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 HOLD 
Strong revenue growth in Q2 

Tata Consultancy Services (TCS)   
 

Summary 

TCS reported healthy set of numbers and was above consensus estimates by ~4%. 

We believe consensus estimates were conservative as in the near term we expect 

the company’s revenue growth to remain robust. We expect the impact of 

macro’s will be felt post 2 quarters. In addition, considering the high inflation and 

recession fear we remain cautious on revenue growth outlook. We expect the 

company’s dollar revenues to increase at a CAGR of 8% over FY22-FY24E. We 

expect margins to ease in coming quarters led by easing of supply side 

challenges, pyramid benefits and lower subcontracting cost. We maintain our 

HOLD rating on the stock with a revised target price of Rs 3,235 (based on PER of 

24x on FY24E EPS). 

Key Highlights and Investment Rationale 

 Macro to dent revenue growth in longer run:  TCS witnessed healthy revenue 

growth in Q2FY23 led by broad based growth in geographies and verticals. In 

addition, the company has witnessed robust client addition across buckets and 

healthy book to bill ratio of 1.2x. While we expect the company’s revenue 

growth to remain robust in the near term. However, considering high inflation 

in US, geopolitical challenges in Europe, client focusing on shorter term deals 

and higher focus on cost take out deals; we expect FY24E revenue growth at 

8% YoY. 

 Margins have bottomed out in Q1FY23: The company saw an improvement in 

margins led by rupee depreciation, higher pricing, utilization, decline in supply 

side challenges and operational efficiencies. We expect margins to improve 

from Q2 onwards due to higher utilization and lower attrition. Hence, we expect 

near term margins to be at 25% for FY23E & 26% for FY24E. 

Financial snapshot (Rs mn) 

Year FY20 FY21 FY22 FY23E FY24E 

Revenue 15,69,490 16,41,770 19,17,540 22,17,477 24,03,372 

Change (yoy, %) 7 5 17 16 8 

EBITDA 4,21,100 4,65,460 5,30,570 5,99,765 6,78,672 

Change (yoy, %) 7 11 14 13 13 

EBITDA Margin(%) 27 28 28 27 28 

Adj.PAT 3,23,400 3,32,140 3,83,270 4,33,064 4,85,231 

EPS (Rs) 86 90 105 120 134 

Change (yoy, %) 3 4 17 14 12 

PE(x) 36 35 30 26 23 

Dividend Yield (%) 2 1 1 3 4 

EV/EBITDA (x) 27 24 21 18 16 

RoE (%) 37 39 44 52 60 

RoCE (%) 43 46 52 62 72 
Source: IDBI Capital Research 
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Other Key Concall Highlights 

 Revenue in Rupee & Dollar terms grew 4.8%/1.4% qoq respectively as demand for technology remains 

robust. Broad – based growth for services led by cloud, consulting, cognitive business operation and 

enterprise application services. 

 EBIT margin improved by 91 bps qoq to 24% as flatter workforce pyramid & improved productivity off set 

margin headwinds like increase in travel & facilities cost. 

 Company stated that the demand remains robust across all verticals and markets. However, the 

Management is cautious about the macro economic conditions in Europe & UK as it believes there might 

be some demand moderation in these regions. 

 Improved utilization, uptick in realization & execution, moderation in sub con cost and reduction in 

attrition to support margin in the near term.  

 During the quarter, TCV stood at $8bn (flat qoq). Order book mix - BFSI at $2.3 bn, Retail at $1.6 bn and 

North America at $4.3 bn. Book to bill ratio was at 1.2.  

 Fresher addition during the quarter stood at 20,000 (v/s 15,000 in Q1FY23). The company plans to hire 

another 12000 freshers and might exceed the 40000 target 

 Employee headcount stood at 616,171 as the Company added net 9,840 employees (v/s 14,136 in 

Q1FY23). Management clarified that reduction in addition is due to aggressive hiring undertaken in past 

and should not be confused as slowdown in demand.   

 Attrition inched upwards to 21.5% during the quarter, company expects attrition to moderate in H2.  

