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ITI’s Q4FY07 results were encouraging, marked by strong revenue growth and a near 

break-even at the operating level. Post three quarters of muted performance, topline 

quadrupled Q-o-Q to INR 11.4 bn largely on account of improved order execution. 

Pointing towards the first signs of a turnaround at the operating level, losses reduced 

significantly to INR 108 mn in Q4FY07 aided by strong topline growth and relatively lower 

operating expenditure. Overall FY07 results were marginally below expectations, which we 

reckon is primarily due to persistent delays in order intake for over two quarters from key 

customers (particularly BSNL’s 60 mn line tender going into litigation).    

 
Key quarterly highlights  

 Net revenues quadrupled Q-o-Q to INR 11.4 bn; spurt in revenues was largely led by 

previously delayed orders getting executed and billed. Key orders booked in the 

quarter include ~1mn lines from MTNL and ~3 mn lines from BSNL. We believe that, 

barring any unexpected delays in order intake, revenue growth momentum should 

sustain particularly as orders for BSNL’s 18 mn line tender start rolling in the latter half 

of FY08E.  Order book at the quarter end stood at INR 12 bn; which included orders 

worth INR 6 bn from Alcatel.    

 Strong revenue growth coupled with lower incremental raw material costs led to a 

sharp decline in EBITDA losses by ~84% Q-o-Q to INR 108 mn. ITI reported net 

profits for the first time in the last eight quarters; however this was largely on account 

of high other income of INR 1.1 bn (including INR 270 mn of grant-in-aid from the 

government) which more than offset the otherwise high interest expenses of INR 604 

mn. We continue to believe financing costs are likely to continue to remain a key 

concern given high debt-in-books of ~INR 20 bn.    

 
 Outlook 

With legal clouds over BSNL’s 60 mn line tender clearing, we are like to see strong order 

book accretion for ITI over the next few quarters. We see robust topline growth (driven 

largely by execution of BSNL’s order) driving margins and leading to possible operating 

profits in FY08E; however we expect ITI to report net profits only in FY09E. We estimate 

revenues to grow at a 36% CAGR over FY08-09E to INR 32 bn, and estimate marginal net 

profits of INR 114 mn in FY09E. At INR 44, the stock trades at an EV/EBITDA of 14.2x and 

EV/sales of 0.9x FY09E estimates. We believe current valuations factor in most potential 

upsides and do not see a case for valuation re-rating particularly as execution risks 

continue to remain a key concern coupled with the possibility of a financial turnaround only 

in FY09E. We reiterate our ‘REDUCE’ recommendation 
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Market Data 

52-week range (INR) : 73 / 28 

Share in issue (mn) : 288.0 

M cap (INR bn/USD mn) : 12.7 / 310.3 

Avg. Daily Vol. BSE/NSE (‘000) : 1,207.2 
 
 
 
Share Holding Pattern (%) 

Promoters : 93.0 

MFs, FIs & Banks : 0.4 

FIIs : 0.0 

Others : 6.6 
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Miles to go REDUCE 

Edelweiss Research is also available on Bloomberg EDEL <GO>, Thomson First Call, Reuters and Factset. 

Financials

Year to March Q4FY07 Q4FY06 % change Q3FY07 % change FY06 FY07E

Revenues (INR mn) 11,444 8,232 39.0 2,714 321.7 16,607 17,768

EBITDA (INR mn) (108) (1,685) 93.6 (684) 84.3 (2,803) (2,856)

Net profit (INR mn) 286 (1,505) 119.0 (1,203) 123.8 (4,036) (3,771)

EPS (INR) 1.0 (5.2) 119.0 (4.2) 123.8 (14.0) (13.1)

PE (x) NA

EV/EBITDA (x) 20.2       

ROAC (%) 4.7         
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Financial snapshot (INR mn)

Year to March Q4FY07 Q4FY06 % change Q3FY07 % change FY06 FY07E FY08E

Net sales 11,444 8,232 39.0 2,714 321.7 16,607 17,768 30,593

Raw materials 9,591 7,449 28.7 2,335 310.8 13,764 15,275 23,116

Employee expenses 1,322 1,493 (11.5) 757 74.6 3,823 3,622 4,030

Other expenditure 639 975 (34.5) 306 109.1 1,824 1,726 1,945

Total expenditure 11,552 9,917 16.5 3,397 240.0 19,411 20,624 29,092
EBITDA (108) (1,685) 93.6 (684) 84.3 (2,803) (2,856) 1,501

