). 
Risks that may impede the achievement of the target price Delay in pick-up of capex cycle: demand for optical fibre and 
cables is dependent on growth in the number of telecom subscribers, 3G and broadband services. Therefore, any economic 
shock to the global economy could have a negative impact on the growth of these demand drivers. Also, revenues of the power 
conductor business could be affected if transmission capex in India is delayed.  

 
  



Nomura  |   Sterlite Technologies  January 25, 2012

 

    

5

5 

Important Disclosures 
Online availability of research and conflict-of-interest disclosures 
Nomura research is available on www.nomuranow.com, Bloomberg, Capital IQ, Factset, MarkitHub, Reuters and ThomsonOne. 
Important disclosures may be read at http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx/ or requested 
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Distribution of ratings (US) 
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Distribution of ratings (Global) 
The distribution of all ratings published by Nomura Global Equity Research is as follows: 
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Explanation of Nomura's equity research rating system in Europe, Middle East and Africa, US and Latin America 
The rating system is a relative system indicating expected performance against a specific benchmark identified for each individual stock. 
Analysts may also indicate absolute upside to target price defined as (fair value - current price)/current price, subject to limited management 
discretion. In most cases, the fair value will equal the analyst's assessment of the current intrinsic fair value of the stock using an appropriate 
valuation methodology such as discounted cash flow or multiple analysis, etc. 
 
STOCKS 
A rating of 'Buy', indicates that the analyst expects the stock to outperform the Benchmark over the next 12 months. A rating of 'Neutral', 
indicates that the analyst expects the stock to perform in line with the Benchmark over the next 12 months. A rating of 'Reduce', indicates that 
the analyst expects the stock to underperform the Benchmark over the next 12 months. A rating of 'Suspended', indicates that the rating, target 
price and estimates have been suspended temporarily to comply with applicable regulations and/or firm policies in certain circumstances 
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Benchmarks are as follows: United States/Europe: Please see valuation methodologies for explanations of relevant benchmarks for stocks 
(accessible through the left hand side of the Nomura Disclosure web page: http://go.nomuranow.com/research/globalresearchportal);Global 
Emerging Markets (ex-Asia): MSCI Emerging Markets ex-Asia, unless otherwise stated in the valuation methodology. 
 
SECTORS 
A 'Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next 12 months. A 'Neutral' stance, 
indicates that the analyst expects the sector to perform in line with the Benchmark during the next 12 months. A 'Bearish' stance, indicates that 
the analyst expects the sector to underperform the Benchmark during the next 12 months. 
Benchmarks are as follows: United States: S&P 500; Europe: Dow Jones STOXX 600; Global Emerging Markets (ex-Asia): MSCI Emerging 
Markets ex-Asia. 
 
Explanation of Nomura's equity research rating system in Japan and Asia ex-Japan 
STOCKS 
Stock recommendations are based on absolute valuation upside (downside), which is defined as (Target Price - Current Price) / Current Price, 
subject to limited management discretion. In most cases, the Target Price will equal the analyst's 12-month intrinsic valuation of the stock, 
based on an appropriate valuation methodology such as discounted cash flow, multiple analysis, etc. 
A 'Buy' recommendation indicates that potential upside is 15% or more. A 'Neutral' recommendation indicates that potential upside is less than 
15% or downside is less than 5%. A 'Reduce' recommendation indicates that potential downside is 5% or more. A rating of 'Suspended' 
indicates that the rating and target price have been suspended temporarily to comply with applicable regulations and/or firm policies in certain 
circumstances including when Nomura is acting in an advisory capacity in a merger or strategic transaction involving the subject company. 
Securities and/or companies that are labelled as 'Not rated' or shown as 'No rating' are not in regular research coverage of the Nomura entity 
identified in the top banner. Investors should not expect continuing or additional information from Nomura relating to such securities and/or 
companies. 
 
SECTORS 
A 'Bullish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a positive 
absolute recommendation. A 'Neutral' rating means most stocks in the sector have (or the weighted average recommendation of the stocks 
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under coverage is) a neutral absolute recommendation. A 'Bearish' rating means most stocks in the sector have (or the weighted average 
recommendation of the stocks under coverage is) a negative absolute recommendation. 
  
. 
  
Target Price 
A Target Price, if discussed, reflect in part the analyst's estimates for the company's earnings. The achievement of any target price may be 
impeded by general market and macroeconomic trends, and by other risks related to the company or the market, and may not occur if the 
company's earnings differ from estimates.  
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