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Market Cap Rs325bn/US$4.5bn  Year to Mar FY20 FY21 FY22E FY23E 

Reuters/Bloomberg TATA.BO/TCOM IN  Revenue (Rs bn) 169.1 169.2 177.9 189.9 

Shares Outstanding (mn)           285.0   Net Income (Rs bn) 3.0 13.3 17.7 23.1 

52-week Range (Rs) 1333/462  EPS (Rs) 7.3 45.8 62.2 81.1 

Free Float (%) 41.1  % Chg YoY 4.4 (1,554.9) 41.8 30.5 

FII (%) 24.9  P/E (x) 157.2 24.9 18.3 14.1 

Daily Volume (US$/'000)           9,068   CEPS (Rs) 68.3 113.6 131.1 149.5 

Absolute Return 3m (%)             (8.2)  EV/E (x) 13.3 9.9 8.3 7.0 

Absolute Return 12m (%)           139.2   Dividend Yield (%) 0.4 1.2 1.3 1.3 

Sensex Return 3m (%)               2.7   RoCE (%) 7.5 18.2 24.0 29.3 

Sensex Return 12m (%)             55.2   RoE (%) 11.8 (146.7) 697.4 123.0 
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’20 
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’20 
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  MFs and other 0.4 0.4 4.0 
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INDIA 

Digital transformation is a great theme, particularly considering that India has very few 

good ICT enterprise enablers. TCom has been working on transforming into a global 

digital solutions provider from a ‘data pipe’. It has taken huge efforts and time to reach 

inflection point. New CEO and CFO come from software background, which shows 

Board intent, and are likely to catalyse creation of a ‘solution mindset’. TCom is also 

engaging with SIs (TCS) to fast expand its reach, which should add to growth, in our 

view. FY21 was a dud year on revenue front, but should recover in the near future. We 

see EBITDA growth at a CAGR of 14% and EPS growth at 36%, over FY21-FY23E, on 

low base and financial leverage. We value the stock at 18x FY23E EPS at Rs1,461 

(from Rs1,232). We have changed the valuation metrics from the earlier SOTP-based 

methodology. Upgrade to BUY (from Add). 

 Focus on six platforms. TCom has disclosed it would focus on six services for future 

growth and that it has built capabilities for ‘right to win’: 1) MOVE IoT, 2) Network++, 3) 

InstaCC, 4) collaborations, 5) Media, and 6) MMX. The market size for each of these 

services is staggeringly high, but the addressable market for TCom is much lower. 

However, the addressable market is expanding due to technological evolution (e.g. 

internet-based services), or TCom’s own innovations / product launches. 

 Internet opening up the global market. Internet services are becoming important for 

WAN transport, helped by adoption of cloud, but it is also increasing the complexity of 

network architecture. We see internet opening up a huge opportunity for TCom, which 

earlier suffered from weak presence in the developed markets for its traditional WAN 

services. We see TCom winning new large-scale network transformation deals due to: 1) 

it being among the largest internet backbone; 2) level playing field in the emerging market 

for managed network services such as SD-WAN; 3) NetFoundry, wholly owned 

subsidiary, could be a game changer; and 4) partnership with SIs such as TCS. 

 Unified communication – focus is on managed services and CCaaS.  SIP trunking 

was a volume-driven market with large share of revenues coming of video conferencing 

companies such as Teams, Webex, etc. TCom is shifting focus to more managed services 

and cloud-based UC solutions, where demand from enterprises is rising (has a 

component of fixed fee). It also plans to grow InstaCC, which provides cloud-based 

contact centres (CCaaS). UCaaS and CCaaS are growing in mid-teens globally. 

 Media services and managed cloud services. Media is a niche service and TCom has 

made huge inroads in the market of live events and video CDNs. This segment was most 

impacted from the covid situation. Opening of the economy and multi-channel 

broadcasting should help TCom grow its media services. Company offers managed cloud 

services only in India, nonetheless the opportunity is huge. We therefore expect more 

efforts from TCom to drive growth in managed private cloud services in the coming years.  
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TCom sees six platforms for future growth with huge 
market opportunity for each 

Tata Communications (TCom) in its analyst meet (Jun’20) disclosed that it would focus 

on six key services for future growth and that it has built capabilities for ‘right to win’. 

The services include: 

1. MOVE IoT (Internet of Things), deployed on the strength of TCom’s MVNE 

(mobile virtual network enabler) services where it provides network infrastructure 

and related services, such as business support systems, administration, and 

operations support systems to a mobile virtual network operator, and e-SIM which 

goes into machine. TCom has recently acquired majority stake in France-based 

eSIM company, Oasis Smart SIM Europe SAS (Oasis). Oasis develops and 

provides advanced technologies to enable deployment of eSIM and SIM 

technologies. MOVE is platform that enables intelligent, agnostic and network 

independent global IoT connectivity. TCom is concentrated on three industries to 

drive growth in MOVE IoT – automobile, airlines, and semi-conductors (which 

would drive demand from industrials). 

2. Network++, a portfolio of services for network transformation to enable 

enterprises to adopt cloud, internet and SD-WAN. These services would help 

simplify network architecture and have much better control over network to deliver 

good and consistent performance for applications. 

3. InstaCC and collaborations, two services from portfolio of unified communication 

services. InstaCC is a cloud-based digital solution to provide good customer care 

experience across multiple channels. Collaboration includes fully managed 

collaboration services in partnership with Cisco Webex and Microsoft Teams. It 

also provides wholesale SIP trunking services. 

4. Media (Video Connect), where the company has strong relationship with 

broadcasters to deliver seamless and dedicated video over content delivery 

networks. Company has strong track record of broadcasting one of the world’s 

fastest sports Formula-1, and it has now associated with many other media 

majors. 

