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TUIlp TeleCOm Q3 FY10 Earnings Review

VPN segment continues to see traction

Recommendation Outperformer
CMP : Rs 969 Tulip telecom’s consolidated revenue for the quarter ended
Tar ) December ‘09 stood at Rs 501 crore, up 2% QoQ and 13.4% YoY.
get : Rs 1166 . P
The company continued to shift its focus away from network
Upside Potential : 20.35% integration segment and towards data connectivity business where
Sensex : 16,225 the margins are higher. The contribution from data connectivity
segment has increased to 86.5% in Q3 FY10 from 80.5% in Q3
Sector . Telecommunications FY09. The VPN segment reported healthy growth on the back of
) new client additions and connect growth. Revenues from VPN
Bloomberg code : TTSLIN segment grew by 32% YoY to Rs 442 crore while revenue from
Reuters Code - TULP.BO Network Integration business de-grew by 42% YoY to Rs 59 crore.
The shift towards VPN segment is in line with the company’s
strategy to shift towards the higher margin business.
AT A GLANCE
Focus on data connectivity improves margins
Issued Equity Capital (Cr. Shrs) : 29.00
Mkt. Cap (Rs. in Crs) : 2,677 Operating profit for the quarter was at Rs 135 crore, up by 46%
. YoY. The operating margins improved by 1059 bps YoY to 26.96%
Major Shareholders This was achieved by the company's continued focus in corporate
Promoters (%) : 68.97% data connectivity business which is a higher margin business. The
Free Float (%) : 31.03% d_epreciation fqr the quarter was higher at Rs 41 crore QoQ due to
. higher capex incurred. The company has done capex of Rs 202
Avg. Daily Vol. (‘000) : 2762

crore during the quarter including Rs 157 crore on network
expansion and fiber roll-out. Now the company is expected to cross
its earlier capex guidance of Rs 300-400 crore in FY10 due to

Background: Tulip is one of India’s leading
players in the Enterprise Data Service segment
with a market share of 12%. lts business can
be broadly classified into Network Integration
and Virtual Private Network (VPN). Tulip is the
fourth-largest network integrator in India
providing entire range of services from network
design and development to remote network
management and maintenance. It is the market
leader in the IP VPN market with a market
share of 38%. lts network is spread across
over 1300 locations in India. It also offers
managed services, corporate internet access,
data centre hosting etc.

aggressive roll-out of fiber optic network. The net profit for the
quarter was higher by 38% YoY to Rs 51.79 crore from Rs 50.16
crore.

Fiber optic rollout and APDRP increases earnings visibility.

The company has completed the roll out of fiber optic network in 10
key business districts. Now the company has started Phase |l fiber
roll out covering 36 major cities. The fiber roll out in 20 out of 36
cities is near completion while roll out for remaining 16 cities has
begun. The management plans to roll-out fiber in about 250 major
cities over next 24-36 months. The company got the subcontract to
provide bandwidth for ministry of power's APDRP project, to reduce
transmission losses and establish a reliable and automated system
for sustained collection of accurate base line data, and the adoption
of Information Technology in the areas of energy accounting. The

project is expected to complete in 6-9 months time frame. The
management expects revenue of Rs 20 crore per state from this
ARDRP project which is expected to increase going forward
considering huge bandwidth requirement.
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(I:;((':V",z:e) Turnover EBITDA  NetProfit EPS(Rs) BVPS(Rs) PE(X) EV/ E&;DTA DIE
2009 A 1,614 358 250.53 86.39 23460 | 10.68 9.90 165 | 4451% | 20.99%
2010 E 1,943 468 285.00 98.28 33825 | 9.39 7.55 143 | 3431% | 19.03%
2011 E 2,258 589 338.18 11662 | 45485 | 7.91 5.84 124 | 29.41% | 17.97%
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Outlook and Valuation

Tulip telecom reported a solid performance during the quarter. The roll out of fiber optic network to all
major cities augurs well for tulip as it allows the company to offer additional data services including IPLC,
DLC, and Corporate Internet on fiber, thereby increasing its addressable market share. The company has
also been able to maintain the momentum in MPLS/VPN segment. Going forward, adoption of IT in areas
of public administration, like energy auditing under the APDRP initiative, will provide additional revenue
visibility. We upgrade or rating to Outperformer with a target price of Rs 1166 which translates into 10x
it FY11E EPS.
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Q3 FY10 Results summary and comments
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Particulars Q2FY10 Q2FY09  YoY Q1FY10  QoQ Comments
(in Rs. Crs)

VPN business drives
Revenues 500.87 441.78 13.38% 491.05 2.00% revenue growth
Expenses 365.86 349.37 4.72% 364.19 0.46%
EBIDTA 135.01 72.30 86.74% 126.86 6.42%

o Increase in capex takes
Depreciation 40.92 9.43 - 43.58 - depreciation higher
Other Income 10.36 -20.11 - 3.66 -

Interest 18.62 9.77 90.58% 18.71 -0.48%

PBT 85.83 53.10 61.64% 68.23 25.80%

Tax 17.22 3.46 - 16.44 -

!Extraordinary 0 0 } 0 }

income

Adjusted PAT 68.61 49.64 38.22% 51.79 32.48%
Increase in contribution

EBIDTA margin 26.96% 16.37% 1059 bps 25.83% 112 bps | from high margin VPN
business

Tax rate 20.06% 6.52% 24.09%

Net profit margin 13.70% 11.24% 10.55%
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DISCLAIMER:

The research analyst who is primarily responsible for this report certifies that: (1) all of the views expressed in this report accurately reflect his or her personal opinions about any and all of the
subject securities or issuers; and (2) no part of any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in
this report. This report has been prepared on the basis of information that is already available in publicly accessible media or developed through analysis of DBS Cholamandalam Securities
Limited. DBS Cholamandalam Securities Limited makes every effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete

The views expressed are those of the analyst and the Company may or may not subscribe to all the views expressed therein DBS Cholamandalam Securities Limited reserves the right to make
modifications and alterations to this statement as may be required from time to time without any prior approval. DBS Cholamandalam Securities Limited, its affiliates, directors and
employees may from time to time, effect or have effected an own account transaction in or deal as agent in or for the securities mentioned in this report. The recipient should take this into
account before interpreting the report.

This report is for private circulation and for information purposes only. It does not provide individually tailor-made investment advice and has been prepared without regard to any specific
investment objectives, financial situation, or any particular needs of any of the persons who receive it. All investors may not find the securities discussed in this report to be suitable. DBS
Cholamandalam Securities Limited recommends that investors independently evaluate particular investments and strategies. Investors should seek the advice of a financial advisor with regard
to the appropriateness of investing in any securities / investment strategies recommended in this report. The appropriateness of a particular investment or strategy will depend on an
investor’s individual preference. Past performance is not necessarily a guide to future performance. Estimates of future prospects are based on assumptions that may not be realized. . Re-
publication or redistribution in any form, in whole or in part, is prohibited.

STOCK RATING: Outperformer: > 20% upside over the next 12 months; Marketperformer: trade within a +/-20% range over the next 12 months; Underperformer: > 20% downside over

the next 12 months.



