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Key Financials

(% Crore) FY10 FY11E FY12E FY13E
Net Sales 1966.4 2351.1 2730.3 3203.4
EBITDA 525.5 663.1 779.8 869.6
Net Profit 231.6 306.4 313.4 331.7
EPS (%) 14.1 18.6 19.1 20.2
Valuation summary

FY10 FY11E FY12E FY13E
PE (x) 8.2 6.2 6.0 5.7
Target PE (x) 10.0 7.6 1.4 7.0
EV/EBITDA (x) 3.6 3.8 4.4 4.0
P/BV (x) 1.9 1.4 1.3 1.1
RoNW (%) 26.2 25.3 21.5 18.8
RoCE (%) 213 20.1 15.6 16.0
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Tulip Telecom (TULITS)

T 115
WHAT'S CHANGED...

Huge debt a concern...

Tulip Telecom reported its Q3FY12 numbers, which were lower than our
estimates with topline at ¥ 686.6 crore against our expectation of ¥ 727.2
crore, registering growth of 14.0% YoY but de-growing 2.3% QoQ
attributable to the headwinds in the macroeconomic environment.
EBITDA for the quarter was at ¥ 199.1 crore at 29.0% of revenues,
growing 16.0% YoY and de-growing 2.0% QoQ. The bottomline was
marred by higher interest cost related to rising debt levels including high
cost mezzanine funding. PAT stood at ¥ 77.3 crore against our
expectation of ¥ 91.6 crore. Interest costs rose sharply by 23.8% QoQ to
¥42.7 crore.

Highlights of the quarter

The company continues to see high traction on the newly laid fibre optic
cable business, with about 83% of the new orders received in Q3FY12 on
fibre optics. The company also added various new clients in this quarter,
which included NTT Communications, Sahara Para Banking, Axis Bank,
Tata Mutual Fund and CBl among others.

Data Connectivity formed ~64% of total revenues, managed services
including data centre formed ~27% whereas network integration saw a
healthy growth and contributed ~ 9% to total revenues.

Valuation

In light of the lower revenue growth forecast by the management and
increasing finance charges, we have lowered our EPS estimates for FY12
by T 21.9 to % 19.1 and for FY13 from % 22.9 to ¥ 20.2. At the current
market price of ¥ 115, the stock is trading at 6.0x FY12E diluted EPS of
¥ 19.1 and 5.7x FY13E diluted EPS of ¥ 20.2. We have valued the stock at
7x FY13E EPS and arrived at a target price of ¥ 141, which implies an
upside of 23%. The high levels of debt can remain an overhang on the
stock. We maintain our BUY rating on the stock.

Exhibit 1: Valuation Metrics

(% Crore) Q3FY12  Q3FY12E Q3FY11 Q2FY12 QoQ (Chg %)  YoY (Chg %)
Net Sales 686.6 1217.2 602.2 702.9 -2.3 14.0
EBITDA 199.1 210.8 171.6 203.2 -2.0 16.0
EBITDA Margin (%) 29.0 29.0 28.5 28.9 9 bps 50 bps
Depreciation 52.6 55.6 441 50.2 4.7 19.2
Interest 42.7 37.0 21.2 345 23.8 101.8
Reported PAT 71.3 91.6 81.7 87.1 -11.3 -5.5
EPS (%) 47 5.6 5.0 5.3 -11.3 -5.5

Source: Company, ICICldirect.com Research
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Result analysis

Update on data centre

With a slight delay, the Bengaluru data centre got completed in February
2012. We expect the data centre to start booking significant revenue from
Q1FY13 as against our earlier expectation of Q3FY12. However, it has
already booked orders from HP, IBM and NTT amounting to a potential
% 600 crore for five years for 30,000 sq ft. With aggressive sales and
marketing, the company is expecting the data centre to achieve booking
of ~15-20% revenues by FY12.

The data centre would require a total funding of ¥ 900 crore over three
years, which would be funded through long term credit lines, mezzanine
funding and internal accruals.

PAT margins hit by higher interest cost...

The EBITDA margin remained more or less stable QoQ but witnessed an
expansion of 50 bps YoY to stand at 29.0% of revenues. Going forward,
margins are expected to be slightly under pressure due to operating costs
of the new data centre at Bengaluru.

The PAT margin fell QoQ to 11.3% from 12.4% in Q2FY12 primarily due
to higher interest costs, which rose to ¥ 42.7 crore from ¥ 34.5 crore in
Q2FY12. The average cost of debt also increased from 10.5% in Q2FY12
to 11.1% in Q3FY12.

Exhibit 2: EBITDA & PAT margin trend
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Outlook & valuation

The company’s venture into the fibre optic business has been showing
good traction with 83% of new orders coming on the fibre network. The
newly acquired data centre is complete and is all set to book revenues by
the end of Q4FY12. We have estimated a utilisation level of ~30% in the
data centre business in FY13.

The revenue has de-grown in Q3FY12 that is attributable to the slowing
economy, which has caused a reduction in customer spending. The
management has indicated that, going forward, revenue growth is
expected to be under pressure for the next two quarters.

