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Tata Consultancy Services Limited 

Conference Call to provide Business Update  

June 13, 2014, 16:30 hrs IST (19:00 hrs SST/HKT, 11:30 hrs UTC and 07:00 hrs ET) 

 

Kedar Shirali This update has been webcast through our website and an audio 

archive as well as a transcript will be made available on our website 

including the presentation that Rajesh will be using. So as usual it will 

begin with the overview by Rajesh of Business Trends and thereafter 

there will be a Q&A session. As you are aware we do not provide any 

revenue or earnings guidance and anything said during this meeting 

which reflects our outlook for the future or which could be construed 

as a forward-looking statement, must be reviewed in conjunction with 

the risks that the company faces. We outlined these risks in the 

second slide of the presentation which we will be putting up on our 

website and which is also being webcast right now. So with that I 

would like to turn over the floor to Rajesh. 

Rajesh Gopinathan Thanks Kedar. Good evening to all of you. Thanks for coming. Broadly 

for Q1 we have no change on our revenue outlook compared to our 

last quarter’s earnings call. In terms of the segment wise break-up, 

most of the larger verticals are likely to come in at or near the 

company average and smaller verticals like media, life sciences etc. 

will continue to do better than company average as has been the case 

in the last few quarters. Once again along with trend, Europe 

continues to grow faster and India is likely to be flattish or in that 

range. In terms of currency impact we have the impact of rupee 

appreciation coming through. We expect at around today’s rate, the 

impact to be in the range of about 300 basis points, negative impact, 

from cc to reported INR on the revenue line. In terms of reported USD 

it is a positive about 50 bps compared to cc to reported USD. That is 

the impact of currency on the revenue line. Normal caveat that this 

based on the currency as it is today subject to whatever happens from 

now until closing. The impact on the margin line will be margin impact 

of about 100 basis points, that’s the overall currency impact. This 
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quarter in Q1 as is our annual practice we announced our salary 

increments and the quarterly margin will be impacted due to the salary 

side of it. The impact of salary will be inline and proportionate to the 

impacts that you have seen in prior years. Our overall target EBIT 

margin band remains unchanged. One important aspect of our results 

which we want to call your attention to this quarter is that we are 

reviewing our depreciation policy and bringing it in line with both the 

regulatory changes that the new Companies law has brought about 

and using this opportunity to streamline and simplify and rationalize it 

across various asset classes, various subsidiaries etc. This is going to 

have a onetime impact on our numbers in this quarter. The one time 

impact will be different under both GAAP’s. So that is important to 

note. It will be different not just in terms of quantum as well as it would 

be different in terms of direction also. So in IFRS, the one-time impact 

in Q1 will be a charge of about 2% of our overall fixed assets. In 

Indian GAAP it will be a write back to the tune of about 4% to 5% of 

the fixed assets. The ongoing quarterly impact of it will be in line with 

whatever this is. So it is not going to be a material impact on an 

ongoing basis. It would be a one time (impact in) Q1. On the 

depreciation when we come out with our results, we will call it out 

separately. In Indian GAAP it will come as an exceptional item, in 

IFRS it will come as part of the overall numbers but we will give a note 

separately at that time. With that I throw the floor open to questions. 

Participant On the India business this quarter will be flattish but what are your 

views over the medium to long term? Do you expect the business to 

recover given that we have now a stable government or will it take 

some more time? 

Rajesh Gopinathan It is a bit speculative but yeah there is a new government in place and 

you know what we know. So actual market recovery will depend on 

what happens on the ground and we will have to wait and see how 

that pans out.  

Participant But have you seen any feedback from local Indian customers about 

whether they are looking more positively on the overall spending? 
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Rajesh Gopinathan Purely speculative right now. It is just too early in the days. We will 

wait for it to pan out.  

Mitali Ghosh Last time we saw some one time impact in the US in verticals like 

retail and couple of others. So have those ramp-ups gone as per 

normal course they were supposed to have ramped in this quarter and 

what is the environment basically in US and also in discretionary? 

Rajesh Gopinathan US demand continues to be fairly decent and strong. We have not 

seen any one-off impact on any vertical or no lingering effects per se. 

