
 Operating performance marginally below expectation: Tulip Telecom's 3QFY11 operating performance was

1-2% below estimates. Revenue increased 20.2% YoY and 2.9% QoQ to Rs6.02b (est of Rs6.09b). EBITDA grew

27.1% YoY and 5% QoQ to Rs1.72b (est of Rs1.76b). PAT increased by 19.1% YoY and 4.7% QoQ to Rs817m (vs

est of Rs861m). Tulip incurred net capex of ~Rs1.39b during 3QFY11 and a cumulative net capex of Rs3.8b for 9mE

Dec-10 vs FY11 guidance of Rs4.5-4.75b. Tulip recently acquired Bengaluru-based data center through a wholly

owned subsidiary for Rs2.3b; while we have already incorporated the investment of Rs2.3b and the associated

finance cost, we have not modelled any revenue/earnings from data center operations.

 Fiber constituted 30% of 3Q revenue; contribution to increase going forward: Fiber constituted 30% of 3Q

revenue. While fiber currently constitutes 40% of total order input, 70% of fresh orders are being made on fiber. Tulip

had guided earlier that 2/3rd of it revenue will come from fiber by FY12. Tulip has laid 6,000 kms of intra-city fiber for

'last mile' across 300 cities.

 Net debt up 7% QoQ to ~Rs12.4b: Net debt increased by Rs812m QoQ (~7% QoQ) to Rs12.4b. Net debt/equity

and Net debt/annualised EBITDA unchanged at 1.1x and 1.8x respectively.

 Downgrading earnings by ~5% for FY12/13E; Revising target price to Rs240; maintain Buy: We are factoring

in EBITDA decline of 3% in FY12 and 2.5% in FY13 estimates. We are downgrading our earnings estimates by ~5%

for FY12/13E. We expect an EPS CAGR of ~16% over FY11-13E. The stock trades at 7.2x FY12 EPS of Rs24.7

(~4.1x EV/EBITDA) and 6.7x FY13 EPS of Rs26.2 (3.1x EV/EBITDA). Maintain Buy with a revised target price of

Rs240.
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Operating performance marginally below estimates

 Revenue increased 20.2% YoY and 2.9% QoQ to Rs6.02b (est of Rs6.09b) led by
strong performance in fiber as well as wireless segments.

 EBITDA grew 27.1% YoY and 5% QoQ to Rs1.72b (est of Rs1.76b). EBITDA
margin increased to 28.5%, up 154bp YoY and 57bp QoQ (vs est of 28.9%).

 Tulip recently acquired Bengaluru-based data center through a wholly owned subsidiary
for Rs2.3b; while we have already incorporated the investment of Rs 2.3b and the
associated finance cost, we have not modelled any revenue/earnings from data center
operations.

 Tulip has also entered into a network-to-network interconnection and joint marketing
arrangement with Hutchison Global Communications.

 Net debt increased by Rs812m QoQ (~7% QoQ) to Rs12.4b; Net debt/annualised
EBITDA unchanged at 1.8x

 Tulip's intra-city fiber network spans over 6,000 kms in 300 cities in India with over
600 customers.

 Customer base remains diversified with 1,800 clients spread over 2,000 locations.

Net debt up by ~Rs812m to ~Rs12.4b; Net debt/annualised EBITDA
unchanged at 1.8x

 Net debt increased by Rs812m QoQ (~7% QoQ) to Rs12.4b.
 Net debt/equity and Net debt/annualised EBITDA unchanged at 1.1x and 1.8x

respectively.

Downgrading earnings by ~5% for FY12/13E; Revising target price to Rs240;
maintain Buy

 We are factoring in EBITDA decline of 3% in FY12 and 2.5% in FY13 estimates.
 We are downgrading our earnings estimates by ~5% for FY12/13E.
 We expect an EPS CAGR of ~16% over FY11-13E.
 The stock trades at 7.2x FY12 EPS of Rs24.7 (~4.1x EV/EBITDA) and 6.7x FY13

EPS of Rs26.2 (3.1x EV/EBITDA). Maintain Buy with a revised target price of
Rs240.

Tulip: Quarterly EBITDA and EBITDA margin

Source: Company/MOSL
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FY11-13E EBITDA CAGR of 16%

EBITDA margin expected at 27%+ (%)

We expect FCF of ~Rs2.4b in FY12E and FY13E

Leverage expected to climb down

Source: Company/MOSL
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RM cost declining (% of revenue)

Source: Company/MOSL

Highlights from 3QFY11 earnings call

 9MFY11 capex at Rs3.8b broadly in line with FY11 guidance of Rs4.5-4.75b.
 Tulip plans to invest Rs3b over the next one year towards the data center business.
 Tulip would soon finalise its design and implementation partner for its data center

business.
 Tulip expects to start monetizing ~25,000 square feet out of the ~450,000 square

feet capacity of rack space of the newly acquired data center in Bengaluru over
next 6-9months

 Fiber constituted 30% of 3Q revenue and 40% of order input. 70% of new orders
are coming on fiber.

 There is an increase of Rs2.1b in working capital during 9MFY11 due to (1) increase
in debtors, (2) higher inventory, and (3) additional requirements on bidding for
government orders.

