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Focus to turn to international markets in FY26

Tata Consultancy Services’' (TCS IN) Q3 show was weak on revenue, while margins
were in line with ours and street expectations. Deal wins came in above the guided
range, which should provide some visibility to growth in the near term. Also, led by
conversations with clients, TCS sounded confident on strong recovery in the
international markets in CY25/FY26 (possibility of high single-digit growth). This
suggests that discretionary spend may improve. This should recoup any revenue drop
emanating from BSNL'’s 4G deal in FY26. Also, margin improvement levers are intact
in terms of pyramid correction (TCS is en-routeto hire 40K freshers in FY25 and more
in FY26) and utilization improvement, but a revival in growth may lead to some uptick
in attrition, which may strain cost. So, we trim FY26E/27E margin — Maintain
Accumulate.

Furlough and discretionary weakness hit Q3 revenue: TCS reported a revenue growth
of 0% (flat QoQ in CC) due to continued weakness in discretionary spend in Q3 as also
regular furlough impact in Q3. Per TCS, one of its large clients (USD 100mn+ bracket)
witnessed division in its business, which also hit revenue growth in Q3. USD revenue
declined 1.7% QoQ but rose 3.5% YoY due to cross-currency headwinds. In INR terms,
the drop was limited due to INR depreciation against USD growth as revenues in INR
were down only 0.4% QoQ.

Geography-wise and in USD YoY, North America and continental Europe reported a
drop of 2.4% and 4%, respectively. Growth in the UK market also came down to 4.8%
YoY compared with close to double-digits in the earlier quarters. India market grew
66% YoY and its revenue contribution is now ~10%.

Vertical-wise and in USD YoY, BFSI, Life Sciences and Communications continue to
report a decline, even as Consumer Business and Manufacturing reported some growth.
TCS recorded a TCV of USD 10.2bn in Q3 and USD 27.1bn in 9MFY25. TCV for BFSI, Retail
and North America was USD 3.2bn, USD 1.3bn and USD 5.9bn, respectively.

EBIT margin improved due to cost optimization: EBIT margin rose 40bps QoQ to 24.5%.
Despite weak revenue performance, TCS was able to improve margin on account of cost
optimization measures such as pyramid correction (it continues to hire freshers beyond
the targeted 40K fresher hiring in FY25) and continued improvement in utilization.
Note that margins were helped by flat sub con cost (at 4.4% of sales) in Q3.

We recommend Accumulate with TP pared to INR 4,530 (from INR 4,680 earlier):
Overall, Q3 was better on margin. We cut FY25E USD revenue estimates to 3.9% (from
5%) to factor in weak 9M USD performance. We build in recovery FY26 onwards and
factor in 7% and 8% USD growth in FY26E/27E. We cut FY26/FY27E EBIT margin
estimate by 20/70bps, as we now build in lower-than-guided margins, as demand
recovery may lead to some uptick in attrition and TCS may have to incur incremental

costs without compromising on capturing demand. We recommend Accumulate with
TP pared to INR 4,530 (INR 4,680 earlier)

Key Financials

YE March FY23 FY24 FY25E FY26E FY27E
Revenue (INR mn) 2,254,580 2,408,930 2,545,950 2,748,927 2,966,378
YoY (%) 17.6 6.8 5.7 8.0 7.9
EBITDA (INR mn) 592,600 633,370 676,395 742,009 824,951
EBITDA margin (%) 26.3 26.3 26.6 27.0 27.8
Adj PAT (INR mn) 421,470 459,080 485,589 530,781 585,931
YoY (%) 10.0 8.9 5.8 9.3 10.4
Fully DEPS (INR) 115.2 125.7 134.2 146.7 161.9
RoE (%) 46.9 50.8 48.5 42.2 36.8
RoCE (%) 46.7 48.9 52.5 56.3 61.3
P/E (x) 35.0 321 30.1 27.5 24.9
EV/EBITDA (x) 24.9 23.2 21.4 19.2 16.8

Note: Pricing as on 9 January 2025; Source: Company, Elara Securities Estimate

Rating: Accumulate
Target Price: INR 4,530
Upside: 12%

CMP: INR 4,039

As on 9 January 2025
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Financials (YE March)

