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Tata Elxsi

Core growth revival

Tata Elxsi's growth is expected to recover to low double digits in FY27E, anchored
by engineering engagements that are more core and sticky to customers than
traditional IT services. The automotive vertical will serve as the primary catalyst,
driven by a healthy large deal pipeline and ramp-ups in steady-state and security
projects for the top OEM client. Growth in the transportation vertical will be further
bolstered by traction in off-road and aerospace segments. Strategic collaborations,
such as the fully outsourced partnership with Suzuki, underscore the company's
ability to compete with GCC models through superior technical expertise. The
communications vertical is entering a catch-up recovery phase by consolidating
positions with existing clients, while healthcare demand centres around enhancing
operative performance and clinical outcomes rather than job replacement. Al is
fundamentally transforming ER&D by acting as a high-speed enabler rather than a
disrupter. Automation is concentrated in functions such as testing, verification, and
regulatory checks across the US and European mandates, while high-level
architectural roles and complex system contexts remain shielded from automation
and full replacement. The margin expansion trajectory relies on volume growth and
utilization rather than cost-cutting. Consequently, hiring is being carefully
calibrated, with no major headcount increases immediately but a focus on building
a bench to meet the double-digit growth target. EBITDA margins are expected to
expand to 26.9% in FY28E versus 26.1% in FY25 and 22.3% in FY26E.
With strong client relationships, differentiated capabilities, and strategic
positioning across verticals, TELX is well-placed for growth recovery in FY27E vs
~3% decline in FY26E. However, the pace of recovery will be calibrated; thus we
have reduced our revenue estimate by 3-5%. The margin recovery is expected to be
gradual, leading to a 6-7% reduction in our EPS estimate. We expect TELX to deliver
revenue/EPS CAGR of 13/26% over FY26-28E (~7/10% over FY25-28E) vs 5Y CAGR
of 14/24%. We maintain our ADD with a revised P/E multiple to 30x (~35x earlier)
and a target price of INR 5,000, based on 30x FY28E EPS. The stock is trading at a
P/E of 32/27x FY27/28E (vs 10Y average at 36x and pre-covid 10Y average of 17x).
= Growth led by recovery in automotive vertical: The automotive vertical, which
currently accounts for over 55% of total revenue, saw a robust recovery in Q3 FY26
with 7.7% QoQ growth, led by the accelerated ramp-up of SDV deals and the
normalization of programs with top OEM client. Primary growth drivers include
steady-state ramp-ups and specialized security projects as innovation budgets
begin to flow back into new model launches. While the large deal pipeline is
healthy, closure timelines remain variable, leading to an expectation that Q4 results
will be relatively flat before the momentum picks up in FY27E (we are expecting
mid-teens YoY growth). Beyond traditional passenger vehicles, the company is
eyeing growth from off-road and aerospace sectors with stability in its the Tier-1
portfolio (~20% of automotive). The company is expanding its global footprint
across the US and Japan, notably through its fully outsourced model with Suzuki,
which successfully competes against traditional GCC model.
= Recovery in communications and healthcare verticals: The communications
vertical is entering a catch-up recovery phase, where expansion is primarily driven
by consolidating and increasing wallet share with existing clients. While the
segment faced seasonal furloughs and delays in the third quarter, a strong
foundation of previously won large deals and renewed service offerings positions
it for positive momentum starting in Q4FY26E. Simultaneously, the healthcare and
life sciences vertical is expected to return to a growth trajectory in Q4 after
bottoming out, following the completion of major regulatory programs. Demand
in the healthcare space remains resilient and is focused on improving clinical
outcomes and operative performance rather than job displacement, with the
company seeing market success through GenAl-powered regulatory workflows
and significant new customer additions. We expect +12/11% CAGR over FY26-28E
for the communications and healthcare verticals respectively. Both the verticals
have registered a negative 5% CAGR over FY23-26E.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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YE March (INR bn) FY23 FY24 FY25 FY26E FY27E FY28E
Revenue (USD mn) 390 429 441 426 479 546
Net Sales 31.45 35.52 37.29 37.41 42.84 49.44
EBIT 8.80 9.47 8.68 7.37 10.02 12.08
APAT 7.55 7.92 7.85 6.59 8.68 10.39
Diluted EPS (INR) 121.3 1272 126.0 105.9 139.3 166.9
P/E (x) 37.1 354 35.7 42.5 32.3 26.9
EV /EBITDA (x) 27.9 25.3 26.8 31.1 23.1 19.1
RoE (%) 41.0 345 29.3 22.1 26.5 28.4
Source: Company, HSIE Research,
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Exhibit 1: Sequential revenue growth trend (USD QoQ/YoY)
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Exhibit 2: Sequential EBIT margin improvement led by gross margin expansion
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Exhibit 3: Annual revenue growth trend
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Exhibit 4: SDS revenue mix (Q3FY26) and transportation vertical revenue growth trend
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Exhibit 5: Media & Communications and Healthcare & Life Sciences revenue recovery expected in FY27E
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Exhibit 6: Margin expansion supported by lower dependence on sub-contracting and high offshore
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Exhibit 7: Improvement in cash conversion with normalization in DSO
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Exhibit 8: Earnings growth and PE grid
30 - -——
( TEIQ)-{ )
-
_ epsys <
25 4
=
=
& 9
w20 -
g ® MPHL L1eS
15
ZENT o
MAST ® SSOF ® CYL
10 L
0 5 10 15 20 25 30
EPS CAGR FY26-28E (%)
Source: Bloomberg, HSIE Research,
Exhibit 9: Change in Estimates
FY26E FY26E Change FY27E FY27! Change FY28E FY28E Change
YE March (INR bn) Old  Revised (%) old Revise: (%) Old  Revised (%)
Revenue (USD mn) 427 426 (0.3) 495 47 (3.4) 573 546 (4.6)
Revenue 37.53 37.41 (0.3) 44.34 42.8 (3.4) 51.84 49.44 (4.6)
EBIT 7.46 7.37 (1.2) 10.83 10.0 (7.5) 13.20 12.08 (8.4)
EBIT margin (%) 19.9 19.7 -19bps 24.4 23. -103bps 25.5 24.4 -102bps
APAT 6.66 6.59 (1.0) 9.28 8.6 (6.4) 11.22 10.39 (7.4)
EPS (INR) 107.0 105.9 (1.0) 149.0 139. (6.4) 180.2 166.9 (7.4)
Source: HSIE Research
Exhibit 10: Revenue growth assumptions
CAGR