Depreciation 117 145 (18.9) 98 19.2 359 400 421
EBIT (225) (1,830) 87.7 (782) 71.3 (3,162) (3,256) 1,080

Interest 604 601 0.5 510 18.5 2,248 2,101 2,046

Other income 1,117 928 20.3 90 1139.2 1,386 1,592 405

PBT 288 (1,503) 119.2 (1,202) 124.0 (4,024) (3,765) (561)

Provision for taxation 2 2 1 - 12 6 16

Extra-ordinary Items 358 2 0 253 358 0

Net profit (72) (1,507) 95.2 (1,203) 94.0 (4,288) (4,128) (577)

Adjusted net profit 286 (1,505) 119.0 (1,203) 123.8 (4,036) (3,771) (577)

Equity capital (FV 10) 2,880 2,880 2,880 2,880 2,880 2,880

Number of shares 288 288 288 288 288 288

EPS 1.0 (5.2) 119.0 (4.2) 123.8 (14.0) (13.1) (2.0)
EV/Sales 1.8           1.7          1.0         

As % of net revenues

Raw materials 83.8 90.5 86.0 82.9 86.0 75.6

Employee expenses 11.6 18.1 27.9 23.0 20.4 13.2

Other expenses 5.6 11.8 11.3 11.0 9.7 6.4

EBITDA (0.9) (20.5) (25.2) (16.9) (16.1) 4.9
Net profit 2.5 (18.3) (44.3) (24.3) (21.2) (1.9)  
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Company Background 

 
ITI manufactures a range of telecom equipment like electronic switching and transmission equipment, 

optical fibre equipment, digital exchanges, V-SAT equipment, and telephone instruments. Hitherto a 

fixed line equipment manufacturer, ITI recently diversified its products and upgraded its facilities to 

meet the needs of the fast-growing mobile segment. It has ventured into manufacture of GSM and 

CDMA-WLL equipment through technical collaborations with Alcatel of France and ZTE of China. ITI 

caters to various sectors like defence, power, steel, oil, and railways. PSU telcos MTNL and BSNL, 

and the Defence forces are its principal customers.  

 

 

Investment Thesis 

 
ITI enjoys assured orders from BSNL and MTNL, as ~25-30% of the tenders floated by these telcos 

are reserved for ITI. Of BSNL’s tender for 60 mn GSM lines, ~18 mn lines have been reserved for ITI. 

We believe the execution of this tender is likely to drive topline growth for ITI over FY08-09E, leading 

to improving margins and a possible financial turnaround, though, only in FY09E. Given our 

expectations of marginal net profits of INR 114 mn in FY09E (INR 0.39 per share), we see little scope 

for valuation re-rating and believe that any potential upsides have largely been factored in. Also, 

downside risks to our estimates in the form of delay in order intake and operating inefficiencies 

continue to persist.  

 

 

Key Risks  

 
Any improvement in order executions or greater operating efficiencies could lead to stronger margins 

and possibility of a financial turnaround in FY08E vis-à-vis our expectation of FY09E. Increased 

market opportunity on account of aggressive capex plans of domestic telecos and potential export 

opportunity from Alcatel (ITI’s technological partner) could yield upsides to our revenue and 

profitability estimates for FY08-09E.    
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Financial Statements 
 
Income statement (INR mn)

Year to March FY05 FY06 FY07UA FY08E FY09E

Income from operations 13,179      16,607      17,768      30,593      32,969      

Direct costs 11,887      13,764      15,275      23,116      24,748      

Employee costs 3,367        3,823        3,622        4,030        4,136        

Other expenses 3,379        1,824        1,726        1,945        1,954        

Total operating expenses 18,634      19,411      20,624      29,092      30,839      

EBITDA (5,455)       (2,803)       (2,856)       1,501        2,130        

Depreciation and amortisation 317           359           400           421           437           

EBIT (5,772)       (3,162)       (3,256)       1,080        1,693        

Interest expenses 2,075        2,248        2,101        2,046        2,010        

Other income 2,703        1,386        1,592        405           448           

Profit before tax (5,144)       (4,024)       (3,765)       (561)          130           

Provision for tax -           12             6              16             17             

Extraordinary items (2,045)       253           358           -           -           

Reported profit (3,098)       (4,288)       (4,128)       (577)          114           

Adjusted net profit (5,144)       (4,036)       (3,771)       (577)          114           

Shares outstanding 288           288           288           288           288           

Common size metrics- as % of net revenues

Year to March FY05 FY06 FY07UA FY08E FY09E

Operating expenses 141.4 116.9 116.1 95.1 93.5

Depreciation 2.4 2.2 2.2 1.4 1.3

Interest expenditure 15.7 13.5 11.8 6.7 6.1

EBITDA margins (41.4) (16.9) (16.1) 4.9 6.5

Net profit margins (39.0) (24.3) (21.2) (1.9) 0.3

Growth metrics (%)