5. MMX is an omni-channel mobile messaging service for A2P services. 

Chart 1: TCom identified six key pillars of growth 

 
Source: Company 
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The market size for each of these services is staggeringly high, but we believe the 

addressable market for TCom is much lower (probably a fraction!). However, the 

addressable market is fast expanding for the company due to technological evolution 

(e.g. internet-based services) for borderless growth, or its own innovations and new 

services additions (NaaS, and MOVE).  

Company has multiple other services that have exciting growth profile such as 

managed cloud services, and allied services wrapped around these key services such 

as security, AI, etc. 
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Internet opening global market for TCom 

Enterprise network architectures (individual or combination of MPLS, VPN, Ethernet, 

internet, etc.) are not purpose built for cloud-based digital world. Tata Communications 

(TCom) and Gartner have both highlighted that internet services are becoming 

increasingly important for WAN transport, which is not only helping adoption of cloud / 

IoT faster, but is also increasing the complexity of network architecture. Further, rise in 

internet usage requires service providers to own strong internet backbone, and local 

partnerships to expand access.  

Also, this is reducing the importance of MPLS network scale, as providers can exploit 

carrier hubs and internet access, to the source access that is distance-insensitive at 

the national or even regional levels. Points of presence are increasingly acting as 

gateways between access and backbone network services, cloud services, and 

extranets. Gartner predicts, by 2025 40% of all enterprise locations will have only 

internet WAN transport, compared with ~15% in 2020. 

We see the internet opening huge opportunity for TCom as it earlier suffered from 

weak presence in traditional WAN services in large geographies of the developed 

world, e.g. the US and Europe, due to strong local competition, and the handicap of 

not owning on-net MPLS network. TCom’s IZO internet WAN provides enhanced 

internet service with end-to-end SLAs in 125 countries (along with access from local 

partners) while competition like AT&T has presence in 67 countries.  

We see a twin opportunity for TCom: 1) expansion in addressable market with opening 

of newer geographies; and 2) enhanced capability of TCom, which would make it 

eligible for large contracts in network transformation deals. Company has highlighted 

that it is now participating in large contracts with 500-600 sites (from earlier 50-60), 

which can lead to huge jump in orderbook if TCom manages to win a few good large 

deals in the immediate future. 

We see probability of deal win rising as it plans to engage with SIs such as TCS, 

where TCom can go as partner for network transformation. We are yet to see any 

material outcome of these developments, but are keeping faith for now. 

Table 1: TCom’s capabilities in network services compared to global peers…  

  TCom AT&T BT Lumen 

Gartner's magic quadrant Leader Leader Leader Leader 

Headquarter India US UK US 

Internet services (# of countries) 125 67 
  Cloud connectivity 

    No. of service provider 8 13 8 6 

Cities 23 26 74 59 

SD WAN 
    

Solutions 
Versa, Cisco Viptela and 

its own offering using 
Cisco routers 

VMware, Silver Peak and 
Cisco Viptela 

Nuage, Cisco Viptela, 
Cisco Meraki, VMware, 

Fortinet and Versa 

Versa, Cisco Viptela and 
Cisco Meraki 

Network-based gateways 45 70 33 
 

Strengths 

IZO internet WAN 
provides an enhanced 

internet service with end-
to-end SLAs 

Global SD-WAN SOHO, 
expanded VNF ecosystem, 
and dedicated Internet, on-

demand change orders 

Nationwide domestic 
MPLS, IP VPN, SD-WAN 
and ISP services in China 

Integrated SD-WAN SLA 

Source: Gartner 
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Table 2: …TCom’s capabilities in network services compared to peers (contd..,) 

  NTT Orange Verizon Vodafone 

Gartner's magic quadrant Leader Leader Leader Leader 

Headquarter Japan France US UK 

Internet services (# of countries) 
    Cloud connectivity 
    No. of service provider 10 10 9 7 

Cities 50 20 27 36 

SD WAN 
    

Solutions 
Cisco Viptela, Cisco 
Meraki, Silver Peak, 

Versa and VeloCloud 

Cisco Viptela, Fortinet and 
Cisco Meraki 

Versa, Cisco Viptela, 
Cisco Meraki and Silver 

Peak 

Juniper, Cisco Viptela, 
Cisco Meraki and Vmware 

Network-based gateways 139 29 32 16 

Strengths 

Network on demand 
offering, with Ethernet, 

internet and MPLS 
services and dynamically 
configurable bandwidth 

Broadest network coverage 
in terms of countries 
connected to its own 

network 

One of the world’s largest 
internet backbones with 

direct Ethernet 
connectivity 

High level of automation 
for its network services 

Source: Gartner 
 

SD-WAN: Large emerging opportunity 

SD-WAN simplifies the management of WAN fabric with a controller-first overlay 

independent of transport layers – MPLS, Ethernet, internet, leased lines, DSL, and 

LTE networks. SD-WAN controllers intelligently choose among the available transport 

mediums to deliver the best application performance as per defined SLA. 

The technology provides methods to prioritise mission-critical business traffic and take 

advantage of internet connections, which was previously used for backup and 

redundancy, to connect directly to multi-cloud resources. 

Chart 2: Secured SD WAN architecture 

 
Source: Cisco 
 

Like other global peers, TCom offers SD-WAN solutions from multiple vendors such as 

VMware, Cisco Viptela and others, but it also has its own offering using Cisco routers, 

which is unique among peers in leadership category.  

