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"A Fusion of Technology and Tradition: Exploring Valuation in the Digital Age with a Touch

of India's Cultural Essence."
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Joke of the Day

Ready for a quick laugh?

It's time for the Joke of the Day!
Whether you're at work, home, or
on the go, take a break and get

ready to smile.

Here we go!

') MM 8
Crossword Puzzle
Sharpen your pencils and your

mind—it’s time for today’s
Crossword  Puzzle  Challenge!

Whether you're a word whiz or just
love solving clues, dive in and test
your skills. Let’s see if you can
crack the code and fill in every
square!
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By,
Er.N.NATARAJAN, VALUER

TRICHY

Since the turn in to the 2Ist century, one
of which can be called really massive by its
true meaning was born and has now been
fundamentally proven: The global IT
services sector becoming an unequivocal
powerhouse — supporting economic
development leveraging incredible
volumes of labour. creating technology
largely that never existed before idea-to-
prototype commercialization employment
nearly everywhere over time at price
points so competitive. During the last two
decades, moving up through IT services is
no longer about saving money in Western
corporation it's much more important to

digitize every single industry.

Given the widespread adoption of
technology by businesses around the globe
to streamline their operations, enhance
customer experiences and promote
innovation, IT companies have seen a
dramatic increase in valuation as well
market capitalization. Not only does this
growth reshape the global economy, but
has a significant effect on financial
markets as well.

The IT services sector in India for
instance  has  witnessed phenomenal
change and is today one of the leading
sectors contributing to the National GDP
apart from many employment
opportunities. The worth of the Indian IT
sector was around USD 227 billion as on
2024 with exports contributing a nearly
USD 194 Billion. It accounts for more than
8% of Indian GDP and is a base for few of
the major IT firms which are driving
Digital Transformation for the large
clients worldwide. With the advancement
of the cloud, Al, cyber security mitigation,
data analytics, and automation, the
demand for this virtually changed this
sector increased further. In these sectors,
which are highly sought after by
corporations globally, there has been a
great deal of interest in implementing new
technologies to companies such as those
focused on the same. Primary reasons
influencing the valuation in the IT service
industry include, revenue and potential

growth,

innovation and operational efficiency.

Unlike many other sectors, which are
asset based, using up properties like real
estates, factories, heavy machines and
other capital equipment, in IT businesses,
most of the assets consist of intangible
ones which include intellectual property,
proprietary software management and
skilled labour. Such development into
knowledge based economy means that
even investors and analysts will have to
change their application of various
valuation metrics towards such companies.
Therefore, the priority that cannot be
given in the traditional enterprises is the
priority of the development possibilities
and the management of competition in
the dynamic environment of the
technology development.

A discounted cash flow is the most
valued and the most commonly used
valuation method of service providing
companies- IT services included.” Defining
discounted cash flow, it is concerned on
determining the value of a given firm
based on the projection of its future cash
inflows over a more time horizon. Because
in practice it is known that IT companies
normally show expectations of high future
revenues, this model makes it possible, for
an investor, to consider the factors money
can’t buy, the prospects of these firms
becoming profitable many years down the
road. Further more, IT companies have
proved to have very high operating
returns resulting from having low capital
expenditure requirements and efficient
scaling. As an illustration, once the
development of the software platform is
done, it can be marketed to several buyers
without the need for much expense thus
increasing profits and increasing the

worth of the company.

The wider market valuation associated
with market capitalization, in other words,
the market assets attached to any
corporation’s stock, is a strategic focus for
IT services BP’s in the light that most of
them are already multi-dollar
corporations. India’s IT  companies,
namely, Infosys, Tata Consultancy Services
(TCS), Wipro and HCL Technologies have
remained amongst the leaders by market
cap over the years. It was estimated that
TCS had a market capital of more than
$140 billion as of 2023 making TCS one of
the IT services companies with the highest
market valuations globally. It is worth
noting that, both Infosys and Wipro had
solid market caps, working out at $70
billion and $40 billion, respectively.
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These firms have bolstered through
organic expansion and acquisitions,
increasing their global presence and
broadening the range of their services
spanning cloud and Al to cybersecurity
and enterprise level software.

Over the last several decades, it has
been observed that the worldwide IT
services market has been experiencing
growth, but the COVID-19 pandemic
worsened the situation and made the need
for digital solutions more pronounced
than  before. Lockdowns made it
imperative for businesses to embrace
remote work hence IT solutions that
helped run the functions of businesses
virtually, supporting digital operations,
and providing cyber safety became very
important. The companies that had
adequate resources and organization
structures to handle these services
understood enhanced in their worth —
evaluations. Therefore, the rise in demand
for the likes of cloud-based solutions,
collaboration tools development, and
cybersecurity services not only served as a
revenue avenue for the IT firms but also
created a highlight on the need for
innovation to remain relevant in the
market.

One of the main determinants of the

high worth of the IT services firms is the
presence of stable revenue streams.
Advancement of technology in most
companies has shifted away from the use
of project work toward long-term
contracts that ensure predictable revenue.
As a result of this transition towards the
subscription model, IT companies have
been able to achieve steady cash flow
including SaaS companies which are also
valued higher. This structure appeals to
investors as it smoothens the earnings
volatility and gives better understanding
into upcoming revenue.
Furthermore, many of their operations are
based internationally — across different
sectors and countries which minimizes the
risk to the revenue streams.

