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Tata Consultancy Services Ltd
Weak Q1, aggravated by sharp BSNL deal taper

IT & ITES Sharekhan code: TCS
Reco/View: Buy © CMP: Rs. 3,382 Price Target: Rs. 3,900
N Upgrade € Maintain /' Downgrade

Summary

¢ Reported revenue stood at $7,421 million, down 0.6% q-0-q/ 1.1% y-o-y, missing our estimate of $7,587
million.

+ EBIT margin improved ~30 bps g-0-q to 24.5%, beating our estimate of 24.3%. Order book TCV was
strong at $9.4 billion, up 13.3% y-o-y with Book to bill at 1.3x.

+ FY26 international revenue expected to be better than FY25 based on the order book, customer
conversations and demand for multiple service lines.

+ We maintain a Buy rating with a revised PT of Rs. 3,900 (25xFY27E EPS). At CMP, the stock trades at
23.6/21.7x FY25/26/27E EPS.

Reported revenue stood at $7,421 million, down 0.6% ¢-0-q/1.1% y-o0-y, missing our estimate of
$7,587 million. Revenue growth in constant currency (CC) terms stood at -3.3% g-o0-q, chiefly led by
ramp-down of BSNL deal. International revenue declined 0.5% q-0-q in CC terms. Revenue in rupee
terms stood at Rs. 63,437 crore, down 1.6% q-o0-q/ up 1.3% y-o-y. EBIT margin rose ~30 bps ¢-o0-q to
24.5%, beating our estimates of 24.3% supported by better revenue quality, reduced third-party
expenses, and currency tailwinds. Deal win TCVs stood at $9.4 billion, up 13.2% y-o0-y was above the
company’s comfort range of $7-9 billion. Net profit stood at Rs.12,760 crore, up 6% y-0-y/4.4% q-0-q,
aided by margin expansion and Rs 600 crore one-off from an income tax refund. Net headcount
additions were 5,090 ¢-o0-q, taking total headcount to 613,069. LTM attrition which rose 50 bps to
13.8% was above the company’s comfort range of 11-13%. Given the resilient business model, robust
deal pipeline, and leadership in emerging technologies, TCS remains a solid long-term investment
despite near-term macro uncertainties, which may prolong recovery capping the revenue growth
for FY26. We maintain a Buy rating with a revised PT of Rs. 3900 (25xFY27E EPS). At CMP, the stock
trades at 23.6x/21.7x FY26/FY27E EPS.

Key positives

¢ Deal win TCVs stood at $9.4 billion, up 13% y-o-y.

+ EBIT margin rose ~30 bps g-0-q to 24.5%.

+ Netheadcount additions were 5090 g-o0-q, taking the total headcount to 613,069.
Key negatives

+ LTM attrition rose 50 bps to 13.8% in Q1FY26 from 13.3% in Q4FY25.

+ Sub-contractor costs grew 5.4% q-0-q/21.5% y-o-y to Rs 3,063 crore.
Management Commentary

+ ForFY26, international revenues are expected to be better than FY25 based on the order book, customer
conversations and demand for multiple service lines.

¢ Near-term growth challenges due to macro uncertainties and delayed discretionary spending. Recovery
timelines unclear, potentially by late July or early August 2025.

+ Company didn't see many cancellations but saw delays in Q1 with some clients de-prioritising or
postponing their programs

+ The company added headcount in Q1 in anticipation of what they wanted to service in Q1, however
there was a reduction or contraction in demand. The company aims to optimise employee costs as a
percentage of revenue, which currently stands at ~47%.

Revision in earnings estimates - We have revised our estimates to factor in Q1FY26 performance.
Our Call

Valuation - Maintain BUY with a revised PT of Rs. 3,900: TCS delivered weak revenue performance in Q1,
whichwaslargelyimpacted by thesharptaperingofthe BSNLdeal. Despite headwinds, EBITmarginimproved,
supported by better revenue quality, reduced third-party expenses, and currency tailwinds. Strong $9.4
billion TCV, robust order pipeline and focus on transformative projects support growth prospects. Given
the resilient business model, robust deal pipeline, and leadership in emerging technologies, TCS remains a
solid long-term investment despite near-term macro uncertainties which may prolong recovery capping the
revenue growth for FY26. We expect a Sales/PAT CAGR of 5.7%/7.8% over FY25-FY27E. We maintain a Buy
rating on TCS with a revised PT of Rs. 3,900. At CMP, the stock trades at 23.6x/21.7x FY26/FY27E EPS.

