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IT Sector   

STPI tax sops sweeten sector prospects; upgrade to Neutral  
 

The government has decided to extend the tax benefits available to STPI units by a 
year to March 2010. Had the benefits been allowed to expire in March 2009, as 
scheduled, IT services companies would have witnessed a significant rise in effective 
tax rates from FY10 onwards. The extension of tax breaks would provide a boost to 
earnings in FY10 and thus enhance the growth rates of companies in the sector. 

We are increasing our earnings estimates for the companies under our coverage by 
4–6% to factor in a lower effective tax rate regime. With the improved growth 
prospects, we are also raising our target P/E multiples for individual stocks. 
Consequently, the target prices and recommendations of our IT universe coverage 
also stand revised. 

Over the past one month, investor sentiment towards the IT sector has witnessed a 
material change. In our opinion, the three concerns on the US demand environment, 
STPI tax expiry, and rupee appreciation fronts have been allayed to a great extent. 
We thus upgrade our view on the sector from Negative to Neutral. 

Extension of Section 10A/10B benefits by one year 
The finance minister has announced that the STPI tax benefits available to software 
companies will be extended by one year to March 2010. This is major sentiment 
booster for IT stocks as it would lower the effective tax rates in FY10. In the absence 
of the extension, the effective tax rates of software players were expected to rise by 
5–8% from FY10. 

Investor sentiment towards IT witnessing a positive shift 
The IT sector has witnessed a positive shift in investor sentiment over the last one 
month. Growth concerns, which were expected to worsen, have been allayed by 
various developments during this period as shown in the chart below. 

 

Concerns Earlier  Now 

Demand concerns 
over US slowdown 

 Management would be ultra-conservative 
while giving FY09 guidance. 

 Repeat of 2001 was feared 

  FY09 guidance suggests management confident 
of reasonable growth. 
 However, growth to be back-ended in H2FY09 

Appreciating rupee 
 Sharp rupee appreciation was expected due 

to strong capital inflows 
  Moderation of capital inflows and monetary 

policy measures have kept rupee stable in YTD 

Rise in tax rates 
post-FY09 

 Earnings growth rates were expected to 
slow down considerably due to expiry of 
STPI benefits 

 
 With extension of tax benefits by a year, 
earnings growth visibility has improved 
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STPI extension cranks up investor 
sentiment even as other growth 
concerns ebb 

Sector Update
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Recommendation snapshot 

(Rs)  CMP Earlier Revised Reco 

Infosys  1,664 1,440 1,664 Hold 

TCS  882 851 987 Hold 

Wipro  458 370 432 Sell 

Satyam  443 435 501 Buy 

Tech Mah  814 827 952 Hold 

MindTree  463 450 517 Buy 

Source: Religare Research  
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IT Sector Update 2 

We upgrade our sector view to Neutral 
Though the demand concerns arising from a slowing US economy have not died 
down completely, we believe that the positive management guidance provides a vital 
support to sentiments. Also, though we have assumed a stronger rupee in our 
estimates, a slower rate of appreciation would allow companies to restrict the impact 
on margins. With risks to growth easing off to a great extent, we upgrade our sector 
view from Negative to Neutral. 

Estimates for our universe coverage revised for FY10… 
Post-extension of the STPI benefits, we are increasing our earnings estimates for the 
companies under our coverage by 4–6%. 

Revised EPS estimates for FY10E 

(Rs)  Earlier Revised Change (%)

Infosys  101.6 106.7 5.0

TCS  63.9 67.4 5.4

Wipro  28.2 29.9 6.0

Satyam  34.6 36.2 4.6

Tech Mahindra  67.9 71.0 4.6

MindTree  38.1 39.8 4.3
Source: Religare Research  

…and modifying target prices and recommendations 
Also, with the stronger compounded growth rates expected over FY08-FY10, we are 
raising our target P/E multiples for these stocks by 10–15%. With the change in target 
multiples and the earnings revision, our target prices for these stocks stands revised, 
as shown in the table below. 

