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Key changes in this note

> Expect 4.5% revenue CAGR over FY25F-
27F.

» Expect 9.1% EBIT CAGR over FY25F-27F.

> Expect 9.2% PAT CAGR over FY25F-27F.

——— Prica Closa
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Tata Consultancy Services
Trimming estimates and target price

= Trimming our earnings estimates to account for tariff-led uncertainty.

m Productivity pass-back, potential revisit of ‘America First’ policy are key EBIT
margin headwinds for the sector.

= Maintain ADD, but with a lower target price of Rs3,925 vs. Rs4,915 earlier.

Trimming estimates and target price due to tariff-led uncertainty

We had highlighted in our 2 Feb 2025 report that the news flow on tariffs is not constructive
for earnings upgrade and decision-making, and that the first-order impact could be
trimming of P/E multiples followed by a second-order impact of potential earnings
downgrade. The Nifty IT Index has underperformed Nifty Index by ~7% YTD and ~1% since
2 Feb 2025. In this backdrop, we review and trim our earnings estimates to account for a
potential 1) slower global growth, 2) change in the clients’ IT spending pattern due to the
impact of tariffs, and 3) pass-back of productivity gains led by infusion of artificial
intelligence (Al).

Model 4.5% US$ revenue CAGR over FY25F-27F

We trim 4QFY25F US$ revenue qog growth to 0.6% and now model in a 4.5% US$ revenue
CAGR over FY25F-27F, vs. 7.5% earlier, to account for the reasons stated above. Our
prior growth assumptions were predicated on demand uptick in the 1) financial services
(FSI) industry in the US (aided by the recovery in regional banks), and 2) short cycle
projects and encouraging client conversations & decision-making. However, the tariff-led
uncertainty could drive caution, given the potential earnings cut across user industries.

Productivity pass-back, ‘America First’ could be key headwinds
Although the supply side environment could remain benign, 1) pass-back of productivity
gains, 2) reinitiation of vendor consolidation-led deals with longer transition times, and 3)
potential revisit of the ‘America First’ policy are key headwinds to the EBIT margin profile
of the sector partly offset by a depreciating Indian rupee (INR). As a reminder, US President
Donald Trump had signed an executive order in his first term that led to onsite hiring and
impacted gross margin (Fig. 2). TCS has the best execution in the industry and hence, the
cut in the average FY25F-27F EBIT margin is a modest 30bp at 25.4%.

Retain ADD rating, but with a lower target price of Rs3,925

We adjust our estimates modestly and now expect FY25F-27F US$ revenue CAGR of
4.5% (vs. 7.5% earlier) and PAT (Rs) CAGR of 9.2% (vs.11%). We retain our target PE/G
multiple of 2.6x to arrive at our target P/E of 24x (28x) FY27F EPS to arrive at a lower
target price of Rs3,925 (Rs4,915 earlier). Operating cash flow and dividend payout ratio
certainty, and healthy return ratios help retain the target PE/G multiple. Slower recovery in
the North America (NA) geography & the FSI vertical, weak bookings in 1IHCY25F and
higher project cancellations are key downside risks to our growth assumption and target
price.

Financial Summary Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Revenue (Rsm) 2,254,580 2,408,930 2565443 2,705,182 2,909,863
Operating EBITDA (Rsm) 592,590 642,960 684,943 746,630 808,942
Net Profit (Rsm) 421,470 468,660 495,763 542,827 591,538
Core EPS (Rs) 115.2 1285 137.0 150.0 163.5
Core EPS Growth 11.2% 11.6% 6.6% 9.5% 9.0%
FD Core P/E (x) 30.23 27.10 25.42 23.22 2131
DPS (Rs) 115.0 73.0 128.0 135.0 147.1
Dividend Yield 3.30% 2.09% 3.85% 3.88% 4.22%
EV/EBITDA () 20.81 19.17 17.79 16.23 14.89
P/FCFE (x) 32.53 29.91 26.73 24.34 22.45
Net Gearing (45.7%) (41.9%) (45.1%) (49.3%) (53.3%)
P/BV (X) 14.09 14.04 13.44 12.71 11.99
ROE 46.9% 51.8% 53.8% 56.3% 57.9%

