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IPO Analysis – Tejas Networks Ltd (TNL) 

Riding the High-Quality Data Wave……  
 

IPO Research MNCL Research is also available on Bloomberg and Thomson Reuters. 

 

 

Tejas Networks Ltd (TNL) is an optical and data networking products company based 
out of Bangalore, India. The company has a widespread customer base spread over 
60 countries.  The company provides products to build high-speed communication 
networks that carry voice, data and video traffic from fixed line, mobile and 
broadband networks over optical fibre. 
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Rating SUBSCRIBE 

Target Price (Rs) -NA- 

IPO Price (Rs/share)           250-257 

M. cap at upper band of IPO 
Price (Rsmn) 

23,014 

  
Key  Data   

Price Band (Rs/share) 250-257 

Issue Size (Rsmn) 7,767 

Fresh Issue (Rsmn) 4,500 

Pre-IPO Eq. shares (mn) 72.03 

Post-IPO Eq. shares (mn)(at 
upper price band) 

89.54 
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Jason Soans 
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Key Competitive Strengths 

 

 2nd largest market share in the burgeoning Indian optical networking market 

 High growth in the Indian optical networking market bodes well for TNL as the 
company has the 2nd largest market share in this domain. This growth will be 
driven by rapid adoption of smartphones, increased data usage and several 
large government initiatives aimed at increasing broadband access. As per 
Ovum, TNL had a market share of 15 % from 2Q2015 to 1Q2016 in the Indian 
Optical Networking Market which was second only to Huawei (36%). TNL has 
garnered a commendable market share in India notwithstanding the intense 
competition of MNC players which speaks volumes of the quality of its business 
efficiency. 

 

 Compared to developed countries where 70-80% of cell towers are connected 
through optical fibre, India has less than 20% of cell towers connected through 
the same. Indian operators have historically under-invested in  optical fibre 
transmission, as compared to their peers in China and the United States, due to 
their initial focus on offering voice services and because of challenges in getting 
“Right-of-Way” for laying optical fibre in the cities. Hence there is tremendous 
headroom for expanding optical fibre network in India which will immensely 
benefit players like TNL. 
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Source: Ovum, Deloitte 
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 High Quality “software defined hardware architecture” –Result of Extensive 
R&D efforts. 

 TNL invests around 8-10% of its revenue into R&D as it forms the bedrock of its 
core product offering.  The company capitalizes around 55% of these expenses 
while the balance is expensed to the P&L. R&D staff comprises 52% of total 
employees. TNL has 333 patent applications(56 granted) and more than 250 
Silicon IPs to its name. 

 TNL provides “software defined hardware architecture” to its clients with cost-
effective software upgrades which work seamlessly across multiple generations 
(2G to 3G to 4G). Programmable Silicon Chips are used with a common software 
code base which enables smooth updates and seamless performance across 
platforms with minimum downtime. 

 TNL designs products to ensure that they are “future ready” and recent 
additions to the product portfolio address broadband access requirements on 
optical fibre using the Gigabit Capable Passive Optical Network (“GPON”) 
technology for Fiber to the X (“FTTX”) applications which includes Fiber to the 
Home/Premise/Building/Node/Curb applications. 

 TNL is also tracking and driving emerging international standards in 5G and 
optical networking. 

 

 Quality Operating Leverage Play 

 TNL could extensively reap the benefits of operating leverage since a major 
proportion of its costs are fixed in nature in terms of R&D along with SG&A 
expenses. The company focuses more on the R&D and design part of the 
product while outsourcing the manufacturing to reputed EMS companies such 
as Sanmina and Cyient which keeps the business asset light and efficient. Thus a 
healthy increase in sales could offset increase in costs by a large degree 
generating higher profits. 

 

 Major Government Initiatives augur strongly for TNL 

  Government programs such as National Optical Fiber Network (BharatNet) 
which aims to connect 250,000 gram panchayats (villages) using GPON (FTTX) 
technology augur strongly for TNL’s prospects.   

 Robust IT connectivity and digitization for 100 cities under the “Smart Cities” 
project. 

 Other Digital India initiatives such as the National Knowledge Network (NKN) 
along with Make in India and the Preferential Market Access (“PMA”) Policy, 
which aims at encouraging indigenous technology/product development and 
manufacturing, also provide sizeable opportunities for TNL. 
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 Global Optical and Data Networking Player with a Strong Management 
Pedigree 

 TNL is the only India-based optical transport systems company that is TL9000 
certified and is the sixth largest supplier in the Global Optical aggregation 
segment. With global optical capex set to increase, TNL is well poised to capture 
the tremendous growth emanating from increased data usage in form of HD 
video, IoT, VPN, Cloud Services etc. 