SD-WAN is the fastest growing service among enterprise connectivity solutions with 

global total addressable market at less than US$1bn in 2018, but expected to rise at a 

CAGR of 76% over 2018-23 to US$6bn (Gartner). This is a huge opportunity for 

TCom. We see the company having higher market share in SD-WAN compared to its 

global market share in other services such as Ethernet, MPLS and others due to: 1) 

level playing field in technology, 2) services portfolio offering evolution along with 

global peers (who had headstart earlier), 3) expansion in its reach, and 4) partnership 

model with India-based SIs, who have large market share in IT services.  
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Domestic market continues to grow 

‘Strategy&’, part of PWC network, estimates India enterprise connectivity market in 

2019 at US$2.3bn across Layer 2 and Layer 3 solutions. It estimates the market size 

to grow to US$2.6bn in 2020 with Layer 2 reaching US$1bn while Layer 3 market is 

seen at US$1.6bn. 

Layer 2 (OSI model) consists of Ethernet, domestic leased circuit (DLC), international 

private leased circuit (PLC), etc. Layer 3 comprises MPLS, SD-WAN, and alternatives 

such as internet leased line. 

Chart 3: India enterprise connectivity market at US$2.6bn (up 13% YoY) in 2020 

 
Source: PWC 
 

We see the India market for TCom offering good growth opportunity even in traditional 

connectivity services unlike the global market where traditional connectivity continues 

to fade out. 
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NetFoundry, next-gen network as a service  

NetFoundry Inc., a wholly-owned subsidiary of Tata Communications (TCom), is 

headquartered in Charlotte, North Caroline, US. NetFoundry is ‘beyond SD-WAN’, 

software-only networking solution providing application-specific performance, security, 

reliability and agility across any set of networks and clouds. It gives businesses control 

of the networks without needing to build or manage the underlying infrastructure.  

This is while legacy network infrastructure is preventing digital transformation. Legacy 

networks are expensive, inflexible and often impossible to provision for private telco 

circuits and SD-WAN CPE into every edge of SaaS, cloud, mobility, IoT, B2B extranet, 

and B2C. 

NetFoundry provides web consoles and APIs to spin up global networks on-demand 

similar to web consoles from Amazon AWS and Microsoft Azure to spin up virtual 

machines and storages. NetFoundry’s web-based orchestration console / APIs help 

design and instantly deploy cloud-native, application-specific networks (AppWANs). 

AppWAN is created when an endpoint or group of endpoints (virtual gateways, virtual 

machines, IoT devices, smartphones, laptops, etc.) is assigned permission to access a 

set of services / applications. The console and APIs enable the administrator to 

enforce policies, without needing to manage the infrastructure itself. 

Each AppWAN is managed by a NetFoundry controller, enabling the administrator to 

benefit from NetFoundry’s network fabric. Controllers interact with business and 

application systems such as IAM (identity and access management), IoT identity, and 

cloud policies to enable each AppWAN to be programmatically controlled by the 

application contexts and needs. 

The most interesting use cases for AppWANs is in multicloud connectivity. AppWANs 

are designed for multiclouds, which enable instant creation of cloud-to-cloud and 

cloud-to-edge private network fabrics over existing internet circuits. NetFoundry virtual 

gateways connect AppWANs to cloud instances, which come pre-built to integrate 

quickly and seamlessly with popular CSPs such as AWS, Microsoft Azure, Google 

Cloud Platform, and IBM Bluemix. 

AppWANs designed for multicloud connectivity make stubborn, legacy applications 

cloud-portable with a layered security architecture that isolates and protects data flows 

through a data stream fragmentation (aggregation and disaggregation) and military-

grade encryption. The result is a private, dark, zero-trust network. 
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Chart 4: NetFoundry allows endpoints connection across multiple cloud 
environments at application-level granularity in no time 

 
Source: Company 
 

The addressable market for NetFoundry is very large and, for showcasing the 

opportunity, we have taken Cloudflare services as proxy, where NetFoundry’s share 

significant overlaps. Clearly the addressable market is very big and expected to grow 

at a fast pace. 

Chart 5: Total addressable market for Cloudflare, which has significant 
overlapping with NetFoundry 

 
Source: Company 
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Unified Communications – managed services is key 
focus area 

Unified Communications and Collaboration (UCC) refers to solutions that unify 

enterprise communications, including messaging, audio, video, and meetings, into a 

consistent user experience. By design, these are digital platforms and tightly 

integrated ecosystems that serve as the foundation to a digital transformation strategy.  

Tata Communications (TCom) offers three solutions under its UCC portfolio, viz. 1) 

Unified Communications as a Service (UCaaS) based on Microsoft Teams solutions 

and UCaaS Cisco-based solutions; 2) voice solutions, which house Global SIP 

connect; and 3) Contact Centre as a Service (CCaaS) using Amazon Connect, Cisco 

Webex contact centre, and InstaCC Global (proprietary).  

Global SIP Connect – much steam for growth   

Research and Markets estimates global SIP trunking market size at US$13.4bn in 2019, 

and anticipates it to reach US$30.2 in 2027, which implies a CAGR of 10.8% over 2019-

27. SIP trunk supports voice and video communications over the internet; thus, companies 

are using such solutions for high business performance.    

TCom Global SIP Connect, a white label service offering, opens up exciting opportunities 

for telecommunication providers and conferencing service providers – strengthening 

existing portfolios with cost-effective, fully managed global voice services. It helps 

enterprise customers extend global voice reach and save 55% on legacy trunk costs. The 

solution integrates with existing PBX. Employees can make / receive calls via PC’s UC 

client while retaining the legacy direct number.  