 Geo wise growth was led by North America (+17.6% YoY) in CC; Latin America (+19% YoY) in CC Continental 

Europe grew +14.1% and UK grew +14.8%. In emerging markets, India grew +16.7%, Asia Pacific grew +7%, 

Latin America grew +19%, and Middle East & Africa grew 8.2% 

 Segment wise growth was led by Retail and CPG (22.9%), Communications & Media (+18.7%), 

Manufacturing vertical (+14.5%) and Technology & Services (+15.9), BFSI grew +13.1% while Life Sciences 

and Healthcare grew +14.5% 
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Exhibit 1: Financial snapshot (Rs mn) 

Year-end: March Q2FY23 Q1FY23 QoQ (%) Q2FY22 YoY (%) 

Revenues (US$ mn) 6,877  6,780  1.4  6,333  8.6  

Revenues 553,090  527,580  4.8  468,670  18.0  

COGS 325,260  315,530  3.1  270,480  20.3  

Gross profit 227,830  212,050  7.4  198,190  15.0  

SG&A 82,670  77,880  6.2  67,040  23.3  

EBITDA 145,160  134,170  8.2  131,150  10.7  

Depreciation & amortization 12,370  12,310  0.5  11,150  10.9  

EBIT 132,790  121,860  9.0  120,000  10.7  

Other income 8,170  5,900  38.5  9,690  (15.7) 

PBT 140,960  127,760  10.3  129,690  8.7  

Tax 36,310  32,570  11.5  33,160  9.5  

Minority interest 340  410  (17.1) 290  17.2  

Adjusted net profit  104,310  94,780  10.1  96,240  8.4  

Diluted EPS (Rs) 28.5  25.9  10.1  26.0  9.7  

      
As % of net revenue 

     
Gross profit 41.2  40.2    42.3  

 
SG&A 14.9  14.8    14.3  

 
EBITDA 26.2  25.4    28.0  

 
EBIT 24.0  23.1    25.6  

 
Adjustednet profit 18.9  18.0    20.5  

 
Tax rate 25.8  25.5    25.6  

 
Source: Company; IDBI Capital Research 

 

 

  

Revenue growth of 15.4%, YoY in CC 

terms.  

EBIT margin improved QoQ at 24% 
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Exhibit 2: Actual vs. estimates 

Year to March Q2FY23 Q2FY23E Variance (%) 

Revenue (US$ mn)        6,877         6,956                       (1.1) 

Revenue (Rs mn)    553,090     555,111                       (0.4) 

EBIT (Rs mn)    132,790     134,759                       (1.5) 

EBIT margin (%) 24.0% 24.3%  (27)bps  

PAT (Rs mn)    104,310     104,901                       (0.6) 

PAT margin (%) 18.9% 18.9%  (4)bps  

EPS (Rs) 28.5 28.7                      (0.5) 

Source: Company; IDBI Capital Research 

Exhibit 3: Earnings Revision 

 
               FY23F              FY24E 

Year-end: March    New Old Chg (%) New Old Chg (%) 

Revenue (US$ mn)       27,792     28,188    (1.4)    29,883  30495 (2.0) 

Revenue (Rs bn)      2,217,477  2,193,092    1.1    2,403,372  2372498  1.3  

EBIT margin (%)    24.8% 24.5%  32 bps  26.0% 25.56%  40 bps  

EPS (Rs/sh)    119.6  117.7     1.6  134.0  128.8  4.1  

Source: Company; IDBI Capital Research 

Exhibit 4: US$20 mn clients +11 QoQ to 283  

No. of large clients Q2FY21 Q3FY21 Q4FY21 Q1FY22 Q2FY22 Q3FY22 Q4FY22 Q1FY23 Q2FY23 

USD1m+ 1076 1077 1096 1118 1138 1175 1182 1196 1210 

USD5m+ 565 565 569 586 609 619 638 650 650 

USD10m+ 386 386 387 405 417 426 439 446 455 

USD20m+ 228 229 228 241 247 255 268 272 283 

USD50m+ 97 97 101 105 114 118 120 124 124 

USD100m+ 49 48 48 50 54 58 58 59 59 

Source: Company; IDBI Capital Research 
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Exhibit 5: Q2FY23 revenue growth was below our estimates 

