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Sector IT 

Market Cap (Rs cr) 3,057 

Beta 0.6 

52 WK High / Low 820 / 270 

Avg Daily Volume 69280 

Face Value (Rs) 2 

BSE Sensex 17,222 

Nifty 5,033 

BSE Code 532790 

NSE Code TANLA 

Reuters Code TNSL.BO 

Bloomberg Code TANS IN 

Shareholding Pattern (%) 

Promoters 35.8 

MF/Banks/Indian FIs 3.2 

FII/ NRIs/ OCBs 38.9 

Indian Public/ Others 22.1 
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Performance Highlights 
 

 Global expansion, marketshare gains power Topline: Tanla Solutions 
recorded a strong 11.2% qoq Topline growth in 3QFY2008. On a yoy basis, 
Topline more than doubled growing by over 110%. Tanla expanded its global 
operations in the last fiscal and this quarter. The company commenced 
commercial operations in Dubai and set up strategic partnership with mobile 
messaging and payment partners in Spain and South Africa. Thus, this far in 
FY2008, the company moved beyond the UK market into Ireland, Singapore, 
Dubai, Spain and South Africa. Tanla also spread its operations in the Indian 
market through signing agreements with Airtel, BSNL, Vodafone-Essar, 
Reliance Communications (RCOM) and Idea.  
 
Segment-wise, the Aggregator business once again drove revenues growing 
by 12% qoq. Geographical expansion has been the chief driver of Topline for 
this business. The company in the UK market has increased its marketshare 
to 4.5%. The Products and Offshore businesses of the company grew by 
10.2% qoq and 6.9% qoq, respectively. 
 

 Lower Cost of Sales, SG&A leverage boost Margins: Tanla recorded a 
strong 165bp qoq rise in EBITDA Margins in 3QFY2008. This was a result of 
lower Cost of Sales, which fell as a percentage of sales, by 161bp qoq. The 
company saw some stability in the percentage of SG&A costs to sales after 
making significant investments in brand-building over the past couple of 
quarters. In fact, in 1QFY2008 and 2QFY2008, SG&A costs had increased by 
123.7% qoq and 62.4% qoq, respectively. Thus, this time round, the company 
has leveraged on these investments, with SG&A expenses falling slightly by 
4bp qoq as a percentage of sales. 
 

 Higher Margins, lower Taxes boost Bottomline: Tanla recorded a strong 
18.3% qoq rise in Bottom-line during the quarter on the back of Margin 
expansion and lower effective tax rate (23.4% this quarter v/s 25.3% in 
2QFY2008). On a yoy basis, the growth was a strong 87.8%. 

 
Exhibit 1: Key Financials 
Y/E March (Rs cr) FY2007 FY2008E FY2009E FY2010E 
Net Sales            222            450             641            833 
% chg 252.0 102.9 42.4 29.9 
EBITDA Margin (%) 49.8 45.3 44.1 42.7 
Net Profit               93            158             206            245 
% chg 206.8 70.0 30.4 19.1 
EPS (Rs) 18.6 31.5 41.1 49.0 
P/E (x) 32.9 19.4 14.9 12.5 
P/BV (x) 5.9 4.8 3.8 3.0 
RoE (%) 32.6 26.6 27.7 26.4 
RoCE (%) 20.8 31.2 33.2 33.1 
Sales/GFA (x) 4.2 2.1 1.6 1.5 
EV/EBITDA (x) 26.5 14.5 10.5 8.2 

Source: Company, Angel Research 
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Aggregator business continues to power ahead on geographic expansion 
During 3QFY2008, Tanla’s Aggregator business clocked a robust 12% qoq growth. One of the key 
strategies that the company is executing to drive Revenue growth going ahead is geographic 
expansion. Tanla during 3QFY2008 expanded its reach to Dubai, Spain and South Africa. In 
Spain and South Africa, the company is working through the partnership route and the business 
will be primarily wholesale in nature, involving buying bulk minutes and SMS from operators and 
selling it to resellers in these markets. This business will thus be primarily volume driven. Going 
ahead, in 4QFY2008, the company will start booking Revenues from the US market as well. The 
company’s expansion into Ireland and Singapore has also proceeded well. 
 