TCom offers one of the world’s largest international voice networks – integrating with over 

1,600 carrier partners, 780 mobile providers and 700 VoIP operators – with expansive 

interconnect options and service features combining flexibility, reach and high call quality.  

Why then were SIP trunking revenues weak in the previous few 

quarters for TCom? 

We understand three key reasons for SIP trunking revenues being weak for TCom in 

the previous few quarters: 1) work from home in its largest market of India had put 

pressure on enterprise voice segment (the voice calls which were earlier originating 

from office are now attended through mobile); 2) reduced demand from video 

conferencing apps such as Zoom, Microsoft Teams, Webex and others. Users are 

now comfortable using VoIP services built into apps, and are reducing usage over SIP 

trunking; and 3) rise in interconnect charges from India, which has impacted volumes. 

Besides, we think TCom’s pricing (aggressive and competitive) has also hurt its 

market share.  

SIP trunking revenues are linked to minutes of usage, which have been impacted due 

to above reasons thus adversely affecting TCom’s segmental revenues. TCom is 

trying to fix the last reason and we believe, in coming quarters, the company will fight 

for its minute market share in SIP trunking by fixing the pricing issue.  We expect 

TCom’s SIP trunking services to witness healthy revenue growth on normalised basis 

due to the benefit of being in a faster growing market. However, minutes from video 

http://www.globenewswire.com/news-release/2021/01/28/2165530/0/en/Global-SIP-Trunking-Market-Forecast-Report-2020-2027-Market-Opportunities-in-the-Growing-Market-Potential-for-Small-Medium-Businesses.html
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conferencing operators (such as Microsoft Teams, Cisco Webex etc) would remain 

highly price sensitive market compared to enterprise voice service. 

UCaaS – higher growth potential and fixed pay model 

TCom has partnership with Microsoft Teams solutions and Cisco collaboration 

services where in TCom offers fully managed collaboration solutions including calling, 

messaging, meetings and PSTN access. Under the partnership, TCom also provides 

global reach through regional data centres with in-country regulatory compliance, and 

supports migration from on-premise UC deployments to cloud.   

Per Grand View Research, the global team collaboration software market size was 

valued at US$9.5bn in 2019 and is expected to grow at CAGR of 12.7% over 2020-27. 

Integrating web conferencing applications with other communication tools enhances 

the functionality of collaboration solutions and provides the ability to practice efficient 

communications. Also, organisations have started to realise the benefits of leveraging 

affordable video conferencing solutions, which is facilitating wide-scale adoption. 

Unlike SIP trunking business, which is significantly dependent on minutes of usage 

growth, managed collaboration services has good fixed pay component which would 

ensure lower volatility in revenues. 

Chart 6: Cloud-based team collaboration services are on rise vis-à-vis on-
premise calls, which would help TCom grow its managed collaboration services 

 
Source: Grand View Research 
 

CCaaS – TCom betting on its InstaCC  

Corporates are required to maintain customer experience by providing timely and 

accurate response. Customer satisfaction has become an important parameter in 

creating market differentiation and to remain on top of customer recall. Contact Centre 

as a Service (CCaaS) offer solutions that helps provide suitable customer services. 

These services aid agents / customer care desk to efficiently handle customer queries 

on real-time bases, e.g. tracking delivery parcels, availability, replacements, repairs, 

etc.  

The interaction with customer care has evolved with multiple channels of 

communications such as emails, social media, SMS, calls, etc., and corporates are 

expected to be reachable across channels. These needs of corporates for enhanced 

customer servicing is driving growth for CCaaS. 
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Per Fortune Business Insights, global CCaaS market size was US$3bn in 2019, and is 

expected to grow at a CAGR of 16.5% to US$10bn over 2019-27. CCaaS solutions 

are used by customer service and telemarketing centres, employee service and 

support centres, help desk service centres, and other types of structured 

communication operations. CCaaS solutions are typically deployed as an integral part 

of a broader customer service and support technology ecosystem. The cloud-based 

services offer tools and solutions that would support the agents while completing 

customer query / information. 

TCom offers services including InstaCC (global contact centre), Cisco Webex contact 

centre for cloud-based solutions, and Amazon Connect, which would complement 

TCom’s network and voice services. 
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Media – niche capability 

Media industry is adopting technology as consumers demand multiple streams to 

assess content. Tata Communications (TCom) has been pioneering the industry with 

distribution management for >800 TV channels across the US, Europe and Asia. In 

terms of delivery, it is reaching >2bn sports fans with sports content delivered through 

90% of all global sports broadcasters. It has delivered >5,000 live events, of which 

>750 were remotely produced. TCom has done content storage and transfer of 

>10,000TB.  

TCom enjoys dominant leadership position in managed services for video services 

(Frost & Sullivan) and is in the leadership quadrant in Omdia’s global video CDN 

services scorecard. It is strongly placed in LIVE 4K tier-1 global sports contribution 

and distribution, global motorsports distribution (mostly in Europe), India sports market 

(IPL, PBL, PKL), and remote production for global sports events.  

We believe managed services for media, and adoption of live events through multiple 

channels / screens, would keep the industry grow at a fast pace. However, the past 

one year has been very hard on media industry due to cancellation of many events, 

which hurt growth for TCom. 

Chart 7: Video CDN leadership landscape 

 
Source: Omdia Video CDN Vendor Scorecard - 2020 
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Managed cloud services – exciting runway for next 
decade 

Unlike other services where TCom is participating in the global markets, the focus 

geography for managed cloud services is India. However, the emerging opportunity in 

this segment is huge for the company, thus justifying aggressive expansion.  