 Key management personnel have advanced degrees in engineering from US 
universities and have an average of over 25 years of global experience 

 

 

Growth Strategies   

 

 Expand into newer and adjacent product areas such as LTE, Next generation 
PON, L2/L3 Ethernet Switches 

 

 Sustain investments in innovations in high growth optical networking segments 
such as  Optical Transport Network (“OTN”), Converged Packet Optical (“CPO”) 
and Reconfigurable Optical Add-drop Multiplexer (“ROADM” 

 

 Grow global sales network in emerging and selected developed markets 

 

 Fortify leadership position in India 
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Valuation: 
 
                    Tejas Networks is a quality operating leverage play on the tremendous growth of optical fibre capex in India and 
other emerging economies. With high quality R&D at the core of its product offering and asset light operations, we are 
positive on the long term prospects of the company. The R&D intensive nature of the business also acts as a strong moat as 
well as a strong entry barrier. Although return ratios have been subdued, we believe the company can exhibit healthy profit 
growth once the operating leverage begins to play out. Revenue and EBITDA has grown at an impressive CAGR of 28% and 
22% over FY14-FY17. At Rs 257, the stock would be valued at 20x FY17 adjusted EPS which we believe is justified considering 
the strong earnings potential over the next 3 to 5 years.  In light of the same, we recommend “ SUBSCRIBE” to the issue. 
 

 
 

Key Risks: 
 

 Significant increase in working capital cycle 
 

 Adverse currency exchange rates  
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Consolidated Financials ( Rs mn) 
 

 

 

 

  
 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Income Statement                                                 Balance Sheet                                              

(YE March 31st) FY 14 FY 15 FY 16 FY 17 (As on March 31st) FY 14 FY 15 FY 16 FY 17

Total Revenues 4,231       3,868      6,275      8,782     Cash & equivalents 229         499       694        709        

% growth -76.9% -8.6% 62.2% 40.0% Debtors 2,233      2,076    2,542     3,580     

Total Expenditure 3,281       3,183      5,144      7,040     Inventory 2,086      2,209    2,317     1,817     

EBITDA 950          685         1,130      1,742     Others 1,422      1,109    1,369     1,948     

% growth 13.1% -27.8% 65.0% 54.1% Total Current Assets 5,970      5,894    6,922     8,055     

Depreciation 559 486 382 564 Current Liabilities 1,587      1,767    2,247     1,876     

EBIT 391          200         748         1,178     Net Working Capital 4,382      4,127    4,675     6,179     

Interest 460          470         493         315        Other Assets -         -        -         -         

Other Income 96 91          35           87         Investments -         0          0           0           

EBT 28 (179)        290         645        Net Fixed Assets 1,482      1,387    1,461     1,107     

Tax 0 -         -          13         Total Assets 5,865      5,513    6,136     7,286     

Reported PAT 680 (179)        290         632        Other Liabilities -         -        -         -         

Adj. PAT 28 (179)        290         937        Debt 2,620      2,202    2,530     2,279     

Minority  Interest 0 -         -          -        Shareholder's Equity 1,010      1,255    665        740        

Adj PAT after Minority 

Interest 28           (179)        290         937        Reserves 2,235      2,056    2,940     4,267     

% growth -97% -744% -262% 223% Minority Interest -         -        -         -         

Total Networth 3,245      3,312    3,605     5,007     

Total Liabilities 5,865      5,513    6,136     7,286     

Cash Flow Statement         Ratio Analysis (%)

(YE March 31st) FY 14 FY 15 FY 16 FY 17 (YE March 31st) FY 14 FY 15 FY 16 FY 17

EBT 28           (179)        290         645        Fixed Assets Turnover Ratio 1.7 1.4 2.0 2.3

Depreciation 559          486         382         564        EBITDA Margin 22.4% 17.7% 18.0% 19.8%

Tax paid -          -         -          (13)        Net Profit Margin 0.7% -4.6% 4.6% 10.7%

Change in Deferred Tax Liability -          -         -          -        Average Return on Equity 0.9% -5.5% 8.4% 21.8%

Net Working Capital (802)         526         (354)        (1,489)    Average ROCE 4.6% 8.8% 0.1% 11.6%

Other Operating activ ities -          -         -          -        Inventory(days) 180 208 135 76

Operating Cash Flow (216)         833         319         (292)       Payable(days) 137 167 131 78

