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Steady performance; one-offs aid EBITDA, PAT... TATA COMMUNICATIONS
About the stock: Tata Communications (TCom) is the leading global digital ~Fariculars Amount
bl Market Capitalization % 40659.5 Crore
HSETAA I kel Total Debt (FY21) % 10001 Crore
e It provides its clientele with state-of-the-art solutions, including a wide range Cash (FY21) % 921.1 Crore
of communication, collaboration, cloud, mobility, connected solutions, Ev % 52189 Crore
network and data centre services 52 woek HT 1540/ 875
Equity capital (% crore) 285.0
Face value (%) 10.0

Q2FY22 Results: TCom reported stable core Q2FY22 results.
Shareholding pattern
Dec-20 Mar-21 Jun-21 Sep-21

e Topline at ¥ 4174 crore was down 5.2% YoY, up 1.7% QoQ with data

segment revenues declining 2.2% YoY (on high base) but showing modest Promoters 75.0 589 589 58.9
1.1% QoQ growth DIl 1.4 7.0 69 72
Flis 177 244 240 235

e Consolidated EBITDA margin was at 26.7% (up 36 bps YoY, 263 bps QoQ)
aided by one-off ¥ 50 crore for timing difference led employee cost benefit
and reversal of provisions. PAT of ¥ 425 crore was up 10.6% YoY and 43.7%

Other 6.0 9.7 102 105

QoQ, owing to one-off benefits in margins and lower tax rate 1500 20000
1250 17000
1000 14000
What should investors do? TCom'’s share price has grown at ~18% CAGR over 750 11000
the past five years. 500 8000
250 5000
e We maintain BUY on the company 00—+ 2000
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Target Price and Valuation: We value TCom at a target price of ¥ 1725 L T ]
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TCOM (LHS) —— Nifty

Key triggers for future price performance:

e  Growth will be driven by platforms viz. a) cloud, edge & security b) next
generation connectivity ¢) NetFoundry d) MOVE & /oT, wherein each have Key Risk: (i) Delay in revenue
robust market size growth potential of 15-25% CAGR in next four to five growth recovery; (i) delay in
years turnaround of incubation segment
e We expect ~7% revenue CAGR in FY21-23E in the overall data segment, Research Analyst
driven by likely acceleration in growth from H2FY22 onwards. We expect Bhupendra Tiwary, CFA
overall margins to at 25.5% in FY23 vs. 24.9% in FY21 bhupendra.tiwary@icicisecurities.com

e Strong cash flow generation to aid deleveraging
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Alternate Stock Idea: Besides TCom, we like Jagran Prakashan in telecom & media

e A play on print sector recovery and superior dividend payout

e BUY with a target price of ¥ 70

Key Financial Summary

(% Crore) FY19 FY20 FY21  5yr CAGR (FY16-21) FY22E FY23E 2 yr CAGR (FY21-23E)
Net Sales 16,525.0 17,068.0 17,100.1 (8.8)  17,098.8 18,631.1 4.4
EBITDA 2,744.9 3,289.0 4,260.6 17.5 4,375.1 4,750.9 5.6
PAT (82.4) (86.0) 1,250.6 LP 1,557.0 1,754.0 18.4
P/E (x) NM NM 32,5 26.1 23.2
Price / Book (x) NM NM 352.2 25.9 12.6
EPS R) (2.9) (3.0) 43.9 54.6 61.5
EV/EBITDA (x) 18.0 15.9 12.0 11.3 10.0
RoCE (%) 1.3 10.6 20.7 21.4 22.9
RoE (%) NM NM NM NM NM

Source: Company, ICICI Direct Research;,
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Key performance highlight and outlook
Revenues sees sequential growth after three quarters of decline

Data revenues (forming ~75% of revenues) declined 2.2% YoY (up 1.1% QoQ),
primarily due to moderation of collaboration traffic, which was at its peak during Q1
and Q2 of last year. TCom indicated that revenue growth from here on would
improve. Furthermore, usage-based revenue, which contributes 25% of data
revenue that has moderated, is likely to pick up with economic reopening. The
management indicated that double digit growth in order book was seen both in India
and overseas with 80% of orders from existing customers. The company indicated
that barring UK and European region, recovery was seen everywhere. It however,
expects them also to recover, going ahead, with global reopening and normalisation.
The company indicated that demand outlook is robust in the medium/long term and
maintained the long term trend of double digit growth outlook along with overall
EBITDA margins range of 23-25%.