Revenue (USD mn) FY24 FY25 FY26E FY27E FY28E (FY25-FY28E)

SDS revenue

Transportation 208 232 230 261 301 9.1
YoY growth (%) 20.4 11.5 -0.6 13.1 15.6
Media & Communication 147 139 130 146 164 57
YoY growth (%) -2.6 5.7 -6.1 12.3 12.0
Healthcare & Life sciences 58 53 47 51 58 3.2
YoY growth (%) 7.6 -9.5 -10.7 8.5 13.3
Others Revenue 3 4 5) 7 8 24.5
YoY growth (%) 2.9 18.1 37.5 26.9 10.7
Total (SDS) 417 427 413 465 531 7.5
YoY growth (%) 9.3 2.6 -3.3 12.5 14.1
SIS 12 13 12 14 16 5.6
YoY growth (%) 16.9 16.9 16.9 16.9 16.9
Total Revenue 429 441 425 479 546 7.4
YoY growth (%) 9.9 2.8 -3.5 12.5 14.1

Source: HSIE Research
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Exhibit 11: TELX valuations vs other ER&D peers
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Exhibit 12: TELX P/E (1-yr fwd) Trend
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Consolidated Income Statement
Year ending March (INR bn) FY23 FY24 FY25  FY26E  FY27E  FY28E
Net Revenues (USD mn) 390 429 441 426 479 546
Growth (%) 17.7% 9.9% 2.8% -3.4% 12.5% 14.1%
Net Revenues 31.45 35.52 37.29 37.41 42.84 49.44
Growth (%) 27.3% 13.0% 5.0% 0.3% 14.5% 15.4%
Employee Expenses 15.98 19.10 20.46 21.79 23.65 26.78
SG&A Expenses 5.86 5.96 7.10 7.30 8.10 9.34
EBITDA 9.61 10.46 9.73 8.33 11.09 13.32
EBITDA Margin (%) 30.6% 29.5% 26.1% 22.3% 25.9% 26.9%
EBITDA Growth (%) 25.5% 8.9% -7.0%  -14.4% 33.2% 20.1%
Depreciation 0.81 0.99 1.05 0.96 1.07 1.24
EBIT 8.80 9.47 8.68 7.37 10.02 12.08
Other Income (Including EO Items) 0.74 1.22 1.60 1.73 1.85 2.10
Interest 0.16 0.20 0.19 0.16 0.14 0.14
PBT 9.38 10.49 10.09 8.94 11.73 14.05
Tax (Incl Deferred) 1.82 2.56 243 2.12 3.05 3.65
RPAT 7.55 7.92 7.65 5.87 8.68 10.39
APAT 7.55 7.92 7.85 6.59 8.68 10.39
APAT Growth (%) 37.4% 4.9% -0.9%  -16.0% 31.6% 19.8%
Adjusted EPS (INR) 121.3 127.2 126.0 105.9 139.3 166.9
EPS Growth (%) 37.4% 4.9% -0.9%  -16.0% 31.6% 19.8%
Source: Company, HSIE Research
Consolidated Balance Sheet
Year ending March (INR bn) FY23 FY24 FY25 FY26E FY27E  FY28E
SOURCES OF FUNDS
Share Capital — Equity 0.62 0.62 0.62 0.62 0.62 0.62