Key Risks

Rupee appreciation and/or adverse cross-currency movements. Macro headwinds and recession in the US
can moderate the pace of technology spending.

Valuation Rs cr
[Particulars | FY204| _FY2025|  FY2026E| FY2027E]
Revenue 2,40,893 2,55,324 2,63,136 2,85,270
OPM (%) 26.7 26.4 26.8 27.3
Adjusted PAT 46,585 48,553 51,841 56,459
% y-0-y growth 10.5 4.2 6.8 8.9
Adjusted EPS (Rs.) 128.8 134.2 143.3 156.1
P/E (x) 26.3 25.2 23.6 21.7
P/B (x) 13.4 12.8 12.4 121
EV/EBITDA 18.5 17.6 17.3 15.7
ROE (%) 51.0 51.9 53.4 56.6
ROCE (%) 59.8 60.0 61.5 66.1

Source: Company; Mirae Asset Sharekhan estimates
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Investor’s Eye

Key Result highlights

*

Revenue: Revenues declined 3.3% g-0-q in constant currency terms, missing our estimates of a 0.4%
g-0-q decline chiefly led by ramp down of BSNL deal(-2.8% g-0-q) . International revenues fell 0.5% g-o0-q
in constant currency terms. Reported revenues fell 0.6% g-0-gq/1.1% y-0-y to $7,421 million, missing our
estimate of $7,587 million. Revenue in rupee terms stood at Rs. 63,437 crore, down 1.6% qg-0-q/ up 1.3%

y-0-y.
Margin: EBIT margin rose ~30 bps g-0-q to 24.5%, beating our estimates of 24.3% supported by better
revenue quality, reduced third-party expenses, and currency tailwinds.

Order book: Deal win TCV stood at $9.4 billion, up 13.2% y-o0-y with North America TCV at $4.4 billion,
BFSI TCV at $2.5 billion and Consumer Business TCV at $1.6 billion.

Demand commentary: In BFSI, North American clients are cautious, focusing on GenAlI, cloud, and
regulatory compliance, while Europe sees insurance strength. The consumer business faces significant
delays but continues its transformative projects. Manufacturing vertical has shown minor growth, with
investments in technology debt reduction and modernization. Life Sciences & Healthcare prioritize R&D
and cost optimization, constrained by budgets but driven by Al and system upgrades. Energy, Resources &
Utilities face reduced spending but engage in strategic transformations like grid optimization. Technology
& Services sustain growthvia Al-driveninnovation, while CMIfocuses on Aland automation as new revenue
streams. Overall, the company expects recovery as macro clarity emerges, with Al, modernization, and
cost optimization driving demand across verticals. Recovery timelines unclear, potentially by late July or
early August 2025.

Verticals: Sequentially, Technology and services grew by 1.1% and Manufacturing grew marginally by
0.2%. BFSI declined by 0.5%, Consumer business declined by 2.2%, Life sciences and Healthcare declined
by 1.2%, Communication media declined by 3.1% and ERU declined by 0.6%.

Geography: On a sequential basis, North America was flat at 0.1% growth, while UK and Europe declined
by -0.3% and -3.1%, respectively. Among new growth markets, Asia Pacific remained flat while Middle East
Africa and Latin America declined sequentially. India declined by 32.6% in the quarter

Attrition and headcount: LTM attrition rate was up by 50 bps to 13.8% in Q1FY26 from 13.3% in Q4FY25,
slightly above the company’s comfort range. Net headcount additions stood at 5090, taking the total to
613,069.

Client metrics: On a g-o0-q basis, the company added one new client in the $50 million+ category and
two clients each in over $10 million and over $20 million category but lost one client in the $100 million+
category and nine clients in the $5 million category.

