SANSCO SERVICES - Annual Reports Library Services - www.sansco.net

‘, Sterlite Optical
Technologies Ltd

ANNUAL REPORT 2005 - 06

Video telephony

High speed gaming

Fiber to every Home


http://www.reportjunction.com
www.reportjunction.com

SANSCO SERVICES - Annual Reports Library Services - www.sansco.net

‘‘‘‘‘‘

Contents

Highlights 2005-06 01

Our Global Market 02
Financial Overview 2001 -2005 03

Management Discussion & Analysis Report 06

Directors’ Report 13

Corporate Governance Report 18

Auditor’'s Report 731 7

Balance Sheet - ) 736

Profit & Loss Account - - 37 ]

Cash Flow Statgmgnth ) 38

Schedules to Accounts i B '4Q o

Balance SheetAbstract 59
Consolidated Accounts

Auditor’'s Report 61

Balance Sheet 62

Profit & Loss Account 63

Cash Flow Statement 64

Schedules to Accounts 66



http://www.reportjunction.com
www.reportjunction.com

SANSCO SERVICES - Annual Reports Library Services - www.sansco.net

4 ‘11,‘;7:\""' m 'A
@.BEH Fowenen M nﬂLE)

-
ghlig .
g
& -
2
gﬂ :
&
T
% Revenue up by 68%, EBITDA & PAT increased by 76% and 299% respectively over the last fiscal
EPS Rs. 7.27 (each share of face value of Rs.5)
= 15 patents filed for product and process innovations
# 6 new products launched for Access, Premise & Fiber-to-the-Home applications
¢ New business segment evolved, focusing on Access products and solutions
= Winner of the ‘Deloitte Technology Fast 500 Asia Pacific Award 2005’
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®  Exportsto over 30 countries across the globe
= YoYincreasein exportrevenues by 147%

#  Product approvals & accreditations received in over 10 countries across Europe and Asia

A Solution For Every Customer

Long Haul & Regional Metropolitan &
Network Local Access Network Premise Network

% Complete range of Terrestrial # Plenum Cables / Fiber Cables / # Fiber Cables to the Desk /
Fiber Optic Cables Drop Cables Customer Premise Equipment

=  Complete range of G.652 & = Copper Cables: Foam Skin & ®  Structured Cabling Solutions:
G.655 Optical Fibers Solid PE Insulated Cat 3, Cat be, Cat 6
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Financial O iew 2001 - 2005
INancial overview #
&
g
US$ in million 2005- 06 2004-05  2003-04  2002-03  2001-02 g
ks
Revenues (Gross) 140.90 82.46 22.49 27.27 146.72 = §
Revenues (Net) 123.61 72.72 20.02 25.05 130.28 %
EBITDA 18.81 10.53 424 (6.93) 34.60 -2
Interest 3.64 2.32 2.81 5.14 3.13 : i_‘—g_-}
PBDT 15.16 8.22 1.42 (12.07) 31.47 Gross Turnover
Depreciation 6.55 5.93 6.13 5.72 4.49 8000 -
PBT 8.64 2.28 .71 (17.79) 26.98 7000 -
Tax (0.59) 0.01 (0.58) . 5.98 s 6000 -
PAT 9.21 227 (4.12) (17.79) 21.00 g 5000 -
EPS 0.16 0.04 (0.07) (0.32) 0.38 i 4000 -
Capital Employed 127.71 93.15 96.42 126.36 119.47 = 3000 -
2000 -
Rs.Inmillion 1000 -
? TSP
Turnover 6,239.33 3,706.74 1,032.95  1,319.84  6,997.78
% Growth 68.32 258.85 (21.74) (81.14) g
Turnover (Net) 5,473.72 3,268.76 919.23  1,21246  6,213.49
% Growth 67.46 255.60 (24.18) (80.49) -
EBITDA 832.84 473.40 19454 (335.47)  1,649.99
% Growth 75.93 143.34 (157.99) (120.33) -
%to Netsales 15.22 14.48 21.16 (27.67) 26.55 EBITDA
interest 161.36 104.12 129.16 248.78 149.21 2000 -
PBDT 671.49 369.28 65.38 (584.25)  1,500.78 -
%to Net sales 12.27 11.30 711 (48.19) 24.15 . 1500 -
Depreciation 289.92 266.76 281.66 276.90 214.05 ;E’ -
PBT 381.57 102.52 (216.28) (861.15)  1,286.73 £ 1000 -
% to Net sales 8,97 3.14 (23.53) (71.03) 20.71 & -
Tax (26.10) 0.32 (26.85) - 284.98 500 -
PAT 407.66 102.20 (189.43) (861.15)  1,001.75 o -
% to Net sales 745 313 (20.61) (71.03) 16.12 -500 0-@10%930 5&)”6 u—O"Q@D@
Capital Employed 5,696.95 4,075.28 418371 600203 583041
Return on Capital employed % 9.53 5.07 (2.08) (10.20) 24.63
Interest Coverage ratio 5.16 4.55 1.51 (1.35) 11.06
Working Capital Ratio 2.91 1.64 2.06 2.86 2.24
Debt Equity Ratio 0.72 0.56 0.67 0.95 0.47
EPS 7.27 1.83 -3.38 -15.38 17.86
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Mr. Navin Agarwal - Non-Executive Director

Mr. Navin Agarwal has been overseeing the Sterlite Group's operations in India for many years. He
has over 20 years of experience of general management and commercial matters. having been
involved in Sterlite since its inception.

