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Statistical Abstract           

Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield 

31 Mar (RsM) (Rs) (%) (x) (x) (%) (%) 

2005A 20,521 21.36 16.6 60.2 38.6 78.0 0.4 

2006A 29,074 29.71 39.1 43.3 21.5 64.3 0.5 

2007E 41,437 42.34 42.5 30.4 13.9 55.6 0.8 

2008E 52,965 54.12 27.8 23.8 9.5 47.6 0.9 

2009E 64,094 65.50 21.0 19.6 6.9 40.9 1.2 

Source: Powered by dataCentral     
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Tata Consultancy Services (TCS.BO) 
 Buy: TCS Q4 - Revenues In-Line; Margins Below Expectations 
  

 Revenues in-line; margins flat qoq — Revenue for the quarter was $1.18b (as 
against our expectation of $1.19b). EBITDA margins were flat qoq at 28.3% as 
against our expectation of 40bp improvement. Higher depreciation resulted in 
EBIT margins declining by ~50bp qoq. Net profit was helped by a one-off other 
income due to sale of stake in Sitel – net profit for the quarter was Rs. 11.73b. 

 BFSI revenues flat - industry trend? — BFSI revenues for TCS were flat in the 
quarter, which is in-line with that of Infosys. TCS management indicated that it 
was just a quarterly fluctuation and BFSI revenues are expected to be in the 
range of 42-43% of revenue going forward. 

 Strong hiring trend indicates momentum — TCS indicated that demand 
scenario remains robust. Over FY07, TCS has added 36% to its employee 
strength. TCS has also made offers to 12,000 candidates for next year and 
guided to gross addition greater than FY07 (~32,000 employees).  

 Demand strong; rupee the wildcard — Management reiterated its view that 
demand remains strong across geographies and service lines. While we remain 
positive on the prospects of the sector – the sharp rupee appreciation over the 
last few days remains a big risk to earnings and stock price performance. 

 TCS remains one of our top picks; results near-term dampener — We believe 
that TCS with its well-diversified portfolio of services and size will remain one of 
the key beneficiaries of the offshore trend. Near term, stock could be affected by 
quarterly result (below expectation) coupled with strong performance YTD. We 
maintain our Buy/Low Risk recommendation on the stock. 
 

Surendra Goyal, CFA1 
+91-22-6631-9870 
surendra.goyal@citigroup.com 

Hitesh Shah1 
+91-22-6631-9872 
hitesh.b.shah@citigroup.com 
  

 

See Appendix A-1 for Analyst Certification and important disclosures. 

Buy/Low Risk 1L
Price (16 Apr 07) Rs1,285.70
Target price Rs1,560.00
Expected share price return 21.3%
Expected dividend yield 0.8%
Expected total return 22.1%
Market Cap Rs1,258,200M
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Other key points 
 Volume growth of 6.4% — TCS had volume growth of 6.4% qoq while pricing 

and productivity improvement accounted for 1.3% qoq.  

 Hiring continues to be strong — TCS added ~5800 employees in the quarter 
– in the last 12 months, TCS added 36% to its employee base. TCS guided to 
a gross hiring greater than FY07 (where they hired ~32,000 employees 
gross). TCS has already made offers to 12,000 employees  

 EBITDA margins flat; EBIT margins decline — While gross and EBITDA 
margins remained flat qoq, EBIT margins declined due to a sharp increase in 
depreciation (+30% qoq).  

 Wage hikes – Management indicated that offshore wage hikes were expected 
to be ~12-15% at offshore and ~3-5% at onsite.  

 Pricing environment continues to be good – Management indicated that 
pricing environment is in-line with what it has been indicating in the past – 
TCS is getting a 3-5% increase in business with existing clients and 5-10% 
increase in pricing from new clients. 

 TCS guides to stable margins — Management indicated that despite the 
sharp rupee appreciation and wage inflation, it should be able to maintain 
FY08 margins in the same ballpark of FY07 margins. TCS had a $1b hedge at 
the end of the quarter at Rs. 43.5-44/$. 

 Product business gaining scale – The product business is gaining scale with 
a number of good deal wins in FY07. In FY07, TCS did revenues of $120m in 
the product business. 

 "Growth engines" continue to deliver —  Infrastructure services, Enterprise 
solution, Global consulting, Asset leveraged solutions and Assurance services 
continue to grow upwards of 10% qoq 

 Tax rate to continue at the same level – TCS management indicated that it 
expects tax rates to be at the same level as FY07 (which is ~14%). 