Cash flows: Net cash from operations stood at Rs. 12,804 crore with OCF/Net Income improving to 100.3%
in Q1FY26 from 92.8% in Q1FY25.
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Investor’s Eye

Results

Particulars
Revenues In USD (mn)
Revenues In INR

Direct Costs
Gross Profit
SG&A

EBITDA

Depr & amort.
EBIT

Other Income
PBT

Tax Provision
PAT

Minority interest/Share of associates
Adj. Net Profit

EPS (Rs)
Margin (%)
GPM
EBITDA
EBIT

NPM

Tax rate

Source: Company; Mirae Asset Sharekhan Research

Operating metrics

Particulars

Revenues ($ mn)
Geographic mix
North America

Latin America

UK

Continental Europe

India

APAC

MEA

Industry verticals

BFSI

Retail & CPG
Communication & media
Manufacturing

Life Science and healthcare
Technology & services
Regional markets and others
Energy & Utilities

Source: Company; Mirae Asset Sharekhan Research
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Q1FY26
7,421.0
63,437.0
37,545.0
25,892.0
9,017.0
16,875.0
1,361.0
15,514.0
1,465.0
16,979.0
4,160.0
12,819.0
59.0
12,760.0

35.3

40.8
26.6
24.5
20.1
24.5

Revenues‘
($ mn)
7,421

3,614
141
1,336
1,113
430
623
163

2,375
1,158
430
646
757
623
994
438

Q1FY25
7,505.0
62,613.0
36,721.0
25,892.0
9,230.0
16,662.0
1,220.0
15,442.0
789.0
16,231.0
4,126.0
12,105.0
65.0
12,040.0

333

41.4
26.6
24.7
19.2
254

Contribution ‘
(%)
100

48.7
1.9
18.0
15.0
5.8
8.4
2.2

32.0
15.6
5.8
8.7
10.2
8.4
13.4
5.9

Q4FY25
7,465.0
64,479.0
38,389.0
26,090.0
9,110.0
16,980.0
1,379.0
15,601.0
801.0
16,402.0
4,109.0
12,293.0
69.0
12,224.0

33.8

40.5
26.3
24.2
19.0
25.1

$ Growth (%)
Q-0-Q (%)
-0.6

0.4
4.9
6.5
4.3
-31.4
3.1
-8.9

2.0
1.4
-0.6
3.0
0.4
3.1
-13.5
2.9

Y-0-Y (%)
-1.1
13
2.2
0.0
-2.3
13
11.6
0.5
85.7
4.6
0.8
5.9
-9.2
6.0

6.0

-53.7

-21

89
-92

Y-0-Y (%)
-1.1

-2.7
-1.1
53
3.0
-23.5
6.5
8.8

2.4
0.2
-7.5
-2.2
-8.3
2.5
-5.4
4.2

Rs cr
Q-0-Q (%)
-0.6
-1.6
-2.2
-0.8
-1.0
-0.6
-1.3
-0.6
82.9
35
1.2
4.3
-14.5
4.4

4.4

35.3
27
26

116
-55

Rs cr

| cC growth (%)
Y-0-Y (%)

3.1

-2.7

1.0
-3.1
-9.6
-4.0
-9.6

1.8
-8.6

2.8
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TCS’ constant-currency revenue growth (y-o-y) trend

8 1 7.0

Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25 Q4FY25 Q1FY26

Source: Company; Mirae Asset Sharekhan Research

EBIT margin Trend
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Subcontracting costs as % of revenue

8 - 7.4
6.8

4.8

4.4 4.5
A /

%

Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25 Q2FY25 Q3FY25 Q4FY25 Q1FY26

Source: Company; Mirae Asset Sharekhan Research
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3.0
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Source: Company; Mirae Asset Sharekhan Research

Retail vertical trend
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Deal TCVs trend
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Outlook and Valuation

m Sector View - Robust deal pipeline, cost optimisation, and technology modernisation opportunities
to aid growth

The Indian IT sector is poised for modest growth in FY2026, driven by stabilisation in key markets like the
US and Europe, alongside increasing demand for Al, cloud, and digital transformation services. Despite
near-term challenges such as macroeconomic uncertainty, discretionary spending delays, and geopolitical
volatility, the sector is expected to benefit from a robust deal pipeline and a shift toward cost optimisation
and technology modernisation initiatives.