Mr. Arun Todarwal - Non-Executive & Independent Director

Mr. Arun Todarwal, Partner of Todarwal & Todarwal, a firm of Chartered Accountants based in
Mumbeai, holds a Bachelors Degree in Commerce and is a member of The Institute of Chartered
Accountants of India. Mr. Todarwal has rich and varied experience spanning over two decades in

Finance and Audit.

Mr. Haigreve Khaitan - Non-Executive & Independent Director

Mr. Haigreve Khaitan, Partner of Khaitan & Co, a firm of Lawyers based in Mumbal, holds a
Bachelors Degree in Legislative Laws. Mr. Khaitan has varied experience spanning over 8 years in
Commerciai and Corporate laws, Tax laws, Mergers and Acquisitions, Restructuring, Foreign
Collaboration, Licensing etc. He is also a member of the Board of various reputed companies.

Mr. Pravin Agarwal - Non-Executive Director

Mr. Pravin Agarwal holds a Bacheiors Degree in Cormmerce. Mr. Pravin Agarwal has rich experience
in the Industry spanning over 25 years. Mr. Agarwal is a Whole time Director of The Madras
Aluminium Company Limited. Mr. Pravin Agarwal has been overseeing the Sterlite Group's
operations in India for many years and he is actively involved in the operations of Sterlite's
Transmission Business Division.

Dr. Anand Agarwal - CEO & Whole time Director

Dr. Anand Agarwal is responsible for Sterlite's range of Telecom Products; which include Optical
Fiber, Fiber Optic Cables, Copper Telecommunication Cabies, LAN Cables, Access Products and
Solutions. Anand joined Sterlite in 1995 and has held various positions including manufacturing,
quality assurance and business development. Prior to joining the Sterlite Group, Anand worked with
Siemens. Anand holds a Bachelor of Technology degree in Metallurgical Engineering from the
Indian Institute of Technology (IT Kanpur); and his Master's degree and PhD in Materials
Engineering from the Rensselaer Polytechnic Institute, USA.
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CEO’S Message

We are glad to present the Annual Report for the Year 2005-06.

The past year has proved to be a transition year for Sterlite
Optical Technologies Ltd - the year in which we betieve we have
proven our ability to transform and to position ourselves for
future growth while staying committed to our core values-
Excellence, Creativity, Integrity, Responsibility and Respect.

Your Company’s revenues increased by 68% to Rs. 6,239
million in 2005-06 compared with Rs. 3,707 million in
2004-05. The net profit was Rs. 408 million as compared to a
net profit of Rs. 102 million in the last fiscal.

Through the year, we continued with our focus on leveraging on
our strategic differentiator of being the only integrated
manufacturer of optical fiber in India. We also continued our
focus on increasing the market size and consolidating our
market share for Telecom Cables in India. Additionally, to cater
to the unfulfifled and huge market gap of last-mile connectivity
solution providers and customer premise equipment providers
in India, we evolved a new business segment focussing on
access products and solutions.

Structured Cabling Solutions, Fiber to the Curb/Home and last
mile connectivity integration were new product initiatives, apart
from the ongoing technological and operational improvements
inthe Company.

Based on customer inputs and the evolution of global market
requirements, we strive to develop products & integrated
solutions to meet telecommunication and broadband network
requirements. During the year we have launched 2 new optical
fiber products: BEND-LITE™ & DOF-LITE™ (Metro), designed for
Fiber-to-the-Home (FTTH) and Access networks respectively.

We also launched 4 unique cabling solutions: Hybrid cable with
power cable, Micro DUCT-LITE™ Fiber Optic Cable, RG59 with
CAT 5e & Duplex Fiber Optic Combo Cable and Cat 5e Drop
Cable for appfication in Access and Premise networks.

(STERLITE) N\

FiBER FumEHEﬁ HDIHE

During the year, our technology development team has filed 15
patent applications for innovations in our products and
processes.

Sterlite's optical fiber facility was audited by BVQi and certified
for the ISO 14001:2004 Environment Management System. Our
strategy of evolving cost structures has enabled us to become
one of the lowest cost producers of Optical Fiber worldwide. The
demand generation for our products in high-growth markets
globally and the consolidation of our market share in india, has
borne significant results.