India data centre industry, which accounts for 1-2% of the global market, is estimated 

to have grown at a CAGR of 15-20% since FY16 to touch ~US$1bn in FY19 and 

~US$1.2bn in FY20. Growth was aided by increase in internet penetration from ~30% 

in FY16 to ~55% in FY19 (Crisil report). Industry capacity stood at ~360MW in FY20, 

and it is expected to expand >3x to reach 1,100-1,200MW by FY25 on the back of 

US$4-5bn investments announced over the past three years.  

The data centre industry is growing at a very high pace lead to three factors: 1) 

growing number of hyperscalers such as Flipkart, Zomato, etc; 2) expansion of global 

public cloud presence in India, and enterprises of all sizes embracing cloudification; 

and 3) tightening of regulation and compliance, which are pressing for storing data 

within India. 

Chart 8: Data centre services market size is expected grow >3x by FY25 

 
Source: Crisil  
 

Corporates are adopting hybrid cloud and multi-cloud strategies, and they would need 

service providers to manage cloud services for seamless integration and orchestration 

of applications and services. Further, we see rise in demand for private cloud, and 

community cloud for segments that don’t want to shift to public cloud for multiple 

reasons. Examples of such communities are: government community cloud, BFSI 

community cloud, and cloud for specialised applications such as SAP, etc.  

TCom helps organisations on cloud migration to setting up private cloud (IZO Private 

Cloud), cloud storage, managed cloud, cloud containers, analytical platform and 

disaster recovery. Though the company has a suite of services, we are yet to see 

aggressive expansion of these services. TCom plans to create community clouds 

based on different industries thereby creating focused services similar to government 

community cloud, which it already operates. It is looking at other verticals such as 

BFSI, IT/ITeS, healthcare, etc. 

TCom is also in partnership with major public cloud service providers – AWS, 

Microsoft Azure, Google Cloud Platform, Oracle, IBM, Salesforce and Alibaba Cloud.  
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The biggest strength for TCom is the undivided focus on driving higher managed cloud 

services, hosting and security services, while the real estate (passive infrastructure – 

data centre) business resides in ST Telemedia in which it owns 26% stake. ST 

Telemedia is a leading data centre player in India, and TCom leases space from it for 

its cloud services. Large competition like NetMagic, Nxtra and others are focused on 

driving business from hyperscalers.  
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Customer review through Gartner Peer Insights 

Gartner states, ‘Peer Insights is Gartner’s peer-driven ratings and reviews platform for 

enterprise IT solutions and services covering over 300+ technology markets and 3,000 

vendors. Every review is verified before publishing to ensure you only read completely 

authentic insights from your peers.’ 

Product reviews by customers provide comfort on offering by each of TCom’s key 

services: 

1. Network services and managed SD-WAN rating has been encouraging, and it 

would be the biggest strength of TCom in our view.  

Chart 9: Network services – TCom has been rated 
4.6% while 92% have recommended (171 reviews) 

Chart 10: In managed SD-WAN, TCom’s rating is 4.9 
while 94% have recommended (18 reviews)  

  
Source: I-Sec research, Company Source: I-Sec research, Company 
  

2. Unified communication and UCaaS also have strong rating from customers, and 

mostly all customers are ready to recommend 

Chart 11: Unified communications – TCom is rated 
4.7% while 100% have recommended (24 reviews) 

Chart 12: In UCaaS, TCom’s rating is 4.9 while 96% 
have recommended (50 reviews)  

  
Source: I-Sec research, Company Source: I-Sec research, Company 
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3. Global CDN has strong rating, while in managed IoT connectivity services (MOVE) 

many need more improvement in services. 

Chart 13: Global CDN – TCom is rated 4.6% while 
91% have recommended (45 reviews) 

Chart 14: For MOVE, TCom’s rating is 4.1 while only 
70% have recommended (10 reviews)  

  
Source: I-Sec research, Company Source: I-Sec research, Company 

 

4. We have highlighted that TCom has a long way to go in cloud hosting services, 

which is also reflected in its rating and recommendations. Managed security 

services has very few reviews to make any conclusive decision. 

Chart 15: Managed hybrid cloud hosting – TCom is 
rated 3.9% while 58% have recommended (22 
reviews) 

Chart 16: For managed security services, TCom’s 
rating is 4.8 while 67% have recommended (3 
reviews)  

  
Source: I-Sec research, Company Source: I-Sec research, Company 
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Clearly, revenue growth path for TCom is hugely 
exciting 

Tata Communications’ (TCom) slow revenue growth in FY21 has large disconnect; 

while we are describing huge revenue opportunity with rising total addressable market, 

TCom new-age products competing with the best in the world, settling of legacy issues 

and new management. We believe the first mile is longest and that once the going 

begins, company should benefit from the entire ecosystem including better recognition 

from consultants such as Gartner, customers, partners and competition. It is at an 

inflection point in new-age services and we don’t want to lose faith because of a few 

initial battle losses.  

Further, covid has hit the company by way of elongated deal conversion cycles, 

challenges in execution either on man/material movements or delay in client handing 

out sites. Further, a few services where TCom was betting high (such as media and 

airlines) were worst hurt from covid, and the company failed to convert a few larger 

deals.  

On the positive side, we like the fact that TCom has started to participate in larger 

deals, which when accelerates, the growth would be much easy to come. We are yet 

to see SIs adding to revenues and that ocean of opportunity, and TCS, which is 

TCom’s sister company, would come handy. 