 
Source: Company; IDBI Capital Research 

Exhibit 6: Employee details and IT services attrition trend 

 
Source: Company; IDBI Capital Research 
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Exhibit 7: Revenue growth across various segments (%) 

  % of revenue (%) YoY in CC (%) 

Total revenue   15.4% 

by geography   
 

North America 54.3% 27.4% 

Latin America 1.7% 25.4% 

UK 14.5% 6.3% 

Continental Europe 14.5% 7.6% 

India 5.1% 18.0% 

Asia Pacific 8.0% 4.9% 

MEA 1.9% 12.1% 

by vertical     

BFSI 31.9% 6.9% 

Retail & CPG 15.9% 15.1% 

Communication & Media 6.7% 11.9% 

Manufacturing 9.9% 8.6% 

Life Sciences & Healthcare 10.2% 10.8% 

Technology & Services 9.0% 11.1% 

Regional Markets & Others 16.4% 2.3% 
Source: Company; IDBI Capital Research 
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Exhibit 8: One-year forward PER trend 

 
Source: Company; IDBI Capital Research 
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Financial Summary 

Profit & Loss Account  (Rs mn) 

Year-end: March FY19 FY20 FY21 FY22 FY23E FY24E 

Net sales 1,464,630  1,569,490  1,641,770  1,917,540  2,217,477  2,403,372  

   Change (yoy, %)       19  7        12        17        16  8  

Operating expenses (1,069,580)  (1,148,390)  (1,176,310)   (1,386,970)  (1,617,712)   (1,724,700) 

EBITDA     395,050      421,100      465,460      530,570      599,765      678,672  

   Change (yoy, %)       21  7        11        14        13        13  

   Margin (%)    27.0     26.8     28.4     27.7     27.0     28.2  

Depreciation     (20,550)     (35,300)     (40,650)     (46,040)     (49,545)     (54,936) 

EBIT     374,500      385,800      424,810      484,530      550,220      623,736  

Interest paid       (1,980)       (9,240)       (6,380)       (7,840)       (7,470)       (8,000) 

Other income       43,110        45,920        29,610        40,180        41,257        38,069  

Pre-tax profit     415,630      422,480      448,040      516,870      584,007      653,805  

Tax   (100,010)     (98,010)  (114,580)  (132,380)  (149,593)  (167,374) 

   Effective tax rate (%)       24        23        26        26        26        26  

Minority Interest   (900)       (1,070)       (1,320)       (1,220)       (1,350)       (1,200) 

Net profit     314,720      323,400      332,140      383,270      433,064      485,231  

Exceptional items         -           -           -           -           -           -    

Adjusted net profit     314,720      323,400      332,140      383,270      433,064      485,231  

   Change (yoy, %)       22  3  3        15        13        12  

EPS    83.9     86.2     89.8  104.7  119.6  134.0  

DPS       30        72        37        43      103      115  

Dividend Payout (%)       43      101        41        41        86        86  
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Balance Sheet  (Rs mn) 

Year-end: March FY19 FY20 FY21 FY22 FY23E FY24E 

Shareholders' funds   894,460    841,260    864,330    891,390    771,594    840,525  

Share capital       3,752        3,752        3,699        3,660        3,620        3,620  

Reserves & surplus   890,708    837,508    860,631    887,730    767,974    836,905  

Total Debt    -       -       -       -       -       -    

Other liabilities     (8,700)     64,160      49,110      52,720      52,720      52,720  

Curr Liab & prov   232,580    269,060    348,090    426,880    493,570    534,946  

   Current liabilities   176,660    197,350    229,250    288,690    333,764    361,744  

   Provisions     55,920      71,710    118,840    138,190    159,805    173,202  

Total liabilities   223,880    333,220    397,200    479,600    546,290    587,666  

Total equity & liabilities    1,122,870      1,180,710      1,268,280      1,378,060      1,326,303      1,437,811  

       