® Company Outlook - Well positioned to capture opportunities across cost optimisation and business
transformation

The company expects international revenues to be better in FY26 compared to FY25, with revenue growth
expected to be fuelled by a robust $39.4 billion order book and recovery in developed markets like North
America and Europe, despite near-term discretionary spend caution. The company is targeting operating
margin of 26-28%, supported by the tapering of low-margin projects like BSNL and a focus on high-value AL/
GenAI and cloud deals. Demand is expected to strengthen as macroeconomic uncertainties ease, with BFSI,
energy, and growth markets driving momentum, while hiring will remain aligned with demand, emphasising
Al-skilled talent development. We believe TCS remains well positioned to capture opportunities across cost
optimisation and business transformation, given its strong domain knowledge, digital, and gen Al capabilities.

B Valuation - Maintain Buy with revised PT of Rs. 3,900

Q1 revenue growth was weak, largely impacted by the sharp tapering of BSNL deal. Despite headwinds,
EBIT margin improved, supported by better revenue quality, reduced third-party expenses, and currency
tailwinds. Strong $9.4 billion TCV, robust order pipeline and focus on transformative projects support growth
prospects. Given the resilient business model, robust deal pipeline, and leadership in emerging technologies,
TCS remains a solid long-term investment despite near-term macro uncertainties which may prolong
recovery capping the revenue growth for FY26. We expect a Sales/PAT CAGR of 5.7%/7.8% over FY25-FY27E.

We maintain a Buy rating on TCS with a revised PT of Rs. 3,900. At CMP, the stock trades at 23.6x/21.7x FY26/
FY27E EPS.
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About company

TCS, founded in 1968 by Tata Sons, began as a division to provide computer services and evolved into India’s
largest IT services company, pioneering the global outsourcing model. Over the decades, it expanded its
offerings to include IT consulting, software development, and digital transformation, serving clients across
banking, retail, healthcare, and more. As of April 2025, TCS is a global leader with a $30.2 billion revenue
in FY25, employing 6,07,979 professionals across 50+ countries. Headquartered in Mumbai, it maintains
industry-leading margins (24.3% in FY25) and a strong focus on Al, cloud, and GenAl innovations. TCS's
robust deal pipeline ($12.2 billion TCV in Q4FY25) and client-centric approach solidify its position as a trusted
partner for enterprise transformation.

Investor’s Eye

Investment theme

TCSis one of the leading IT services companies with a wide-range of capabilities, robust digital competencies,
strong platform, and stable management. The company is the preferred partner of large corporates and is
increasing its participation in large digital implementation. Hence, we believe TCS would continue to gain
market share in digital versus its large peers, given its superior execution capabilities on the digital front. We
remain positive on the sustainability of its revenue growth momentum in the medium term, given strong
deal wins, broad-based service offerings, higher spend on digital technologies, and best-in-class execution.

Key Risks

1) Rupee appreciation and/or adverse cross-currency movements and 2) Macro headwinds and recession in
the U.S. can moderate the pace of technology spending.

Additional Data

Key management personnel

Name ‘ Designation

N. Chandrasekaran Chairman

K. Krithivasan Chief Executive Officer
Samir Seksaria Chief Financial Officer
Milind Lakkad EVP and Global Head, HR

Source: Company Website

Top 10 shareholders

Sr. No. | Holder Name ‘ Holding (%)
1 Life Insurance Corp of India 4.63
2 SBIFunds Management Ltd 1.28
3 Vanguard Group Inc 1.18
4 Blackrock Inc 1.08
5 ICICI Prudential Asset Management 0.85
6 FMRLLC 0.61
7 HDFC Asset Management Co Ltd 0.48
8 UTI Asset Management Co Ltd 0.43
9 Nippon Life India Asset Management 0.37
10  Mirae Asset Financial Group 0.31

Source: Bloomberg

Mirae Asset Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Mirae Asset Sharekhan 3R Matrix

Right Sector

Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation

Positive

Neutral

Negative

Strong industry fundamentals (favorable demand-supply scenario, consistent industry
growth), increasing investments, higher entry barrier, and favorable government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse government
policies affecting the business fundamentals and global challenges (currency headwinds
and unfavorable policies implemented by global industrial institutions) and any
significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record, Healthy
Balance sheet/cash flows, differentiated product/service portfolio and Good corporate
governance.