So we do not expect anything in it. Overall the demand in US 

continues to be what we have maintained that. We see project based 

demand. We can call it discretionary or projects. We prefer to call it as 

project based demand. And that continues to be there in US and that 

is what is striving the demand in US. And we contrast it with Europe 

where the primary demand is actually an outsourcing-led demand. So 

those two trends, project-led demand growth in US and outsourcing-

led demand growth in Europe continues unchanged.  

Mitali Ghosh  And the delayed ramp-ups in some of the clients, as there were 

changes in management and so on, those are on track now? 

Rajesh Gopinathan No Mitali, we have not made any commentary along those lines. I do 

not want to specifically answer in that form. So we have not called out 

any such things in last quarter also.  

Mitali Ghosh Okay, I mean there were some delays as mentioned, whatever the 

reasons they have been, I am just thinking.  

Rajesh Gopinathan Nothing, so it has got no lingering effects. Q1 is on track. 

Mitali Ghosh Normally in past years we have seen 2Q see a fairly, I mean calendar 

2Q see a reasonably better ramp up or better growth than Q1. So 

overall should one assume that that broad trend should continue? 

Rajesh Gopinathan Yes. So as we have said typical H1 is better than H2 and Q1 & Q2 

which is your June and September quarters are the better quarters 
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and this year also we see it panning out in the same form. So Q1 is 

tracking to that.  

Ravi Menon Can you give some color on the horizontal? I mean which areas are 

you seeing a lot of demand coming in, which services are you seeing 

in multi service deals? 

Rajesh Gopinathan Actually not much color to give on the horizontal other than the 

continuing pick up in the US on what we call as digital technologies. 

As we have said the digital technologies manifest themselves of 

projects under digital technologies can manifest themselves under 

various aspects of it. It can come as an analytics deal, it can come as 

a big data deal, it can come as pure ADM kind of service line. But the 

underlying trend in US continues to be increasing demand for digital 

technologies. The European demand is outsourcing-led demand 

which is across technology and service lines. Multi service deals per 

se are there but it is not materially different from any other period. So 

not much of a service line based differentiation that we see in the 

market right now. 

Sandeep Shah Sir I think you said the other income would be more or less in line. So 

any breakup in terms of Forex vs. the treasury income for this quarter? 

Rajesh Gopinathan Whenever there is a one-off, either positive or negative we will call it 

out. But nothing to report (this quarter). Other Income will be slightly 

better as our cash in hand is slightly better compared to earlier period. 

So that will play out otherwise nothing material to cover. 

Sandeep Shah No major swing QoQ because of Forex? 

Rajesh Gopinathan No. 

Sandeep Shah And any change in terms of hedging policy? 

Rajesh Gopinathan No change on policy so we continue to remain short to medium term 

hedged. Our Hedge book is in the range of $3 Bn to $4 Bn. So no 

material change in our hedging policy and no material change in the 

other income line also. 
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Sandeep Shah Last thing on depreciation which you said as a charge - is it a 

percentage of gross block and is it because of the change in the 

useful lives of the asset? 

Rajesh Gopinathan What I said is as a percentage of you can call it net block, net block is 

defined differently under both GAAPs. So it is broadly considered as a 

net block. And the change is due to both, what we have done is we 

have rationalized both the method as well as the life across various 

asset class, reduced it to a few sets of numbers. So there is impact on 

both lines, in fact the GAAP difference comes because of that. There 

is a treatment difference in both GAAP based on what you do on the 

method versus what you do on the line. So both items are – we will 

call that out separately when we put out the note but what is important 

is to know that (there is a change in accounting policy) and it is two 

different directions in the two GAAP. 

Mitali Ghosh Just to elaborate a bit on the depreciation to understand like when you 

are saying you are changing the method, this is like basically from like 

straight line to WDV, etc.? 

Rajesh Gopinathan So we had a mix of both WDV and straight line. Broadly we are 

bringing it mostly into straight line, so we are streamlining that and 

then streamlining the number of years. We will give you greater color 

in the detailed note.  