Reserves 20.23 24.43 27.98 30.35 33.87 38.08
Total Shareholders’ Funds 20.86 25.06 28.60 30.98 34.49 38.70
Total Debt - - - - - -
Net Deferred Taxes (0.13) (0.24) (0.38) (0.38) (0.38) (0.38)
Long Term Provisions & Others 1.99 2.35 1.96 1.96 1.96 1.96
TOTAL SOURCES OF FUNDS 22.72 27.17 30.18 32.56 36.08 40.29
APPLICATION OF FUNDS
Net Block 3.17 3.83 3.09 3.63 4.01 4.45
Goodwill & intangibles 0.16 0.13 0.09 0.12 0.14 0.17
Other Non-current assets 0.55 0.76 0.73 0.73 0.73 0.73
Total Non-current Assets 3.95 4.74 3.92 4.50 4.89 5.35
Debtors 9.76 9.72 9.72 9.75 11.16 12.88
Other Current Assets 145 2.07 2.20 2.20 2.52 2.90
Cash & Equivalents 12.34 15.09 19.65 21.42 23.39 25.72
Total Current Assets 23.55 26.89 31.56 33.37 37.06 41.50
Creditors 1.03 0.86 1.23 1.23 1.41 1.63
Other Current Liabilities & Prov. 3.75 3.60 4.07 4.08 446 4.94
Total Current Liabilities 4.79 4.46 5.30 5.31 5.88 6.57
Net Current Assets 18.77 2243 26.26 28.06 31.19 34.93
TOTAL APPLICATION OF FUNDS 22.72 27.17 30.18 32.56 36.08 40.29
Source: Company, HSIE Research
Page | 7
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Consolidated Cash Flow
Year-ending March (INR bn) FY23 FY24 FY25 FY26E FY27E FY28E
Reported PBT 9.38 10.49 10.09 8.94 11.73 14.05
Non-operating & EO items (0.54) (0.74) (0.92) (1.73) (1.85) (2.10)
Interest expenses 0.16 0.20 0.19 0.16 0.14 0.14
Depreciation 0.81 0.99 1.05 0.96 1.07 1.24
Working Capital Change (3.10) (1.35) (0.24) (0.03) (1.16) (1.41)
Tax Paid (1.85) (2.58) (2.24) (2.12) (3.05) (3.65)
OPERATING CASH FLOW (a) 4.87 7.01 7.92 6.18 6.88 8.25
Capex (0.64) (0.83) (0.16) (1.54) (1.46) (1.70)
Free cash flow (FCF) 4.23 6.18 7.76 4.64 542 6.56
INVESTING CASH FLOW (b) (2.02) (2.70) (3.08) 0.19 0.39 0.41
Interest Expenses (0.16) (0.20) (0.19) (0.16) 0.14) 0.14)
FCFE 4.07 5.98 7.57 4.49 5.28 6.42
Dividend (2.65) (3.78) (4.37) (3.49) (5.16) (6.18)
FINANCING CASH FLOW (c¢) (2.81) (3.98) (4.56) (3.65) (5.30) (6.32)
NET CASH FLOW (a+b+c) 0.03 0.33 0.28 2.73 1.97 2.34
Closing Cash & Equivalents 12.34 15.09 19.65 21.42 23.39 25.72
Source: Company, HSIE Research
Key ratios

