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Stock Update
Capitalizing its digital expertise

(%) 1m 3m 6m 12m

Absolute 2.7 -3.9 15.4 54.7

Relative to Sensex 1.5 3.2 13.9 41.2

Tata Consultancy Services

Reco: Buy  |  CMP: Rs1,975

Key points

We recently met the management of TCS to discuss 
its outlook on the demand environment, revenue 
growth trajectory going forward, its digital strategy 
and potential challenges relating to H1-B visa issues 
and supply constraint in talents. 

 �  Maintains double-digit revenue growth 
outlook: Management maintains its confidence 
to report double-digit constant currency (CC) 
revenue growth in the medium term (i.e. for a 
2-3 years perspective) on account of recovery 
in the BFSI vertical (higher growth momentum 
for the past two quarters), broad-based growth 
across geographies, strong order book, 
anticipation of flow of large deals going forward 
and acceleration of investments by clients in 
building of digital core. Higher spends from 
banking clients would continue, led by pick-
up in investments in next-generation customer 
experience, cloud migration, analytics and 
insights, artificial intelligence, cyber security 
and intelligent automation. However, the retail 
vertical (record-high rates of filling of Chapter 11 
bankruptcy protection in the U.S.) and softness 
in the automotive vertical are few areas that 
require close monitoring. Nevertheless, the 
company’s ability to manage mega multi-
technology deals though its Business 4.0 
framework makes us optimistic of continuation 
of strong revenue growth momentum even on a 
large revenue base in FY2019E and in the next 
two years.

 �  Digital revenue growth momentum to continue: 
During Q2FY2019, digital CC revenue (28.1% of 
total revenue) grew by 16.5% q-o-q and 59.8% 
y-o-y. Revenue growth in the digital business 
continues to outperform large Indian IT as well as 
leading global IT players, thanks to its head start 
investments in digital technologies and mass re-
skilling and up-skilling of their workforce over 
competitors. Management stated the company’s 
broad-suite of digital capabilities along with 
higher adoption of digital technologies by clients 
would continue to drive the company’s digital 
revenue going ahead. Notably, the average 
digital deal size of TCS is much higher than the 
digital deal size of its peers. In our view, TCS is 
well placed among IT outsourcing companies to 
capture large scale digital transformation deals 
and would able to maintain the acceleration of 
its digital revenue growth.
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 �  Expect to maintain margin in the targeted 
band: Management expects EBIT margin would 
remain in its targeted band of 26-28% in the 
coming years. Long delays in processing H-1B 
visa issuances, tight supply of local talents and 
expected hike in onsite wages are likely to pose 
margin challenges for Indian IT incumbents, 
though management sees minimal impact on 
its margins given its investments in localisation 
initiatives and near-shore strategies. Further, 
management stated that any inflation of H1-B 
workers can be passed to clients because of the 
industry-wide phenomenon.     

 �  Superior capability justifies premium 
valuations: The stock has given a return of 
around 53% in the past one year and is currently 
trading at 21x its FY2020E EPS estimates. The 
stock of TCS has continued to command an 
industry-leading P/E multiple, given its superior 
digital execution capabilities and good position 
in the competitive landscape. We expect TCS 
to report the best-in-class growth rates among 
Indian/global largecap stocks with revenue and 
earnings CAGRs of 13% and 14%, respectively, 
over FY2018-FY2021E. Thus, we maintain our 
Buy rating on the stock with an unchanged price 
target (PT) of Rs. 2,400.

Valuation Rs cr
Particulars FY18 FY19E FY20E FY21E
Total revenue    1,23,104.0  1,47,221.9  1,63,442.8  1,78,046.3 

EBIT margin (%)              24.8            26.3            26.4            26.4 

Net profit       25,826.0     31,545.9     34,922.9     37,944.2 

EPS (Rs.) 68.8 84.1 93.1 101.1

P/E (x) 28.7 23.5 21.2 19.5

EV/EBITDA 11.5 8.9 8.1 7.4

ROE (%) 29.5 34.2 34.1 34.5

ROCE (%) 37.6 43.8 44.1 44.7
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