Tanla also expanded its marketshare in the UK Aggregation market to 4.5%. This is driving growth 
in that market. The company is also witnessing strong traction in the mobile payment service that 
it launched, PayForIt, with increased interest being shown by all major UK mobile operators such 
as 3, O2, Vodafone, T-Mobile, Virgin Media and Orange. 
 
During 3QFY2008, Tanla also increased its focus on the Indian market signing messaging and 
billing agreements with Airtel, BSNL, RCOM, Vodafone-Essar and Idea Cellular. Thus, going 
ahead, revenue visibility is very strong in the Aggregator business and we expect this to be the 
key growth driver of Topline. Other businesses of the company, viz. Offshore and Products, also 
clocked decent growth of 6.9% qoq and 10.2% qoq, respectively. 
 
Exhibit 2: Segment-wise Revenue break-up                                                                       Rs cr 
Segment 2QFY2008  3QFY2008 % chg qoq 
Aggregator 82 92 12.0 
Offshore 13 14 6.9 
Products 12 13 10.2 
Total Revenues 107 119 11.2 

Source: Company, Angel Research 
 

Lower Cost of Sales, SG&A leverage drive Margins 
Tanla recorded an impressive 165bp qoq rise in EBITDA Margins in 3QFY2008. This was 
primarily a result of lower Cost of Sales, which fell as a percentage of sales by 161bp qoq. The 
company also leveraged on recent investments made on the SG&A front, with SG&A costs falling 
slightly as a percentage of sales by 4bp qoq. It should be noted that Tanla had made significant 
investments in SG&A over the past couple of quarters to drive its geographical expansion and set 
up its marketing network. Thus, its expansion in Ireland, Singapore, Dubai and the US 
necessitated these investments and brand-building efforts were also undertaken. Thus, after 
making these initial investments, Tanla has reaped the benefits this quarter through higher sales. 
 
Exhibit 3: Break-up of Operating expenses                                                                        Rs cr 
Particulars 3QFY2007 2QFY2008 3QFY2008  chg qoq (%) chg yoy (%) 

Cost of Revenues 24 48 51  7.2 113.4 
% of Sales 42.4 44.6 43.0 (1.6) (0.6) 
S&M Expenses 2 7 7  7.6 286.7 
% of Sales 3.3 6.2 6.0 (0.2) 2.7 
G&A Expenses 1 3 4  16.8 235.6 
% of Sales 2.1 3.2 3.4 0.2 1.3 
Total Operating Expenses 27 58 63 7.8 130.7 
% of Sales 47.8 54.0 52.4 (1.7) 4.6 
EBIDTA 30 49 57  15.2 91.8 
EBIDTA Margin (%) 52.2 46.0 47.6 1.7 (4.6) 

Source: Company, Angel Research 
 

Higher Margins, lower Taxes power Bottom-line 
Tanla recorded a strong 18.3% qoq rise in Bottom-line during 3QFY2008 due to the higher 
Margins and lower effective Tax rate (23.4% this quarter v/s 25.3% in 2QFY2008). On a yoy basis, 
the growth was an impressive 87.8%. 
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Exhibit 5: 3QFY2008 Performance 
Y/E March (Rs cr) FY2008 FY2008 % chg FY2007 % chg 9MFY2008 9MFY2007 % chg 
 3Q 2Q (qoq) 3Q (yoy)    
Net Revenues           119          107 11.2              57 110.4 316  144 119.8 
Cost of Sales              51            48 7.2              24 113.4 143  60 137.3 
Gross Profit              68            59 14.4              33 108.2 173  84 107.2 
SG&A Expenses              11            10 10.7                3 266.6 27  9 194.0 
EBITDA              57            49 15.2              30 91.8 146  74 96.3 
Other Income                5               4 14.7                0 22,354.1 14  0 17,674.3 
Depreciation                5               4 12.8                1 379.9 13  2 444.6 
Income before Income Tax 56 49 15.4 29 97.5 147  72 104.0 
Tax              13            12 6.8                6 137.8 34  13 154.7 
Net Income              43            37 18.3              23 87.8 113  59 92.5 
Diluted EPS (Rs)             8.7           7.3 18.2             6.7 30.1 22.6  17.2 31.4 
Gross Profit Margin (%)          57.0         55.4           57.6               54.8                  58.1  
EBITDA Margin (%)          47.6         46.0           52.2               46.1                  51.6  
Net Profit Margin (%)          36.3         34.1           40.6               35.8                  40.9  