Income Statement (INR mn) FY23 FY24 FY25E FY26E FY27E
Net Revenues 2,254,580 2,408,930 2,545,950 2,748,927 2,966,378
EBITDA 592,600 633,370 676,395 742,009 824,951
Less :- Depreciation & Amortization 50,230 49,840 52,396 58,686 65,105
EBIT 542,370 583,530 623,999 683,324 759,846
Add:- Non operating Income 35,125 34,783 28,169 28,265 28,265
PBT 569,070 619,970 653,853 714,069 788,731
Less :- Taxes 146,040 158,980 166,214 182,088 201,601
Add/(Less): Associates/(Minorities) (1,560) (1,910) (2,050) (1,200) (1,200)
Adjusted PAT 421,470 459,080 485,589 530,781 585,931
Reported PAT 421,470 459,080 485,589 530,781 585,931
Balance Sheet (INR mn) FY23 FY24 FY25E FY26E FY27E
Share Capital 3,660 3,620 3,620 3,620 3,620
Reserves 904,240 904,890 1,099,126 1,417,595 1,769,153
Other Liabilities 69,850 73,460 75,510 76,710 77,910
Total Liabilities 974,090 978,350 1,174,636 1,494,305 1,847,063
Net Block 190,240 188,260 186,783 183,076 177,298
Investments 410,720 360,320 360,320 360,320 360,320
Cash & cash equivalents 71,230 90,160 270,149 569,613 902,531
Net Working Capital 212,850 248,180 266,706 283,389 301,262
Other Assets 89,050 91,430 90,678 97,907 105,652
Total Assets 974,090 978,350 1,174,636 1,494,305 1,847,063
Cash Flow Statement (INR mn) FY23 FY24 FY25E FY26E FY27E
Cash profit adjusted for non-cash items 368,280 415,980 569,890 621,413 681,121
Add/Less : Working Capital Changes (41,920) (37,220) (17,774) (23,912) (25,618)
Operating Cash Flow 419,900 474,980 492,408 536,009 597,733
Less:- Capex (28,500) (26,270) (50,919) (54,979) (59,328)
Free Cash Flow to Firm 391,400 448,710 441,489 481,031 538,405
Financing Cash Flow (436,410) (274,500) (291,354) (212,313) (234,372)
Investing Cash Flow (68,280) 65,560 (21,065) (24,233) (30,442)
Net change in Cash (84,790) 266,040 179,989 299,464 332,919
Ratio Analysis FY23 FY24 FY25E FY26E FY27E
Income Statement Ratios (%)

Revenue Growth 17.6 6.8 5.7 8.0 7.9
EBITDA Growth 11.7 6.9 6.8 9.7 11.2
PAT Growth 10.0 9.0 5.8 9.1 10.4
EBITDA Margin 26.3 26.3 26.6 27.0 27.8
Net Margin 18.7 19.1 19.1 19.3 19.8
Return & Liquidity Ratios

Net Debt/Equity (x) (0.0) (0.0) 0.2) 0.4) (0.5)
ROE (%) 46.9 50.8 48.5 42.2 36.8
ROCE (%) 46.7 48.9 52.5 56.3 61.3
Per Share data & Valuation Ratios

Diluted EPS (INR/Share) 115.2 125.7 134.2 146.7 161.9
EPS Growth (%) 11.2 9.2 6.7 9.3 10.4
Book Value 247 251 304 392 489
DPS (INR/Share) 46.1 50.9 80.5 58.7 64.8
P/E Ratio (x) 35.0 321 30.1 27.5 24.9
EV/EBITDA (x) 24.9 23.2 21.4 19.2 16.8
Price/Book (x) 16.3 16.1 13.3 10.3 8.3
Dividend Yield (%) 1.1 1.3 2.0 1.5 1.6

Note: Pricing as on 9 January 2025; Source: Company, Elara Securities Estimate
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Quarterly financials

(INR mn) Q3FY25 Q3FY24 YoY (%) Q2FY25 QoQ (%) Q3FY25E Variance (%)
Revenue (USD mn) 7,539 7,281 3.5 7,670 @.7) 7,611 (0.9)
Revenue (INR mn) 639,730 605,830 5.6 642,590 (0.4) 639,292 0.1
Operating expenditure 469,400 451,530 4.0 475,270 1.2) 468,921 0.1
Cost of revenues 380,610 349,200 9.0 387,340 @.7) 381,338 (0.2)
SG&A expenses 88,790 102,330 (13.2) 87,930 1.0 87,583 1.4
EBITDA 170,330 154,300 10.4 167,320 1.8 170,371 (0.0)
Depreciation 13,760 12,330 11.6 12,670 8.6 13,765 (0.0)
EBIT 156,570 141,970 10.3 154,650 1.2 156,606 (0.0)
EBIT margin (%) 245 23.4 100.0 24.1 40.0 245