 Government vertical is currently at 5% of order input which can potentially increase
to 30%.
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Tulip Telecom: Summary of estimate change (Rs b)
FY11E FY12E FY13E

Revenue (Rs b)   

Old 23.7 29.4 34.2

New/Actual 23.5 28.6 33.3

Change (%) -0.6 -2.9 -2.4

EBITDA (Rs b)

Old 6.7 8.6 9.2

New/Actual 6.6 8.4 9.0

Change (%) -1.3 -3.0 -2.5

Net Profit (Rs b)

Old 3.1 4.2 4.5

New/Actual 3.1 4.0 4.3

Change (%) -1.6 -4.7 -4.8

Diluted EPS (Rs)

Old 19.4 25.9 27.5

New/Actual 19.0 24.7 26.2

Change (%) -1.6 -4.7 -4.8

Depreciation (Rs b)

Old 1.7 2.1 2.5

New/Actual 1.7 2.1 2.4

Change (%) -0.1 -0.4 -0.7

Net Finance Cost (Rs b)

Old 0.9 1.0 1.0

New/Actual 0.9 1.0 1.0

Change (%) -5.6 -5.6 -5.5

EBITDA Margin (%)

Old 28.4 29.2 26.9

New/Actual 28.2 29.2 26.9

Change (bp) -21 -4 -2

Tax Rate (%)

Old 25.0 25.0 25.0

New/Actual 24.2 25.0 25.0

Change (bp) -80 0 0

Source: Company/MOSL
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Tulip Telecom: an investment profile

Stock performance (1 year)

Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 69.0 69.0 69.0

Domestic Inst 1.9 2.0 1.6

Foreign 19.6 21.1 24.8

Others 9.6 7.9 4.6

Target Price and Recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

177 240 35.6 Buy

Recent developments

 Tulip Telecom has acquired Bengaluru based data
center (900,000 sq ft) from SADA IT Parks Private
Limited for Rs2.3b which will be operated through a
wholly owned subsidiary.

 Tulip has been awarded R-APDRP (Restructured -
Accelerated Power Development Reforms Program)
projects in UP, Gujarat, Uttarakhand and Punjab with a
combined order value of Rs2b over 3-5 years.

 The company has also been awarded an order for
managed services for Gujarat SWAN (State Wide Area
Network) valued at Rs250m for a period of 3-5 years.

 Tulip has acquired a 13% stake in Qualcomm's BWA
venture for a consideration of ~Rs1.4b

 FCC license obtained in USA (serving as a landing
station abroad) would enable the company to provide
data connectivity to Indian clients to USA.

Valuation and view

 We are factoring in EBITDA decline of 3% in FY12
and 2.5% in FY13 estimates.

 We are downgrading our earnings estimates by ~5%
for FY12/13E.

 We expect an EPS CAGR of ~16% over FY11-13E.
 The stock trades at 7.2x FY12 EPS of Rs24.7 (~4.1x

EV/EBITDA) and 6.7x FY13 EPS of Rs26.2 (3.1x EV/
EBITDA). Maintain Buy with a revised target price of
Rs240.

Comparative valuations
Tulip Bharti Idea

P/E (x) FY12E 7.2 15.0 23.7

FY13E 6.7 11.6 12.5

EV/EBITDA (x) FY12E 4.1 6.7 6.7

FY13E 3.1 5.4 4.9

EV/Sales (x) FY12E 1.2 2.5 1.7

FY13E 0.8 2.0 1.4

P/BV (x) FY12E 1.8 2.1 1.6

FY13E 1.2 1.8 1.4

EPS: MOSL forecast v/s consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 19.0 20.3 -6.1

FY12 24.7 24.6 0.1
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Tulip Telecom Sensex - Rebased

Company description

Tulip is a leading player in the Indian enterprise data segment
focused on providing connectivity to corporates, SMEs and
government verticals. Tulip has an outstanding track record,
having scaled up to a dominant ~30% market share in the
largest and fastest growing VPN segment within five years.
Tulip has network presence in ~2,000 cities and a client
base of ~1,800.

Key investment argument

 Tulip has laid 6,000 kms of intra-city fiber for 'last mile'
across 300 cities in the past 1.5 years; fiber reach is
expected to expand to 600 cities in one year.

 Fiber rollout allows tapping high bandwidth connects
thereby capturing higher share of clients' requirement,
increasing the addressable market by 5-6x and de-risking
from competition; Contribution to revenues by fiber is
expected to increase to ~70% by FY12.

 Tulip has the deepest network coverage amongst the
private operators with a presence in 2,000 cities.

 Growth in wireless connectivity and increased traction
from fiber rollout should support ~19% CAGR in revenue
and ~16% CAGR in earnings during FY11-13E.

 The government vertical, which contributes <5% of
revenue, is likely to be an additional growth driver.

Key investment risks

 Potential technology disruption.
 Scale differential v/s large telcos. Increased competition

post allocation of BWA spectrum to rivals.



14 February 2011  7

Tulip Telecom

Financials and Valuation
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.
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