TCom has informed that it would participate in growth of data centre through its 26%
stake in STT, which it doesn’t intend to dilute. STT is undertaking tripling of capacity
from 130 Mhz to 400 Mhz over the next 5 years and would require overall capex
outlay of ¥ 6000-9000 crore. The same will be funded through internal cash
generation, Equity and Debt, for which TCom shall participate.

The company'’s strategic growth plan, focused approach and structural improvement
in data segment margins has driven multiple re-rating. While deal closures delays
have had near term weakness in revenues, the demand outlook is robust in the
medium/long term and recovery is likely over the next couple of quarters.
Furthermore, stable performance and improved cash flow generation, deleveraging
possibilities and improved return ratios bode well for the company.

With cash flow generation consistency and growth levers like cloud, edge & security,
IOT etc., we remain constructive on the company We maintain BUY with a target
price of ¥ 1725/share, at 28x FY23 P/E.
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Exhibit 1: Variance Analysis

Revenue

Other Income

Employee Expenses
Administrative Expenses
Network costs

EBITDA

EBITDA Margin (%)
Depreciation
Interest
Exceptional ltems
Total Tax

PAT

Total Minutes (in billion)
GDS Revenues

Q2FY22 Q1FY22E Q2FY21

4,174.0 4,202.2 4,401.1
36.4 13.0 76.1
728.5 798.4 761.9
765.7 769.0 846.7
1,567.0 1,613.2 1,634.9
1,112.9 1,021.5  1,157.5
26.7 24.3 26.3
541.6 531.8 571.9
90.8 96.2 106.4
-12.7 0.0 54.0
103.8 102.5 115.3
425.4 304.1 384.5
4.0 4.2 4.9
3,140 3,200 3,210

Q1FY22 YoY (%) QoQ (%)

4,102.8 -5.2 1.7
13.4 -52.1 172.8
809.7 -4.4 -10.0
745.2 -9.6 2.8
1,561.9 -4.2 0.3
986.1 -3.9 12.9
24.0 36bps 263 bps
531.8 5.3 1.9
96.2 -14.7 -5.6
-5.6 0.0 NM
79.3 -10.0 30.9
296.1 10.6 43.7
4.3 -18.4 -1.5
3,104 2.2 1.1

Comments
The data revenues (forming ~75% of the revenues) declined by 2.2%

YoY (up 1.1% QoQ), primarily due to moderation of Collaboration traffic
which was at peak during Q1 and Q2 of last year. Voice segment
continued to remain weak with revenues down 20.1% YoY (up 2.9%
QoQ) at T 606 crore

EBITDA has onetime benefits of ¥ 50 crore on account of 1) cost
benefit from the timing difference in hiring new employees to fulfil
open positions in the organization, and 2) reversal of provision of
doubtful debts due to better collection efforts.

PAT beat owing to superior EBITDA and lower tax rate

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

(X Crore)

Revenue

EBITDA

EBITDA Margin (%)
PAT

EPS ()

FY22E FY23E
old New % Change old New % Change
17,358.4 17,098.8 -1.5  18,920.0 18,631.1 -1.5 Realigned estimates post Q2
4,282.5  4,375.1 2.2 4,824.6 4,750.9 -1.5
24.7 25.6 92 bps 25.5 25.5 0 bps
1,373.3  1,557.0 134  1,725.2 1,754.0 1.7
48.2 54.6 13.4 60.5 61.5 1.7

Source: Company, ICICI Direct Research
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Business Highlights

Voice business:

® Revenue for the quarter came in at ¥ 606 crore, down ~20% YoY and up
~1.6% QoQ, on account of a decline in overall voice volume, which came
in at 4 billion (bn) minutes, a decline of 18% YoY, down 7.5% QoQ.
Realisations were down ~2% YoY to ¥1.52/minute. Voice margins for the
quarter came in at 7.6%, up 100 bps YoY

Data business

® Revenue declined 2.2% YoY, up 1.1% QoQ at ¥ 3140 crore, impacted by
moderation of collaboration traffic that was at its peak during Q1 and Q2 of
last year. EBITDA was at ¥ 1049 crore (down 3.4% YoY, up 12.6% QoQ) with
a margin of 33.4%, up 340 bps QoQ. Margins were aided by onetime
benefits of T 50 crore on account of 1) cost benefit from the timing difference
in hiring new employees to fulfil open positions in the organisation (it saw
sharp attrition, the replacement of which lagged leading to lower employee
costs) and 2) reversal of provision of doubtful debts due to better collection
efforts