Net fixed assets 132,530  138,400  143,140  148,670  149,125  139,189  

Investments     2,390      2,160      2,130      2,230      2,230      2,230  

   Other non-curr assets   61,780  133,800  126,640  138,950  166,311  180,253  

Current assets 926,170  906,350  996,370  1,088,210  1,008,638     1,116,139  

   Inventories         100            50            80          200          200          200  

   Sundry Debtors 329,890  366,620  369,900  420,100  486,022  526,766  

   Cash and Bank 437,080  372,790  398,830  498,730  212,576  253,359  

   Loans and advances   80,290    84,750  115,010    67,560  157,957  171,199  

Total assets 1,122,870  1,180,710  1,268,280  1,378,060  1,326,303    1,437,811  

Source: Company; IDBI Capital Research 
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Cash Flow Statement  (Rs mn) 

Year-end: March FY19 FY20 FY21 FY22 FY23E FY24E 

Pre-tax profit       415,630  422,480  448,040  516,870          584,007         653,805  

Depreciation         12,730           14,850            21,420            23,130            49,545           54,936  

Tax paid       (93,360)     (102,360)       (125,730)       (131,920)       (149,593)      (167,374) 

Chg in working capital         17,390           (4,660)           45,460            75,920          (89,630)        (12,609) 

Other operating activities    (193,958)       (47,148)       (199,302)         (37,021)       (255,588)        (32,548) 

Cash flow from operations (a)       158,432        283,162          189,888          446,979          138,741         496,210  

             

Capital expenditure       (12,750)       (20,720)         (26,160)         (28,660)         (50,000)        (45,000) 

Chg in investments         (1,140)  230       30  (100)       -         -    

Other investing activities    -        -          -          -          -         -    

Cash flow from investing (b)       (13,890)       (20,490)         (26,130)         (28,760)         (50,000)        (45,000) 

             

Equity raised/(repaid) (76)     -      (53)       (159,986)       (180,000)      -    

Debt raised/(repaid)         (2,350)     -          -          -          -         -    

Dividend (incl. tax)    (135,086)     (327,592)       (136,865)       (157,380)       (192,860)      (416,300) 

Chg in monorities             (390)  630  (800) (900)       -         -    

Other financing activities    -        -          -          -          -         -    

Cash flow from financing (c)    (137,902)     (326,962)       (137,718)       (318,319)       (372,900)      (416,300) 

             

Net chg in cash (a+b+c)           6,640        (64,290)           26,040            99,900        (284,159)          34,910  

Source: Company; IDBI Capital Research 
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Financial Ratios  

Year-end: March FY19 FY20 FY21 FY22 FY23E FY24E 

Book Value (Rs) 238 224 234 244 213 232 

Adj EPS (Rs) 84 86 90 105 120 134 

Adj EPS growth (%) 24 3 4 17 14 12 

EBITDA margin (%) 27 27 28 28 27 28 

Pre-tax margin (%) 28 27 27 27 26 27 

Net Debt/Equity (x) -0.5 -0.4 -0.5 -0.6 -0.3 -0.3 

ROCE (%) 43 43 46 52 62 72 

ROE (%) 36 37 39 44 52 60 

DuPont Analysis             

Asset turnover (x) 1.4 1.4 1.3 1.4 1.6 1.7 

Leverage factor (x) 1.2 1.3 1.4 1.5 1.6 1.7 

Net margin (%) 21.5 20.6 20.2 20.0 19.5 20.2 

Working Capital & Liquidity ratio             

Inventory days 0 0 0 0 0 0 

Receivable days 82 85 82 80 80 80 

Payable days 21 21 24 21 21 21 

Valuations  

Year-end: March FY19 FY20 FY21 FY22 FY23E FY24E 

PER (x) 37.2 36.2 34.8 29.8 26.1 23.3 

Price/Book value (x) 13.1 13.9 13.4 12.8 14.6 13.4 

EV/Net sales (x) 7.7 7.2 6.8 5.7 5.0 4.6 

EV/EBITDA (x) 29 27 24 21 18 16 

Dividend Yield (%) 1 2 1 1 3 4 

Source: Company; IDBI Capital Research 
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Notes 
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