Mitali Ghosh And you said the trigger for this was – did you mention something 

about the Companies Act? 

Rajesh Gopinathan Immediate trigger was the Companies Act which has gone and 

prescribed certain things but because there was that, what we have 

done is we have rationalized the whole setup because it has been 

quite some years over time multiple subsidiaries had different one. So 

we cleaned it up completely, taken the opportunity to rationalize it.  

Mitali Ghosh And this change in Companies Act has just taken place? 

Rajesh Gopinathan That is with effect from this year. 
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Mitali Ghosh And the other thing as you mentioned on EBIT that your target band 

remains unchanged, I know you have been asked this many times 

before but till what kind of INR rate do you think broadly that target 

band can be managed? And what would be the main levers for that? 

Rajesh Gopinathan I have stayed away from answering that and I do not want to get into 

also. But broadly it is a question of what we did on the other side 

which is that as I told you when it was going in the other direction we 

are using the currency upside to actually reinvest aggressively in 

certain service lines and certain geographical markets and that these 

investments will be calibrated based on the headroom that we see. So 

we are not presetting ourselves to a depreciated currency right now 

and we will be slowly calibrating it. And if you look at it over the last 

few quarters every quarter about 30-40 bps or 50 bps is what has 

been the incremental margin impact as we have all along. Our 

strategy remains the same that if the currency were to start 

appreciating we pull back on some of these incremental investment 

lines and calibrate that based on what is the kind of headroom 

available. So no change to that strategy. Obviously it will not be as 

fast as the currency could move because a decision that is taken will 

have a long cycle and while we reduce the calibration the incremental 

investment is what we are changing rather than the investment 

decision. So our target band is a long term band rather than an 

immediate one. If the currency were to suddenly appreciate much 

more we will see the volatility, same way as we have seen the 

volatility when the currency depreciated. 

Ankur Rudra On a slightly lighter note have you seen any tactical gains from the 

leadership unraveling you have seen at one of your media friendly 

peers in Bangalore? 

Rajesh Gopinathan We would not like to comment on it. We welcome Mr. Sikka and wish 

him best of luck. Otherwise we will wait and see what the strategic 

changes are. 

Ankur Rudra Over the last 12 months or so we have been used to a structural 

theme that new work around cloud, big data etc will over-compensate 
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for any loss or obsolesce of work around ERP platforms or around 

infrastructure management. Has that thought process changed in any 

way positive or negative? 

Rajesh Gopinathan No, in fact if anything we continue to be even more convinced about 

this. So see our approach to it is that consolidation, simplification of 

technology work is part and parcel of the technology drill. So what is a 

complex solution today, 5 years later or 10 years later will be a much 

more streamlined and simplified one. So that line item will attract 

much less effort than now, which is similar to what happens on the 

compute side of this whole industry. So that is a characteristic of the 

industry. It does not change and ERP is a 10-15 year old solution and 

obviously it is a lot more standardized and streamlined today therefore 

it attracts less. But if you look at Tech as a whole it continues to attract 

greater investment, continues to attract greater demand because the 

technology intensity of the industry keeps on going up. So that theme 

per se we don’t see it changing anywhere in the near future. The 

question of is cloud impacting – cloud will continue to be what we call 

the digital technology stack is the technology stack of the future. And 

that is progressively increasing and progressively gaining traction. But 

in the same way as the web technology stack gained traction over the 

course of the last decade.  

Ankur Rudra One of your larger peers Accenture has created a separate growth 

platform around digital entirely. Do you foresee something similar for 

yourselves as it is becoming more mainstream? 

Rajesh Gopinathan We were amongst the earliest to invest in the digital technology side. 

We have a separate practice on it, set up labs all around, and have a 

fairly decent practice build up around it. So it is a logical gradual shift 

rather than something that is separate and we see this part of the 

overall technology space itself. So if you ask us is digital significant? 

Absolutely. Are we aligning it too? Absolutely. And this is the first time 

or this time around we are in this technology shift from day one. In all 

other technology cycles we have always come into it at a later point 
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and had to catch up on it. So we have that relative advantage in this 

time around. We are setting the agenda to that extent. 