% Change In Core EPS Estimates
InCred Research/Consensus EPS (x)
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Figure 1: Change in InCred estimates

Y/E Mar (Rs m) FY25F FY26F FY27F

New Old % change New Old % change New Old % change
US$ revenue 30,300 30,957 -2.1 31,202 33,114 -5.8 33,067 35,759 -7.5
Revenue 25,65,443 25,96,109 -1.2 27,05,182 28,31,213 -4.5 29,09,863 31,11,056 -6.5
EBIT 6,33,502 6,55,191 -3.3 6,93,879 7,30,453 -5.0 7,53,654 8,06,697 -6.6
EBIT Margin (%) 24.7 25.2 (54)bp 25.7 25.8 (15)bp 25.9 25.9 (3)bp
Net PAT 4,95,763 5,13,137 -3.4 5,42,827 5,71,676 -5.0 5,91,538 6,31,703 -6.4
EPS (Rs) 137.0 141.8 -3.4 150.0 158.0 -5.1 163.5 174.6 -6.4

SOURCE: INCRED RESEARCH, COMPANY REPORTS

Figure 2: Cost of services and gross margin trend during the first presidency (2017-
2021) of Mr. Trump
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Figure 3: INR depreciation during the same period
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BY THE NUMBERS
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Rolling P/BV (x) (Ihs) ROE (rhs) 12-mth Fwd Rolling FD Core P/E (x) (Ihs)
Profit & Loss
(Rs mn) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Total Net Revenues 2,254,580 2,408,930 2,565,443 2,705,182 2,909,863
Gross Profit 942,120 1,022,830 1,056,503 1,136,176 1,222,142
Operating EBITDA 592,590 642,960 684,943 746,630 808,942
Depreciation And Amortisation (50,220) (49,850) (51,441) (52,751) (55,287)
Operating EBIT 542,370 593,110 633,502 693,879 753,654
Financial Income/(Expense) 26,700 36,440 34,075 36,770 42,272
Pretax Income/(Loss) from Assoc.
Non-Operating Income/(Expense)
Profit Before Tax (pre-El) 569,070 629,550 667,577 730,649 795,926
Exceptional ltems
Pre-tax Profit 569,070 629,550 667,577 730,649 795,926
Taxation (146,040) (158,980) (169,425) (185,431) (201,998)
Exceptional Income - post-tax
Profit After Tax 423,030 470,570 498,153 545,217 593,928
Minority Interests (1,560) (1,910) (2,390) (2,390) (2,390)
Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax
Net Profit 421,470 468,660 495,763 542,827 591,538
Recurring Net Profit 421,470 468,660 495,763 542,827 591,538
Fully Diluted Recurring Net Profit 421,470 468,660 495,763 542,827 591,538
Cash Flow
(Rs mn) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
EBITDA 592,590 642,960 684,943 746,630 808,942
Cash Flow from Invt. & Assoc.
Change In Working Capital (42,170) (68,820) (17,788) (19,027) (21,059)
(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense (1,560) (1,910) (2,390) (2,390) (2,390)
Other Operating Cashflow
Net Interest (Paid)/Received
Tax Paid (129,660) (124,890) (169,425) (185,431) (201,998)
Cashflow From Operations 419,200 447,340 495,341 539,782 583,495
Capex (25,320) (22,020) (22,020) (22,020) (22,020)
Disposals Of FAs/subsidiaries
Acq. Of Subsidiaries/investments
Other Investing Cashflow 25,710 82,280 42,105 46,130 51,632
Cash Flow From Investing 390 60,260 20,085 24,110 29,612
Debt Raised/(repaid)
Proceeds From Issue Of Shares
Shares Repurchased (41,920) (210,050)
Dividends Paid (413,470) (251,370) (463,127) (488,545) (532,384)
Preferred Dividends
Other Financing Cashflow (23,390) (23,940) (8,030) (9,360) (9,360)
Cash Flow From Financing (478,780) (485,360) (471,157) (497,905) (541,744)
Total Cash Generated (59,190) 22,240 44,269 65,987 71,362
Free Cashflow To Equity 393,880 425,320 473,321 517,762 561,475
Free Cashflow To Firm 419,590 507,600 515,426 563,891 613,106
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BY THE NUMBERS...cont’d