Macro slowdown affecting near term growth profile, Untoward events such as natural
calamities resulting in near term uncertainty, Company specific events such as factory
shutdown, lack of positive triggers/events in near term, raw material price movement
turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of key
management personal, questionable corporate governance, high commodity prices/
weak realisation environment resulting in margin pressure and detoriating balance
sheet

Strong earnings growth expectation and improving return ratios but valuations are
trading at discount to industry leaders/historical average multiples, Expansion in
valuation multiple due to expected outperformance amongst its peers and Industry up-
cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in valuation
multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of roadblocks
such as corporate governance issue, adverse government policies and bleak global
macro environment etc warranting for lower than historical valuation multiple.

Source: Mirae Asset Sharekhan Research
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DISCLAIMER

This information/document has been prepared by Sharekhan Ltd. and is intended for use only by the person or entity to which it is addressed to. This
Document may contain confidential and/or privileged material and is not for any type of circulation, and any review, retransmission, or any other use
is strictly prohibited. This information/ document is subject to change without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume, and
outstanding positions, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on a company’s fundamentals.
However, this would only apply to information/documents focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive this report at
the same time. Mirae Asset Sharekhan will not treat recipients as customers by virtue of their receiving this information/report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable, and Mirae Asset Sharekhan has not
independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While we would endeavour
to update the information herein on a reasonable basis, Mirae Asset Sharekhan, its subsidiaries and associated companies, their directors, and
employees (“Mirae Asset Sharekhan and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory,
compliance, or other reasons that may prevent Mirae Asset Sharekhan and its affiliates from doing so. This document is prepared for assistance
only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients of this report should also be aware
that past performance is not necessarily a guide to future performance, and the value of investments can go down as well. The user assumes the
entire risk of any use made of this information. 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. The investment discussed or views expressed may not be
suitable for all investors. We do not undertake to advise you as to any change of our views. Affiliates of Mirae Asset Sharekhan may have issued other
recommendations/ reports that are inconsistent with and reach different conclusions from the information presented in this recommendations/report.

This information/recommendation/report 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 Mirae Asset Sharekhan and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this document
may come are required to inform themselves of and to observe such restrictions.

The analyst certifies that the analyst might have dealt or traded directly or indirectly in the securities of the company and that all the views expressed
in this document accurately reflect his or her personal views about the subject company or companies and its or their securities and do not necessarily
reflect those of Mirae Asset Sharekhan. The analyst and Mirae Asset Sharekhan further certifies that either he or his relatives or Mirae Asset Sharekhan
associates might have direct or indirect financial interest or might have actual or beneficial ownership of 1% or more in the securities of the company
at the end of the month immediately preceding the date of publication of the research report. The analyst and Mirae Asset Sharekhan encourage
independence in research report/ material preparation and strive to minimize conflict in the preparation of the research report. The analyst and Mirae
Asset Sharekhan do not have any material conflict of interest or have not served as officers, directors or employees or engaged in market-making
activity of the company. The analyst and Mirae Asset Sharekhan have not been a part of the team which has managed or co-managed the public
offerings of the company, and no part of the analyst's compensation was, is or will be, directly or indirectly related to specific recommendations or
views expressed in this document. Sharekhan Ltd, or its associates, or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from a third party in the past twelve months in
connection with the research report.

Either Mirae Asset Sharekhan or its affiliates or its directors or employees/representatives/clients or their relatives may have position(s), make market,
act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested in any of the securities
or related securities referred to in this report and they may have used the information set forth herein before publication. Mirae Asset Sharekhan
may from time to time solicit from, or perform investment banking or other services for, any company mentioned herein. Without limiting any of
the foregoing, in no event shall Mirae Asset Sharekhan, any of its affiliates or any third party involved in, or related to, computing or compiling the
information have any liability for any damages of any kind.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management'’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance, and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of future
performance or results expressed or implied by such forward-looking statements. Sharekhan Ltd and its affiliates undertake no obligation to update
forward-looking statements if circumstances or management’s estimates or opinions should change, except as required by applicable securities laws.
The reader/investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgment before taking any
investment decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.
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