Revised target prices and recommendations 

(Rs)  CMP Earlier Revised Change (%) Earlier Revised 
Upgrade / 

Downgrade 

Infosys  1,664 1,440 1,664 15.5 Hold Hold - 

TCS  882 851 987 16.0 Sell Hold Upgrade 

Wipro  458 370 432 16.7 Sell Sell - 

Satyam  443 435 501 15.1 Hold Buy Upgrade 

Tech Mahindra  814 827 952 15.1 Hold Hold - 

MindTree  463 450 517 14.8 Buy Buy - 

Source: Religare Research  

 

Positive management guidance 
provides vital support to sentiments

Earnings estimates raised 4–6% 
for our IT universe 

Target P/E multiples raised  
10–15% 
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Fundamental Research 
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Suman Memani Construction, Realty, Mid-caps suman.memani@religare.in (91-22) 6612 4736 

Anurag Purohit IT, Telecom, Power anurag.purohit@religare.in (91-22) 6612 4795 

Hitesh Punjabi IT, Telecom hitesh.punjabi@religare.in (91-22) 6612 4769 
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Sudeep Anand Oil & Gas, Chemicals sudeep.anand@religare.in (91-22) 6612 4670 
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Recommendation parameters 

Large-caps* > 10% < - 5% 

 BUY SELL 

Mid-caps** > 25% < 10% 

Absolute 

R
eturns 

*Market cap over US$ 1bn    **Market cap less than US$ 1bn 
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Disclaimer 

Religare Securities Limited (Religare) has two independent equity research groups: Institutional Equities (Institutional Equity Research) and Priority Client Group 
(Religare Research). Religare Institutional Equity Research is aimed to service the institutional clients of Religare Securities Limited including the Portfolio Management 
Services of Religare whereas Religare Research is published with a view to service all segments of clients including Retail, HNIs and Institutional clients and PMS. 
This document has been prepared by Religare Securities Limited – Priority Client Group. Affiliates of Religare-PCG may have issued other reports that are contrary with 
and reach different conclusion from the information presented in this report. The views and opinions expressed in this document may or may not match or may be 
contrary with the views, estimates, rating and target price of the Institutional Equities Research Group of Religare Securities Limited. 
We are not soliciting any action based upon this material. This report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any 
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Religare-PCG. It does not constitute a personal 
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Though disseminated to all the customers 
simultaneously, not all customers may receive this report at the same time. Religare-PCG will not treat recipients as customers by virtue of their receiving this report. We 
have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable. It should be noted that the information contained herein 
is from publicly available data or other sources believed to be reliable. Neither Religare, nor any person connected with it, accepts any liability arising from the use of this 
document.  
This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for any investment decision. The investment discussed 
or views expressed may not be suitable for all investors. The user assumes the entire risk of any use made of this information. The recipients of this material should rely 
on their own investigations and take their own professional advice. Each recipient of this document should make such investigations as it deems necessary to arrive at 
an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult its 
own advisors to determine the merits and risks of such an investment. Price and value of the investments referred to in this material may go up or down. Past 
performance is not a guide for future performance. Certain transactions -including those involving futures, options and other derivatives as well as non investment grade 
securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock's price movement and 
trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a company's fundamentals. 
Opinions expressed are our current opinions as of the date appearing on this material only. We do not undertake to advise you as to any change of our views expressed 
in this document. While we would endeavor to update the information herein on a reasonable basis, Religare, its subsidiaries and associated companies, their directors 
and employees are under no obligation to update or keep the information current. Also there may be regulatory, compliance, or other reasons that may prevent Religare 
and affiliates from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change 
without notice.  
This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other 
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject Religare and affiliates to any registration or 
licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. 
Persons in whose possession this document may come are required to inform themselves of and to observe such restriction. 
Religare and its affiliates, officers, directors, and employees may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of 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 advisor or lender / borrower to such company (ies) or have other potential conflict of interest with 
respect to any recommendation and related information and opinions. Without limiting any of the foregoing, in no event shall Religare, any of its affiliates or any third 
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. 
Copyright in this document vests exclusively with Religare. This information should not be reproduced or redistributed or passed on directly or indirectly in any form to 
any other person or published, copied, in whole or in part, for any purpose, without prior written permission from Religare. We do not guarantee the integrity of any e-
mails or attached files and are not responsible for any changes made to them by any other person. 
The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and 
its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.  
Analyst’s holding in the stocks mentioned in the report: NIL. 