Today, we have a footprint in international markets like China, the
African continent, Middle East and Europe. Qur cables division
received repeat orders for supply of Copper Telecom Cables to
Africa and significant orders for our Fiber Optic Cables from
SAARC countries. We exported to more than 30 countries in
2005-06 and Siemens - Germany nominated us 'Preferred
Suppliers'for fiber optic cables for their turnkey projects.

We expect the seeds sown ininternational markets over the past
years, to continue to reap results in the forthcoming years.

The Company received the 'Deloitte Technology Fast 500 Asia
Pacific Award 2005, 'Deloitte Technology Fast 50 India Award
2005, 'Amity Corporate Excellence Award 2005' and the 'V&D
100 Top Telecom Cables Company Award 2005".

With recovery at hand, we intend to sustain this momentum and
are using innovative partnerships to increase our global
presence.

The Management Committee and | remain as confident as ever
that we would continue with the same relentless focus along our
path towards long-term growth; based on the strength of our
culture of continuous improvement in all our business
processes, the strength of our leadership team and the strength
of our core vaiue system.

) take this opportunity to thank you, our shareholders, for your
confidence inthe company and we look forward to continuing our
service toyou.

Sincerely,

MR

Dr. Anand Agarwal
Chief Executive Officer

CEO's Message

| Sterfite Optical Technologies Ltd  Annual Report 2005 - 06



http://www.reportjunction.com
www.reportjunction.com

SANSCO SERVICES - Annual Reports Library Services - www.sansco.net

.ﬁgiﬁloiﬁQli

Industry Dynamics

India Rising

Among the top stories globally, is the resurgence and
consistent bullishness of the Indian economy in 2005-06. The
wealth of India Inc. has grown significantly across all sectors,
buoyed by the strength of agricultural richness and the
newfound success of the service sector. Parallel to this has
been the steady performance of the Industrial sector with the
8% growth being maintained in 05-06.

GDP growth projection for the year 2006-07 is pegged at a
realistic 7.5 - 8%. With the market indices scaling hitherto
unknown barriers, the Market-capitalisation to GDP ratio has
also improved from 0.65 to 1.02 a representation of how the
capital markets are now mirroringthe real economy.

Awave of Strategic Alliances and M&A activity also punctuated
the year with sectors like Pharmaceuticals and IT leading the
charge globally as well as others like Retail and Telecom
having an influx of major players announcing their domestic
plans.

Political stability, financial potency, and a thrust towards
Public-Private Partnerships encouraged connectivity by air,
rail, road and telecommunication. This has helped in
increasing productivity and efficiency by reducing transit time
and bringing the hard-working rural India in closer contact with
the managerial India. '

Infrastructure projects with realistic deadlines, better
communication facilities, easy availability of finance with
convenient payment options and above all, an aware and
demanding end-user provide all indications that trends of
2005-06 will continue in the coming years. With the strength
and stability of the fundamentals in place, and a
proportionate contribution by each sector, the Indian success
juggernaut should continue to roll in 06-07 as it did in 05-06.

101010101010101010101 .
oL 010104 1010 10101010101 01010101030&0
1018 : .

Management Discussion & Analysis Report

India Calling

The Telecom Service Industry is growing annually at a rate of
30% and is now having cumulative revenues of over
Rs. 900 Billion (US$ 20 billion). This year, the contribution to
India's GDP by this sector was one percent, demonstrating the
growing significance of bridging the geographical divide, both
for enterprises as well as for consumers.

Subscriber Numbers
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Subscriber numbers for voice connectivity have swelled to
140 million with mobile subscribers now outnumbering fixed
line users by a factor of 1.8. These 90 million cellular
subscribers alongwith the 50 million wireline users have
catapulted India's tele-density to 12.73. However, the rural-
urban divide is quite evident with 2 rural users for every 31
urban connections.

Another major milestone crossed this year was a total
subscriber base of 1 million broadband users. With Internet
penetration growing steadily to 6.7 million (end-Dec. ‘05), and
broadband users touching 1.3 million by March 20086, the only
roadblocks seem to be the low PC penetration and gradually
changing regulatory scenario.

Incumbents like BSNL and MTNL are providing Broadband
services at Rs. 200 per month, and private telecom service

ioﬁﬁloﬁoio10101010101010101010101010
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providers have started to realise the importance of installing
their own infrastructure. Wireless network rolflouts and
feasibility plans for FTTx (Fiber to the Home/Premise/Node) /
DSL deployments are other major reasons for telecom
equipment manufacturers to look at India as an important
elementintheir business plans.