The IT Services sector is another big
beneficiary of innovation and tech
companies with exposure to Artificial
Intelligence are trading at sky high
valuation multiples. Emerging technology
leaders such as Al, blockchain, Machine
Learning and Data Analytics companies
are generally marked at a higher valuation
compared to the average market player
based on their position in forward-looking
technological disruption. For example,
TCS and Infosys have invested significantly
in Al and automation to help businesses
streamline processes.

They improve the customer experience
while cutting costs. Conversely, During the
pandemic companies in cloud computing
and cybersecurity industries also saw their
valuations rise as digital transformation
became an imperative part of any
company's business stack.

IT services companies face the brunt of
lack of scalability in absolute valuation
terms. The scalable nature of digital
technologies allows these firms to scale
their operations without scaling up costs.
As an example, a software when built need
not to reinvent the wheel every time it is
deployed on thousands of clients.

That ability to scale immediately and cost-
effectively allowed IT companies to grow
revenues substantially more rapidly than
other sales groups that lead the higher
valuations. In addition, with their vast
international networks they can move into
fresh territories and also add to the new

gl’O\/\’th pl’OSpGCtS.

In recent years, Indian IT companies
have been trying to expand into global
markets for growth by servicing the US
and Europe among other regions. The
U.S. constitutes about 60% of India's IT
exports and Europe another 20-25%. That
has made Indian IT firms resilient to
domestic economic vagaries and provided
them  with exposure to digital
transformation trends in a variety of
markets.

With growing capability to serve
multinational corporations across sectors
including but not limited to banking and
financial services, healthcare and retail,
these businesses have become critical in
the global business landscape. In addition
to organic growth, Mergers and
Acquisitions (M&A) have been central to
near half-trillion dollar market value of I'T
services firms. To rapidly grow their
capabilities, access markets and enhance
the types of services offered by these firms
hence they resort to strategic acquisitions.
Indian IT firms have been acquirers in the
M&A market, buying technology startups
and consulting companies as well as other
service providers to expand their range
over the years.

In 2020, instead of targeting only one
customer base or type, infosys acquired

Simplus for $250 million to stronger its
cloud capabilities. This will not only bump
up the valuation of its entire business, but
it sends a message to investors that Allied
is strategically setting itself looking for
next stage growth.

An industry such as IT services will also
see different valuation trends when
compared to the broader economy which
is affected by interest rates, inflation or
currency values. For example, when
interest rates are low investors will. Favour
companies with high growth potential, e.g.
IT services firms

Cheap capital helps these companies
invest in innovation, R&D and growth,
which further pushes their valuation
higher. Conversely, surging inflation and
currency volatility can be potentially
harmful especially to those firms that rely
heavily on foreign economies for their
receipts. Fluctuating exchange rates can
hurt profitability, particularly for Indian
IT firms that derive a good chunk of their
revenue in U.S. dollars and other foreign

currencies.

Thus, as ESG gets more widespread,
investors expect more from IT services
companies. They seem to pay attention to
the way firms manage their environmental
footprint and labor practices and how they
direct the corporate governance of their
firms. IT firms that embrace sustainable
practices, ethical work, and good
governance will normally obtain premium
valuations due to their classification as
low-risk investments. An instance is firms
that invest in renewable sources of energy
to power data centers, promote diversity
and inclusion in their workplaces, and
exemplify  transparency about their
operations: these are mostly attractive to
institutional investors who are on the

lookout for long-term creation of value.

The IT services sector, especially India,
have, in conclusion, emerged as an engine
of economic growth accompanied by a
massive upsurge in market capitalization
and valuation. The trend towards
digitalization, recurring revenue models,
and innovation has made these IT
companies critical enablers of business in
the new economy. These include
scalability, global diversification, strategic
acquisitions, and cutting-edge
technologies focus. With the ongoing
evolution of the global economy-
maintained the domination of digital
solutions-the emerging IT services sector is
still a key driver for growth for both India

and global economies.
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Joke of the Day

Why did the IT services
company get promoted?

Crossword
Puzzle

Because every time the
market tried to depreciate
its value, it just upgraded to
a new version!

Behind

« While this joke is very technical, the essence of it relies on the concept of "upgrading,"

once again a common practice in tech, particularly when software and systems have gone
past their sell-by date. Here again, the focus is on market valuation, wherein fluctuation
could move from depreciating downwards due to the state of the markets.

« In asense, this comes off as a punchline where instead of allowing its value to depreciate,

the IT company chooses to "upgrade "itself, implying continuous innovation or

upgradation to keep ahead. It conveys that the tech company has always been dynamic in

the way they innovate themselves, come what may, and "upgrading" helps them hold

their or improve their market cap.

Questions

Let’s Play
Crossword
Puzzle

Across Down

3. The execution of an action or the 1. The income generated from normal
effectiveness of a company. business operations.

6. The introduction of new ideas or 2. The application of scientific
methods.

7. A place or system where buyers and 4.

knowledge for practical purposes.
General directions in which

1 sellers interact. something is developing or changing.
9. The total value of a company's 5. A plan of action designed to achieve a
outstanding shares of stock. long-term goal.
10. The action of putting money into 8. An increase in size, value, or
something to earn a profit. importance over time.
2
3
=
6 7 8
Answers 10
1. Revenue 6.Innovation
2. Technology 7 Market
3.Performance 8. Growth
4. Trends

5. Strategy

9.Capitalization
10. Investment