Chart 17: GDS revenues accelerated in FY19/FY20, but FY21 disappointed 
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Chart 18: Traditional services were hurt in 
FY17/FY18 on mobile industry consolidation in 
India, and recovered in FY19-FY21 

Chart 19: Growth services revenue has steeply 
decelerated mainly due to under-performance in the 
UCC portfolio 
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Chart 20: Ex-UCC, growth services portfolio has expanded at a CAGR of  
>35% despite deep covid-inflicted hurt on media  
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Chart 21: NetFoundry customer base has grown 
3.7x in past five quarters 

Chart 22: SIM ordered on MOVE has grown 
exponentially 
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Chart 23: Security and hosting services have not grown at a desirable rate 

 -

 5,000

 10,000

 15,000

 20,000

 25,000

 30,000

 35,000

 40,000

Q1FY19 Q3FY19 Q1FY20 Q3FY20 Q1FY21 Q3FY21

Managed Cloud Instances Devices Managed Storage (TB)

 
Source: I-Sec research, Company 
 

Earnings model assumption 

 Unlike in past three years where headline revenues grew at a CAGR of only 0.5% 

due to 19.3% p.a. decline in GVS revenues, the coming two years will see growth 

of 5.9% on lower contribution from GVS and acceleration in GDS revenue growth. 

 We are factoring-in GDS revenue CAGR of 9.8% in the next two years (FY21-

FY23E), which is lower than management guidance of double-digit growth. 

Company has high probability of beating our estimates. However, considering low 

visibility of timing in acceleration of revenues, we have maintained conservative 

estimates. 

 GDS revenue growth is driven by 21% CAGR in Growth + Innovation services, 

which has huge addressable market. And if the company executes well, we see 

this portfolio outperforming over the next decade. 

 Traditional services growth has been kept at the historical average, assuming 

these services continue to grow in India where TCom is market leader. 



 
 
 

Tata Communications, June 5, 2021 ICICI Securities  

 

 
21 

 TCom’s EBITDA is expected grow at a CAGR of 14.4% over FY21-FY23E driven 

by GDS EBITDA growth at 15.5% CAGR. 

 Significant growth in GDS is expected to come from Growth services, where we 

have built an incremental EBITDA margin of ~45%. 

 Healthy balance sheet will allow the company to invest in Growth services and 

expand in the international market. 

 

Table 3: GDS revenues expected to grow at CAGR of 15.5% over FY21-FY23E 

Rs mn  FY18   FY19   FY20   FY21  CAGR (%) 
 

 FY22E   FY23E  CAGR (%) 

Revenue           
 

      

GVS 53,113  38,703  33,762  27,903  (19.3)  
 

22,143  19,315  (16.8)  

GDS 1,13,462  1,24,392  1,35,359  1,41,427  7.6  
 

1,55,720  1,70,567  9.8  

Total 1,66,508  1,63,043  1,69,070  1,69,204  0.5  
 

1,77,863  1,89,882  5.9  

          
% mix 

         
GVS 31.9  23.7  20.0  16.5  

  
12.4  10.2  

 
GDS 68.1  76.3  80.1  83.6  

  
87.6  89.8  

 

          
EBITDA           

 
      

GVS 3,356  3,347  2,634  1,728  (19.9)  
 

1,439  1,255  (14.8)  

GDS 19,312  20,687  28,645  39,081  26.5  
 

45,339  52,135  15.5  

Total 22,914  24,034  31,279  40,809  21.2  
 

46,779  53,390  14.4  

          
EBITDA (%) 

         
GVS 6.3  8.6  7.8  6.2  

  
6.5  6.5  

 
GDS 17.0  16.6  21.2  27.6  

  
29.1  30.6  

 
Total 13.8  14.7  18.5  24.1  

  
26.3  28.1  

 

          
% mix 

         
GVS 14.6  13.9  8.4  4.2  

  
3.1  2.4  

 
GDS 84.3  86.1  91.6  95.8    

 
96.9  97.6    

Source: I-Sec research, Company 
 

Table 4: We expect Growth services’ incremental EBITDA margin at ~45% 

Rs mn  FY18   FY19   FY20   FY21  CAGR (%) 
 

 FY22E   FY23E  CAGR (%) 

Revenue                  

Traditional services 75,939  81,179  85,899  90,648  6.1   95,245  99,131  4.6  

Growth services (Incl Innovative) 22,350  28,541  32,907  35,338  16.5   43,082  52,166  21.5  

Subsidiary 15,107  14,671  16,553  15,442  0.7   17,393  19,269  11.7  

GDS  1,13,462   1,24,392   1,35,359   1,41,427  7.6    1,55,720   1,70,567  9.8  

          

% mix          

Traditional services 66.9  65.3  63.5  64.1    61.2  58.1   

Growth services (Incl Innovative) 19.7  22.9  24.3  25.0    27.7  30.6   

Subsidiary 13.3  11.8  12.2  10.9    11.2  11.3   

          

EBITDA                  

Traditional services 22,898  24,005  31,728  39,085  19.5   40,003  41,635  3.2  

Growth services (Incl Innovative) (4,977)  (4,954)  (3,673)   642    3,597  8,123  255.8  

Subsidiary 1,391  1,636   590   154  (52.0)   1,739  2,377  293.4  

GDS 19,312  20,687  28,645  39,880  27.3   45,339  52,135  14.3  

          

EBITDA (%)          

Traditional services 30.2  29.6  36.9  43.1    42.0  42.0   

Growth services (Incl Innovative) (22.3)  (17.4)  (11.2)  1.8    8.3  15.6   

Subsidiary 9.2  11.2  3.6  1.0    10.0  12.3   

GDS 17.0  16.6  21.2  28.2    29.1  30.6   

          

% mix          

Traditional services 118.6  116.0  110.8  98.0    88.2  79.9   

Growth services (Incl Innovative) (25.8)  (23.9)  (12.8)  1.6    7.9  15.6   

Subsidiary 7.2  7.9  2.1  0.4     3.8  4.6    

Source: I-Sec research, Company 
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Table 5: TCom to generate healthy FCF… 