Figure 1. Key Financial (Rs mn) 

  4Q06 3Q07 4Q07 QoQ YoY 
Revenue (US$ m) 837 1,098 1,184 7.8% 41.5% 
Revenue 37,234 48,605 51,464 5.9% 38.2% 
Cost of revenue 20,477 26,506 28,144 6.2% 37.4% 
Gross profit 16,756 22,099 23,320 5.5% 39.2% 
Gross margin 45.0% 45.5% 45.3% -15bp 31bp 
Operating expenses 7,792 9,427 10,147 7.6% 30.2% 
EBIT 8,965 12,673 13,173 3.9% 46.9% 
EBIT margin 24.1% 26.1% 25.6% -48bp 152bp 
Depreciation and amortization 865 1,080 1,395 29.2% 61.3% 
EBITDA 9,830 13,752 14,568 5.9% 48.2% 
EBITDA margin 26.4% 28.3% 28.3% 1bp 191bp 
Other income -40 300 898 199.5% n.a. 
Profit before tax 8,925 12,972 14,070 8.5% 57.7% 
Income tax expense -898 -1,828 -2,188 19.7% 143.8% 
Income from operations 8,027 11,144 11,882 6.6% 48.0% 
Affiliates/Minority -70 -98 -155 n.a. n.a. 
Net profit 7,958 11,047 11,728 6.2% 47.4% 
EPS - basic & diluted 8.13 11.29 11.98 6.2% 47.4% 
 
Source: Company Reports 
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Figure 2. Key HR and execution metrics 

 1Q07 2Q07 3Q07 4Q07 
TCS (Consolidated) 71,190 78,028 83,500 89,419 
TCS Ltd. 67,530 74,193 79,755 85,582 
Indian subsidiaries (total) 3,660 3,835 3,745 3,837 
Gross addition (TCS Ltd) 7,095 8,919 7,835 8,613 
Net addition (TCS Ltd) 4,698 6,663 5,562 5,827 
Trainees 2,574 3,764 2,478 3,843 
Experienced 2,703 4,200 4,015 2,918 
Execution matrices     
Attrition rate (%) 10.6% 10.6% 10.8% 11.3% 
Utilization rate     
Including trainees 77.3% 75.2% 75.0% 74.7% 
Excluding trainees 80.1% 79.4% 78.2% 79.6% 
 
Source: Company Reports 

 

Figure 3. Revenue Mix 

 1Q07 2Q07 3Q07 4Q07 
Geographic Mix     
Americas 56.1% 57.0% 56.5% 55.3% 
Europe 27.7% 28.5% 28.6% 29.0% 
India 10.6% 8.4% 7.9% 9.4% 
Others 5.6% 6.1% 7.0% 6.3% 
Service Mix     
ADM & engineering services 66.9% 67.8% 68.4% 66.5% 
Enterprise solutions & PI 23.0% 21.5% 20.7% 21.8% 
Asset leverages solutions 2.6% 2.5% 2.8% 3.1% 
Others 7.5% 8.2% 8.1% 8.6% 
Vertical Mix     
BFSI 41.2% 42.7% 43.5% 41.3% 
Manufacturing 16.0% 15.3% 15.2% 15.1% 
Telecommunications 16.5% 16.6% 16.8% 17.6% 
Life sciences & healthcare 4.1% 4.0% 4.5% 4.7% 
Retail & distribution 6.7% 6.6% 6.9% 7.9% 
Transportation 3.6% 3.4% 2.9% 3.2% 
Energy & utilities 2.6% 2.7% 2.2% 2.3% 
Others (media & entertainment 
and government) 

9.3% 8.7% 8.0% 7.9% 

 
Source: Company Reports 

 

Figure 4. Key Client metrics 

 1Q07 2Q07 3Q07 4Q07 
Total active clients 764 742 754 780 
New clients 62 58 55 43 
Client relationships     
>$1 million 258 274 288 297 
>$5 million 97 105 114 119 
>$10 million 65 70 74 75 
>$20 million 33 32 37 39 
>$50 million 10 15 15 14 
Client concentration     
Top client 4.0% 4.9% 5.7% 6.6% 
Top 5 clients 16.7% 16.8% 17.4% 18.5% 
Top 10 clients 26.8% 26.8% 27.5% 28.4% 
 
Source: Company Reports 
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Tata Consultancy Services 
Company description 
TCS is India's largest and among the oldest IT companies. It is part of the 
diversified TATA Group, one of the largest corporate groups in Asia. It has over 
83,500 employees, including its subsidiaries, with marketing presence across 
32 countries and development presence in 10 countries besides India. It 
provides a comprehensive range of IT services to industries such as banking 
and financial services, insurance, manufacturing, telecommunications, retail 
and transportation. It has over 750 active clients at end of 3Q07 including six of 
the Fortune Top 10 companies in the US. The company started with data 
processing work in 1968, and was the first to provide offshore services in 1974. 
Over last three decades, the company has come a long way with deep technical 
and project management expertise in handling complex client projects and 
strong offshore processes. 

Investment thesis 
We rate TCS Buy/Low Risk (1L) with a target price of Rs1,560 based on a 
fundamental 12-month view. As India's largest and most experienced IT 
services firm, TCS looks well positioned to benefit from the growing demand for 
offshore IT services. It is a well-regarded stock among investors familiar with 
India and the IT-services sector. We believe TCS' margins in its international IT 
services' business (around 95% of EBIT) are likely to trend down over the next 
few years. However, we expect this decline to be relatively modest, as we expect 
positive leverage from a) better onsite-offshore mix, b) higher fresher hiring, and 
c) improved utilization with strong demand outlook to offset margin pressure 
from wage inflation. Consequently, we expect revenue CAGR of 30.2% and EPS 
CAGR of 30.3% over FY06-09. We believe there may be upside to our estimates 
if we begin to see some large off-shoring deals materializing and/or a quicker-
than-anticipated pickup in average pricing. 