FY23 FY24 FY25 FY26E FY27E FY28E
PROFITABILITY (%)
GPM 49.2 46.2 45.1 41.8 44.8 45.8
EBITDA Margin 30.6 29.5 26.1 223 259 269
APAT Margin 24.0 223 21.0 17.6 20.3 21.0
RoE 41.0 345 29.3 221 26.5 284
RolIC (or Core RoCE) 83.0 63.7 58.2 51.9 62.2 65.6
RoCE 38.2 324 27.9 214 25.6 275
EFFICIENCY
Tax Rate (%) 194 24.5 241 23.7 26.0 26.0
Fixed Asset Turnover (x) 8.4 8.8 8.9 8.9 8.9 8.9
Debtors (days) — Billed 113 100 95 95 95 95
Other Current Assets (days) 17 21 21 21 21 21
Payables (days) 12 9 12 12 12 12
Other Current Liab & Provns (days) 44 37 40 40 38 36
Cash Conversion Cycle (days) 75 75 65 65 66 68
Debt/EBITDA (x) = = = = = =
Net D/E (x) 0.6) (0.6) 0.7) 0.7) 0.7) 0.7)
Interest Coverage (x) 54 47 46 47 71 86
PER SHARE DATA (INR)
EPS 121.3 127.2 126.0 105.9 139.3 166.9
CEPS 134 143 143 121 157 187
Dividend 61 70 75 56 83 99
Book Value 335 402 459 497 554 621
VALUATION
P/E (x) 37.1 354 35.7 42.5 32.3 26.9
P/BV (x) 13.4 11.2 9.8 9.0 8.1 7.2
EV/EBITDA (x) 27.9 25.3 26.8 31.1 23.1 19.1
OCF/EV (%) 1.8 2.6 3.0 24 2.7 3.2
FCF/EV (%) 1.6 2.3 3.0 1.8 2.1 2.6
FCFE/Mkt Cap (%) 15 2.1 2.7 1.6 19 2.3
Dividend Yield (%) 13 1.6 17 12 1.8 2.2
Source: Company, HSIE Research
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Disclosure:

We, Vinesh Vala, MBA, Amit Chandra, MBA & Maitreyee Vaishampayan, MSc authors and the names subscribed to
this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the
subject issuer(s) or securities. SEBI conducted the inspection and based on their observations have issued advise/warning.
The said observations have been complied with. We also certify that no part of our compensation was, is, or will be directly
or indirectly related to the specific recommendation(s) or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company.
Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or
more in the subject company at the end of the month immediately preceding the date of publication of the Research
Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does have/does not have any
material conflict of interest.

Any holding in stock - No

HDEFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must
not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider
the risk appetite or the particular circumstances of an individual investor; readers are requested to take professional advice
before investing. This report may have been refined using Al tools to enhance clarity and readability.

Nothing in this document should be construed as investment advice. Each recipient of this document should make such
investigations as they deem necessary to arrive at an independent evaluation of an investment in securities of the
companies referred to in this document (including merits and risks) and should consult their own advisors to determine
merits and risks of such investment. The information and opinions contained herein have been compiled or arrived at,
based upon information obtained in good faith from sources believed to be reliable. Such information has not been
independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy,
completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any
company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update
this report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by,
any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject
HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the
same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or
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Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could
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This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or
other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL.
HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other
potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to,
fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the
dividend or income, etc.
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Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before
investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee
performance of the intermediary or provide any assurance of returns to investors.
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