Balance Sheet

(Rsm) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Total Cash And Equivalents 479,290 447,670 491,939 557,926 629,288
Total Debtors 499,540 535,770 561,259 588,125 620,665
Inventories 280 280 280 280 280
Total Other Current Assets 123,590 146,120 146,120 146,120 146,120
Total Current Assets 1,102,700 1,129,840 1,199,598 1,292,450 1,396,353
Fixed Assets 190,240 188,260 158,839 128,108 94,840
Total Investments 29,360 36,980 36,980 36,980 36,980
Intangible Assets 27,250 23,420 23,420 23,420 23,420
Total Other Non-Current Assets 86,960 85,990 85,990 85,990 85,990
Total Non-current Assets 333,810 334,650 305,229 274,498 241,230
Short-term Debt
Current Portion of Long-Term Debt
Total Creditors 105,150 99,810 105,429 111,172 119,583
Other Current Liabilities 330,430 361,230 363,312 365,408 368,478
Total Current Liabilities 435,580 461,040 468,741 476,580 488,061
Total Long-term Debt
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 88,870 90,260 90,260 90,260 90,260
Total Non-current Liabilities 88,870 90,260 90,260 90,260 90,260
Total Provisions
Total Liabilities 524,450 551,300 559,001 566,840 578,321
Shareholders Equity 904,240 904,890 937,526 991,808 1,050,962
Minority Interests 7,820 8,300 8,300 8,300 8,300
Total Equity 912,060 913,190 945,826 1,000,108 1,059,262
Key Ratios

Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Revenue Growth 17.6% 6.8% 6.5% 5.4% 7.6%
Operating EBITDA Growth 11.7% 8.5% 6.5% 9.0% 8.3%
Operating EBITDA Margin 26.3% 26.7% 26.7% 27.6% 27.8%
Net Cash Per Share (Rs) 114.06 104.89 117.95 136.19 155.91
BVPS (Rs) 247.17 248.14 259.12 274.12 290.47
Gross Interest Cover 69.62 76.24 78.89 74.13 80.52
Effective Tax Rate 25.7% 25.3% 25.4% 25.4% 25.4%
Net Dividend Payout Ratio 99.8% 56.7% 97.8% 90.0% 90.0%
Accounts Receivables Days 74.28 78.43 78.04 77.54 75.81
Inventory Days 0.07 0.07 0.07 0.07 0.06
Accounts Payables Days 25.81 26.99 24.82 25.19 24.95
ROIC (%) 84.5% 90.1% 91.1% 102.1% 113.5%
ROCE (%) 41.6% 45.4% 47.5% 49.9% 51.4%
Return On Average Assets 28.3% 30.6% 31.8% 33.7% 35.1%
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research report.
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We or our research analyst may engage in market-making activity of the subject company.
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Recommendation Framework

Stock Ratings Definition:

Add The stock’s total return is expected to exceed 10% over the next 12 months.

Hold The stock’s total return is expected to be between 0% and positive 10% over the next 12 months.
Reduce The stock’s total return is expected to fall below 0% or more over the next 12 months.

The total expected return of a stock is defined as the sum of the: (i) percentage difference between the target price and the current price and (ii) the forward net
dividend yields of the stock. Stock price targets have an investment horizon of 12 months.

Sector Ratings Definition:

Overweight An Overweight rating means stocks in the sector have, on a market cap-weighted basis, a positive absolute recommendation.
Neutral A Neutral rating means stocks in the sector have, on a market cap-weighted basis, a neutral absolute recommendation.
Underweight An Underweight rating means stocks in the sector have, on a market cap-weighted basis, a negative absolute recommendation.

Country Ratings Definition:

Overweight An Overweight rating means investors should be positioned with an above-market weight in this country relative to benchmark.
Neutral A Neutral rating means investors should be positioned with a neutral weight in this country relative to benchmark.

Underweight An Underweight rating means investors should be positioned with a below-market weight in this country relative to benchmark.