Valuation 
Our target price of Rs1,560 is based on a P/E of 26x FY08-09E average EPS, 
derived from a 7% discount to our target 28x FY08E-09E average earnings for 
Infosys - TCS' closest peer in terms of business model. We expect TCS to 
continue to trade at slightly lower multiples than Infosys due to its slower long-
term growth and investors' greater comfort and familiarity with Infosys. Our 
target price assumes a one-year forward P/E of ~60% above the average BSE 
Sensex multiple, which we think is justified given TCS' superior FCF, RoIC and 
growth rates vs. the overall market, and it actually implies a slightly lower 
premium than that for Infosys. We believe P/E remains the most appropriate 
valuation measure given TCS' profitable track record and strong earnings 
visibility. Our target price is also supported by a FY08E Price/Sales multiple of 
5x, which is within the stock's historical trading range of 3.5-5.5x since listing. 

Risks 
We rate TCS Low Risk, consistent with our quantitative stock-volatility based risk 
rating system. Fundamentally also, given the stock's below-market beta, its 
relatively high earnings visibility, strong cash flows and balance sheet - along 
with our Low Risk rating for its local peers Infosys and Wipro - we believe a Low 
Risk rating for TCS makes sense. The key downside risks to our target price 
include:  

1) Any significant appreciation of the rupee against the US Dollar/Euro/GBP; 
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2) A sharp slowdown in the US/Global economy; 

3) H1B visa quotas; 

4) Large exposure to the GE Group; 

5) Large exposure to fixed-price contracts; 

6) TCS' higher onsite revenue contribution (~60% of total); 

7) Acquisition-related risks, including M&A with other Tata-group IT firms. 
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Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Tata Consultancy Services. This position reflects 
information available as of the prior business day. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Tata Consultancy 
Services. 

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking services from Tata 
Consultancy Services. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Tata Consultancy Services in the 
past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): Tata Consultancy Services. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: Tata Consultancy Services. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, non-securities-related: Tata Consultancy Services. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citigroup Investment Research product ("the 
Product"), please contact Citigroup Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same 
important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at 
www.citigroupgeo.com. Private Client Division clients should refer to www.smithbarney.com/research.  Valuation and Risk assessments can be found in the text of the most 
recent research note/report regarding the subject company.  Historical disclosures (for up to the past three years) will be provided upon request. 

Citigroup Investment Research Ratings Distribution    
Data current as of 31 March 2007 Buy Hold Sell
Citigroup Investment Research Global Fundamental Coverage (3215) 45% 40% 15%

% of companies in each rating category that are investment banking clients 45% 42% 32%
India -- Asia Pacific (130) 58% 14% 28%

% of companies in each rating category that are investment banking clients 42% 50% 42%
Guide to Fundamental Research Investment Ratings: 
Citigroup Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citigroup Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) 
and risk rating. 
For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
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Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 
10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
 

Guide to Corporate Bond Research Credit Opinions and Investment Ratings: 
Citigroup Investment Research's corporate bond research issuer publications include a fundamental credit opinion of Improving, Stable or Deteriorating and a 
complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the company featured in the report. The fundamental credit 
opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to securities market vagaries. The fundamental credit opinion 
is not geared to, but should be viewed in the context of debt ratings issued by major public debt ratings companies such as Moody's Investors Service, Standard and Poor's, 
and Fitch Ratings. 
 
CBR risk ratings are approximately equivalent to the following matrix: 
 
Low Risk -- Triple A to Low Double A 
Low to Medium Risk -- High Single A through High Triple B 
Medium to High Risk -- Mid Triple B through High Double B 
High to Speculative Risk -- Mid Double B and Below 
 
The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed-income security issued by a company is held to maturity, 
based upon both fundamental and market risk factors. Certain reports published by Citigroup Investment Research will also include investment ratings on specific issues 
of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citigroup Investment 
Research's expectations for total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: 
Buy/Overweight -- the bond is expected to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), 
performances of which are updated monthly and can be viewed at http://www.sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight -- the bond is expected to 
perform in line with the relevant Citigroup bond market sector index; or Sell/Underweight -- the bond is expected to underperform the relevant sector of the Citigroup 
indexes. 

OTHER DISCLOSURES 
The subject company's share price set out on the front page of this Product is quoted as at 16 April 2007 01:11 PM on the issuer's primary market. 

Citigroup Global Markets Inc. or its affiliates beneficially owns 5% or more of any class of common equity securities of Tata Consultancy Services. 

Citigroup Global Markets Inc. or its affiliates holds a long position in any class of common equity securities of Tata Consultancy Services. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner 
inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies.  However, it should 
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice.  Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product.  Although Citigroup Investment Research does not set 
a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citigroup Investment Research to provide research coverage 
of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.  
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through 
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