Ashwin Mehta In terms of margins you will have around a 300 bps headwind 

because of wages as well as currency in the next quarter. So do you 

see any recalibration of the investments or any other levers being 

used up to kind of minimize that impact? 

Rajesh Gopinathan I do not want to quantify this – in terms of 100 bps from the currency 

and some headwind on the wages. As I was explaining and when 

Mitali asked the question we will calibrate ongoing investments on 

those lines and that will be one of this thing. And on a normal basis 

also whatever productivity improvement on a slight basis we will keep 

on asking. But those will not be that big to indirectly take care of these 

two major headwinds. So yes, future investments or ongoing 

investments are always calibrated based on the headroom available 

on the margins. And ongoing productivity measures will continue to 

happen at pace.  

Ashwin Mehta And secondly in terms of 1Q we have said that there is status quo in 

terms of demand but given what you have seen in terms of market 

action or deal flow, is there any change in terms of our FY15 

expectations versus FY14 either for the better or the worse or it stays 

the same? 

Rajesh Gopinathan No change in our commentary on FY15, so Q1-Q2 typically are our 

strong quarters, so that continues and it is in line with whatever 

expectations are. 

Participant I am sorry we have already touched upon this, just wanted to 

understand the impact of the Japanese JV, will that be basically 

applicable in this quarter? 

Rajesh Gopinathan No, from Q2 onwards. 

Ravi Menon Couple of questions – freshers’ conversion ratio, offers to joinees, are 

you seeing any trend different from last year? 
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Rajesh Gopinathan I do not have the data to answer that so probably next time when Ajoy 

is around, we will share the same. 

Ravi Menon Secondly, the wage increases would be pretty similar to what you 

announced overall.  

Rajesh Gopinathan We differentiate mostly on the geographical basis so that if you look at 

our announcement we had given you color on that. We do not 

differentiate or we do not call out differently based on functional lines. 

Ravi Menon Any change in the investments in Europe in terms of sales or an 

increase that we should see? Are you continuing on that path? You 

have talked about a lot more local hiring earlier. 

Rajesh Gopinathan Europe, we continue to be on the path of increasing feet on the street 

in terms of our sales presence. We have already invested, we are 

reaping the benefits of it, and we continue to invest in that. Our 

investment in France is continuing to do well and we are incrementally 

adding to that. So all of that will continue. So programs that have been 

initiated will continue at least and Europe is a major area of 

investment.  

Participant Couple of years back we had started this SME initiative in India iON, 

how has that been doing any color on that? Any verticals where it is 

doing much better than expectation or verticals where it has not 

picked up? 

Rajesh Gopinathan It is slow and it is not large enough for us to call it out separately and 

to give color on it. Probably we will do that on a separate basis but it is 

at a size where it is not about verticals. Still the model is being fine-

tuned and some customer segments welcome it, some others are not 

that interesting. So we still see the potential to be fairly huge but fine-

tuning that model so that it can scale is where the challenge is and 

where the focus is. 

Participant Our eventual plan was to take it outside India as well, so that for now 

would be kind of delayed? 
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Rajesh Gopinathan Right now the focus is India because the whole idea being to test out 

the business model and get it streamlined and we continue to look at 

overseas opportunities. When the opportunity is right or at an 

opportune time we will do it. But as of now no, but teams continue to 

evaluate potential ones. We look at go-to-market options, candidates 

around it, and partners around that. So it is more a business model 

experimentation at that stage.  

Participant Also about a year and half back, Chandra as well said during an 

earnings call that with time we will start sharing what is our SMSE 

revenue or digital technology revenue. Has that got to a scale where 

we can share or any color whether it is higher single digit? 

Rajesh Gopinathan We just said that we will share. We will call it once it gets to a 

meaningful number. 

Kedar Shirali Any further questions? No. Okay, so that concludes today’s business 

update. Thanks. 

 

---------------------------------------------------------------------------------------------------------------------- 

Note: This transcript has been edited for readability and does not purport to be a verbatim 

record of what was said during the call. 

 

 