Core connectivity (erstwhile traditional services)

e Revenue for the quarter was up 0.4% YoY and QoQ at ¥ 2241 crore. EBITDA
margin was at 45.9% (up 330 bps QoQ), aided by one-offs

Digital platforms & services (erstwhile growth services)

e Revenue for the quarter came in at ¥ 856 crore, up 2.3% QoQ and down
8.9% YoY. Revenue declined YoY on account of moderation of
collaboration traffic that peaked in Q1 and Q2 during the first wave of Covid.
QoQ growth was on the back of an improved performance in all segments
except collaboration portfolio. Within the segment. EBITDA for the quarter
came in at ¥ 122 crore, with margins up 522 bps QoQ

Incubation (erstwhile innovation services)

e Revenue for the quarter was up 18.7% YoY and 16.2% QoQ to ¥ 43 crore.
EBITDA loss was at ¥ 101 crore.

Transformation services (TCTSL)

e Revenue (net of inter-segmental eliminations) for the quarter was up 0.7%
YoY and 1.5% QoQ to T 335 crore. It was impacted due to the second Covid
wave while costs remained elevated. EBITDA loss for the quarter was at
% 21.5 crore

Payment solutions (TCPSL)

e Revenue came in at T 40.9 crore, down 29% YoY and up 8.8% QoQ. The
company had discontinued third party ATM contract in December, 2020
which has impacted quarterly revenues by ~3 10 crore. It has been hard hit
by the second Covid wave and subsequent lockdowns. Average daily
transactions for Q2 were 56 compared to 64 in Q2FY21. EBITDA for the
quarter was at ¥ 3 crore

Other highlights:

e Capex for the quarter was at ¥ 392 crore vs. ¥ 381 crore in Q4. FCF was
¥ 721 crore (vs. T 605 crore in Q1). There was a sequential decline in net
debt by ~T 240 crore QoQ on the back of a better working capital mix and
improvement in operating profit. Net debt to EBITDA was at comfortable
levels of 1.9x

ICICI Securities | Retail Research
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Financial story in charts

Exhibit 3: Global data services operating performance
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Source: Company, ICICI Direct Research

Exhibit 4: EBITDA and NPM margins trend
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Financial summary

(Year-end March) FY20 FY21 FY22E FY23E (Year-end March) FY20E FY21 FY22E FY23E
Total operating Income 17068.0 17100.1  17098.8  18631.1 Profit after Tax -86.0 1250.6 1557.0 1754.0
Growth (%) 3.3 0.2 (0.0) 9.0 Add: Depreciation 2351.7 2313.9 2171.6 2310.3
Employee Expenses 3039.1 3049.1 3082.0 3260.4  Add: Interest Paid 470.7 420.2 365.7 326.8
Network costs 6771.6 6333.3 6432.7 7079.8 (Inc)/dec in Current Assets -516.6 736.7 -203.0 -354.6
Administrative Expenses 3962.3  3457.2  3209.0 3539.9  Inc/(dec) in CL and Provisions 1218.2 -784.4 -8.8 618.7
Other Expenses 0.0 0.0 0.0 0.0  Others 0.0 0.0 0.0 0.0
Total Operating Expenditure 13779.0  12839.5 12723.8 13880.2  CF from operating activities 34441  3937.0 38824  4655.2
EBITDA 3289.0 4260.6 4375.1 4750.9 (Inc)/dec in Investments -71.8 -670.3 -50.0 -50.0
Growth (%) 19.8 29.5 2.7 8.6 (Inc)/dec in Fixed Assets -2222.9  -1452.8  -1850.0  -1850.0
Depreciation 2357.7 23139 21716  2310.3  Others 827 7138 2310 2395
Interest 470.7 420.2 365.7 326.8  CF from investing activities -2377.4  -2897.0 -2137.0 -2139.5
Other Income 69.7 156.8 109.8 140.0  Issue/(Buy back) of Equity 0.0 0.0 0.0 0.0
Exceptional ftems 390.6 74.7 -18.4 0.0 Inc/(dec) in loan funds 4.7 -745.0 -799.9  -1200.0
PBT 139.7 1608.6 1966.0 2753.8  Less:Interest Paid -470.7 -420.2 -365.7 -326.8
Minority Interest 11 0.9 4.3 6.0 Less: Dividend and dividend tax -135.7 0.0 0.0 0.0
PAT from Associates 2.2 2.1 0.8 20  Others 8749 1432 1000  -100.0
Total Tax 226.7 354.9 405.5 4958  GF from financing activities -1009.6  -10220 -1265.6  -1626.8
Growth (%) NM NM 2.5 12.7 Opening Cash 852.1 909.1 927.1 1406.9
Adjusted PAT 2839 13089 15424 17540 _Closing Cash S09.1 92711 14069 22957
Growth (% ) NM 361.0 17.8 13.7 Source: Company, ICICI Direct Research