Rs mn  FY18   FY19   FY20   FY21  CAGR (%) 
 

 FY22E   FY23E  CAGR (%) 

Cashflow from operators       23,060        23,191        27,761        37,324            17.4         41,949        46,715            11.9  

Less: Chg in WC       (5,932)        (4,748)        (2,513)        (5,526)          (3,300)        (3,156)   

CFO after WC       17,128        18,443        25,248        31,798            22.9         38,649        43,559            17.0  

% of EBITDA           74.8            76.7            80.7            77.9              82.6            81.6   

Less: Capex       16,207        17,489        16,810        13,636          19,845        20,837   

% of GDS revenue           14.3            14.1            12.4              9.6              12.7            12.2   

FCFF            921             954          8,438        18,162          170.2         18,804        22,722            11.9  

Finance cost + lease         2,326          2,326          5,469          5,997            4,905          4,905   

Dividend paid         2,059          1,541          1,529          1,152            4,360          4,491   

FCF for debt reduction       (3,464)        (2,913)          1,440        11,013            9,539        13,326   

% of net debt          (4.7)           (3.4)              1.6            14.2               14.6            27.7    

Source: I-Sec research, Company 
 

Chart 24: …which will help further strengthen the balance sheet 
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Chart 25: Capex to remain steady and allow investments into new services 
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Chart 26: Benign capital employed (on account of historical write-downs) would 
make RoCE look very strong 
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Changing path for good; stock warrants valuation 
upgrade 

Digital transformation is a great theme, and we have very few good ICT enterprise 

enablers in India. Though telecommunication and data services are backbone of the 

digital ecosystem, these services have become highly commoditised. We are implying 

commoditisation as telecom companies failed to monetise (RoCE-accretive) volume 

growth in data.  

TCom has been working on transforming to become a digital solutions company from 

being just a data pipe (sub-sea cable) company. It has taken huge efforts and time to 

reach this inflection point, probably timing could not have been better considering the 

growing importance of digital ecosystems (due to covid situation). 

The recent hirings also point towards board of directors focus for the company. Mr 

Amur Lakshminarayanan, MD & CEO, has come from TCS, and Mr Kabir Ahmed 

Shakir, CFO from Microsoft Corp India. They would be catalysts to induce a solution-

driven mindset into the organisation. Management in the recent earnings call has 

highlighted significant change in deals they have been now participating in, which are 

multifold bigger and focused on providing solutions. They are collaborating with 

system integrators such as TCS who should help TCom expand its global reach and 

addressable market. Also, rising internet-based solutions have significantly reduced 

TCom’s disadvantage of not owning terrestrial fibre in developed markets. 

Company saw 12% growth in large deals sales funnel in FY21 and we see this 

accelerating in the coming times and, more importantly, we expect rise in the portion 

of sales funnel converting into orderbook and revenues. TCom has shared guidance of 

double-digit revenue and EBITDA growth, >20% RoCE and significant reduction in net 

debt over the next three years (FY21-FY24), which has not panned out in FY21 (a dud 

year of revenue growth) though profitability rose on cost optimisation. 

TCom’s revenue growth disappointment in FY21 can be attributed to transition 

hiccups, but we believe it is in the right direction. Management remains confident of 

delivering strong revenue-led earnings growth for next few years and, we believe, if it 

delivers on revenue growth, then potential upside could be significantly higher in the 

stock. Company has started to deleverage the balance sheet and has already reached 

comfortable a ‘net debt to EBITDA’ of <2x. 

Considering that the company’s focus is to drive higher revenues from solutions 

business, and adoption of internet-based services by enterprise, capex for the 

company would remain steady thus aiding higher FCF generation. Further, the exit of 

government from shareholding should give the promoters (Tata Sons) more control 

over the company, and help implement organisational changes faster, and increase 

agility of decision-making.  

We conservatively believe the company’s EBITDA can grow at a CAGR of 14% over 

FY21-FY23E, and EPS by over 36%, on low base and financial leverage. Annual 

reduction of net debt could be Rs10bn-15bn, which will add 4-5% to market cap. 

Company is trading at a valuation of 14.1x FY23E EPS and 7.0x FY23E EBITDA, and 

we see significant rerating catalyst for the stock. 
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We now value stock at 18x FY23E EPS at Rs1,461 (from Rs1,232). We have changed 

the valuation metrics from earlier SoTP-based valuations (wherein core business was 

valued at EV/EBITDA, and additional value was assigned to real estate revenue and 

profit from associates and data centre business). This is to reflect the changing fabric 

of the company and we would like to see its earnings generation potential, similar to 

midcap IT companies. And it has lot of start-up kind of businesses, which can 

independently drive very high sales multiples. 