Capital Expenditure (561)         (390)        (457)        (210)       Receivables(days) 193 196 148 149

Investments -          (0)           -          -        Net Debt to Equity  (% ) 0.7 0.5 0.5 0.3

Investing Cash Flows (561)         (390)        (457)        (210)       (YE March 31st) FY 14 FY 15 FY 16 FY 17

Change in Borrowings 417          (418)        329         (251)       Dil. No.of Shares (mn) 101.0 125.5 66.5 74.0

Change in Equity 5             246         4            769        Diluted EPS (Rs) 0.3 -1.4 4.4 12.7

Div idend paid -          -         -          -        P/E (x) 935.5 -180.6 58.9 20.3

Financing Cash Flow 422          (173)        332         518        P/BV (x) 8.0 9.7 4.7 3.8

Net Change in Cash (355)         270         194         16         EV/EBITDA (x) 29.8 49.6 16.7 11.8

Closing Cash balance 229          499         694         709        Div idend Yield (% ) 0.2% 0.6% 1.2% 1.3%
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Disclaimer: Monarch Networth Capital Limited (hereinafter MNCL), a publically listed company, is engaged in services of retail broking, 
credits, portfolio management and marketing investment products including mutual funds, life & general insurance and as such prepares 
and shares research data and reports periodically with clients, investors, stake holders and general public in compliance with Securities 
and Exchange Board of India Act, 1992, Securities And Exchange Board Of India (Research Analysts) Regulations, 2014 and/or any other 
applicable directives, instructions or guidelines issued by the Regulators from time to time.  

 

Research report is a written or electronic communication that includes research analysis, research recommendation or an opinion 
concerning securities or public offer, providing a basis for investment decisions. The views expressed therein are based solely on 
information available publicly/internal data/other reliable sources believed to be true. The information is provided merely as a 
complementary service and do not constitute an offer, solicitation for the purchase or sale of any financial instruments, inducement, 
promise, guarantee, warranty, or as an official confirmation of any transactions or contract of any kind.  

 

Research data and reports published/ emailed/ text messaged via Short Messaging Services, Online Messengers, WhatsApp 
etc/transmitted through mobile application/s, including but not limited to FLIP™, Video Widget, telephony networks, print or electronic 
media and or those made available/uploaded on social networking sites (e.g. Facebook, Twitter, LinkedIn etc) by MNCL or those 
recommendation or offers or opinions concerning securities or public offer which are expressed as and during the course of “Public 
Appearance” are for informational purposes only. The reports are provided for assistance and are not intended to be and must not alone 
be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Though 
disseminated to clients simultaneously, not all clients may receive the reports at the same time. MNCL will not treat recipients as clients by 
virtue of their receiving this report. 

 

The reports include projections, forecasts and other predictive statements which represent MNCL’s assumptions and expectations in the 
light of currently available information. These projections and forecasts are based on industry trends, circumstances and factors which 
involve risks, variables and uncertainties. The actual performance of the companies represented in the report may vary from those 
projected. The projections and forecasts described in this reports should be evaluated keeping in mind the fact that these- 

 are based on estimates and assumptions 

 are subject to significant uncertainties and contingencies 

 will vary from actual results and such variations may increase over a period of time 

 are not scientifically proven to guarantee certain intended results 

 are not published as a warranty and do not carry any evidentiary value. 

 are not based on certain generally accepted accounting principles 

 are not to be relied on in contractual, legal or tax advice. 

 

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change 
without notice. Reports based on technical analysis is focused on studying charts of a stock's price movement and trading volume, as 
opposed to focusing on a company's fundamentals and as such, may not match with a report on a company's fundamentals.  

 

Though we review the research reports for any untrue statements of material facts or any false or misleading information, , we do not 
represent that it is accurate or complete and it should not be relied on in connection with a commitment or contract whatsoever. Because 
of the possibility of human, technical or mechanical error by our sources of transmission of Reports/Data, we do not guarantee the 
accuracy, adequacy, completeness or availability of any information and are not to be held responsible for any errors or omissions or for 
the results obtained from the use of such information. MNCL and/or its Affiliates and its officers, directors and employees including the 
analysts/authors shall not be in any way responsible for any indirect, special or consequential damages that may arise to any person from 
any inadvertent error in the information contained in the reports nor do they take guarantee or assume liability for any omissions of the 
information contained therein. Information contained therein cannot be the basis for any claim, demand or cause of action. These data, 
reports and information do not constitute scientific publication and do not carry any evidentiary value whatsoever. 

