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	NSE Code
	STLTECH

	CMP(As on 3rdJune2023)
	INR146

	   Face Value
	INR2

	52 Week High/Low
	193/129

	Market Cap (INRMn)
	58,480

	EPS (FY25e)
	INR11

	P/E (x) (FY25e)
	13.3
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Company Overview

Sterlite Technologies is one of the largest Optical Fibre (OF) and Optical Fibre Cables (OFC) manufacturers in India. It's one of the leading integrators of digital networks providing All-in 5G solutions. The product portfolio comprises of OF, OFC, Optical interconnect products, Global services, and Digital & Technology solutions. The company has 10 global manufacturing facilities which possess 50mn FKm OF capacity and 42mn FKM OFC capacity. It has 4 innovation centres and 650 patents across glass science, precision manufacturing, etc. The company has strong clients across the globe and exports to more than 100 countries.
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Investment Rationale
Focused on global leadership through market share: Sterlite Technologies global ex-China OFC market share stood at 12% in FY23 vs 5% in FY20. The market share doubled in 2 years and continuously gained market share through long-term contracts in focus markets. The American market share increased from 1% to 14% over the period of FY20 to FY23. The Europe market share increased from 11% to 20% over the period of FY20 to FY23. The company continues to focus on North America and Europe markets. In India, STL has reported a strong order book with profitable projects in strategic segments. 

Capacity expansion will drive business growth: Sterlite Technologies has incurred a Capex of INR 4,000mn in FY23 and the Capex is expected around INR 3,500mn to INR 4,000mn in FY24E. Optical fibre cable (OFC) capacity stood at 33mn fkm/annum and is expected to reach 42mn fkm/ annum in H1FY24E. Optical fibre capacity stood at 50mn fkm/annum in FY23, around 42mn fkm is expected to be captive to make OFC and the remaining optical fibre will be sold to selected customers.

Increase in Interconnect attach rate leads to incremental business: The optical interconnect attach rate increased from 3% to 10% over the period of FY21 to FY23. Post buying OFC, the customers prefer Sterlite optical Interconnect cables to link devices optically, especially in high-performance systems to establish long-distance network links. The increase in interconnect attach rate leads to an incremental business going forward. The Opto-Bolt Terminal and Drop cable is expected to witness traction going forward.

Strong order book leads to better business visibility: The order book stood at INR 110.52bn as of FY23. The order book of INR 38.97bn is executable in FY24E and the remaining INR 71.55bn is executable in FY25E and beyond. The company has maintained above INR 100bn order book over the past few quarters and getting multi-million and multi-year contracts from customers. The major order book comes from North America and Europe regions. 

Divestment of Non-Core assets leads to turnaround for global services business: Sterlite Technologies has divested its non-core businesses like Elitecore, IDS, Clearcomm etc. The company has focused on the divestment of Non-core assets and remains focused on core business. STL has set a target to be profitable in the services business in the UK with an execution ramp-up by FY24E. The company is building an order book on a selective basis and targeting profitable projects in strategic segments.

Demerger of the global services business will unlock the potential: The demerger will unlock the potential for optical networking digital & technology business and global services business. The demerger of the global services business will be named STL Networks Ltd. Post demerger is expected to be listed publically. The demerger is expected to complete in the next 9-12 months.

Outlook & Valuation:
Sterlite Technologies has a strong order book (~1.6x of FY23 revenue) and China mobile tender would lead to further opportunities. The optical networking business is continuing to grow with 20% margins and increasing in interconnect attach rate would improve the margins further. UK services business is expected to be profitable in FY24E and digital business is expected to be breakeven in Q3FY24E-Q4FY24E. We believe telecom capex for 5G and the upcoming 6G would provide business visibility. Revenue is expected to grow at a CAGR 10% over the period of FY23-FY25E, and RoE is expected to improve from 11.4% (FY23) to 17.7% in FY25E. We have used a DCF Model to value Sterlite Technologies, it has healthy and consistent cash flow generation over the forecasted period. We initiate coverage with a “BUY” rating at a Target Price of INR 202 per share based on DCF; an upside of 38.4%.
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