EPS ®) -3.0 43.9 54.6 61.5

Source: Company, ICICI Direct Research

Exhibit 7: Balance sheet  crore
(Year-end March) FY20 FY21 FY22E FY23E (Year-end March) FY20 FY21 FY22E FY23E
Liabilities Per share data (%)

Equity Capital 285.0 285.0 285.0 285.0 EPS -3.0 43.9 54.6 61.5
Preference Share Capital 0.0 0.0 0.0 0.0 Adj. EPS 10.0 45.9 54.1 61.5
Reserve and Surplus -1,563.4 -169.5  1,287.4  2,941.4 BV -44.9 4.1 55.2 113.2
Total Shareholders funds -1,278.4 115.5 1,572.4  3,226.4 DPS 4.8 0.0 0.0 0.0
Total Debt 10,746.0 10,001.0  9,201.1 8,001.1 Cash Per Share 31.9 325 49.4 80.6
Others 4,996.6  4,304.0 4,067.0 3,827.6 Operating Ratios (%)

Total Liabilities 14,464.2 14,420.5 14,840.6 15,055.1 EBITDA Margin 19.3 24.9 25.6 25.5
Assets PBT / Total Operating income 5.5 11.4 12.9 13.1
Gross Block 36,977.0 36,790.4 38,640.4 40,490.4 PAT Margin 1.7 1.7 9.0 9.4
Less: Acc Depreciation 25,833.4 26,616.4 28,787.9 31,098.2 Inventory days 1.6 0.7 0.7 0.7
Net Block 11,143.6  10,174.1 9,852.5  9,392.3 Debtor days 69.0 55.7 60.0 60.0
Capital WIP 286.0 394.5 394.5 394.5 Creditor days 82.2 69.1 69.0 69.0
Total Fixed Assets 11,429.6  10,568.5 10,247.0  9,786.7 Return Ratios (% )

Investments 1,563.1 2,233.4  2,283.4 23334 RoE NM NM 98.1 54.4
Goodwill on Consolidation 91.8 110.3 110.3 110.3 RoCE 10.6 20.7 21.4 22.9
Inventory 73.0 34.4 34.4 315 RolC 1.8 17.8 20.2 23.3
Debtors 3,228.9  2,607.7 2810.8  3,062.7 Valuation Ratios (x)

Loans and Advances 259.6 235.8 235.8 256.9 P/E -473.0 325 26.1 23.2
Other Current Assets 929.6 876.5 876.4 954.9 EV / EBITDA 15.9 12.0 11.3 10.0
Cash 909.1 927.1 1,406.9  2,295.7 EV / Net Sales 3.1 3.0 2.9 2.5
Total Current Assets 5400.2 4,681.5 53643 6,607.8 Market Cap / Sales 2.4 2.4 2.4 2.2
Creditors 3,845.0 3,239.5 3,232.4 3,522.0 Price to Book Value -31.8 352.2 25.9 12.6
Provisions 726.0 688.1 686.6 748.1 Solvency Ratios

Other current liabilities 3,126.3  2,985.3  2,985.1 3,252.6 Net Debt/EBITDA 2.8 1.8 1.5 0.9
Total Current Liabilities 7,697.3  6,912.9  6,904.1 7,522.8 Debt / Equity -8.4 86.6 5.9 2.5
Net Current Assets -2,297.1  -2,231.4  -1,539.8 -915.0 Current Ratio 1.0 1.0 1.0 1.0
Other non current assets 3,676.8  3,739.7 3,739.7 3,7139.7 Quick Ratio 1.0 0.9 1.0 1.0
Application of Funds 14,464.2 14,4205 14,840.6 15,055.1 Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬂlclcn irect.com| N 1
Investaven s on Your Fingertips BH{)E{EE—‘ \
ICICI Securities Ltd. 75 S TARMINE ‘
ecur o E:m st Award 2012 ‘éckf;
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Bhupendra Tiwary, CFA, MBA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s)
or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report
have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have r d or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.
We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or
use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in
all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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