Other income 10,090 6,320 59.7 5,670 78.0 6,199 62.8
PBT 166,660 148,290 12.4 160,320 4.0 162,805 2.4
total tax 42,220 37,320 131 40,770 3.6 40,701 3.7
Adjusted PAT 124,440 110,970 12.1 119,550 4.1 122,103 1.9
EPS (INR) 34.2 30.3 13.0 32.9 4.0 33.7 1.6

Source: Company, Elara Securities Estimate

Conference call highlights

4

Elara Securities (India) Private Limited

Incremental opportunity with BSNL 5G: TCS indicated that the deal value of the BSNL 4G deal is
>USD 1bn, but it did not provide further details in terms of the revenue split between the entities
involved and how much TCS expects to garner from the deal. Per TCS, 70% of the work in the 4G
project has been completed and related revenue may start tapering off meaningfully from Q4.
TCS is also seeking other opportunities in India and South Asia to recoup revenue loss from this
project. The company has filed an application for incremental opportunity from BSNL's 5G roll-
out, as and when that happens. Further information is awaited from BSNL.

Sector-wise commentary: Within Hi-Tech, the outlook seems positive, based on TCS's
conversation with clients and hyperscalers (both plan to increase spend, an indication of growth
returning).

Life Sciences is awaiting some policy-related clarity, which may emerge in CY25. Manufacturing
may likely bottom out in Q4 and start growing from QIFY25. In Retail, growth is returning,
especially in essential fashion and apparel, with an easing interest rate cycle. This may impact
FY26 positively. Within Telecom, clients understand that returns on their investment in the
spectrum may be muted and are evaluating some growth adjacencies.

Per TCS, the headcount decline in Q3 was a function of higher attrition and less backfilling.

Deals: Per TCS, incremental deals are coming in cost optimization, generative Al, data projects,
application modernization etc. Not many mega deals exist in the market but TCS continues to
evaluate these. Also, in areas with Al synergy, deal pricing has not improved materially.

Others: i) Discretionary demand is expected to improve with reduced interest rates, easing
inflation, and stability post US elections, boosting confidence in CY25 and CY26.ii) Deal cycles
have shortened compared with previous quarters, indicating improved decision-making by
clients. TCS observed a reduction in deal cycles closure by a few weeks for deals over USD 20mn,
suggesting improved decision-making by clients. Europe witnessed one of the best quarters in
terms of deal wins. lii) Current TCV does not include any contribution from BSNL.iv) TCS is
working on a few mega deals. V) The company declared dividend of Rs 76 per share including
special dividend of Rs 66 per share.
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INR revenue - YoY trend

Exhibit 2

USD revenue - YoY trend
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Exhibit 5: ...and so was the UK market
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BFSI, yet to see some recovery

Exhibit 7
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Attrition

Exhibit 10

Employee cost largely stable
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Exhibit 11: Sub con costs largely controlled
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Exhibit 13: Employee count reduced due to...
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Exhibit 14: ...an uptick in attrition and inadequate backfilling
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Key risks
»  Deal wins that are below the guided USD 7-9bn size.
»  Continued elevated cost
»  Sudden change in leadership
Exhibit 15: Valuation
(INR)
TTM EPS (INR) 134
CMP 4,036
Target EPS (INR) 161.9
Target multiple (x) 28
TP 4,530
Upside (%) 12.2
Note: pricing as on 9 January 2025; Source: Elara Securities Estimate
Exhibit 16: Change in estimates
(INR mn) Earlier Revised % Change
FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
Revenue (USD mn) 30,526 32,348 35,130 30,214 32,340 34,899 (1.0) (0.0) (0.7)
Revenue (INR mn) 2,558,228 2,717,217 2,950,957 2,545,950 2,748,927 2,966,378 (0.5) 1.2 0.5
EBIT 621,959 682,269 776,405 623,999 683,324 759,846 0.3 0.2 2.1)
EBIT margin (%) 24.3 25.1 26.3 24.5 24.9 25.6
PAT 481,228 536,190 604,461 485,589 530,781 585,931 0.9 (1.0) (3.2)
EPS (INR) 133 148 167 134 147 161.9 0.9 (1.0) 3.1
Target price (INR) 4680 4530 3.2)