We upgrade to stock to BUY (from Add); TCom is among our top pick in India telecom 

space with Bharti Airtel. 
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Financial summary 

Table 6: Profit & Loss statement 

(Rs mn, year ending March 31) 

  FY20 FY21 FY22E FY23E 

Operating Income (Sales) 1,69,070 1,69,204 1,77,863 1,89,882 
Operating Expenses 1,37,790 1,28,395 1,31,084 1,36,492 
EBITDA 31,279 40,809 46,779 53,390 
  % margins 18.5 24.1 26.3 28.1 
Depreciation & Amortisation 23,577 23,139 22,883 22,742 
Net Interest 4,707 4,202 3,950 3,579 
Other Income 2,307 3,364 2,611 2,734 
Recurring PBT 5,302 16,833 22,558 29,802 
Add: Extraordinaries (3,905) (747) - - 
Less: Taxes 2,267 3,549 4,963 6,854 
          - Current tax 3,342 3,549 - - 
          - Deferred tax (1,075) - - - 
Less: Minority Interest (11) 30 (133) (180) 
Net Income (Reported) (860) 12,506 17,728 23,127 
Recurring Net Income 3,045 13,254 17,728 23,127 

Source: Company data, I-Sec research 
 

Table 7: Balance sheet 

(Rs mn, year ending March 31) 

  FY20 FY21 FY22E FY23E 

Assets     
Total Current Assets 72,015 80,210 88,463 1,00,665 
  of which cash & cash eqv. 9,091 17,791 20,414 25,416 
Total Current Liabilities & 
Provisions 

1,26,83
8 1,24,957 1,27,288 1,31,331 

Net Current Assets (54,824) (44,747) (38,824) (30,666) 
Investments 15,631 15,631 15,631 15,631 
   
of which     
Strategic/Group 9,013 9,013 9,013 9,013 
Other Marketable 6,618 6,618 6,618 6,618 

Net Fixed Assets 
1,30,25

2 1,23,692 1,21,388 1,20,124 
Goodwill 918 918 918 918 
Deferred Tax Assets 2,799 2,799 2,799 2,799 
Total Assets 94,777 98,293 1,01,911 1,08,806 

     

Liabilities     

Borrowings 
1,07,20

9 1,02,209 92,209 80,209 
Deferred tax liability 304 304 304 304 
Minority Interest 48 48 48 48 
Equity Share Capital 2,850 2,850 2,850 2,850 
  Face Value per share (Rs) 10.0 10.0 10.0 10.0 
Reserves & Surplus (15,634) (7,117) 6,501 25,396 
Net Worth (12,784) (4,267) 9,351 28,246 
Total Liabilities 94,777 98,293 1,01,911 1,08,806 

Source: Company data, I-Sec research  
 

Table 8: Quarterly trend 

(Rs mn, year ending March 31) 

  Jun-20 Sep-20 Dec-20 Mar-21 

Net sales 43,571 43,569 41,786 40,278 
% growth (YoY) 5.5 3.0 (0.3) (7.1) 
EBITDA 9,960 11,134 10,019 9,697 
Margin (%) 22.9 25.6 24.0 24.1 
Other income 606 1,203 524 1,032 
Add: Extra ordinaries (105) (540) (114) 12 
Net profit 2,578 3,845 3,092 2,992 

Source: Company data 
 

Table 9: Cashflow statement 

(Rs mn, year ending March 31) 

  FY20 FY21 FY22E FY23E 

Operating Cashflow  27,761 36,483 41,949 46,715 
Working Capital Changes (2,513) (1,376) (3,300) (3,156) 
Capital Commitments (16,962) (14,000) (18,000) (18,900) 
Free Cashflow  8,286 21,106 20,649 24,659 
Cashflow from Investing 
Activities 1,664 3,364 2,611 2,734 
Issue of Share Capital - - - - 
Inc (Dec) in Borrowings (901) (5,000) (10,000) (12,000) 
Dividend paid & Others (8,522) (10,771) (10,638) (10,391) 
Chg. in Cash & Bank 
balance 527 8,700 2,622 5,002 

Source: Company data, I-Sec research 
 

Table 10: Key ratios 

(Year ending March 31) 

  FY20 FY21 FY22E FY23E 

Per Share Data (in Rs.)     
Recurring EPS 7.3 45.8 62.2 81.1 
Reported EPS (3.0) 43.9 62.2 81.1 
Recurring Cash EPS  68.3 113.6 131.1 149.5 
Dividend per share (DPS) 4.0 14.0 14.4 14.9 
Book Value per share (BV) (44.9) (15.0) 32.8 99.1 

     

Growth Ratios (%)     
Operating Income 3.7 0.1 5.1 6.8 
EBITDA  30.1 30.5 14.6 14.1 
Recurring Net Income (459.9) 335.2 33.8 30.5 

Diluted Recurring EPS 4.4 
(1,554.9

) 41.8 30.5 
Diluted Recurring CEPS (346.2) 531.5 35.7 30.5 

     
Valuation Ratios (x)     
P/E 157.2 24.9 18.3 14.1 
P/CEPS 16.7 10.0 8.7 7.6 
P/BV (25.4) (76.2) 34.8 11.5 
EV / EBITDA 13.3 9.9 8.3 7.0 
EV / Operating Income 2.5 2.4 2.2 2.0 
EV / Operating FCF 16.5 11.5 10.1 8.6 

     

Operating Ratios     
Other Income / PBT (%) 43.5 20.0 11.6 9.2 
Effective Tax Rate (%) 42.8 21.1 22.0 23.0 
NWC / Total Assets  (%) (57.8) (45.5) (38.1) (28.2) 
Inventory Turnover (days) 1.6 1.6 1.6 1.6 
Receivables (days) 69.7 72.0 77.0 82.0 
Payables (days) 83.0 81.5 79.5 77.5 
Net Debt/EBITDA Ratio (x) 2.9 1.9 1.4 0.9 
Capex % of sales 9.9 8.3 10.1 10.0 

     

Profitability Ratios (%)     
Rec.Net Income Margins  1.8 7.8 10.0 12.2 
RoCE  7.5 18.2 24.0 29.3 
RoIC 9.0 23.2 32.6 41.3 
RoNW  11.8 (146.7) 697.4 123.0 
Dividend Yield  0.4 1.2 1.3 1.3 
EBITDA Margins  18.5 24.1 26.3 28.1 

Source: Company data, I-Sec research 
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