TRAI has already initiated discussions on Next Generation
Networks, 3G Deployments, and Convergence scenarios. This
has given added impetus for equipment majors to bring in the
latest technologies, as well as opportunities for application
and content developers to push in data-intensive, bandwidth
hungry services. With e-governance, e-learning, e-medicine
and e-banking expected to take off this year, the m- (mobile)
phase of similar ventures is already being spoken and written
about.

All this has added up to a large requirement for optical fiber
and telecom cables. Also, demand has grown for other CPE
like ADSL modems and Set Top Boxes and the revolution is
looking to take its next step with broadband connectivity up to
the user's doorstep.

Telecom Cables Industry in 2005-06
Global Fiber Optic Industry

The year 2005 experienced an impressive revival in global
demand for Fiber Optics as reported by CRU International - a
research agency in the United Kingdom, in its yearend
summary of the Fiber Optic Industry. The global demand for
Fiber Optic Products increased to 75.7 million-km compared
with 62.5 million-km in 2004, translating to a Y-o-Y growth of
21%. CRU has also tracked the global price trends for Fiber
Optic and has reported that the prices have stabilized over the
past twelve business quarters.

The growth of demand for Fiber Optic Cables was due to
stronger FTTx reiated deployments in North America and

Distribution of Global Demand for
Optical Fibers in 2005

M N America

m W Europe

& E Europe

& Asia

Emerging

Source: CRU International, UK - May 2006

Western Europe, as well as stronger backbone deployments
in Eastern Europe, Middle East and Africa.

There is a significant push to offer higher-bandwidth services
both by wire-line and wireless operators in the mature
markets. Rapidly growing industry segments such as
Broadband, Voice over Internet Protocol (VolP), Streaming
Media, technological innovations in fiber optics, DWDM and
WDM have contributed to the growth in demand in the
developed economies.

The increase in emerging-market backbone deployments
resulted from deregulation or “liberalizing” market
developments, investment in new infrastructure to compete
with incumbents, and deployments in developing economies
by utilities that have extensive rights-of-way.

North America showed the strongest 2005 growth with 30%
growth, followed by Asian Markets, Western Europe, and
Eastern Europe with 21%, 14% and 8% growth respectively. In
the emerging Markets, which comprise of Middle East, Africa
& Latin America, consolidated demand grew by 15%.

In 2005, the Asian Markets continued to constitute the
largest demand at 48% of the total global demand. The
markets of North America and Western Europe comprised
43% of the global demand.

Management Discussion & Analysis Report -

Annual Report 2005 - 06
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Indian Fiber Optic Market in 2005-06 (Mn-km)

I Government (BSNL + MTNL +
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Segmental Distribution of Optic Cables in India
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Indian Telecom Cables Industry

Based on market information and published sources, the fiber
optic industry in India showed an increase in demand in
2005-06 to about 2.33mn-KM of cabled optical fiber. This
represents a CAGR of about 36% from FY 2002-03 to
FY 2005-06.

The Government incumbents like BSNL, MTNL and RailTel
continued to be the largest buyers of fiber optic cables, closely
followed by the Indian Private Telecom Incumbents.

The Indian Government as a buyer of Fiber Optic Cables
through the Telecom Incumbents & Public Sector
Undertakings such as the Oil and Gas Sector, Power Sector,
etc. cumulatively constituted about 65% of the total
purchases of Fiber Optic Cables in India in FY 2005-06.

With the formulation of the Broadband Policy in October 2004
and the subsequent race to build networks that are capable of
meeting the broadband subscriber targets laid down by the [T
& Telecommunications Ministry, there was a healthy demand
growth. There is also an increasing adoption of fiber-based
networks by the Cable TV Segment, Multi-Service Operators
(MSOs)and e-Governance State Initiatives.

In FY 2005-06, the Indian market is estimated to have
consumed between 170 LCKM of Copper Telecom Cables of
which BSNL and MTNL, who are the major buyers of Copper
Telecom Cables collectively purchased about 130 LCKM. The
balance demand was from Indian Private Telecom players.

Operational Performance, Segmental Performaynce
and Financial Analysis

Operational Performance:

2005-06 has been an impressive year for the Company
especially with the expectations of continuing with the sterling
performance it had displayed last year and of holding on to its
domestic market share while at the same time expanding its
global footprint. The Company has been able to perform both
these roles admirably which has resulted in significant
increases in both revenues and net profits. The Company's
revenue aggregated Rs. 6,239.3 million compared to
Rs. 3,706.7 million in the previous year. Earnings before
interest, depreciation, tax and provision for contingencies
aggregated Rs. 832.8 million compared to a profit of
Rs. 473.4 million in the previous year.

After providing Rs. 161.4 million for interest, Rs. 289.9 miltion
for depreciation, the net profit after tax aggregated Rs. 407.7
million as compared to net profit after tax of Rs. 102.2 million
inthe previous year.

The Company has been able to achieve major goals that it had
set for itself. The continuing improvement in the Company's
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