The debt in Q3FY12 increased from ¥ 2220.6 crore in Q2FY12 to ¥ 2415.9
crore. The rising debt level, currently at 1.7x debt to equity, remains a
cause for concern. With the inclusion of high cost mezzanine funding, the
cost of funds will also be a concern.

In light of the lower revenue growth forecast by the management and
increasing finance charges, we have lowered our EPS estimates for FY12
by 21.91t0% 19.1 and for FY13 from ¥ 22.9 to T 20.2.

We estimate 16.7% CAGR (FY11-13E) in revenue to % 3208.4 crore in FY13
from T 2351.1 crore in FY11 while the PAT is expected to grow at 4.1%
CAGR over the same period to ¥ 331.7 crore from X 306.4 crore in FY11.

At the current market price of ¥ 115, the stock is trading at 6.0x FY12E
diluted EPS of ¥ 19.1 and 5.7x FY13E diluted EPS of ¥ 20.2. We have
valued the stock at 7x FY13E EPS and arrived at a target price of T 141,
which implies an upside of 23%. The high levels of debt can remain an
overhang on the stock. We maintain our BUY rating on the stock.

Exhibit 3: One year forward P/E chart
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Source: Company, ICICldirect.com Research

Exhibit 4: Valuation Table

Sales Growth EPS Growth PE EV/EBITDA RoNW RoCE
Rer) (%) R) (%) (x) (x) (%) (%)
FY10 1966.4 21.8 14.1 10.0 8.2 3.6 26.2 213
FY11 2351.1 19.6 18.6 32.3 6.2 3.8 25.3 20.1
FY12E 2730.3 16.1 19.1 23 6.0 4.4 21.5 15.6
FY13E 3203.4 173 20.2 5.8 5.7 4.0 18.8 16.0

Source: Company, ICICldirect.com Research
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Financial summary

(Z Crore) (Year-end March) FY10 FY11 FY12E FY13E
(Year-end March) FY10 FY11 FY12E FY13E Profit after Tax 231.6 306.4 3134 331.7
Total operating Income 1,966.4 2,351.1 2,730.3 3,203.4 Add: Depreciation 135.3 17.4 206.2 233.9
Growth (%) 21.8 19.6 16.1 17.3 (Inc)/dec in Current Assets -231.4 2315 95.4 -128.2
COGS 1,295.3 1,488.4 1,706.5 2,093.6 Inc/(dec) in CL and Provisions 1.7 15.2 -81.4 5.2
Employee Expenses 825 94.6 131.8 144.2 Others 0.9 -15.2 -43.9 0.0
Other Expenses 63.2 105.0 1121 96.1 CF from operating activities 138.1 186.3 489.7 442.7
Total Operating Expenditure 1,440.9 1,688.0 1,950.5 2,333.8 (Inc)/dec in Investments -250.2 -769.9 -940.6 -413.4
EBITDA 525.5 663.1 779.8 869.6 CF from investing activities -250.2 -769.9 -940.6 -413.4
Growth (%) 56.1 26.2 17.6 11.5 Interim Dividend paid -21.1 271 271 271
Depreciation 135.3 171.4 206.2 233.9 Bonus Issue 0.0 0.0 3.9 0.0
Interest 7.6 85.3 156.2 198.4 Secured Loans 334 682.0 977.2 0.0
Other Income 3.0 0.1 1.4 5.0 Unsecured Loans 63.2 -124.2 2745 0.0
PBT 321.6 406.5 418.8 442.3 Foreign exchange fluctuation -1.2 0.1 0.0 0.0
MI/PAT from associates (1.1) 49 8.6 14.7 CF from financing activities 68.3 530.8 679.5 -27.1
Total Tax 89.9 100.1 105.4 110.6 Net Cash flow -43.8 -52.8 228.6 2.2
PAT 231.6 306.4 313.4 331.7 Opening Cash 347.0 303.2 250.4 479.0
Growth (%) -15 323 2.3 5.8 Closing Cash 303.2 250.4 479.0 481.2
EPS ]) 141 186 191 20.2 Source: Company, ICICIdirect.com Research