 Source: Company, Angel Research 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Exhibit 4: Segment-wise EBITDA Margins 
Particulars EBITDA (Rs cr) EBITDA Margins (%) chg qoq 

  2QFY2008   3QFY2008   2QFY2008   3QFY2008  (%) 
Aggregator 31  37  37.4  39.7  18.9  
Offshore 8  9  62.5  62.8  7.3  
Products 10  11  86.8  86.9  10.3  
Total Revenues 49  57  46.0  47.6  15.2  

Source: Company, Angel Research 
 
Outlook and Valuation 
Going forward, we expect Tanla to maintain a 55.4% CAGR growth in Topline over  
FY2007-10E, while Bottomline is expected to clock a 38.2% CAGR growth in the mentioned 
period. We expect EBITDA Margins to decline from 49.8% in FY2007 to 42.7% in FY2010. We 
expect Tanla to be a major beneficiary of the strong growth being witnessed in the global non-
voice market, with the increasing use of value-added services (VAS) by both the corporate and 
retail users. Visibility for Tanla’s Aggregator business appears strong with its entry into newer 
markets like the UK, Singapore, Dubai, Spain, South Africa and the US. In its Products business 
too, Tanla is scheduled to launch new products that will likely boost Topline growth for the 
segment. 
 
At the CMP, the stock trades at 12.5x FY2010E EPS. We believe that these valuations are 
reasonable given the strong growth expected in EPS over the next few years. We maintain a Buy 
on the stock, with a 12-month Target Price of Rs784. 



 

January 24, 2008 4

Tanla Solutions Angel Broking  
                                   Service Truly Personalized India Research

TM 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Angel Broking Limited
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DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons into whose 
possession this document may come are required to observe these restrictions.   
Opinion expressed is our current opinion as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in this material, there may be 
regulatory, compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change 
without notice. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein. 
The information in this document has been printed on the basis of publicly available information, internal data and other reliable sources believed to be true and are for general guidance only. While every 
effort is made to ensure the accuracy and completeness of information contained, the company takes no guarantee and assumes no liability for any errors or omissions of the information. No one can use the 
information as the basis for any claim, demand or cause of action. 
Recipients of this material should rely on their own investigations and take their own professional advice. Each recipient of this document should make such investigations as it deems necessary to arrive at 
an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult their own advisors to determine the merits 
and risks of such an investment. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance. Certain transactions - futures, 
options and other derivatives as well as non-investment grade securities - involve substantial risks and are not suitable for all investors. Reports based on technical analysis centers 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. 
We do not undertake to advise you as to any change of our views expressed in this document. While we would endeavor to update the information herein on a reasonable basis, Angel Broking, its 
subsidiaries and associated companies, their directors and employees are under no obligation to update or keep the  information current. Also there may be regulatory, compliance, or other reasons that may 
prevent Angel Broking and affiliates from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice. 
Angel Broking Limited and affiliates, including the analyst who has issued this report, may, on the date of this report, and from time to time, have long or short positions in, and buy or sell the securities of the 
companies mentioned herein or engage in any other transaction involving such securities and earn brokerage or compensation or act as advisor or have other potential conflict of interest with respect to 
company/ies mentioned herein or inconsistent with any recommendation and related information and opinions. 
Angel Broking Limited and affiliates may seek to provide or have engaged in providing corporate finance, investment banking or other advisory services in a merger or specific transaction to the companies 
referred to in this report, as on the date of this report or in the past. 
Sebi Registration No : INB 010996539 
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