Source: Elara Securities Estimate
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Date Rating Target Price Closing Price
46 9-Jan-2023 Buy INR 4,060 INR 3,320
47 12-Apr-2023 Buy INR 3,980 INR 3,242
48 23-Jun-2023 Buy INR 4,070 INR 3,216
49 12-Jul-2023 Buy INR 4,010 INR 3,260
50 9-Aug-2023 Buy INR 4,150 INR 3,463
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53 10-Oct-2024* Accumulate INR 4,680 INR 4,227
54 9-Jan-2025 Accumulate INR 4,530 INR 4,039

*AC = Analyst change

Guide to Research Rating

BUY

ACCUMULATE

REDUCE

SELL

Absolute Return >+20%
Absolute Return +5% to +20%
Absolute Return -5% to +5%

Absolute Return < -5%
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information purposes. The sole purpose of this Note is to provide preliminary information on the
business activities of the company and the projected financial statements in order to assist the recipient in understanding / evaluating the Proposal. Nothing in this document should be construed as an advice to buy
or sell or solicitation to buy or sell the securities of companies referred to in this document. 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 its own advisors to determine the merits and risks of such an
investment. Nevertheless, Elara Securities (India) Private Limited or any of its affiliates is committed to provide independent and transparent recommendation to its client and would be happy to provide any
information in response to specific client queries. Elara Securities (India) Private Limited or any of its affiliates have not independently verified all the information given in this Note and expressly disclaim all liability
for any errors and/or omissions, representations or warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this information. Elara Securities (India) Private
Limited or any of its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in or deal as principal or agent in or for the securities mentioned in this
document. They may perform or seek to perform investment banking or other services for or solicit investment banking or other business from any company referred to in this Note. Each of these entities functions
as a separate, distinct and independent of each other. This Note is strictly confidential and is being furnished to you solely for your information. This Note should not be reproduced or redistributed or passed on
directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This Note 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 Elara Securities (India)
Private Limited or any of its affiliates to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose
possession this document comes, should inform themselves about and observe, any such restrictions. Upon request, the Recipient will promptly return all material received from the company and/or the Advisors
without retaining any copies thereof. The Information given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This
Information is subject to change without any prior notice. Elara Securities (India) Private Limited or any of its affiliates reserves the right to make modifications and alterations to this statement as may be required
from time to time. However, Elara Securities (India) Private Limited is under no obligation to update or keep the information current. Neither Elara Securities (India) Private Limited nor any of its affiliates, group
companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection
with the use of the information. This Note should not be deemed an indication of the state of affairs of the company nor shall it constitute an indication that there has been no change in the business or state of affairs
of the company since the date of publication of this Note. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. Elara Securities (India) Private Limited generally prohibits its analysts, persons reporting to analysts and their family members from maintaining a financial interest
in the securities or derivatives of any companies that the analysts cover. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject
company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed to Elara Securities (India) Private Limited. It is important to note that any dispute with
respect to this research report, would not have access to stock exchange investor redressal forum or arbitration mechanism.

Elara Securities (India) Private Limited was incorporated in July 2007 as a subsidiary of Elara Capital (India) Private Limited.

Elara Securities (India) Private Limited is a SEBI registered Stock Broker in the Capital Market and Futures & Options Segments of National Stock Exchange of India Limited [NSE], in the Capital Market Segment of
BSE Limited [BSE] and a Depository Participant registered with Central Depository Services (India) Limited [CDSL].

Elara Securities (India) Private Limited’s business, amongst other things, is to undertake all associated activities relating to its broking business.

The activities of Elara Securities (India) Private Limited were neither suspended nor has it defaulted with any stock exchange authority with whom it is registered in last five years. However, during the routine course
of inspection and based on observations, the exchanges have issued advise letters or levied minor penalties on Elara Securities (India) Private Limited for minor operational deviations in certain cases. Elara Securities
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recommendation of particular securities, financial instruments or strategies to you. Before acting on any recommendation in this material, you should consider whether it is suitable for your particular
circumstances and, if necessary, seek professional advice.
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