Source: Company, ICICldirect.com Research

(% Crore) (Year-end March) FY10 FY11 FY12E FY13E
(Year-end March) FY10 FY11 FY12E FY13E Per share data (%)
Liabilities EPS 14.1 18.6 19.1 20.2
Equity Capital 29.0 29.0 329 329 Cash EPS 22.3 29.1 31.6 34.4
Reserve and Surplus 855.0 1,183.5 1,426.1 1,730.8 BV 61.0 83.6 88.8 107.3
Total Shareholders funds 884.0 1,212.5 1,458.9 1,763.6 DPS 4.0 4.0 4.0 4.0
Total Debt 1,219.1 1,776.9 2,479.6 2,479.6 Cash Per Share 18.4 15.2 29.1 29.3
Others 29 3.2 3.2 3.2 Operating Ratios (%)
Total Liabilities 2,106.1 2,992.6 3,941.7 4,246.4 EBITDA Margin 26.7 28.2 28.6 271
PBT / Total Operating income 16.4 17.3 15.3 13.8
Assets PAT Margin 11.8 13.0 1.5 10.4
Gross Block 1,450.2 1,863.6 3,077.0 3,490.4 Inventory days 19.4 24.3 19.0 16.2
Less: Acc Depreciation 241.4 413.2 619.4 853.3 Debtor days 98.8 98.5 81.1 81.1
Net Block 1,208.8 1,450.4 2,451.7 2,637.2 Creditor days 52.7 46.4 29.1 25.4
Capital WIP 120.9 322.8 50.0 50.0 Return Ratios (%)
Total Fixed Assets 1,329.6 1,773.2 2,507.7 2,687.2 RoE 26.2 25.3 215 18.8
Goodwill 0.0 124.4 124.4 124.4 RoCE 21.3 20.1 15.6 16.0
Investments 0.0 154.9 154.9 154.9 RolC 34.6 22.4 18.0 18.2
Inventories 68.8 99.2 88.7 92.9 Valuation Ratios (x)
Debtors 532.0 634.4 606.7 7119 P/E 8.2 6.2 6.0 5.7
Loans and Advances 155.9 254.6 197.4 216.2 EV /EBITDA 3.6 3.8 4.4 4.0
Cash 303.2 250.4 479.0 481.2 EV / Net Sales 1.0 1.1 1.3 1.1
Total Current Assets 1,059.9 1,238.5 1,371.8 1,502.2 Market Cap / Sales 0.8 0.7 0.7 0.6
Total Current Liabilities 283.8 299.0 217.6 222.8 Price to Book Value 1.9 1.4 1.3 1.1
Net Current Assets 776.0 939.5 1,154.3 1,279.4 Solvency Ratios
Misc. Expenses 0.4 0.4 0.4 0.4 Debt/EBITDA 2.3 2.1 3.2 2.9
Application of Funds 2,106.1 2,992.6 3,941.7 4,246.4 Debt / Equity 0.6 1.0 15 1.3
Current Ratio 3.7 4.1 6.3 6.7
Quick Ratio 2.7 3.3 4.1 4.6

Source: Company, ICICldirect.com Research

Source: Company, ICICldirect.com Research
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Exhibit 5: Recommendation History
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Exhibit 6: Recent Releases

Date Event CMP Target Price Rating
16-Feb-11 Q3FY11 Result Update 168 208 STRONG BUY
8-Apr-11 Q4FY11 Preview 161 185 BUY
16-May-11 Q4FY11 Result Update 164 189 BUY
5-Jul-11 Q1FY12 Result Preview 158 189 BUY
1-Aug-11 Q1FY12 Result Update 157 189 BUY
5-Oct-11 Q2FY12 Result Preview 153 189 BUY
8-Nov-11 Q2FY12 Result Update 151 189 BUY
6-Jan-12 Q3FY12 Result Preview m 160 BUY

Source: Company, ICICldirect.com Research

ICICI Securities Ltd | Retail Equity Research

Page 5



(Pesearch
ICICI dire c?f com

It's Advice, Not Adventure

RATING RATIONALE

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICldirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional
target price is defined as the analysts' valuation for a stock.

Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction;
Buy: >10%/15% for large caps/midcaps, respectively;

Hold: Up to +/-10%;

Sell: -10% or more;

Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICldirect.com Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com

ANALYST CERTIFICATION

We /|, Karan Mittal MBA(FINANCE) Anil Shenoy MBA research analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately
reflect our personal views about any and all of the subject issuer(s) or securities. We 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. Analysts aren't registered as research analysts by FINRA and might not be an associated person of the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing group. We along with affiliates are leading
underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationship with a significant percentage of
companies covered by our Investment Research Department. Our research professionals provide important input into our investment banking and other business selection processes. ICICI Securities
generally prohibits its analysts, persons reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts
cover.

The information and opinions in this report have been prepared by ICICI Securities 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 ICICI Securities. While we would endeavour to update the information herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and
employees (“ICICI Securities and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities
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 ICICI Securities
policies, in circumstances where ICICI Securities is 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 may 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. ICICI| Securities 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 of investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities 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.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and affiliates might have received
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 public offerings, corporate finance, investment
banking or other advisory services in a merger or specific transaction. It is confirmed that Karan Mittal MBA(FINANCE) Anil Shenoy MBA research analysts and the authors of this report have not received
any compensation from the companies mentioned in the report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which include
earnings from Investment Banking and other business.

ICICI Securities or its subsidiaries collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of the
research report.

It is confirmed that Karan Mittal MBA(FINANCE) Anil Shenoy MBA research analysts and the authors of this report or any of their family members does not serve as an officer, director or advisory board
member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities and affiliates may act upon or make use
of information contained in the report prior to the publication thereof.

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 ICICI Securities 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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