Year to March FY05 FY06 FY07UA FY08E FY09E

Revenues 10.0 26.0 7.0 72.2 7.8

EBITDA (82.6) 48.6 (1.9) 152.5 41.9

PBT (0.2) 21.8 6.4 85.1 123.2

Net profit (0.2) 21.5 6.6 84.7 119.7

EPS 69.4 21.5 6.6 84.7 119.7  
 
Cash flow statement (INR mn)

Year to March FY05 FY06 FY07UA FY08E FY09E

Net profit (3,098)       (4,288)       (4,128)       (577)          114           
Add: Depreciation 317         359         400           421          437         

Add: E.O.adjustments 2,122        246           84             -           -           

Gross cash flow (659)          (3,683)       (3,644)       (156)          551           

Less: Changes in W. C. (350)          (1,319)       (3,273)       (847)          (750)          

Operating cash flow (308)          (2,364)       (372)          691           1,301        

Less: Change in investments -           (46)            -           -           -           

Less: Capex (744)          467           450           500           300           

Free cash flow 436          (2,786)      (822)         191          1,001        
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Balance sheet (INR mn)

As on 31st March FY05 FY06 FY07E FY08E FY09E

Equity capital 2,880 2,880 2,880 2,880 2,880

Redeemable preference capital 3,000 3,000 3,000 3,000 3,000

Reserves & surplus (12,938) 9,313 5,185 4,607 4,721

Shareholders funds (7,058) 15,193 11,065 10,487 10,601

Secured loans 8,799 11,807 11,807 11,807 11,807

Unsecured loans 7,502 8,000 8,000 8,000 8,000

Borrowings 16,301 19,807 19,807 19,807 19,807

Grant-in-aid 1,551 1,272 915 915 915

Sources of funds 10,794 36,272 31,787 31,209 31,323

Gross block 9,318 36,315 36,815 37,315 37,615

Depreciation 7,352 7,683 8,083 8,504 8,941

Net block 1,967 28,632 28,733 28,811 28,674

Capital work in progress 42 50 0 0 0

Total fixed assets 2,008 28,682 28,733 28,811 28,674

Investments 50 4 4 4 4

Inventories 5,528 4,122 4,198 5,720 6,124

Sundry debtors 14,202 16,625 16,307 21,792 23,971

Cash and equivalents* 1,774 2,190 1,011 1,202 2,202

Loans and advances 2,707 3,029 3,111 4,283 5,440

Total current assets 24,212 25,967 24,628 32,997 37,737

Sundry creditors and others 14,825 16,651 20,000 28,500 32,464

Provisions 982 1,814 1,579 2,104 2,629

Total CL & provisions 15,807 18,465 21,578 30,604 35,093

Net current assets 8,405 7,502 3,050 2,394 2,644

Others 331 84 0 0 0

Uses of funds 10,794 36,272 31,787 31,209 31,323

* includes restricted cash 1,551 1,272 915 915 915

Adjusted Book value per share (INR) (25) 53 38 36 37

Ratios

Year to March FY05 FY06 FY07UA FY08E FY09E

ROAE (%) NA NA NA NA 1.1            

ROACE (%) NA NA NA 4.7            6.8            

Current ratio 1.5            1.4            1.1            1.1            1.1            

Debtors (days) 393 365 335 260 265

Fixed assets t/o (x) 5.9            1.1            0.6            1.1            1.1            

Average working capital t/o (x) 1.7            2.1            3.4            11.2          13.1          

Debt/Equity (2.3) 1.3 1.8 1.9 1.9

Valuations parameters

Year to March FY05 FY06 FY07UA FY08E FY09E

Adjusted EPS  (INR) (17.9)         (14.0)         (13.1)         (2.0)           0.4            

Y-o-Y growth (%) (0.2) 21.5 6.6 84.7 119.7
CEPS (INR) (16.8) (12.8) (11.7) (0.5) 1.9

PE (x) NA NA NA NA 111.5

Price/BV(x) (1.8) 0.8 1.1 1.2 1.2

EV/Sales (x) 2.3 1.8 1.7 1.0 0.9

EV/EBITDA (x) NA NA NA 20.2 14.2
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