 

The reports are not for public distribution. Reproduction or dissemination, directly or indirectly, of research data and reports of MNCL in 
any form is prohibited except with the written permission of MNCL. Persons into whose possession the reports may come are required to 
observe these restrictions. Opinions expressed therein are our current opinion as of the date appearing on the report only. Data may be 
subject to update and correction without notice. While we endeavour to update on a reasonable basis the information discussed in the 
reports, there may be regulatory, compliance, or other reasons that prevent us from doing so.  

 

The reports do not take into account the particular investment objectives, financial situations, risk profile or needs of individual clients. 
The user assumes the entire risk of any use made of this information. Each recipient of the reports should make such investigation as 
deemed necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in such reports 
(including the merits and risks involved). 
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Certain transactions - futures, options and other derivatives as well as non-investment grade securities - involve substantial risks and are 
not suitable for all investors. Investors may lose his/her entire investment under certain market conditions. Before acting on any advice or 
recommendation in this material, investors should consider whether it is suitable for their particular circumstances and, if necessary, seek 
professional advice. The price and value of investments referred to in research reports and the income from them may fluctuate. 
Transaction costs may be significant in option strategies calling for multiple purchase and sales of options. Foreign currencies 
denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income 
derived from the investment. Investors in securities such as ADRs, the value of which are influenced by foreign currencies effectively 
assume currency risk.  

 

The recommendations in the reports are based on 12 month horizon, unless otherwise specified. The investment ratings are on absolute 
positive/negative return basis. It is possible that due to volatile price fluctuation in the near to medium term, there could be a temporary 
mismatch to rating. For reasons of valuations/return/lack of clarity/event we may revisit rating at appropriate time. The stocks always 
carry the risk of being upgraded to buy or downgraded to a hold, reduce or sell. The opinions expressed in the reports are subject to 
change but we have no obligation to tell our clients when our opinions or recommendations change. The reports are non-inclusive and do 
not consider all the information that the recipients may consider material to investments. The reports are issued by MNCL without any 
liability/undertaking/commitment on the part of itself or any of its entities. 

 

Recipients of the research reports should assume that entities of MNCL may receive commission, brokerage, fees or other compensation 
from the company or companies that are the subject of the reports. We and our affiliates, officers, directors, and employees, including 
persons involved in the preparation or issuance of reports/data/material, may, from time to time have 'long' or 'short' positions in, act as 
principal in, and buy or sell the securities thereof of companies mentioned therein or be engaged in any other transaction involving such 
securities and earn brokerage or other compensation or act as market maker in the financial instruments of the company/ies discussed 
therein or act as advisor or lender/borrower to such company/ies or have other potential conflicts of interests with respect to any 
recommendation and related information and opinions. 

 

We further undertake that- 

 

 No disciplinary action has been taken against the research analyst or MNCL by any authority in connection with their respective 
business activity. 

 MNCL, Research analysts, persons reporting to research analysts and their relatives may have financial interests and material 
conflict of interest in the subject company. 

 MNCL, Research analysts, persons reporting to research analysts and their relatives may have actual/beneficial ownership of 
1% or more in the subject company’s securities, at the month immediately preceding the date of publication of this research 
report. 

 

Past performance is not a guide for future performance, future returns are not guaranteed and investors may suffer losses which may 
exceed their original capital.  

 

The securities described herein may not be eligible for sale in all jurisdictions or to all categories of investors. The countries in which the 
companies mentioned in this report are organized may have restrictions on investments, voting rights or dealings in securities by nationals 
of other countries. Distributing/taking/sending/dispatching/transmitting this document in certain foreign jurisdictions may be restricted by 
law, and persons into whose possession this document comes should inform themselves about, and observe any such restrictions. Failure 
to comply with this restriction may constitute a violation of any foreign jurisdiction laws. 

 

The user should consult their own advisors to determine the merits and risks of investment and also read the Risk Disclosure Documents 
for Capital Markets and Derivative Segments as prescribed by Securities and Exchange Board of India before investing in the Indian 
Markets.  

Analyst holding in stock: NO 

Key to MNCL Investment Rankings 

Buy: Upside by>15%, Accumulate: Upside by +5%to 15%, Hold: Upside/Downside by -5% to +5%, Reduce: Downside by 5% to 15%, Sell: Downside by>15% 

 

Monarch Networth Capital Ltd. (www.mnclgroup.com)  

Office: - 9th Floor, Atlanta Centre, Sonawala Lane, Opp. Udyog Bhavan, Goregaon (E), Mumbai 400 063. Tel No.: 022 30641600 

 

 


